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Introduction 
Financial intermediaries perform essential functions for the economy as they channel 
capital to markets and influence saving decisions. In providing their services, they take in 
funds from savers and allocate them to others. This leaves financial intermediation and 
economic growth inextricably linked, as many theoretical models suggest (see for 
example Bencivenga and Smith, 1991; Greenwood and Jovanovic, 1990; King and Levine, 
1993). Not long ago, Gorton and Winton (2003) emphasised that the focus in explaining 
the traditional nature of financial intermediaries has shifted towards exploring why these 
institutions exist and how they shape modern financial markets. More precisely, they 
claim that “the savings-investment process, the workings of capital markets, corporate 
finance decisions, and consumer portfolio choices cannot be understood without 
studying financial intermediaries” (Gorton and Winton, 2003, p. 431). 

As can be seen in Figure 1, banks and mutual funds are the largest and most visible 
financial intermediaries and have an extensive impact on the economy. Bank assets were 
equal to around 63 per cent of global GDP in 2019 for example, and mutual fund assets 
were around 161 per cent. The same figures for the OECD were 98 per cent for banks 
and 286 per cent for mutual funds. In comparison, the assets of other financial 
intermediaries, including insurance companies, nonbank financial institutions, and 
pension funds, are a considerably smaller share of GDP. 

 
Figure 1. Financial intermediaries’ assets to GDP, regional averages. 
Source: World Bank, Global Financial Development [Data set]. Indicator codes GFDD.DI.02; 
GFDD.DI.11; GFDD.DI.07; GFDD.DI.03; GFDD.DI.13. 

Banks carry the key role in steering the overall health of the economy, as their 
activities and their prosperity are reflected in other sectors. The 2008 financial crisis is 
clear evidence of this. Problems that arose from failures in the corporate governance 
practices of banks largely triggered the economic collapse (for a review see Kirkpatrick, 
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2009). The quality of information available to investors and the board was not sufficient 
for them to be able to assess valuations and riskiness properly. Combined with poor 
corporate governance practices, this led to large losses for shareholders (Acharya et al., 
2009). This induced a general move towards sustainability in all its aspects, and this is 
increasingly stressed and integrated into shareholder interests alongside financial 
criteria (see for example Laugel and Laszlo, 2009). Particular emphasis is given to the 
ability of banks to meet challenges to their sustainability and subsequently to disclose 
information to shareholders. A lesson was learned from the 2008 financial crisis, and 
extensive regulations on bank governance and disclosures, including disclosures on 
sustainability, have been introduced (see for example Basel Committee on Banking 
Supervision, 2010). Governance regulations most commonly address the composition of 
the boards of banks, because these have an important strategic and monitoring role in 
ensuring effective corporate governance (Forbes and Milliken, 1999; Jensen and 
Meckling, 1976), and so they contribute to the efforts of the banks to maintain 
sustainability (Michelon and Parbonetti, 2012).  

Sustainability disclosures in banks and their association with board composition have, 
however, only received limited attention in the empirical literature, with most studies 
run in a single country context (see e.g. Barako and Brown, 2008; Jizi et al., 2014; Khan, 
2010; Orazalin, 2019). Previous papers have also entirely overlooked the effect that 
disclosure and corporate governance regulations have on the corporate social 
responsibility (CSR)1 disclosures of banks. This leaves us with little knowledge about how 
the board composition contributes to CSR disclosures at the major banks on a global 
scale, and how the corresponding regulations shape these linkages. For this reason, one 
strand of this dissertation aims to fill this gap. 

Like banks, mutual funds have a significant role in the financial markets and the 
economy as they allocate capital to investments. They promote economic growth and 
efficiency by channelling household savings to financial markets as mutual fund 
investments. Mutual funds have become the most popular vehicles for investment, 
especially among small and private investors, as the fraction of private savings that is in 
mutual funds is considerable (see for example Mahoney, 2004). This makes them 
important financial intermediaries where there is increasing attention on the 
management of investments. In principle, mutual funds need to be managed in the best 
interests of their shareholders (see for example Bogle, 2005). This interest mainly 
translates into expectations about the financial performance of the investment, where 
the maximisation of risk-adjusted fund returns at the lowest possible cost is usually 
desired. Actively managed mutual funds charge higher fees than market-tracking passive 
indexes, since they bear extra costs for managing fund assets. Investors find the extra 
expense justifiable though when the actively managed funds provide higher risk-adjusted 
returns than those of the market-tracking index funds. This makes it important to explore 
the presence of managerial talent in mutual funds, in order to understand whether 
mutual funds can beat the market-tracking index funds and whether their performance 
can be explained by skill or luck. 

Previous papers have studied the presence of skilful fund management in developed 
markets and in Asia (see e.g. Cuthbertson et al., 2008; Fama and French, 2010; Kosowski 
et al., 2006; Harvey and Liu, 2020; Song, 2020), but the topic has not been covered for 

                                                                 
1 Corporate social responsibility (CSR) is defined by the European Commission (2011) as “the 
responsibility of enterprises for their impact on society”. 
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most emerging markets, including Central and Eastern Europe (CEE). Surprisingly little is 
known in consequence about whether fund management is skilful in rapidly expanding 
markets, where it is even more interesting. Having skilled fund managers is vital for 
stimulating growth in emerging markets as levels of financial literacy among individual 
investors are generally lower there. Likewise, the skills of fund managers themselves may 
not improve as rapidly as those markets expand. In this sense, it is intriguing to study the 
skills of fund managers in CEE because the level of financial literacy in the region remains 
low but the growth in the region outpaced that in all the other emerging markets in 
2016-20202, which might have resulted in a shortage of skilful fund managers. 
Furthermore, the mutual fund industry in CEE is relatively young, which suggests that the 
fund managers there should be less experienced than those in more developed regions. 
At the same time, the fund management fees in CEE are about twice the European 
average3. This raises the question of whether the fees charged are justified by superior 
fund management skills. However, there are only a few limited studies on mutual funds 
from CEE, and most of them concentrate on the general performance of funds from 
single CEE countries and do not differentiate between the impact of skill and that of luck 
on performance (see e.g. Białkowski and Otten, 2011; Bóta and Ormos, 2017; Filip, 2017). 
The second strand of this dissertation contributes to this area by addressing the 
unresolved debate about whether the managers of actively managed mutual funds in 
CEE possess skill. 

This thesis has two strands and both strands focus on financial intermediaries.  
The thesis first sheds light on how the corporate governance structures of banks 
contribute to their sustainability reporting. This is done by investigating the role of board 
composition in enhancing corporate social responsibility reporting by banks. Secondly, 
the thesis examines mutual fund performance. This involves exploring whether the 
performance of actively managed mutual funds in CEE can be explained by the skill of 
their fund managers or by luck. 

The thesis consists of three published articles. Publications I and II study the effect of 
governance structures on the corporate social responsibility (CSR) disclosures by banks. 
The main focus in Publication I is on how the composition of the board of directors 
influences CSR disclosures and the quality of CSR disclosures of banks. Special attention 
is paid to how the corresponding regulations shape these linkages. Board composition is 
decomposed into variables that capture the size of the board, whether there is CEO 
duality4, and the proportions of non-executive board members and women on the board. 
Publication II explores the topic of Publication I further by specifically concentrating on 
the role of women on the boards of banks while controlling for the impact of gender 
quotas.  

The analysis in Publications I and II is based on a global sample of banks from 35 
countries from North America, Western Europe, Central and Eastern Europe, Asia, and 
Oceania. The period studied is 2005-2017. Countries from both the developed and 
developing worlds are covered in order to provide generalisable results for major listed 

                                                                 
2 Based on the survey by Klapper et al. (2015) and on the data from World Bank. World Federation 
of Exchanges [Data set], Market capitalization of listed domestic companies (current US$) 
(indicator), and Market capitalization of listed domestic companies (% of GDP) (indicator). 
3 Based on the data from European Securities and Markets Authority (ESMA) (2019). 
4 CEO duality exists when the same person serves as the CEO and as the chairman of the board of 
directors (Rechner and Dalton, 1991). 
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banks, as these have the greatest global economic and social impact. The insights are 
further broadened by the help they offer for understanding the impact of country-level 
mandatory regulations on the governance and CSR disclosure of banks, which cannot be 
analysed in a single-country setting or in a setting that focuses on a very limited area. 
Publications I and II employ logistic regressions with bank-specific fixed effects, where 
the dependent variable is a binary dummy that captures the CSR disclosure decisions of 
the banks. In addition, Publication I uses alternative dependent variables to address the 
quality of the CSR report that is disclosed. These dummies show whether the bank’s CSR 
report is prepared following the Global Reporting Initiative Sustainability Reporting (GRI) 
Standards5, and whether it has been audited by an external auditor. 

The first strand of the thesis in Publications I and II broadens the research into bank 
governance by thoroughly investigating the associations between the composition of the 
board of directors and the CSR disclosures of banks. Introducing indicators for regulation-
corrected board composition and CSR reporting provides new insights into the linkage 
between corporate performance and governance characteristics.  

The fundamental puzzle in Publication III is whether skilful fund management is 
present among actively managed mutual funds in Central and Eastern Europe (CEE).  
The paper separates fund manager skill from luck, which is the performance that comes 
from randomness. The focus is on CEE countries that are in the European Union, which 
are Bulgaria, Croatia, The Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, 
Romania, Slovakia, and Slovenia. CEE can serve as a model for rapidly expanding 
investment markets with further potential for tremendous growth, where the 
managerial talent may not improve at the same rapid rate that the markets expand.  
The analysis is based on the monthly net and gross returns of actively managed  
open-ended equity mutual funds that invest globally, and covers the period from 
September 2005 to December 2019.  

Publication III uses the cross-sectional bootstrap approach, which allows fund 
manager skill to be separated from luck. The estimations are based on four different 
models. Three alternative multifactor models are used at first, which are the three-factor 
model of Fama and French (1993), the four-factor model of Carhart (1997), and the 
five-factor model of Fama and French (2015). The estimations then use benchmark 
regressions, which are regressions relative to the fund-specific benchmark indexes 
denoted in the fund prospectuses. The analysis is further enriched by focusing on the 
economic value added by fund managers, while investigating the difference between the 
value added by small funds and that added by large funds. 

The second strand of the thesis in Publication III expands the literature concentrating 
on mutual fund performance. It is the first study to shed light on the presence of skill and 
luck in mutual fund returns in Central and Eastern Europe (CEE). 

The thesis proceeds as follows. Section 1 discusses the fundamental theoretical 
reasoning behind corporate governance and the importance of informational 
transparency, highlights the role of banks, and gives an overview of Publications I and II. 
Section 2 explains the importance of mutual funds in financial markets, discusses the 
measurement of mutual fund performance and the subsequent empirical literature,  
and provides an overview of Publication III. Section 3 lays out concluding remarks,  
                                                                 
5 GRI Standards are designed for the financial services sector and include specific indicators related 
to financial products and services. GRI Standards are the first and most widely adopted global 
standards for sustainability reporting (Global Reporting Initiative, 2022). 
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the contributions of the thesis, and directions for future research. Appendices I-III reprint 
the three publications. 

An earlier version of Publication I was presented at the 1st Baltic Economic Conference 
in June 2018, at the 10th International Conference “Economic Challenges in Enlarged 
Europe” in June 2018, and at the PhD Summer School in June 2018, at the 11th 
International Conference “Economic Challenges in Enlarged Europe” in June 2019, at the 
PhD workshop at the 2nd Annual Conference of the Global Research Alliance for 
Sustainable Finance and Investment (GRASFI) in September 2019, and in doctoral 
seminars at Tallinn University of Technology. The paper was accepted for publication in 
Quantitative Finance and Economics in May 2019. 

An earlier version of Publication II was presented at the EFiC 2019 Conference on 
Banking and Corporate Finance in July 2019, at the 15th Annual Estonian Economic 
Association (EMS) Conference in January 2020, and in doctoral seminars at Tallinn 
University of Technology. The paper was accepted for publication in Corporate 
Governance: The International Journal of Business in Society in March 2020. 
An earlier version of Publication III was presented at the departmental seminar at 
Copenhagen Business School in March 2020, at the PhD Summer School in June 2021, at 
the World Finance Conference in August 2021, at the 13th International Conference 
“Evolving Challenges in European Economies” in August 2021, at the 4th Baltic Economic 
Conference in June 2022, and in doctoral seminars at Tallinn University of Technology. 
The paper was awarded the 2021 Vello Vensel Doctoral Research Prize given by the 
Estonian Economic Association for outstanding research work, the 2022 Best PhD 
Student Paper Award given by the Baltic Economic Association, and the 2022 Eesti Pank 
research prize in memory of Urmas Sepp in the doctoral category. The paper was 
accepted for publication in Managerial Finance in September 2022. 



13 

1 Bank governance and information disclosure 
It is well documented that enterprises need financing in order to grow, but encouraging 
an attractive investment climate and healthy capital markets needs the expropriation of 
the interests of outside investors by inside shareholders and controlling managers to be 
kept to a minimal level (see e.g. La Porta et al. 1997; 1998; 2000; Levine, 2005; Shleifer 
and Vishny, 1997; Shleifer and Wolfenzon, 2002). This challenge was first described in 
Jensen and Meckling (1976) as the agency problem. In their framework, conflicts of 
interest between managers and investors are associated with the separation of 
ownership and control. Managers have more opportunities to exploit their position when 
there is information asymmetry, and the expropriation problem appears to be stronger 
in this case as the managers can take initiatives that conflict with the interests of 
shareholders and do not maximise shareholder wealth. 

Many papers have compellingly emphasised that the most straightforward elements 
mitigating the agency and information problems lie within an appropriate corporate 
governance system and in that system functioning correctly (see for example Jensen and 
Meckling, 1976; Shleifer and Vishny, 1997). Corporate governance is defined by the OECD 
(2015) as “a set of relationships between a company’s management, its board, its 
shareholders and other stakeholders”. It focuses on the ways a company is managed and 
controlled, and so it is often also referred to as a set of mechanisms that prohibit investor 
expropriation and inefficient use of capital (for example La Porta et al., 2000). The term 
‘corporate governance’ came more widely into vogue in the 1970s after a series of 
corporate failures, the integration of capital markets, and growth in private savings 
intensified the pressure for good behaviour by companies (as summarised in Becht et al., 
2003). Once a corporate governance system is in place, investors can keep track of the 
activities of the managers and so can have more confidence in their financing decisions. 
Corporate governance is equally vital for companies, and Shleifer and Vishny (1997) for 
example emphasise that investors must be assured of getting a return on their 
investments if they are to be willing to finance companies in the first place. This leads to 
capital being distributed more efficiently between different investment opportunities, 
and so leads to economic growth. Early support for this argument can be derived from 
Freeman’s (1984) stakeholder theory, where stakeholder interests play a central role 
along the road to financial success. 

The history of empirical evidence that outlines the importance of corporate 
governance systems in enforcing financial development is long. Klapper and Love (2004) 
show that better corporate governance is accompanied by higher market valuations. 
Johnson et al. (2000) have identified that the quality of governance mechanisms predicts 
the extent of market declines during a crisis. Some other empirical papers demonstrate 
for example that effective corporate governance enhances financial deepening, reduces 
intermediation costs, increases aggregate lending and contributes to total productivity 
growth (see Beck et al., 2000; Demirgüç-Kunt et al., 2004; Jappelli et al., 2005; Jarmuzek 
and Lybek, 2020). 

Still, investors need information so they can analyse investment opportunities, 
allocate resources effectively, and so defend their interests. When information is 
disclosed, it can be accessed by all interested stakeholders, managerial activities are 
more transparent and capital allocation decisions can be valued more correctly. This 
means that information is vital in ensuring that information asymmetry is minimised and 
the agency problem mitigated (Bushman and Smith, 2001; Healy and Palepu, 2001). This 
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is already stressed in corporate finance theory, in which information asymmetry should 
be traded off by optimising disclosure policy and management incentives in order to 
maximise firm value and thereby shareholder wealth (Core, 2001; Diamond and 
Verrecchia, 1991; Evans and Sridhar, 1996; Hughes et al., 2007; Skinner, 1994; 
Verrecchia, 1983). Some opposing theoretical models suggest in contrast though that 
public disclosure of information can also reduce investor wealth, as it destroys trading 
opportunities in risk-sharing markets through what is known as the Hirshleifer effect 
(Hirshleifer, 1971; Kurlat and Veldkamp, 2015). This view has not however received 
complete support, and the general understanding is being pinned down to the level of 
optimal disclosure (e.g. Goldstein and Leitner, 2018). 

One of the main challenges in disclosure lies in channelling sufficient and appropriate 
information to investors. Among the most common channels for communicating 
information are public announcements, financial and non-financial reports, and general 
meetings. Many papers further emphasise the role of the financial market in producing 
information, such as prices, and mediating it to shareholders (e.g. Bond et al., 2012; 
Goldstein and Yang, 2017; Van Nieuwerburgh and Veldkamp, 2010). Corporate 
governance takes an enforcing role in channelling information to investors, and this has 
been more widely acknowledged since the 2008 global financial crisis, after which 
informational transparency gained more momentum.  

It is widely acknowledged that the collapse of the economy was largely provoked by 
the unsustainable practices followed before the crisis, and informational asymmetry 
between managers and shareholders in banks (Barth and Landsman, 2010; Bischof et al., 
2021). Problems arising from the failures in corporate governance practices at banks 
were largely transmitted to other sectors, and this then triggered economic collapse (for 
a review see Kirkpatrick, 2009). The subsequent literature heavily criticised the lack of 
information transparency as a significant contributing factor behind the crisis (e.g. Barth 
and Landsman, 2010; Beatty and Liao, 2014; Erkens et al., 2012; Pirson and Turnbull, 
2011). The quality of the information available to investors and to the board was not 
sufficient to allow them to assess bank valuations and riskiness properly. Combined with 
poor corporate governance practices such as insufficient oversight by boards, overly 
complex organisational structures and inadequate risk management, this led to large 
shareholder losses (for a review see Mehran et al., 2011). Ever since then, more and more 
regulations have been established, and disclosure and corporate governance practices 
have moved to a position among the core activities of firms and banks (see for example 
Basel Committee on Banking Supervision, 2010). These regulations can concern board 
composition, ownership concentration, management compensation, or effective 
monitoring structures, but they vary across countries (Laeven, 2013). The restrictions 
most commonly address the composition of the boards of banks, as the boards supervise 
and shape strategic decisions and actions, including those that concern corporate 
governance practices (Forbes and Milliken, 1999; Jensen and Meckling, 1976). 

Together with the higher pressure for disclosure and strong corporate governance, 
the crisis induced a more general transformation towards sustainability when some saw 
the global recession as an opportunity for green economic growth (see for example 
Schneider at al., 2010). In this view, economic degrowth, which includes downscaled 
consumption and production, opened a path for sustainable green policies. Sustainability 
encompasses all impacts on stakeholders and is reflected in continuous value creation in 
an environmental, social, or economic context (World Commission on Environment and 
Development, 1987). These issues are increasingly being stressed by stakeholders and 
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integrated into shareholder interests alongside financial criteria (see for example Laugel 
and Laszlo, 2009). Many authors show that not meeting these criteria drives down 
investor interest and so also a firm’s value (e.g., Hartzmark and Sussman, 2019; Heinkel 
et al., 2001; Servaes and Tamayo, 2013). The review by Ali et al. (2017) highlights how 
highly visible companies pay more attention to matters of sustainability in order to 
reduce public pressure and retain external funding. This means that highly visible 
companies like banks are motivated to meet the challenges of sustainability and to 
disclose consequent information to their shareholders. One way of communicating such 
information to the public is through corporate social responsibility (CSR) reports. 
Corporate social responsibility (CSR) is defined by the European Commission (2011) as 
“the responsibility of enterprises for their impact on society”. To achieve this, companies 
need to integrate social, environmental, ethical, consumer, and human rights concerns 
into their business strategies and operations, and must also follow the law.  

From the theoretical perspective, CSR reporting is a manifestation of a social contact 
between a firm and society (Shocker and Sethi, 1973). It can be used to signal the firm’s 
commitment to sustainability concerns, while also serving as an indirect tool for 
enhancing the firm’s competitiveness and success (Saeidi et al., 2015). Freeman’s (1984) 
stakeholder theory further supports this view, as the disclosure of CSR information is a 
way to account for shareholder interests and so gain their support. A similar stance is 
expected by legitimacy theory, as firms must remain legitimate to continue their 
existence (Gray et al., 1996). The impact of CSR reporting remains disputed under agency 
theory though, as one perspective sees it as a tool for enhancing firm value by reducing 
agency conflict and ensuring effective monitoring (for a review see Ali et al., 2017; Malik, 
2015), while a less popular competing view claims that spending resources on 
non-financial activity is costly and comes at the expense of shareholders (Friedman, 
1970; 2007). 

On an empirical note, CSR disclosure practices, and the accuracy and quality of the 
information disclosed have received greater attention in the literature since the 2000s, 
especially after the 2008 financial crisis. The literature on CSR can be roughly divided into 
two parts. One strand tries to understand the motives for CSR disclosure and its 
characteristics by using content analysis, discourse analysis and interviews, or by 
analysing distinct cases (summarised in Ali et al., 2017). More recent studies in this strand 
emphasise the shift in engagement towards CSR reporting in response to business needs 
and regulatory pressures (e.g. Aureli et al., 2020; Hinze and Sump, 2019; Khan et al., 
2020). Furthermore, Sorour et al. (2020) point out that the motives have at the same 
time become strongly attached to socio-political changes and the need to achieve moral 
legitimacy. 

The second strand of the studies seeks to explore the determinants of CSR disclosure 
and the most commonly used regression-based methodologies. Most papers 
concentrate on either developed or developing countries and find that CSR disclosure is 
driven by corporate governance, ownership structure, company-specific financial 
indicators, and country-specific institutional factors (summarised in Ali et al., 2017).  
The majority of these factors are usually studied in combination, but there is still a wide 
variety in the precise areas of focus, the particular combination of factors and the extent 
of them, and the specific variables used. 

Corporate governance structures have taken a place in the centre of attention in the 
literature on the determinants of CSR disclosure alongside financial indicators. However, 
the papers taking this approach generally cover nonfinancial firms (e.g., Adnan et al., 
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2018; Fuente et al., 2017; Khan et al., 2013; Michelon and Parbonetti, 2012; Tibiletti  
et al., 2021). Levine (2004) has emphasised though that governance in banks is more 
complicated and should be studied separately from that at nonfinancial firms, because 
banks are under heavier regulation and subject to more intervention by governments. 
These regulations are important, as they could push banks towards sustainable practices 
and disclosures. The review by John et al. (2016) emphasises for example that regulating 
board structures affects the activities and strategies of banks, including those that are 
related to sustainability and social matters. Still, the CSR reporting of banks has received 
limited attention in the empirical literature and it has been predominantly in the single 
country context. These papers show that board diversity, independent board members, 
and larger boards have a positive effect on the CSR disclosures of banks, and CEO duality 
has a negative effect (see for example Barako and Brown, 2008; Jizi et al., 2014; Khan, 
2010; Kiliç et al., 2015; Orazalin, 2019). However, the inferences have not been uniform 
as some authors have reported inconclusive or contrary results (Hossain and Reaz, 2007). 
The few studies carried out in a cross-country setting have overlooked some aspects of 
board composition such as diversity (García-Meca et al., 2018; Hu and Scholtens, 2014). 
Furthermore, previous papers have not addressed the impact of the disclosure and 
governance of banks, including board composition, and the regulations on their CSR 
disclosures. This suggests that little is known about how board composition is associated 
with the CSR disclosures of major banks around the globe, and how the regulative 
measures shape these associations. Considering these gaps, Publications I and II expand 
the knowledge in this field of research. 

1.1 Empirical analysis 
The fundamental puzzle addressed in Publication I and Publication II is how board 
composition is associated with the CSR disclosures of major banks. Publication I, “CSR 
reporting in banks: does the composition of the board of directors matter?”, explores 
how the composition of the board of directors contributes to the CSR reporting and the 
quality of CSR disclosure of listed banks from around the world. The main focus is on the 
composition of the boards of banks, and special attention is paid to controlling for the 
regulatory requirements on board composition and CSR reporting. Board composition is 
decomposed into variables that capture the size of the board, whether or not there is 
CEO duality, and the proportions of non-executive board members and women on the 
board. The quality of CSR disclosure is measured by whether the bank’s CSR report is 
prepared following the GRI Standards, and whether the bank’s CSR report has been 
audited by an external auditor. This approach follows previous studies (e.g., Legendre 
and Coderre, 2013; Sierra-García et al., 2015). The responses of several financial 
indicators that capture the size and performance of the bank are also considered.  

Publication II investigates the topic of Publication I further by specifically 
concentrating on the role of female representation on the boards of banks. The paper 
focuses on the association between female representation on boards and CSR reporting 
by listed banks from around the world, while controlling for the impact of 
country-specific gender quotas. It tries to understand whether quotas influence the 
association between female representation on boards and the CSR reporting of banks. 
The paper further focuses on how the masculinity-femininity balance in a country could 
influence the association between CSR disclosure and female representation. Several 
other board composition and financial indicators are included in the estimations in 
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addition to female representation, such as the presence of CEO duality, board size, board 
independence, and bank size and performance measures. 

Publication I is the first study to investigate the associations between the composition 
of the board of directors and CSR disclosure and the quality of it in banks, while also 
considering governance and disclosure regulations. Publication I provides new insights 
into the linkages between corporate performance and governance characteristics by 
introducing board composition and CSR reporting indicators that are corrected with 
country-level regulatory requirements for listed banks. These regulation-corrected 
indicators show how much a particular board indicator exceeds the regulatory minimum 
by in percentage terms, and whether the CSR report is disclosed voluntarily. In this way 
the corrected measures capture whether the banks are making a voluntary commitment 
to CSR and whether they enhance the heterogeneity of their board voluntarily. 

Publication II is the first study to control thoroughly for gender quotas while 
investigating the association between female representation on boards and CSR 
disclosure. Publication II also contributes to the literature by covering the 
masculinity-femininity balance of a country as a factor that could influence the 
association between CSR disclosure and female representation. Publication I and 
Publication II both move forward from the concentration on single-country studies that 
has so far predominated in research into CSR reporting by banks. Using a global sample 
helps to explain the impact of country-level mandatory regulations, which cannot be 
analysed in a single-country setting or in a setting that focuses on a very limited area. 

The dataset in Publication I overlaps with the one used in Publication II. This is a yearly 
panel of 285 listed commercial banks with at least 25 billion dollars each in total assets 
from 35 countries around the world. The data cover the years 2005 to 2017. Because 
large amounts of the data for some regions are incomplete, only the data from North 
America, Western Europe, Central and Eastern Europe, Asia, and Oceania are employed. 
Countries from both the developed and developing worlds are covered because of the 
aspiration to provide generalisable results for the major listed banks with the greatest 
global economic and social impact. 

The estimations in both publications are based on logistic regressions with bank-
specific fixed effects. This allows unobserved heterogeneity across banks to be controlled 
for, and all country-specific indicators, which remain time-invariant. The dependent 
variable is the presence of a CSR report, which is proxied by binary dummy variables for 
the CSR disclosure decision, in line with the previous literature (e.g., Gamerschlag et al., 
2011; Sierra-García et al., 2015). Publication I also uses alternative dependent variables 
to address the quality of the bank’s CSR report. Those are also binary dummies, and they 
capture whether the bank has prepared its CSR report by following the GRI Standards, 
and whether the CSR report has been audited by an external auditor. Explanatory 
variables are lagged by one year to ensure weak exogeneity. To control for the role of 
country-level governance and CSR reporting regulations, alternative regulation-corrected 
board composition and CSR disclosure variables are created. This then distinguishes 
voluntary decisions from outcomes forced by regulation when the board is composed 
and the CSR report disclosed. In Publication II, female representation is first proxied  
by the proportion of women on the board of the bank. Secondly, an alternative  
quota-adjusted indicator is used, measuring whether and by how much the percentage 
of women on the board of a specific bank exceeds the quota imposed in a given country. 
To see whether the associations are different in feminine and masculine countries,  
the banks are then studied in two sub-samples based on the country-specific Hofstede 
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masculinity score. The cultural context of each country is alternatively addressed by 
looking at whether and by how much the percentage of women on the board exceeds 
the country’s overall female workforce participation. 

1.1.1 Results of Publication I 
The results of Publication I show that bank boards being larger appears to lead to the 
disclosure of CSR reports being less likely, which is contrary to the findings of Jizi et al. 
(2014). The negative association remains when the report followed GRI Standards or was 
externally audited. Increasing the proportion of women on boards seems to increase the 
possibility of the bank starting to disclose, which is in line with Barako and Brown (2008), 
García-Meca et al. (2018) and Kiliç et al. (2015), and of it having an externally audited 
report. When the country-level regulatory requirements on board composition are 
controlled for, the inferences change remarkably. Board size shows no association with 
CSR disclosure or the quality of it, which could be because there are minimum sizes for 
boards in many countries and those minimums are exceeded by most banks. So board 
size might be irrelevant for CSR disclosure, while other indicators of board composition 
may still matter. Voluntary separation of the CEO and chairman of the board for instance 
encourages CSR reporting by the banks, and external verification of the report. This 
suggests that an independent chairman at a bank might put more focus on the interests 
of different stakeholders and on issues of sustainability. Furthermore, appointing more 
women to boards than is required has a weakly positive association with the disclosure 
of the CSR report. However, having more non-executive board members than required 
shows a negative association with the disclosure of CSR information and with whether 
the report follows the GRI Standards.  

When the decision of banks to make a voluntary CSR disclosure is taken together with 
country-level regulations on board composition, most governance indicators turn 
insignificant. Only the proportion of non-executive board members exceeding the 
requirement continues to reduce voluntary reporting of CSR information. This means 
that non-executive board members tend to avoid disclosing CSR information. This could 
be either because they are appointed to the boards purely for their financial expertise 
(Arora and Dharwadkar, 2011), or because they do not want to endanger their own 
reputation by taking the risk of disclosing misleading information (Holmström, 1999).  

Publication I demonstrated that mandatory governance regulations forced banks to 
change the composition of the board of directors and increase its diversity, which should 
promote their commitment to CSR activities. However, the results showed that the 
voluntary commitment to CSR of banks that have increased the diversity of their board 
voluntarily is not substantially different from that of banks that are subject to board 
composition requirements. However, disclosing CSR reports, even if it is mandatory in 
any case, is more likely in banks where the roles of the CEO and the chair of the board 
are separated voluntarily, and where there are more women on boards. 

1.1.2 Results of Publication II 
The results of Publication II show that the proportion of women on boards has a positive 
association with the CSR disclosures of banks, in line with the results by Barako and 
Brown (2008) for Kenyan banks and Kilic et al. (2015) for Turkish banks. This is so in both 
masculine and feminine countries. When country-level gender quotas are controlled for, 
the percentage of women on the board exceeding the quota shows no statistically 
significant association with the decision on CSR reporting in the whole sample of banks. 
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However, adding more women to boards than required could affect CSR disclosure in 
masculine countries but not in feminine countries. Furthermore, banks are more likely to 
start disclosing a CSR report if the proportion of women on boards is larger than the 
country’s female participation in the workforce.  

Interesting results appear when banks are divided into three groups by whether the 
proportion of women on their boards is above, below, or equal to the quota in the 
country where they are based. Banks where the proportion of women on the board is 
above or below the national requirement tend to start disclosing CSR reports more than 
banks where the proportion of women on boards corresponds exactly to the quota. The 
result for the banks with more women than the quota is quite unsurprising, and suggests 
that increasing the representation of women on boards voluntarily contributes to CSR 
disclosure. However, the explanation for why banks with fewer women than the quota 
exhibit stronger odds of starting to disclose a CSR report than is the case when female 
representation corresponds exactly to the quota could lie in impression management. 
Those banks may simply disclose CSR reports to compensate for their failure to meet the 
mandatory gender quota.  

The results of Publication II suggest that the disclosure of CSR reports by banks could 
be increased if gender quotas were introduced. However, these quotas might not 
automatically guarantee the sustainability of the operations of the banks. Poorer CSR 
performance could also occur if the women who are appointed to boards only in order 
to meet the quota are not empowered, and so end up with insufficient say. The cultural 
context suggests that introducing board gender quotas could push banks toward greater 
CSR reporting in masculine countries but not in feminine countries.  
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2 Mutual fund performance 
Mutual funds have a significant impact on the development of financial markets and the 
economy. By pooling savings, they offer diversification and economies of scale in costs. 
Mutual funds provide access to a wider range of investments, professionally managed 
portfolios, and reduced information costs (Gruber, 1996). Many papers suggest that their 
importance in stimulating economic growth arises from capital allocation as they collect 
inactive capital and allocate it to investments (for a more detailed discussion see e.g. 
Gruber, 1996; Kaminsky et al., 2001; Mahoney, 2004; Sirri and Tufano, 1998). Household 
savings that would otherwise not reach the financial markets are mobilised there as 
mutual fund investments. The returns collected increase the purchasing power of the 
investors in the mutual funds, and this is then reflected in increased demand for goods 
and services. This consequently promotes economic growth. All this makes mutual funds 
important financial intermediaries, especially for emerging and developing regions. 

A considerable fraction of private savings is channelled to financial markets through 
mutual funds. This is reflected in Figure 2, which shows the proportions of financial assets 
held by households and household savings. It illustrates how the proportion of mutual 
fund shares within total household financial assets has grown within the last decade 
together with the higher rate of savings. 

 
Figure 2. Household financial assets and savings, OECD countries 1995-2021. 
Source: OECD (2022), Household accounts [Data set], Household financial assets (indicator). 
https://doi.org/10.1787/7519b9dc-en, and Household savings (indicator). 
https://doi.org/10.1787/cfc6f499-en.  

Partly driven by their convenience, and partly by the growth in household savings in 
recent decades, mutual funds have become the most popular vehicles for investment 
(see also Mahoney, 2004). This is especially so among small and private investors who 
seek simple and convenient ways of investing. This extensive interest is reflected in the 
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increasing attention paid to how investments in mutual funds are managed. 
Fundamentally, a mutual fund should be operated in the best interests of its investors 
and not those of its managers who are providing the service (see for example Bogle, 
2005; Gil-Bazo and Ruiz-Verdú, 2009). If this is not the case, private savings might not 
reach the financial market and economic growth could stall.  

It is evident that investors are interested in investing largely because they want to 
increase their wealth. This interest principally translates into expectations about the 
financial performance of the investment. In the context of mutual funds, investors should 
usually desire the maximisation of risk-adjusted fund returns at the lowest possible cost, 
but this might not necessarily be in the interest of a mutual fund company.  
The company’s main concern is to maximise the fund’s value and take steps that increase 
the fund’s income (see for example Jain and Wu, 2000). According to the literature,  
the primary catalysts for a conflict of interest between fund shareholders and managers 
are violations of fund governance principles, such as unreasonably high fund fees, 
improper activities like late trading or market timing, manipulation of fund fees and risk 
levels to improve fund rankings and so attract new investors, and failure to manage fund 
assets in the best interests of investors (Brown et al., 1996; Mahoney, 2004; Sirri and 
Tufano, 1998). 

The manager-shareholder problem has long been in the centre of the debates in the 
mutual fund literature. However, the focus has predominantly been around the fees of 
mutual funds and the ability of fund managers to beat the market (e.g. Sharpe, 1966; 
Jensen, 1968; Carhart, 1997). The roots of these discussions are closely tied to the 
perspective of informational availability in Fama’s (1970) efficient market theory. One of 
its theoretical implications suggests that if information is freely available, it is impossible 
to beat the market as prices already reflect all the information available. This idea was 
further refined in the works of Grossman (1976) and Grossman and Stiglitz (1980). Their 
models elaborated on the costliness of obtaining information and suggest that the 
informed investor receives compensation for the cost of being informed. This model is 
quite straightforward to apply in the setting of mutual funds. Passively managed index 
funds have low fees as they track the market and do not incur extra costs. Actively 
managed mutual funds charge higher fees since they bear extra costs for managing the 
fund (a detailed review of different types of mutual fund costs is provided in Mahoney 
(2004)). The manager-shareholder problem arises when these fees are not reasonable. 
In essence, investors find the extra expense justifiable when actively managed funds 
provide higher risk-adjusted returns than those of market-tracking index funds. This 
question is, however, highly empirical in nature. 

Most empirical papers test mutual fund performance in the light of Markowitz’s (1952, 
1959) modern portfolio theory and the capital asset pricing model (CAPM) developed by 
Sharpe (1964), Treynor (1961, 1962), Lintner (1965), and Mossin (1966). The first 
generation of mutual fund papers developed performance measures such as Treynor’s 
(1965) ratio, Sharpe’s (1966) ratio, and Jensen’s (1968) alpha, and found that mutual 
funds generally do not perform well enough to cover fund costs. Later, the focus shifted 
towards studying the presence of managerial talent, and to debating the reasoning 
behind the high fees of actively managed funds. The rationale behind this area of 
research is straightforward, as mutual fund assets should be managed skilfully and 
without excessive fees, which is reflected in positive alphas. The increasing pressure from 
lower-cost passively managed funds provoked these discussions even further.  
The famous theoretical model by Berk and Green (2004) argues that underperforming 
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the market does not indicate a lack of fund manager talent. They claim that active 
portfolio management faces diseconomies of scale and a competitive market, so funds 
fail to outperform passive benchmarks even if fund managers are skilled. 

The inferences about the presence of managerial talent have not been without 
controversy. A majority of authors conclude that, after costs, actively managed mutual 
funds generally lack sufficient talent as they underperform the market and their passive 
counterparts (e.g. Daniel et al., 1997; Guercio and Reuter, 2014; Malkiel, 1995; Otten and 
Bams, 2002; Pástor and Vorsatz, 2020). These findings support Sharpe’s (1991) 
ground-breaking assertion that active investment is a negative sum game after costs. 
However, there is evidence that there are some talented actively managed mutual funds 
that do perform better than the market (e.g. Berk and van Binsbergen, 2015; Grinblatt 
and Titman, 1989; Ippolito, 1989; Petajisto, 2013; Wermers, 2000).  

Methodologically, the literature has historically converged towards measuring 
managerial talent with net alpha, which is the abnormal return earned by investors after 
fund management fees. More recently though, a competing view inspired by Berk and 
Green (2004), and later by Berk and van Binsbergen (2015), has become more popular. 
This suggests that gross alpha is a more correct measure of skill as net alphas are 
determined by the competition between investors, not by skill. Even so, the three and 
four-factor asset pricing models presented in the influential papers by Fama and French 
(1993) and Carhart (1997) have become the gold standard for evaluating these alphas. 
There are however quite vivid differences in the exact empirical applications of these 
models, and also in the way the alphas are interpreted. The naivest approach is merely 
to look at the size and sign of the alpha when judging whether managerial talent is 
present, while other papers concentrate on the persistence of mutual fund alphas and 
examine whether successful funds can maintain their success in subsequent periods 
(Bollen and Busse, 2005; Grinblatt and Titman, 1992; Petajisto, 2013; Vidal-García, 2013). 
However, these approaches fail to explain whether alphas can be explained by good or 
poor fund management skills, or by good or bad luck. 

Kosowski et al. (2006) addressed this gap in the literature and proposed a cross-
sectional bootstrap methodology that allows the skill of a fund manager to be separated 
from luck. Ever since, authors representing this strand of the literature have 
demonstrated that only a small amount of truly skilful funds exist (e.g. Cuthbertson et al., 
2008; Fama and French, 2010; Kosowski et al., 2006). A majority of the studies separating 
skill from luck use data on returns from developed markets, mostly in the US and the UK, 
or from Asia (e.g. Barras et al., 2010; Blake et al., 2017; Cuthbertson et al., 2008; Ercolani 
et al., 2018, Harvey and Liu, 2020; Song, 2020). However, the separation of luck and skill 
is not covered at all in most emerging markets, including Central and Eastern Europe 
(CEE), where it is even more important. This is because mutual funds stimulate economic 
growth by providing investment opportunities for individual investors, including those 
with lower levels of financial literacy. But the skills of the fund managers in emerging 
markets may not improve as quickly as those markets expand, which might lead to a 
shortage of skilful fund managers. In this light, studying the skills of fund managers in CEE 
is intriguing because the financial literacy in the region remains low, but the growth in 
the region has outpaced that in all the other emerging markets. Moreover, there still is 
plenty of further potential for development that also creates solid grounds for the 
expansion of the investment fund industry (a more detailed explanation is provided in 
section 2.1). However, there are only a few limited studies on the mutual funds from CEE, 
with most concentrating on the general performance of funds from single CEE countries 
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and not differentiating between the performance outcomes due to skill and those due 
to luck (e.g. Białkowski and Otten, 2011; Bóta and Ormos, 2017; Filip, 2017). Publication 
III fills this gap and presents additional evidence in the unsettled debate about whether 
actively managed mutual fund managers in CEE possess skill. 

2.1 Empirical analysis 
Publication III, “Luck and skill in the performance of global equity funds in Central and 
Eastern Europe”, examines whether actively managed mutual funds in Central and 
Eastern Europe (CEE) have sufficient managerial talent to manage fund assets skilfully. 
The focus is on the performance of individual global equity funds in CEE with the aim of 
separating their fund manager skill from the performance that comes from luck or in 
other words performance coming from randomness. The specifications use the 
cross-sectional bootstrap approach suggested in Kosowski et al. (2006). 

The focus on fund managers in CEE is chosen because it is an emerging market with 
exceptionally high growth levels, where the financial literacy rate remains low6.  
The region’s stock market growth outpaced that in other emerging markets during 
2016-20207. At the same time, the net assets and the number of investment funds grew 
faster there than in the rest of Europe and Asia8. This might have resulted in a shortage 
of skilful fund managers. However, there still remains further significant potential for 
development as the average size and the total number of investment funds is still low9, 
but the household savings rate is higher than that in the US and the average in the EU10. 
Furthermore, the mutual fund industry in CEE is relatively young, which suggests that the 
fund managers there are less experienced than those in more developed regions. At the 
same time, the fund management fees in CEE are about twice the European average11, 
which raises the question of whether the fees charged are justified by superior fund 
management skills. Despite all this, the research on fund performance in CEE has been 
sparse to date. These factors jointly create a solid base for the expansion of the 
investment fund industry in CEE, and make it an interesting region in which to explore 
the presence of fund manager skill. Furthermore, the CEE region can act as a proxy for 
other emerging regions with high growth potential and rapidly expanding investment 
markets. 

Publication III contributes to the literature by being the first to shed light on the 
presence of skill versus luck in mutual fund returns in CEE. It also goes beyond existing 
studies by concentrating on the performance of individual funds, rather than on the 
general performance of mutual funds in CEE (e.g. Lemeshko and Rejnuš, 2015). Another 
novelty is the focus on the CEE region as a whole, which sets it apart from previous 
studies that typically look at single countries from CEE (e.g. Białkowski and Otten, 2011; 
                                                                 
6 Based on the survey by Klapper et al. (2015). 
7 Based on World Bank. World Federation of Exchanges [Data set], Market capitalization of listed 
domestic companies (current US$) (indicator), and Market capitalization of listed domestic 
companies (% of GDP) (indicator). 
8 Based on European Fund and Asset Management Association (EFAMA). Quarterly International 
Statistical Releases [Data set]. https://www.efama.org/node/501 
9 European Fund and Asset Management Association (EFAMA). Quarterly European Statistical 
Releases [Data set]. https://www.efama.org/node/501 
10 Based on OECD. (2022). Household accounts [Data set], Household savings (indicator). 
https://doi.org/10.1787/cfc6f499-en 
11 Based on the data from European Securities and Markets Authority (ESMA) (2019). 
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Bóta and Ormos, 2017; Filip, 2017). Publication III also focuses on the economic value 
added by fund managers, while investigating the difference between the value added by 
small funds and that added by large funds. 

The study uses a unique dataset of global equity funds in CEE. It consists of the data 
for open-ended global equity funds incorporated in CEE countries that are in the 
European Union. These countries are Bulgaria, Croatia, The Czech Republic, Estonia, 
Hungary, Latvia, Lithuania, Poland, Romania, Slovakia, and Slovenia. Index funds are 
excluded since the aim is to examine the skill in the performance of actively managed 
funds. Merged and liquidated funds that were in existence during the sample period are 
also included. This means the sample contains fund-level monthly net and gross returns 
on 175 actively managed, open-ended, equity mutual funds that invest globally and are 
incorporated in CEE countries. The cross-sectional monthly dataset covers the period 
from September 2005 to December 2019. The focus is firstly on the whole period from 
September 2005 to December 2019, but to eliminate the severe negative effect of the 
2008 financial crisis, the period after the crisis from May 2009 to December 2019 is then 
examined separately. The main inferences are made from the post-crisis period to 
concentrate on developments that occurred after the financial crisis. 

Publication III uses the cross-sectional bootstrap approach first proposed in Kosowski 
et al. (2006). This methodology allows differences to be drawn between the performance 
attributable to fund manager skill and that coming from mere luck. Bootstrap simulations 
are applied to the monthly net and gross returns of mutual funds using three different 
multifactor models, which are the three-factor model of Fama and French (1993),  
the four-factor model of Carhart (1997) and the five-factor model of Fama and French 
(2015), and benchmark regressions, which are regressions relative to the fund-specific 
benchmark indexes denoted in the fund prospectuses. Alphas and alpha t-statistics are 
used as measures of abnormal performance. The main performance measure in the 
bootstrap analysis is the alpha t-statistic as it has better properties for controlling for 
heterogeneous risk-taking between individual funds, and is more robust to survivorship 
bias (Brown et al., 1992). The central idea of the cross-sectional bootstrap methodology 
is to estimate 1000 simulated alphas and alpha t-statistics for each individual fund in  
the sample. These represent the performance attributable to mere luck, where luck is 
the outcome of sampling variation, or in other words the randomness coming from the 
distribution of regression residuals. To distinguish luck from fund manager skill,  
the distributions of the real and simulated alpha t-statistics are compared. If the 
simulated gross alpha t-statistics are consistently lower than the gross alpha t-statistic 
from the real data, the fund’s abnormal performance is interpreted as the result of the 
fund manager’s skills, while consistently higher results indicate negative skills. 
Alternatively, the net returns and corresponding alpha t-statistics can be used to examine 
whether the fund managers have enough skill to cover the fund fees. The value added 
by the global equity fund managers in CEE is investigated by following the approach of 
Berk and van Binsbergen (2015), where the economic value added is calculated as the 
product of the gross alphas that arise from the benchmark regressions and fund size.  
The difference between the value added by small funds and that added by large funds is 
studied by dividing funds into size groups by quintiles. Small funds are in the first quintile, 
medium-sized funds in quintiles two to four, and large funds in the fifth quintile. 
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2.1.1 Results of Publication III 
Publication III finds the presence of only a few truly skilful global equity funds in CEE, 
while a vast number of inferior performers dominate the sample. Multifactor models 
show there to be one fund with genuine skill even after the severe negative effect of the 
2008 financial crisis is eliminated. For the other positive alpha funds, the bootstrap 
attributes superior performance to good luck. Even so, the number of poor performers 
is high as a majority of the individual funds are not able to deliver sufficiently large alpha 
to beat the factor returns, both net and gross of fees. Intriguingly, most of these negative 
alphas are the result of poor skills, not bad luck. In general, the inferences in Publication 
III detect less skill than the studies that use the cross-sectional bootstrapping 
methodology on US and UK data (e.g. Cuthbertson et al., 2008; Fama and French, 2010; 
Kosowski et al., 2006; Song, 2020). This suggests that a mismatch problem between 
demand and the supply of skilful fund managers may have emerged in CEE. Compared to 
the rapid growth in the region’s investment fund industry, the knowledge and skills of 
fund managers may be lagging. 

In contrast, benchmark regressions indicate that about 5% of the global equity funds 
in CEE have the skill to beat their benchmark indexes denoted in fund prospectuses, gross 
of fees. However, fund management fees absorb most of this skill. The empirical results 
of Publication III remain qualitatively stable when they are controlled for survival bias 
and home bias, and when the number of bootstrap repetitions is altered.  

The results of Publication III therefore indicate that mutual funds in CEE may charge 
excessively high fees for the abnormal performance they add. Even though there are 
some mutual fund managers in CEE who do possess skill, their skill might not be sufficient 
to cover their fund fees. One of the reasons why fees are high might lie in a combination 
of weak competition and high demand for mutual funds in CEE. Overall, these results 
suggest that global equity fund investors in CEE consistently lose money on their mutual 
fund investments. This then implies that policymakers could consequently consider 
regulating fund management fees in CEE to some extent. This is important in order to 
further encourage investors in CEE to put their private savings into financial markets and 
thereby stimulate economic growth.  

As a whole, global equity funds in CEE add more economic value than they destroy, 
gross of fees. Fund size is an important factor in this matter. Large funds drive the value 
added upwards so that they have the greatest economic impact. The economic impact 
of small and medium-sized funds is close to zero. Small funds offer the most extreme 
positive and negative abnormal returns, but are highly sensitive to crisis periods. This 
would suggest that small actively managed funds in CEE might be preferred by investors 
with a high level of risk appetite when markets are stable or growing. Large actively 
managed funds in CEE are more suitable for investors who are a bit less risk tolerant at 
any stage of the market cycle. The results of Publication III provide evidence that the best 
choice for investors who want to maximise their risk-adjusted returns at the lowest 
possible cost is market-tracking passive indexes. This is so because the majority of global 
equity funds in CEE do not have the skill to outperform the market on a net return basis. 



26 

3 Final comments 
Financial intermediaries are without doubt the key drivers for channelling capital to 
financial markets. By providing their services, they shape the processes of modern 
financial markets. Their prosperity is also largely transmitted to other sectors, setting 
these institutions in the frontline of steering economic health. This makes it important 
to study financial intermediaries and understand their role in shaping modern financial 
markets. 

This thesis consisted of two strands and both concentrated on financial intermediaries. 
The thesis first shed light on how the corporate governance structures of banks 
contribute to their sustainability reporting (Publications I and II). This was done by 
investigating the role of board composition in enhancing the corporate social 
responsibility (CSR) reporting of the banks. Secondly, the thesis examined mutual fund 
performance (Publication III). This involved exploring whether the performance of 
actively managed mutual funds in Central and Eastern Europe (CEE) can be explained by 
the skill of their fund managers or by luck. Studying banks and mutual funds is important 
as they are the largest and most visible financial intermediaries, and they have a 
substantial impact on the economy.  

All three publications expanded the academic literature in their separate fields. 
Publications I and II advanced the literature on bank governance that investigates the 
role of the composition of the board of directors in corporate social responsibility (CSR) 
reporting by banks. Publication I was the first to investigate the associations between the 
composition of the board of directors and CSR disclosure and the quality of it, while also 
considering governance and CSR regulations. By introducing board composition and CSR 
reporting indicators that are corrected with country-level regulatory requirements,  
it provided new insights into the linkage between corporate performance and 
governance characteristics. Those measures made it possible to capture the voluntary 
commitment of banks to CSR and to increasing the diversity of their boards. Publication 
II investigated the topic of Publication I further by concentrating specifically on the role 
of female representation on the boards of banks. This was the first study to control 
thoroughly for gender quotas while investigating the association between female 
representation on boards and CSR disclosure. Publication II also covered the degree of 
masculinity or femininity of a country as a factor that could influence the association 
between CSR disclosure and female representation. Publication I and Publication II both 
moved forward from the concentration on single-country research that has 
predominated so far in studies on CSR reporting by banks. Using a global sample helped 
in understanding the impact of country-level mandatory regulations, which cannot be 
analysed in a single-country setting or in a setting focusing on a very limited area. 

Publication I demonstrated that mandatory governance regulations forced banks to 
change the composition of their boards of directors and make them more diverse, which 
should promote their commitment to CSR activities. However, the results showed that 
the voluntary commitment to CSR by banks that increase their board diversity voluntarily 
is not substantially different from that of banks that are subject to board composition 
requirements. Disclosure of CSR reports, even if it is mandatory, is however more likely 
at banks where the roles of the CEO and the chair of the board are separated voluntarily 
and where there are more women on boards. Publication II further suggested that the 
disclosure of CSR reports could be increased if gender quotas were introduced. Investors 
still need to consider though that these quotas might not automatically guarantee that a 
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bank’s operations are sustainable. Poorer CSR performance could also occur if women 
are appointed to boards only to meet the quota and end up with insufficient say.  
The cultural context suggests that introducing gender quotas for boards could push 
banks toward greater CSR reporting in masculine countries but not in feminine countries. 

Publications I and II imply that future studies on CSR disclosure should consider 
country-level mandatory regulations. The impact of gender quotas should be examined 
when the role of women is studied in the context of different corporate outcomes, 
including corporate performance. Furthermore, it would also be interesting to 
investigate whether impression management is occurring through CSR reporting. Since 
the methodology used in Publications I and II has limitations that mean causation cannot 
be detected, this aspect deserves attention in future studies focusing on the CSR 
disclosures of banks. Some alternative empirical methodologies that could be used are 
structural equation modelling, Bayesian Model Averaging, or machine learning methods. 
The results in Publications I and II are not generalisable to smaller listed banks because 
only large listed banks were covered in these studies.  

Publication III expanded the literature on mutual fund performance by enriching the 
unresolved debate about whether mutual fund managers possess managerial talent. 
Publication III was the first study to shed light on the presence of skill rather than luck in 
mutual fund returns in Central and Eastern Europe (CEE). It also went beyond existing 
studies by concentrating on the performance of individual funds, rather than on the 
general performance of mutual funds in CEE. Another novelty was the focus on the CEE 
region as a whole in contrast to previous studies that have typically looked at single 
countries from CEE. The focus was also on the economic value added by fund managers, 
together with an investigation into the difference between the value added by small 
funds and that added by large funds. Publication III found that there are only a few truly 
skilful global equity funds in CEE, and most of the negative performance among the funds 
appeared to be due to poor skills, not bad luck. Even though there are some mutual fund 
managers in CEE who do possess skill, their skill might not be sufficient to cover their 
fund fees. The results of Publication III thereby indicate that mutual funds in CEE may 
charge excessively high fees for the abnormal performance they add. This would hint 
that global equity fund investors in CEE consistently lose money on their mutual fund 
investments.  

Publication III consequently implies that policymakers could consider regulating fund 
management fees in CEE to some extent. This is important in order to encourage 
investors in CEE further to continue directing their private savings to financial markets 
and thereby stimulate economic growth. Publication III also provided evidence that 
market-tracking passive indexes are the best choice for investors who want to maximise 
their risk-adjusted returns at the lowest possible cost. However, investors who are highly 
risk tolerant could consider small actively managed funds in CEE when markets are stable 
or growing. Similarly, large actively managed funds in CEE could be considered by 
investors whose risk appetite is a bit lower at any stage of the market cycle. The findings 
of Publication III may also be transferable to other emerging regions with potential for 
fast growth and rapidly expanding investment markets. 

Publication III also leaves room for future studies. It would be useful to extend this 
study by considering how the specific characteristics of funds and fund managers affect 
the presence of fund manager skill. Characteristics such as fund investment style, fund 
flows, fund management structure, and fund manager education could be interesting to 
look into. The relationship between fund size and value added is also worth more 
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detailed attention in future studies. It would also be interesting to repeat this study in 
the future when financial literacy and fund management experience have become wider 
and more developed in CEE. 

This thesis advanced the literature by providing new insights into bank governance 
and mutual fund performance. This allowed it to lay out several practical and policy 
suggestions. However, further research on these topics is to be welcomed as the thesis 
opened new avenues that, it is hoped, will provide solid ground for future debates. 
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Abstract 

Essays on Bank Governance and Mutual Fund Performance 
Financial intermediaries are without doubt the key drivers for channelling capital to 
financial markets. Their prosperity is also largely transmitted to other sectors, setting 
these institutions in the frontline of steering economic health. This makes it important 
to study financial intermediaries and understand their role in shaping modern financial 
markets. 

This thesis consists of two strands and both concentrate on financial intermediaries. 
The thesis first sheds light on how the corporate governance structures of banks 
contribute to their sustainability reporting. This is done by investigating the role of board 
composition in enhancing the corporate social responsibility (CSR) reporting of the 
banks. Secondly, the thesis examines mutual fund performance. This involves examining 
whether the performance of actively managed mutual funds in Central and Eastern 
Europe (CEE) can be explained by the skill of their fund managers or by luck. 

The thesis consists of three published articles. Publications I and II advance the 
literature on bank governance by investigating the associations between board 
composition and CSR reporting of banks. Publication I, entitled “CSR reporting in banks: 
does the composition of the board of directors matter?”, studies how the composition 
of the board of directors contributes to the CSR reporting and the quality of CSR 
disclosure of listed banks from around the world. The main contribution of the paper is 
that it controls for regulatory requirements on board composition and CSR reporting. 

Publication II, entitled “Banks’ CSR reporting – Do women have a say?”, investigates 
the topic of Publication I further by concentrating specifically on the role of female 
representation on the boards of banks. The paper is the first to focus on the association 
between female representation on boards and the CSR reporting of listed banks, while 
controlling for the impact of country-specific gender quotas. Publication II also covered 
the degree of masculinity or femininity of a country as a factor that could influence the 
association between CSR disclosure and female representation. Publication I and 
Publication II both moved forward from the concentration on single-country research 
that has predominated so far in studies on CSR reporting by banks. The estimations in 
Publications I and II are based on logistic regressions with bank fixed effects that are run 
on a global sample of 285 listed commercial banks from 2005 to 2017. 

Publication I demonstrated that mandatory governance regulations forced banks to 
change the composition of their boards of directors and make them more diverse, which 
should promote their commitment to CSR activities. However, the results showed that 
the voluntary commitment to CSR by banks that increase their board diversity voluntarily 
is not substantially different from that of banks that are subject to board composition 
requirements. Disclosure of CSR reports, even if it is mandatory, is however more likely 
at banks where the roles of the CEO and the chair of the board are separated voluntarily 
and where there are more women on boards. Publication II further suggested that the 
disclosure of CSR reports could be increased if gender quotas were introduced. However, 
investors need to consider that these quotas might not automatically guarantee that a 
bank’s operations are sustainable. Poorer CSR performance could also occur if women 
are appointed to boards only to meet the quota and end up with insufficient say. The 
cultural context suggests that introducing gender quotas for boards could push banks 
toward greater CSR reporting in masculine countries but not in feminine countries. 
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Publication III, “Luck and skill in the performance of global equity funds in Central and 
Eastern Europe”, contributes to mutual fund literature by examining whether actively 
managed mutual funds in Central and Eastern Europe (CEE) have sufficient managerial 
talent to manage fund assets skilfully. The paper is the first to examine the performance 
of individual global equity funds in CEE and separate the skill of their fund managers from 
luck. The paper uses cross-sectional bootstrap simulations to study the monthly net and 
gross returns of 175 funds over the period September 2005 to December 2019. Bootstrap 
simulations are applied to monthly mutual fund returns using the three-factor model of 
Fama and French (1993), the four-factor model of Carhart (1997), the five-factor model 
of Fama and French (2015), and regressions run on fund-specific benchmark indexes. The 
paper goes beyond the existing studies by concentrating on the performance of 
individual funds rather than on the general performance of mutual funds in CEE. Another 
novelty is the focus on the CEE region as a whole in contrast to previous studies, which 
have typically looked at single countries from CEE. The paper also examines the economic 
value added by fund managers, while investigating the difference between the value 
added by small funds and that added by large funds. 

Publication III found that there are only a few truly skilful global equity funds in CEE, 
and most of the negative performance among the funds appeared to be due to poor 
skills, not bad luck. Even though there are some mutual fund managers in CEE who do 
possess skill, their skill might not be sufficient to cover their fund fees. The results of 
Publication III thereby indicate that mutual funds in CEE may charge excessively high fees 
for the abnormal performance they add. This would hint that global equity fund investors 
in CEE consistently lose money on their mutual fund investments.  

Publication III implies that policymakers could consider regulating fund management 
fees in CEE to some extent. This is important in order to encourage investors in CEE 
further to continue directing their private savings to financial markets and thereby 
stimulate economic growth. Publication III also provided evidence that market-tracking 
passive indexes are the best choice for investors who want to maximise their risk-
adjusted returns at the lowest possible cost. However, investors who are highly risk 
tolerant could consider small actively managed funds in CEE when markets are stable or 
growing. Similarly, large actively managed funds in CEE could be considered by investors 
whose risk appetite is a bit lower at any stage of the market cycle. The findings of 
Publication III may also be transferable to other emerging regions with potential for fast 
growth and rapidly expanding investment markets. 

The three publications in this thesis expand the academic literature in bank 
governance and mutual fund performance. This allowed it to lay out several practical and 
policy implications, and to open new avenues for future studies. 
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Lühikokkuvõte 

Uurimused pankade valitsemisest ja investeerimisfondide 
tulemuslikkusest 
Finantsvahendajatel on võtmetähtsusega roll kapitali suunamisel finantsturgudele. 
Samuti mõjutavad finantsvahendajad majanduse käekäiku tervikuna, kuna nende heaolu 
kandub suurel määral üle teistesse sektoritesse. Selle tõttu on oluline uurida 
finantsvahendajaid ning mõista nende rolli finantsturgude kujundamisel. 

Käesolev doktoritöö koosneb kahest osast, mis keskenduvad finantsvahendajatele. 
Esiteks käsitletakse doktoritöös pankade valitsemisstruktuuride seosed nende 
jätkusuutlikkuse aruandlusega. Täpsemalt keskendutakse panga nõukogu koosseisu 
rollile pankade sotsiaalse vastutustundlikkuse aruandluse edendamises. Teiseks on 
doktoritöö keskmes investeerimisfondide tulemuslikkus. Seejuures uuritakse, kas 
aktiivselt juhitud Kesk- ja Ida-Euroopa (KIE) investeerimisfondide tulemuslikkust saab 
selgitada nende fondijuhtide oskuste või õnnega. 

Käesolev doktoritöö põhineb kolmel publitseeritud uurimusel. Esimene ja teine 
publikatsioon moodustavad doktoritöö esimese osa ning panustvad pankade valitsemist 
käsitlevasse kirjandusse. Esimene publikatsioon “Pankade sotsiaalse vastutustundlikkuse 
aruandlus: kas nõukogu koosseis on oluline?” uurib nõukogu koosseisu rolli sotsiaalse 
vastutustundlikkuse aruandluse ja selle kvaliteedi edendamises noteeritud pankades üle 
maailma. Publikatsiooni peamise panusena kontrollitakse, mil viisil kujundavad neid 
seoseid regulatsioonidest tulenevad nõuded pankade nõukogude kooseisule ja sotsiaalse 
vastutustundlikkuse aruandlusele. 

Teine publikatsioon “Pankade sotsiaalse vastutustundlikkuse aruandlus – kas naistel 
on sõnaõigus?” laiendab esimest publikatsiooni ning keskendub täpsemalt naiste rollile 
pankade nõukogudes. Antud publikatsioon on esimene, mis uurib pankade sotsiaalse 
vastutustundlikkuse aruandluse ning nõukogudes olevate naiste esindatuse vahelisi 
seosed, kontrollides seejuures riigispetsiifiliste sookvootide mõju. Lisaks uuritakse, 
kuidas mõjutavad neid seoseid maskuliinsus-feminiinsus skaalal paigutumisest tingitud 
riikidevahelised kultuurilised erinevused. Nii esimene kui ka teine publikatsioon 
keskenduvad 285 noteeritud pangast koosnevale ülemaailmsele valimile perioodil 2005 
kuni 2017 ning kasutavad pangaspetsiifiliste fikseeritud efektidega logistilisi 
regressioone. Sellega eristutakse senisest pankade sotsiaalse vastutustundlikkuse 
aruandluse kirjandusest, mis on valdavalt läbi viidud üksikute riikide põhjal. 

Esimene publikatsioon näitas, et regulatsioonidest tulenevad nõuded pankade 
valitsemisstruktuurile sundisid panku oma nõukogu koosseisu mitmekesisemaks 
muutma, mis peaks edendama nende pühendumist sotsiaalse vastutustundlikkusega 
seotud tegevustele. Kuid uurimusest selgus, et sotsiaalse vastutustundlikkuse aruannete 
vabatahtlik avaldamine ei erine oluliselt pankades, mis suurendavad oma nõukogu 
kooseisu mitmekesisust vabatahtlikult või regulatsioonidest tulenevate nõuete alusel. 
Üldiselt avaldavad sotsiaalse vastutustundlikkuse aruandeid tõenäolisemalt need 
pangad, mille tegevjuhi ja nõukogu esimehe rollid on lahutatud vabatahtlikult ning need, 
mille nõukogudes on rohkem naisi. Kusjuures see on nii olenemata, kas aruannete 
avaldamine on panga jaoks vabatahtlik või regulatsioonidest tulenev kohustuslik tegevus. 
Teise publikatsiooni tulemused viitavad, et sookvootide kasutuselevõtt soodustab 
pankade sotsiaalse vastutustundlikkuse aruannete avaldamist. Samas peavad investorid 
arvestama, et sookvoodid ei pruugi automaatselt tagada pankade tegevuse tegelikku 
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jätkusuutlikkust. Kehvem sotsiaalne vastutustundlikkus võib esineda ka siis, kui naised 
määratakse panga nõukogusse ainult sookvoodi täitmiseks ning tegelikult ei anta neile 
piisavalt sõnaõigust. Keskendudes riikidevahelistele kultuurilistele erinevustele 
maskuliinsuse-feminiinsuse skaalas, näitavad teise publikatsiooni tulemused, et panga 
nõukogule kehtestatud sookvoodid võivad soodustada pankade sotsiaalse 
vastutustundlikkuse aruandlust maskuliinsetes riikides, kuid mitte feminiinsetes riikides. 

Kolmas publikatsioon “Õnn ja oskused Kesk- ja Ida-Euroopa globaalsete aktsiafondide 
tulemuslikkuses” moodustab doktoritöö teise osa. See panustab investeerimisfondide 
tulemuslikkust käsitlevasse kirjandusse uurides, kas KIE aktiivselt juhitud 
investeerimisfondide tulemuslikkuse taga on fondijuhtide oskused. Antud publikatsioon 
on esimene, mis uurib individuaalsete globaalselt investeerivate KIE aktsiafondide 
tulemuslikkust, eristades seejuures fondijuhtide oskuseid õnnest. Selleks kasutatakse 
ristlõikelist bootstrap simulatsioonanalüüsi ning vaatluse all on 175 investeerimisfondi 
kuised neto- ja brutotootlused vahemikus 2005. a september kuni 2019. a detsember. 
Bootstrap simulatsioone rakendatakse neljale erinevale mudelile. Esmalt kasutatakse 
Fama ja Frenchi (1993) kolme, Carharti (1997) nelja ning Fama ja Frenchi (1997) viie 
muutujaga mudelit. Seejärel viiakse simulatsioonanalüüs läbi fondispetsiifilistel 
võrdlusindeksitel põhinevatel regressioonidel. Õnne ja oskuste eraldamise kõrval 
uuritakse ka fondijuhtide poolt lisatavat majanduslikku lisandväärtust, analüüsides 
seejuures erisusi väikeste ja suurte fondide poolt lisatava väärtuse vahel. Kolmas 
publikatsioon eristub senistest uuringutest, kuna keskendub individuaalsete KIE 
investeerimisfondide tootlusele, mitte nende üldisele tootlusele. Lisaks hõlmab analüüs 
KIE regiooni tervikuna, mitte ainult üksikuid KIE riike. 

Kolmanda publikatsiooni tulemustest selgus, et vaid mõned üksikud KIE globaalsed 
aktsiafondid on oskuslikud ning domineerib negatiivne tulemuslikkus. Kusjuures suurem 
osa negatiivsest tootlusest tuleneb kehvadest oskustest, mitte halvast õnnest. Kuigi KIE-s 
on mõned oskuslikud fondijuhid, ei pruugi nende oskused olla fondi haldustasude 
katmiseks piisavad. See tähendab, et KIE investeerimisfondide haldustasud on liiga 
kõrged võrreldes nende poolt lisatava ootusi ületava tootlusega (abnormal return). Seega 
viitavad kolmanda publikatsiooni tulemused, et KIE globaalsete aktsiafondide 
osakuomanikud  kaotavad oma investeeringutelt pidevalt raha. 

Kolmanda publikatsiooni põhjal võib väita, et poliitikakujundajad võiksid kaaluda 
fondihaldustasude teatavat reguleerimist KIE-s. See on oluline julgustamaks KIE 
investoreid jätkuvalt oma sääste finantsturgudele suunama, mis on tähtis ka 
majanduskasvu stimuleerimise seisukohast. Samuti näitavad kolmanda publikatsiooni 
tulemused, et investorid, kes soovivad maksimeerida oma riskiga korrigeeritud tootlust 
madalaima kuluga, võiksid eelistada passiivseid turgu jälgivaid indekseid. Samas võiksid 
kõrge riskitaluvusega investorid kaaluda väikestesse aktiivselt juhitud KIE 
investeerimisfondidesse investeerimist stabiilsete või kasvavate turutingimuste korral. 
Veidi madalama riskivalmidusega investorid võiksid kaaluda suurtesse aktiivselt juhitud 
KIE investeerimisfondidesse investeerimist olenemata turutingimustest. Kolmanda 
publikatsiooni tulemused võivad olla ülekantavad ka teistele samalaadsetele 
regioonidele, millel on suur kasvupotentsiaal ning kiiresti laienevad investeerimisturud. 

Käesoleva doktoritöö kolm publikatsiooni laiendavad teaduskirjandust, mis käsitleb 
pankade valitsemist ning investeerimisfondide tulemuslikkust. Samal ajal antakse 
mitmeid praktilisi ja poliitilisi soovitusi ning avatakse ka uusi uurimissuundasid. 
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Appendix 1. Publication I 
CSR REPORTING IN BANKS: DOES THE COMPOSITION OF THE BOARD OF 
DIRECTORS MATTER? 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Publication I 
Tapver, T. (2019). CSR reporting in banks: does the composition of the board of directors 
matter? Quantitative Finance and Economics, Vol. 3, No. 2, 286-314. DOI: 
https://doi.org/10.3934/QFE.2019.2.286 (ETIS 1.1) 
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Appendix 2. Publication II 
BANKS’ CSR REPORTING – DO WOMEN HAVE A SAY? 
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[bookmark: _Hlk117083722]Financial intermediaries perform essential functions for the economy as they channel capital to markets and influence saving decisions. In providing their services, they take in funds from savers and allocate them to others. This leaves financial intermediation and economic growth inextricably linked, as many theoretical models suggest (see for example Bencivenga and Smith, 1991; Greenwood and Jovanovic, 1990; King and Levine, 1993). Not long ago, Gorton and Winton (2003) emphasised that the focus in explaining the traditional nature of financial intermediaries has shifted towards exploring why these institutions exist and how they shape modern financial markets. More precisely, they claim that “the savings-investment process, the workings of capital markets, corporate finance decisions, and consumer portfolio choices cannot be understood without studying financial intermediaries” (Gorton and Winton, 2003, p. 431).

As can be seen in Figure 1, banks and mutual funds are the largest and most visible financial intermediaries and have an extensive impact on the economy. Bank assets were equal to around 63 per cent of global GDP in 2019 for example, and mutual fund assets were around 161 per cent. The same figures for the OECD were 98 per cent for banks and 286 per cent for mutual funds. In comparison, the assets of other financial intermediaries, including insurance companies, nonbank financial institutions, and pension funds, are a considerably smaller share of GDP.
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[bookmark: _Toc119588250]Figure 1. Financial intermediaries’ assets to GDP, regional averages.

Source: World Bank, Global Financial Development [Data set]. Indicator codes GFDD.DI.02; GFDD.DI.11; GFDD.DI.07; GFDD.DI.03; GFDD.DI.13.

Banks carry the key role in steering the overall health of the economy, as their activities and their prosperity are reflected in other sectors. The 2008 financial crisis is clear evidence of this. Problems that arose from failures in the corporate governance practices of banks largely triggered the economic collapse (for a review see Kirkpatrick, 2009). The quality of information available to investors and the board was not sufficient for them to be able to assess valuations and riskiness properly. Combined with poor corporate governance practices, this led to large losses for shareholders (Acharya et al., 2009). This induced a general move towards sustainability in all its aspects, and this is increasingly stressed and integrated into shareholder interests alongside financial criteria (see for example Laugel and Laszlo, 2009). Particular emphasis is given to the ability of banks to meet challenges to their sustainability and subsequently to disclose information to shareholders. A lesson was learned from the 2008 financial crisis, and extensive regulations on bank governance and disclosures, including disclosures on sustainability, have been introduced (see for example Basel Committee on Banking Supervision, 2010). Governance regulations most commonly address the composition of the boards of banks, because these have an important strategic and monitoring role in ensuring effective corporate governance (Forbes and Milliken, 1999; Jensen and Meckling, 1976), and so they contribute to the efforts of the banks to maintain sustainability (Michelon and Parbonetti, 2012). 

Sustainability disclosures in banks and their association with board composition have, however, only received limited attention in the empirical literature, with most studies run in a single country context (see e.g. Barako and Brown, 2008; Jizi et al., 2014; Khan, 2010; Orazalin, 2019). Previous papers have also entirely overlooked the effect that disclosure and corporate governance regulations have on the corporate social responsibility (CSR)[footnoteRef:2] disclosures of banks. This leaves us with little knowledge about how the board composition contributes to CSR disclosures at the major banks on a global scale, and how the corresponding regulations shape these linkages. For this reason, one strand of this dissertation aims to fill this gap. [2:  Corporate social responsibility (CSR) is defined by the European Commission (2011) as “the responsibility of enterprises for their impact on society”.] 


Like banks, mutual funds have a significant role in the financial markets and the economy as they allocate capital to investments. They promote economic growth and efficiency by channelling household savings to financial markets as mutual fund investments. Mutual funds have become the most popular vehicles for investment, especially among small and private investors, as the fraction of private savings that is in mutual funds is considerable (see for example Mahoney, 2004). This makes them important financial intermediaries where there is increasing attention on the management of investments. In principle, mutual funds need to be managed in the best interests of their shareholders (see for example Bogle, 2005). This interest mainly translates into expectations about the financial performance of the investment, where the maximisation of risk-adjusted fund returns at the lowest possible cost is usually desired. Actively managed mutual funds charge higher fees than market-tracking passive indexes, since they bear extra costs for managing fund assets. Investors find the extra expense justifiable though when the actively managed funds provide higher risk-adjusted returns than those of the market-tracking index funds. This makes it important to explore the presence of managerial talent in mutual funds, in order to understand whether mutual funds can beat the market-tracking index funds and whether their performance can be explained by skill or luck.

Previous papers have studied the presence of skilful fund management in developed markets and in Asia (see e.g. Cuthbertson et al., 2008; Fama and French, 2010; Kosowski et al., 2006; Harvey and Liu, 2020; Song, 2020), but the topic has not been covered for most emerging markets, including Central and Eastern Europe (CEE). Surprisingly little is known in consequence about whether fund management is skilful in rapidly expanding markets, where it is even more interesting. Having skilled fund managers is vital for stimulating growth in emerging markets as levels of financial literacy among individual investors are generally lower there. Likewise, the skills of fund managers themselves may not improve as rapidly as those markets expand. In this sense, it is intriguing to study the skills of fund managers in CEE because the level of financial literacy in the region remains low but the growth in the region outpaced that in all the other emerging markets in 20162020[footnoteRef:3], which might have resulted in a shortage of skilful fund managers. Furthermore, the mutual fund industry in CEE is relatively young, which suggests that the fund managers there should be less experienced than those in more developed regions. At the same time, the fund management fees in CEE are about twice the European average[footnoteRef:4]. This raises the question of whether the fees charged are justified by superior fund management skills. However, there are only a few limited studies on mutual funds from CEE, and most of them concentrate on the general performance of funds from single CEE countries and do not differentiate between the impact of skill and that of luck on performance (see e.g. Białkowski and Otten, 2011; Bóta and Ormos, 2017; Filip, 2017). The second strand of this dissertation contributes to this area by addressing the unresolved debate about whether the managers of actively managed mutual funds in CEE possess skill. [3:  Based on the survey by Klapper et al. (2015) and on the data from World Bank. World Federation of Exchanges [Data set], Market capitalization of listed domestic companies (current US$) (indicator), and Market capitalization of listed domestic companies (% of GDP) (indicator).]  [4:  Based on the data from European Securities and Markets Authority (ESMA) (2019).] 


[bookmark: _Hlk117084386][bookmark: _Hlk117084599][bookmark: _Hlk117084664]This thesis has two strands and both strands focus on financial intermediaries. 
The thesis first sheds light on how the corporate governance structures of banks contribute to their sustainability reporting. This is done by investigating the role of board composition in enhancing corporate social responsibility reporting by banks. Secondly, the thesis examines mutual fund performance. This involves exploring whether the performance of actively managed mutual funds in CEE can be explained by the skill of their fund managers or by luck.

[bookmark: _Hlk117538251][bookmark: _Ref116126038]The thesis consists of three published articles. Publications I and II study the effect of governance structures on the corporate social responsibility (CSR) disclosures by banks. The main focus in Publication I is on how the composition of the board of directors influences CSR disclosures and the quality of CSR disclosures of banks. Special attention is paid to how the corresponding regulations shape these linkages. Board composition is decomposed into variables that capture the size of the board, whether there is CEO duality[footnoteRef:5], and the proportions of non-executive board members and women on the board. Publication II explores the topic of Publication I further by specifically concentrating on the role of women on the boards of banks while controlling for the impact of gender quotas.  [5:  CEO duality exists when the same person serves as the CEO and as the chairman of the board of directors (Rechner and Dalton, 1991).] 


The analysis in Publications I and II is based on a global sample of banks from 35 countries from North America, Western Europe, Central and Eastern Europe, Asia, and Oceania. The period studied is 2005-2017. Countries from both the developed and developing worlds are covered in order to provide generalisable results for major listed banks, as these have the greatest global economic and social impact. The insights are further broadened by the help they offer for understanding the impact of country-level mandatory regulations on the governance and CSR disclosure of banks, which cannot be analysed in a single-country setting or in a setting that focuses on a very limited area. Publications I and II employ logistic regressions with bank-specific fixed effects, where the dependent variable is a binary dummy that captures the CSR disclosure decisions of the banks. In addition, Publication I uses alternative dependent variables to address the quality of the CSR report that is disclosed. These dummies show whether the bank’s CSR report is prepared following the Global Reporting Initiative Sustainability Reporting (GRI) Standards[footnoteRef:6], and whether it has been audited by an external auditor. [6:  GRI Standards are designed for the financial services sector and include specific indicators related to financial products and services. GRI Standards are the first and most widely adopted global standards for sustainability reporting (Global Reporting Initiative, 2022).] 


[bookmark: _Hlk117539585]The first strand of the thesis in Publications I and II broadens the research into bank governance by thoroughly investigating the associations between the composition of the board of directors and the CSR disclosures of banks. Introducing indicators for regulation-corrected board composition and CSR reporting provides new insights into the linkage between corporate performance and governance characteristics. 

[bookmark: _Hlk117542203]The fundamental puzzle in Publication III is whether skilful fund management is present among actively managed mutual funds in Central and Eastern Europe (CEE). 
The paper separates fund manager skill from luck, which is the performance that comes from randomness. The focus is on CEE countries that are in the European Union, which are Bulgaria, Croatia, The Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Romania, Slovakia, and Slovenia. CEE can serve as a model for rapidly expanding investment markets with further potential for tremendous growth, where the managerial talent may not improve at the same rapid rate that the markets expand. 
The analysis is based on the monthly net and gross returns of actively managed 
open-ended equity mutual funds that invest globally, and covers the period from September 2005 to December 2019. 

Publication III uses the cross-sectional bootstrap approach, which allows fund manager skill to be separated from luck. The estimations are based on four different models. Three alternative multifactor models are used at first, which are the three-factor model of Fama and French (1993), the four-factor model of Carhart (1997), and the fivefactor model of Fama and French (2015). The estimations then use benchmark regressions, which are regressions relative to the fund-specific benchmark indexes denoted in the fund prospectuses. The analysis is further enriched by focusing on the economic value added by fund managers, while investigating the difference between the value added by small funds and that added by large funds.

The second strand of the thesis in Publication III expands the literature concentrating on mutual fund performance. It is the first study to shed light on the presence of skill and luck in mutual fund returns in Central and Eastern Europe (CEE).

The thesis proceeds as follows. Section 1 discusses the fundamental theoretical reasoning behind corporate governance and the importance of informational transparency, highlights the role of banks, and gives an overview of Publications I and II. Section 2 explains the importance of mutual funds in financial markets, discusses the measurement of mutual fund performance and the subsequent empirical literature, 
and provides an overview of Publication III. Section 3 lays out concluding remarks, 
the contributions of the thesis, and directions for future research. Appendices I-III reprint the three publications.

An earlier version of Publication I was presented at the 1st Baltic Economic Conference in June 2018, at the 10th International Conference “Economic Challenges in Enlarged Europe” in June 2018, and at the PhD Summer School in June 2018, at the 11th International Conference “Economic Challenges in Enlarged Europe” in June 2019, at the PhD workshop at the 2nd Annual Conference of the Global Research Alliance for Sustainable Finance and Investment (GRASFI) in September 2019, and in doctoral seminars at Tallinn University of Technology. The paper was accepted for publication in Quantitative Finance and Economics in May 2019.

An earlier version of Publication II was presented at the EFiC 2019 Conference on Banking and Corporate Finance in July 2019, at the 15th Annual Estonian Economic Association (EMS) Conference in January 2020, and in doctoral seminars at Tallinn University of Technology. The paper was accepted for publication in Corporate Governance: The International Journal of Business in Society in March 2020.

[bookmark: _Hlk117072139]An earlier version of Publication III was presented at the departmental seminar at Copenhagen Business School in March 2020, at the PhD Summer School in June 2021, at the World Finance Conference in August 2021, at the 13th International Conference “Evolving Challenges in European Economies” in August 2021, at the 4th Baltic Economic Conference in June 2022, and in doctoral seminars at Tallinn University of Technology. The paper was awarded the 2021 Vello Vensel Doctoral Research Prize given by the Estonian Economic Association for outstanding research work, the 2022 Best PhD Student Paper Award given by the Baltic Economic Association, and the 2022 Eesti Pank research prize in memory of Urmas Sepp in the doctoral category. The paper was accepted for publication in Managerial Finance in September 2022.

[bookmark: _Toc117621750][bookmark: _Toc117621751][bookmark: _Toc119581973][bookmark: _Hlk117077647]Bank governance and information disclosure

[bookmark: _Hlk117072238]It is well documented that enterprises need financing in order to grow, but encouraging an attractive investment climate and healthy capital markets needs the expropriation of the interests of outside investors by inside shareholders and controlling managers to be kept to a minimal level (see e.g. La Porta et al. 1997; 1998; 2000; Levine, 2005; Shleifer and Vishny, 1997; Shleifer and Wolfenzon, 2002). This challenge was first described in Jensen and Meckling (1976) as the agency problem. In their framework, conflicts of interest between managers and investors are associated with the separation of ownership and control. Managers have more opportunities to exploit their position when there is information asymmetry, and the expropriation problem appears to be stronger in this case as the managers can take initiatives that conflict with the interests of shareholders and do not maximise shareholder wealth.

Many papers have compellingly emphasised that the most straightforward elements mitigating the agency and information problems lie within an appropriate corporate governance system and in that system functioning correctly (see for example Jensen and Meckling, 1976; Shleifer and Vishny, 1997). Corporate governance is defined by the OECD (2015) as “a set of relationships between a company’s management, its board, its shareholders and other stakeholders”. It focuses on the ways a company is managed and controlled, and so it is often also referred to as a set of mechanisms that prohibit investor expropriation and inefficient use of capital (for example La Porta et al., 2000). The term ‘corporate governance’ came more widely into vogue in the 1970s after a series of corporate failures, the integration of capital markets, and growth in private savings intensified the pressure for good behaviour by companies (as summarised in Becht et al., 2003). Once a corporate governance system is in place, investors can keep track of the activities of the managers and so can have more confidence in their financing decisions. Corporate governance is equally vital for companies, and Shleifer and Vishny (1997) for example emphasise that investors must be assured of getting a return on their investments if they are to be willing to finance companies in the first place. This leads to capital being distributed more efficiently between different investment opportunities, and so leads to economic growth. Early support for this argument can be derived from Freeman’s (1984) stakeholder theory, where stakeholder interests play a central role along the road to financial success.

[bookmark: _Hlk117549261]The history of empirical evidence that outlines the importance of corporate governance systems in enforcing financial development is long. Klapper and Love (2004) show that better corporate governance is accompanied by higher market valuations. Johnson et al. (2000) have identified that the quality of governance mechanisms predicts the extent of market declines during a crisis. Some other empirical papers demonstrate for example that effective corporate governance enhances financial deepening, reduces intermediation costs, increases aggregate lending and contributes to total productivity growth (see Beck et al., 2000; Demirgüç-Kunt et al., 2004; Jappelli et al., 2005; Jarmuzek and Lybek, 2020).

Still, investors need information so they can analyse investment opportunities, allocate resources effectively, and so defend their interests. When information is disclosed, it can be accessed by all interested stakeholders, managerial activities are more transparent and capital allocation decisions can be valued more correctly. This means that information is vital in ensuring that information asymmetry is minimised and the agency problem mitigated (Bushman and Smith, 2001; Healy and Palepu, 2001). This is already stressed in corporate finance theory, in which information asymmetry should be traded off by optimising disclosure policy and management incentives in order to maximise firm value and thereby shareholder wealth (Core, 2001; Diamond and Verrecchia, 1991; Evans and Sridhar, 1996; Hughes et al., 2007; Skinner, 1994; Verrecchia, 1983). Some opposing theoretical models suggest in contrast though that public disclosure of information can also reduce investor wealth, as it destroys trading opportunities in risk-sharing markets through what is known as the Hirshleifer effect (Hirshleifer, 1971; Kurlat and Veldkamp, 2015). This view has not however received complete support, and the general understanding is being pinned down to the level of optimal disclosure (e.g. Goldstein and Leitner, 2018).

[bookmark: _Hlk117074718]One of the main challenges in disclosure lies in channelling sufficient and appropriate information to investors. Among the most common channels for communicating information are public announcements, financial and non-financial reports, and general meetings. Many papers further emphasise the role of the financial market in producing information, such as prices, and mediating it to shareholders (e.g. Bond et al., 2012; Goldstein and Yang, 2017; Van Nieuwerburgh and Veldkamp, 2010). Corporate governance takes an enforcing role in channelling information to investors, and this has been more widely acknowledged since the 2008 global financial crisis, after which informational transparency gained more momentum. 

It is widely acknowledged that the collapse of the economy was largely provoked by the unsustainable practices followed before the crisis, and informational asymmetry between managers and shareholders in banks (Barth and Landsman, 2010; Bischof et al., 2021). Problems arising from the failures in corporate governance practices at banks were largely transmitted to other sectors, and this then triggered economic collapse (for a review see Kirkpatrick, 2009). The subsequent literature heavily criticised the lack of information transparency as a significant contributing factor behind the crisis (e.g. Barth and Landsman, 2010; Beatty and Liao, 2014; Erkens et al., 2012; Pirson and Turnbull, 2011). The quality of the information available to investors and to the board was not sufficient to allow them to assess bank valuations and riskiness properly. Combined with poor corporate governance practices such as insufficient oversight by boards, overly complex organisational structures and inadequate risk management, this led to large shareholder losses (for a review see Mehran et al., 2011). Ever since then, more and more regulations have been established, and disclosure and corporate governance practices have moved to a position among the core activities of firms and banks (see for example Basel Committee on Banking Supervision, 2010). These regulations can concern board composition, ownership concentration, management compensation, or effective monitoring structures, but they vary across countries (Laeven, 2013). The restrictions most commonly address the composition of the boards of banks, as the boards supervise and shape strategic decisions and actions, including those that concern corporate governance practices (Forbes and Milliken, 1999; Jensen and Meckling, 1976).

[bookmark: _Hlk117077594]Together with the higher pressure for disclosure and strong corporate governance, the crisis induced a more general transformation towards sustainability when some saw the global recession as an opportunity for green economic growth (see for example Schneider at al., 2010). In this view, economic degrowth, which includes downscaled consumption and production, opened a path for sustainable green policies. Sustainability encompasses all impacts on stakeholders and is reflected in continuous value creation in an environmental, social, or economic context (World Commission on Environment and Development, 1987). These issues are increasingly being stressed by stakeholders and integrated into shareholder interests alongside financial criteria (see for example Laugel and Laszlo, 2009). Many authors show that not meeting these criteria drives down investor interest and so also a firm’s value (e.g., Hartzmark and Sussman, 2019; Heinkel et al., 2001; Servaes and Tamayo, 2013). The review by Ali et al. (2017) highlights how highly visible companies pay more attention to matters of sustainability in order to reduce public pressure and retain external funding. This means that highly visible companies like banks are motivated to meet the challenges of sustainability and to disclose consequent information to their shareholders. One way of communicating such information to the public is through corporate social responsibility (CSR) reports. Corporate social responsibility (CSR) is defined by the European Commission (2011) as “the responsibility of enterprises for their impact on society”. To achieve this, companies need to integrate social, environmental, ethical, consumer, and human rights concerns into their business strategies and operations, and must also follow the law. 

From the theoretical perspective, CSR reporting is a manifestation of a social contact between a firm and society (Shocker and Sethi, 1973). It can be used to signal the firm’s commitment to sustainability concerns, while also serving as an indirect tool for enhancing the firm’s competitiveness and success (Saeidi et al., 2015). Freeman’s (1984) stakeholder theory further supports this view, as the disclosure of CSR information is a way to account for shareholder interests and so gain their support. A similar stance is expected by legitimacy theory, as firms must remain legitimate to continue their existence (Gray et al., 1996). The impact of CSR reporting remains disputed under agency theory though, as one perspective sees it as a tool for enhancing firm value by reducing agency conflict and ensuring effective monitoring (for a review see Ali et al., 2017; Malik, 2015), while a less popular competing view claims that spending resources on nonfinancial activity is costly and comes at the expense of shareholders (Friedman, 1970; 2007).

On an empirical note, CSR disclosure practices, and the accuracy and quality of the information disclosed have received greater attention in the literature since the 2000s, especially after the 2008 financial crisis. The literature on CSR can be roughly divided into two parts. One strand tries to understand the motives for CSR disclosure and its characteristics by using content analysis, discourse analysis and interviews, or by analysing distinct cases (summarised in Ali et al., 2017). More recent studies in this strand emphasise the shift in engagement towards CSR reporting in response to business needs and regulatory pressures (e.g. Aureli et al., 2020; Hinze and Sump, 2019; Khan et al., 2020). Furthermore, Sorour et al. (2020) point out that the motives have at the same time become strongly attached to socio-political changes and the need to achieve moral legitimacy.

The second strand of the studies seeks to explore the determinants of CSR disclosure and the most commonly used regression-based methodologies. Most papers concentrate on either developed or developing countries and find that CSR disclosure is driven by corporate governance, ownership structure, company-specific financial indicators, and country-specific institutional factors (summarised in Ali et al., 2017). 
The majority of these factors are usually studied in combination, but there is still a wide variety in the precise areas of focus, the particular combination of factors and the extent of them, and the specific variables used.

Corporate governance structures have taken a place in the centre of attention in the literature on the determinants of CSR disclosure alongside financial indicators. However, the papers taking this approach generally cover nonfinancial firms (e.g., Adnan et al., 2018; Fuente et al., 2017; Khan et al., 2013; Michelon and Parbonetti, 2012; Tibiletti 
et al., 2021). Levine (2004) has emphasised though that governance in banks is more complicated and should be studied separately from that at nonfinancial firms, because banks are under heavier regulation and subject to more intervention by governments. These regulations are important, as they could push banks towards sustainable practices and disclosures. The review by John et al. (2016) emphasises for example that regulating board structures affects the activities and strategies of banks, including those that are related to sustainability and social matters. Still, the CSR reporting of banks has received limited attention in the empirical literature and it has been predominantly in the single country context. These papers show that board diversity, independent board members, and larger boards have a positive effect on the CSR disclosures of banks, and CEO duality has a negative effect (see for example Barako and Brown, 2008; Jizi et al., 2014; Khan, 2010; Kiliç et al., 2015; Orazalin, 2019). However, the inferences have not been uniform as some authors have reported inconclusive or contrary results (Hossain and Reaz, 2007). The few studies carried out in a cross-country setting have overlooked some aspects of board composition such as diversity (García-Meca et al., 2018; Hu and Scholtens, 2014). Furthermore, previous papers have not addressed the impact of the disclosure and governance of banks, including board composition, and the regulations on their CSR disclosures. This suggests that little is known about how board composition is associated with the CSR disclosures of major banks around the globe, and how the regulative measures shape these associations. Considering these gaps, Publications I and II expand the knowledge in this field of research.

[bookmark: _Toc460831047][bookmark: _Toc119581974]Empirical analysis

[bookmark: _Hlk117538562][bookmark: _Hlk114496755]The fundamental puzzle addressed in Publication I and Publication II is how board composition is associated with the CSR disclosures of major banks. Publication I, “CSR reporting in banks: does the composition of the board of directors matter?”, explores how the composition of the board of directors contributes to the CSR reporting and the quality of CSR disclosure of listed banks from around the world. The main focus is on the composition of the boards of banks, and special attention is paid to controlling for the regulatory requirements on board composition and CSR reporting. Board composition is decomposed into variables that capture the size of the board, whether or not there is CEO duality, and the proportions of non-executive board members and women on the board. The quality of CSR disclosure is measured by whether the bank’s CSR report is prepared following the GRI Standards, and whether the bank’s CSR report has been audited by an external auditor. This approach follows previous studies (e.g., Legendre and Coderre, 2013; Sierra-García et al., 2015). The responses of several financial indicators that capture the size and performance of the bank are also considered. 

Publication II investigates the topic of Publication I further by specifically concentrating on the role of female representation on the boards of banks. The paper focuses on the association between female representation on boards and CSR reporting by listed banks from around the world, while controlling for the impact of countryspecific gender quotas. It tries to understand whether quotas influence the association between female representation on boards and the CSR reporting of banks. The paper further focuses on how the masculinity-femininity balance in a country could influence the association between CSR disclosure and female representation. Several other board composition and financial indicators are included in the estimations in addition to female representation, such as the presence of CEO duality, board size, board independence, and bank size and performance measures.

Publication I is the first study to investigate the associations between the composition of the board of directors and CSR disclosure and the quality of it in banks, while also considering governance and disclosure regulations. Publication I provides new insights into the linkages between corporate performance and governance characteristics by introducing board composition and CSR reporting indicators that are corrected with country-level regulatory requirements for listed banks. These regulation-corrected indicators show how much a particular board indicator exceeds the regulatory minimum by in percentage terms, and whether the CSR report is disclosed voluntarily. In this way the corrected measures capture whether the banks are making a voluntary commitment to CSR and whether they enhance the heterogeneity of their board voluntarily.

Publication II is the first study to control thoroughly for gender quotas while investigating the association between female representation on boards and CSR disclosure. Publication II also contributes to the literature by covering the masculinityfemininity balance of a country as a factor that could influence the association between CSR disclosure and female representation. Publication I and Publication II both move forward from the concentration on single-country studies that has so far predominated in research into CSR reporting by banks. Using a global sample helps to explain the impact of country-level mandatory regulations, which cannot be analysed in a single-country setting or in a setting that focuses on a very limited area.

The dataset in Publication I overlaps with the one used in Publication II. This is a yearly panel of 285 listed commercial banks with at least 25 billion dollars each in total assets from 35 countries around the world. The data cover the years 2005 to 2017. Because large amounts of the data for some regions are incomplete, only the data from North America, Western Europe, Central and Eastern Europe, Asia, and Oceania are employed. Countries from both the developed and developing worlds are covered because of the aspiration to provide generalisable results for the major listed banks with the greatest global economic and social impact.

The estimations in both publications are based on logistic regressions with bank-specific fixed effects. This allows unobserved heterogeneity across banks to be controlled for, and all country-specific indicators, which remain time-invariant. The dependent variable is the presence of a CSR report, which is proxied by binary dummy variables for the CSR disclosure decision, in line with the previous literature (e.g., Gamerschlag et al., 2011; Sierra-García et al., 2015). Publication I also uses alternative dependent variables to address the quality of the bank’s CSR report. Those are also binary dummies, and they capture whether the bank has prepared its CSR report by following the GRI Standards, and whether the CSR report has been audited by an external auditor. Explanatory variables are lagged by one year to ensure weak exogeneity. To control for the role of country-level governance and CSR reporting regulations, alternative regulationcorrected board composition and CSR disclosure variables are created. This then distinguishes voluntary decisions from outcomes forced by regulation when the board is composed and the CSR report disclosed. In Publication II, female representation is first proxied 
by the proportion of women on the board of the bank. Secondly, an alternative 
quota-adjusted indicator is used, measuring whether and by how much the percentage of women on the board of a specific bank exceeds the quota imposed in a given country. To see whether the associations are different in feminine and masculine countries, 
the banks are then studied in two sub-samples based on the country-specific Hofstede masculinity score. The cultural context of each country is alternatively addressed by looking at whether and by how much the percentage of women on the board exceeds the country’s overall female workforce participation.

[bookmark: _Toc119581975]Results of Publication I

[bookmark: _Hlk114433627][bookmark: _Hlk114495616]The results of Publication I show that bank boards being larger appears to lead to the disclosure of CSR reports being less likely, which is contrary to the findings of Jizi et al. (2014). The negative association remains when the report followed GRI Standards or was externally audited. Increasing the proportion of women on boards seems to increase the possibility of the bank starting to disclose, which is in line with Barako and Brown (2008), García-Meca et al. (2018) and Kiliç et al. (2015), and of it having an externally audited report. When the country-level regulatory requirements on board composition are controlled for, the inferences change remarkably. Board size shows no association with CSR disclosure or the quality of it, which could be because there are minimum sizes for boards in many countries and those minimums are exceeded by most banks. So board size might be irrelevant for CSR disclosure, while other indicators of board composition may still matter. Voluntary separation of the CEO and chairman of the board for instance encourages CSR reporting by the banks, and external verification of the report. This suggests that an independent chairman at a bank might put more focus on the interests of different stakeholders and on issues of sustainability. Furthermore, appointing more women to boards than is required has a weakly positive association with the disclosure of the CSR report. However, having more non-executive board members than required shows a negative association with the disclosure of CSR information and with whether the report follows the GRI Standards. 

When the decision of banks to make a voluntary CSR disclosure is taken together with country-level regulations on board composition, most governance indicators turn insignificant. Only the proportion of non-executive board members exceeding the requirement continues to reduce voluntary reporting of CSR information. This means that non-executive board members tend to avoid disclosing CSR information. This could be either because they are appointed to the boards purely for their financial expertise (Arora and Dharwadkar, 2011), or because they do not want to endanger their own reputation by taking the risk of disclosing misleading information (Holmström, 1999). 

Publication I demonstrated that mandatory governance regulations forced banks to change the composition of the board of directors and increase its diversity, which should promote their commitment to CSR activities. However, the results showed that the voluntary commitment to CSR of banks that have increased the diversity of their board voluntarily is not substantially different from that of banks that are subject to board composition requirements. However, disclosing CSR reports, even if it is mandatory in any case, is more likely in banks where the roles of the CEO and the chair of the board are separated voluntarily, and where there are more women on boards.

[bookmark: _Toc119581976]Results of Publication II

The results of Publication II show that the proportion of women on boards has a positive association with the CSR disclosures of banks, in line with the results by Barako and Brown (2008) for Kenyan banks and Kilic et al. (2015) for Turkish banks. This is so in both masculine and feminine countries. When country-level gender quotas are controlled for, the percentage of women on the board exceeding the quota shows no statistically significant association with the decision on CSR reporting in the whole sample of banks. However, adding more women to boards than required could affect CSR disclosure in masculine countries but not in feminine countries. Furthermore, banks are more likely to start disclosing a CSR report if the proportion of women on boards is larger than the country’s female participation in the workforce. 

Interesting results appear when banks are divided into three groups by whether the proportion of women on their boards is above, below, or equal to the quota in the country where they are based. Banks where the proportion of women on the board is above or below the national requirement tend to start disclosing CSR reports more than banks where the proportion of women on boards corresponds exactly to the quota. The result for the banks with more women than the quota is quite unsurprising, and suggests that increasing the representation of women on boards voluntarily contributes to CSR disclosure. However, the explanation for why banks with fewer women than the quota exhibit stronger odds of starting to disclose a CSR report than is the case when female representation corresponds exactly to the quota could lie in impression management. Those banks may simply disclose CSR reports to compensate for their failure to meet the mandatory gender quota. 

The results of Publication II suggest that the disclosure of CSR reports by banks could be increased if gender quotas were introduced. However, these quotas might not automatically guarantee the sustainability of the operations of the banks. Poorer CSR performance could also occur if the women who are appointed to boards only in order to meet the quota are not empowered, and so end up with insufficient say. The cultural context suggests that introducing board gender quotas could push banks toward greater CSR reporting in masculine countries but not in feminine countries. 

[bookmark: _Toc114501198][bookmark: _Toc114501199][bookmark: _Toc119581977]Mutual fund performance

Mutual funds have a significant impact on the development of financial markets and the economy. By pooling savings, they offer diversification and economies of scale in costs. Mutual funds provide access to a wider range of investments, professionally managed portfolios, and reduced information costs (Gruber, 1996). Many papers suggest that their importance in stimulating economic growth arises from capital allocation as they collect inactive capital and allocate it to investments (for a more detailed discussion see e.g. Gruber, 1996; Kaminsky et al., 2001; Mahoney, 2004; Sirri and Tufano, 1998). Household savings that would otherwise not reach the financial markets are mobilised there as mutual fund investments. The returns collected increase the purchasing power of the investors in the mutual funds, and this is then reflected in increased demand for goods and services. This consequently promotes economic growth. All this makes mutual funds important financial intermediaries, especially for emerging and developing regions.

A considerable fraction of private savings is channelled to financial markets through mutual funds. This is reflected in Figure 2, which shows the proportions of financial assets held by households and household savings. It illustrates how the proportion of mutual fund shares within total household financial assets has grown within the last decade together with the higher rate of savings.

[image: ]

[bookmark: _Toc119588251]Figure 2. Household financial assets and savings, OECD countries 1995-2021.

Source: OECD (2022), Household accounts [Data set], Household financial assets (indicator). https://doi.org/10.1787/7519b9dc-en, and Household savings (indicator). https://doi.org/10.1787/cfc6f499-en. 

Partly driven by their convenience, and partly by the growth in household savings in recent decades, mutual funds have become the most popular vehicles for investment (see also Mahoney, 2004). This is especially so among small and private investors who seek simple and convenient ways of investing. This extensive interest is reflected in the increasing attention paid to how investments in mutual funds are managed. Fundamentally, a mutual fund should be operated in the best interests of its investors and not those of its managers who are providing the service (see for example Bogle, 2005; Gil‐Bazo and Ruiz‐Verdú, 2009). If this is not the case, private savings might not reach the financial market and economic growth could stall. 

[bookmark: _Hlk114503380]It is evident that investors are interested in investing largely because they want to increase their wealth. This interest principally translates into expectations about the financial performance of the investment. In the context of mutual funds, investors should usually desire the maximisation of risk-adjusted fund returns at the lowest possible cost, but this might not necessarily be in the interest of a mutual fund company. 
The company’s main concern is to maximise the fund’s value and take steps that increase the fund’s income (see for example Jain and Wu, 2000). According to the literature, 
the primary catalysts for a conflict of interest between fund shareholders and managers are violations of fund governance principles, such as unreasonably high fund fees, improper activities like late trading or market timing, manipulation of fund fees and risk levels to improve fund rankings and so attract new investors, and failure to manage fund assets in the best interests of investors (Brown et al., 1996; Mahoney, 2004; Sirri and Tufano, 1998).

The manager-shareholder problem has long been in the centre of the debates in the mutual fund literature. However, the focus has predominantly been around the fees of mutual funds and the ability of fund managers to beat the market (e.g. Sharpe, 1966; Jensen, 1968; Carhart, 1997). The roots of these discussions are closely tied to the perspective of informational availability in Fama’s (1970) efficient market theory. One of its theoretical implications suggests that if information is freely available, it is impossible to beat the market as prices already reflect all the information available. This idea was further refined in the works of Grossman (1976) and Grossman and Stiglitz (1980). Their models elaborated on the costliness of obtaining information and suggest that the informed investor receives compensation for the cost of being informed. This model is quite straightforward to apply in the setting of mutual funds. Passively managed index funds have low fees as they track the market and do not incur extra costs. Actively managed mutual funds charge higher fees since they bear extra costs for managing the fund (a detailed review of different types of mutual fund costs is provided in Mahoney (2004)). The manager-shareholder problem arises when these fees are not reasonable. In essence, investors find the extra expense justifiable when actively managed funds provide higher risk-adjusted returns than those of market-tracking index funds. This question is, however, highly empirical in nature.

Most empirical papers test mutual fund performance in the light of Markowitz’s (1952, 1959) modern portfolio theory and the capital asset pricing model (CAPM) developed by Sharpe (1964), Treynor (1961, 1962), Lintner (1965), and Mossin (1966). The first generation of mutual fund papers developed performance measures such as Treynor’s (1965) ratio, Sharpe’s (1966) ratio, and Jensen’s (1968) alpha, and found that mutual funds generally do not perform well enough to cover fund costs. Later, the focus shifted towards studying the presence of managerial talent, and to debating the reasoning behind the high fees of actively managed funds. The rationale behind this area of research is straightforward, as mutual fund assets should be managed skilfully and without excessive fees, which is reflected in positive alphas. The increasing pressure from lower-cost passively managed funds provoked these discussions even further. 
The famous theoretical model by Berk and Green (2004) argues that underperforming the market does not indicate a lack of fund manager talent. They claim that active portfolio management faces diseconomies of scale and a competitive market, so funds fail to outperform passive benchmarks even if fund managers are skilled.

The inferences about the presence of managerial talent have not been without controversy. A majority of authors conclude that, after costs, actively managed mutual funds generally lack sufficient talent as they underperform the market and their passive counterparts (e.g. Daniel et al., 1997; Guercio and Reuter, 2014; Malkiel, 1995; Otten and Bams, 2002; Pástor and Vorsatz, 2020). These findings support Sharpe’s (1991) groundbreaking assertion that active investment is a negative sum game after costs. However, there is evidence that there are some talented actively managed mutual funds that do perform better than the market (e.g. Berk and van Binsbergen, 2015; Grinblatt and Titman, 1989; Ippolito, 1989; Petajisto, 2013; Wermers, 2000). 

Methodologically, the literature has historically converged towards measuring managerial talent with net alpha, which is the abnormal return earned by investors after fund management fees. More recently though, a competing view inspired by Berk and Green (2004), and later by Berk and van Binsbergen (2015), has become more popular. This suggests that gross alpha is a more correct measure of skill as net alphas are determined by the competition between investors, not by skill. Even so, the three and four-factor asset pricing models presented in the influential papers by Fama and French (1993) and Carhart (1997) have become the gold standard for evaluating these alphas. There are however quite vivid differences in the exact empirical applications of these models, and also in the way the alphas are interpreted. The naivest approach is merely to look at the size and sign of the alpha when judging whether managerial talent is present, while other papers concentrate on the persistence of mutual fund alphas and examine whether successful funds can maintain their success in subsequent periods (Bollen and Busse, 2005; Grinblatt and Titman, 1992; Petajisto, 2013; Vidal-García, 2013). However, these approaches fail to explain whether alphas can be explained by good or poor fund management skills, or by good or bad luck.

[bookmark: _Hlk114347252]Kosowski et al. (2006) addressed this gap in the literature and proposed a cross-sectional bootstrap methodology that allows the skill of a fund manager to be separated from luck. Ever since, authors representing this strand of the literature have demonstrated that only a small amount of truly skilful funds exist (e.g. Cuthbertson et al., 2008; Fama and French, 2010; Kosowski et al., 2006). A majority of the studies separating skill from luck use data on returns from developed markets, mostly in the US and the UK, or from Asia (e.g. Barras et al., 2010; Blake et al., 2017; Cuthbertson et al., 2008; Ercolani et al., 2018, Harvey and Liu, 2020; Song, 2020). However, the separation of luck and skill is not covered at all in most emerging markets, including Central and Eastern Europe (CEE), where it is even more important. This is because mutual funds stimulate economic growth by providing investment opportunities for individual investors, including those with lower levels of financial literacy. But the skills of the fund managers in emerging markets may not improve as quickly as those markets expand, which might lead to a shortage of skilful fund managers. In this light, studying the skills of fund managers in CEE is intriguing because the financial literacy in the region remains low, but the growth in the region has outpaced that in all the other emerging markets. Moreover, there still is plenty of further potential for development that also creates solid grounds for the expansion of the investment fund industry (a more detailed explanation is provided in section 2.1). However, there are only a few limited studies on the mutual funds from CEE, with most concentrating on the general performance of funds from single CEE countries and not differentiating between the performance outcomes due to skill and those due to luck (e.g. Białkowski and Otten, 2011; Bóta and Ormos, 2017; Filip, 2017). Publication III fills this gap and presents additional evidence in the unsettled debate about whether actively managed mutual fund managers in CEE possess skill.

[bookmark: _Toc119581978]Empirical analysis

Publication III, “Luck and skill in the performance of global equity funds in Central and Eastern Europe”, examines whether actively managed mutual funds in Central and Eastern Europe (CEE) have sufficient managerial talent to manage fund assets skilfully. The focus is on the performance of individual global equity funds in CEE with the aim of separating their fund manager skill from the performance that comes from luck or in other words performance coming from randomness. The specifications use the crosssectional bootstrap approach suggested in Kosowski et al. (2006).

The focus on fund managers in CEE is chosen because it is an emerging market with exceptionally high growth levels, where the financial literacy rate remains low[footnoteRef:7]. 
The region’s stock market growth outpaced that in other emerging markets during 20162020[footnoteRef:8]. At the same time, the net assets and the number of investment funds grew faster there than in the rest of Europe and Asia[footnoteRef:9]. This might have resulted in a shortage of skilful fund managers. However, there still remains further significant potential for development as the average size and the total number of investment funds is still low[footnoteRef:10], but the household savings rate is higher than that in the US and the average in the EU[footnoteRef:11]. Furthermore, the mutual fund industry in CEE is relatively young, which suggests that the fund managers there are less experienced than those in more developed regions. At the same time, the fund management fees in CEE are about twice the European average[footnoteRef:12], which raises the question of whether the fees charged are justified by superior fund management skills. Despite all this, the research on fund performance in CEE has been sparse to date. These factors jointly create a solid base for the expansion of the investment fund industry in CEE, and make it an interesting region in which to explore the presence of fund manager skill. Furthermore, the CEE region can act as a proxy for other emerging regions with high growth potential and rapidly expanding investment markets. [7:  Based on the survey by Klapper et al. (2015).]  [8:  Based on World Bank. World Federation of Exchanges [Data set], Market capitalization of listed domestic companies (current US$) (indicator), and Market capitalization of listed domestic companies (% of GDP) (indicator).]  [9:  Based on European Fund and Asset Management Association (EFAMA). Quarterly International Statistical Releases [Data set]. https://www.efama.org/node/501]  [10:  European Fund and Asset Management Association (EFAMA). Quarterly European Statistical Releases [Data set]. https://www.efama.org/node/501]  [11:  Based on OECD. (2022). Household accounts [Data set], Household savings (indicator). https://doi.org/10.1787/cfc6f499-en]  [12:  Based on the data from European Securities and Markets Authority (ESMA) (2019).] 


Publication III contributes to the literature by being the first to shed light on the presence of skill versus luck in mutual fund returns in CEE. It also goes beyond existing studies by concentrating on the performance of individual funds, rather than on the general performance of mutual funds in CEE (e.g. Lemeshko and Rejnuš, 2015). Another novelty is the focus on the CEE region as a whole, which sets it apart from previous studies that typically look at single countries from CEE (e.g. Białkowski and Otten, 2011; Bóta and Ormos, 2017; Filip, 2017). Publication III also focuses on the economic value added by fund managers, while investigating the difference between the value added by small funds and that added by large funds.

The study uses a unique dataset of global equity funds in CEE. It consists of the data for open-ended global equity funds incorporated in CEE countries that are in the European Union. These countries are Bulgaria, Croatia, The Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Romania, Slovakia, and Slovenia. Index funds are excluded since the aim is to examine the skill in the performance of actively managed funds. Merged and liquidated funds that were in existence during the sample period are also included. This means the sample contains fund-level monthly net and gross returns on 175 actively managed, open-ended, equity mutual funds that invest globally and are incorporated in CEE countries. The cross-sectional monthly dataset covers the period from September 2005 to December 2019. The focus is firstly on the whole period from September 2005 to December 2019, but to eliminate the severe negative effect of the 2008 financial crisis, the period after the crisis from May 2009 to December 2019 is then examined separately. The main inferences are made from the post-crisis period to concentrate on developments that occurred after the financial crisis.

Publication III uses the cross-sectional bootstrap approach first proposed in Kosowski et al. (2006). This methodology allows differences to be drawn between the performance attributable to fund manager skill and that coming from mere luck. Bootstrap simulations are applied to the monthly net and gross returns of mutual funds using three different multifactor models, which are the three-factor model of Fama and French (1993), 
the four-factor model of Carhart (1997) and the five-factor model of Fama and French (2015), and benchmark regressions, which are regressions relative to the fund-specific benchmark indexes denoted in the fund prospectuses. Alphas and alpha t-statistics are used as measures of abnormal performance. The main performance measure in the bootstrap analysis is the alpha t-statistic as it has better properties for controlling for heterogeneous risk-taking between individual funds, and is more robust to survivorship bias (Brown et al., 1992). The central idea of the cross-sectional bootstrap methodology is to estimate 1000 simulated alphas and alpha t-statistics for each individual fund in 
the sample. These represent the performance attributable to mere luck, where luck is the outcome of sampling variation, or in other words the randomness coming from the distribution of regression residuals. To distinguish luck from fund manager skill, 
the distributions of the real and simulated alpha t-statistics are compared. If the simulated gross alpha t-statistics are consistently lower than the gross alpha t-statistic from the real data, the fund’s abnormal performance is interpreted as the result of the fund manager’s skills, while consistently higher results indicate negative skills. Alternatively, the net returns and corresponding alpha t-statistics can be used to examine whether the fund managers have enough skill to cover the fund fees. The value added by the global equity fund managers in CEE is investigated by following the approach of Berk and van Binsbergen (2015), where the economic value added is calculated as the product of the gross alphas that arise from the benchmark regressions and fund size. 
The difference between the value added by small funds and that added by large funds is studied by dividing funds into size groups by quintiles. Small funds are in the first quintile, mediumsized funds in quintiles two to four, and large funds in the fifth quintile.



[bookmark: _Toc119581979]Results of Publication III

Publication III finds the presence of only a few truly skilful global equity funds in CEE, while a vast number of inferior performers dominate the sample. Multifactor models show there to be one fund with genuine skill even after the severe negative effect of the 2008 financial crisis is eliminated. For the other positive alpha funds, the bootstrap attributes superior performance to good luck. Even so, the number of poor performers is high as a majority of the individual funds are not able to deliver sufficiently large alpha to beat the factor returns, both net and gross of fees. Intriguingly, most of these negative alphas are the result of poor skills, not bad luck. In general, the inferences in Publication III detect less skill than the studies that use the cross-sectional bootstrapping methodology on US and UK data (e.g. Cuthbertson et al., 2008; Fama and French, 2010; Kosowski et al., 2006; Song, 2020). This suggests that a mismatch problem between demand and the supply of skilful fund managers may have emerged in CEE. Compared to the rapid growth in the region’s investment fund industry, the knowledge and skills of fund managers may be lagging.

In contrast, benchmark regressions indicate that about 5% of the global equity funds in CEE have the skill to beat their benchmark indexes denoted in fund prospectuses, gross of fees. However, fund management fees absorb most of this skill. The empirical results of Publication III remain qualitatively stable when they are controlled for survival bias and home bias, and when the number of bootstrap repetitions is altered. 

The results of Publication III therefore indicate that mutual funds in CEE may charge excessively high fees for the abnormal performance they add. Even though there are some mutual fund managers in CEE who do possess skill, their skill might not be sufficient to cover their fund fees. One of the reasons why fees are high might lie in a combination of weak competition and high demand for mutual funds in CEE. Overall, these results suggest that global equity fund investors in CEE consistently lose money on their mutual fund investments. This then implies that policymakers could consequently consider regulating fund management fees in CEE to some extent. This is important in order to further encourage investors in CEE to put their private savings into financial markets and thereby stimulate economic growth. 

As a whole, global equity funds in CEE add more economic value than they destroy, gross of fees. Fund size is an important factor in this matter. Large funds drive the value added upwards so that they have the greatest economic impact. The economic impact of small and medium-sized funds is close to zero. Small funds offer the most extreme positive and negative abnormal returns, but are highly sensitive to crisis periods. This would suggest that small actively managed funds in CEE might be preferred by investors with a high level of risk appetite when markets are stable or growing. Large actively managed funds in CEE are more suitable for investors who are a bit less risk tolerant at any stage of the market cycle. The results of Publication III provide evidence that the best choice for investors who want to maximise their risk-adjusted returns at the lowest possible cost is market-tracking passive indexes. This is so because the majority of global equity funds in CEE do not have the skill to outperform the market on a net return basis.

[bookmark: _Toc114501203][bookmark: _Toc119581980]Final comments

[bookmark: _Hlk114495458]Financial intermediaries are without doubt the key drivers for channelling capital to financial markets. By providing their services, they shape the processes of modern financial markets. Their prosperity is also largely transmitted to other sectors, setting these institutions in the frontline of steering economic health. This makes it important to study financial intermediaries and understand their role in shaping modern financial markets.

[bookmark: _Hlk117537794]This thesis consisted of two strands and both concentrated on financial intermediaries. The thesis first shed light on how the corporate governance structures of banks contribute to their sustainability reporting (Publications I and II). This was done by investigating the role of board composition in enhancing the corporate social responsibility (CSR) reporting of the banks. Secondly, the thesis examined mutual fund performance (Publication III). This involved exploring whether the performance of actively managed mutual funds in Central and Eastern Europe (CEE) can be explained by the skill of their fund managers or by luck. Studying banks and mutual funds is important as they are the largest and most visible financial intermediaries, and they have a substantial impact on the economy. 

All three publications expanded the academic literature in their separate fields. Publications I and II advanced the literature on bank governance that investigates the role of the composition of the board of directors in corporate social responsibility (CSR) reporting by banks. Publication I was the first to investigate the associations between the composition of the board of directors and CSR disclosure and the quality of it, while also considering governance and CSR regulations. By introducing board composition and CSR reporting indicators that are corrected with country-level regulatory requirements, 
it provided new insights into the linkage between corporate performance and governance characteristics. Those measures made it possible to capture the voluntary commitment of banks to CSR and to increasing the diversity of their boards. Publication II investigated the topic of Publication I further by concentrating specifically on the role of female representation on the boards of banks. This was the first study to control thoroughly for gender quotas while investigating the association between female representation on boards and CSR disclosure. Publication II also covered the degree of masculinity or femininity of a country as a factor that could influence the association between CSR disclosure and female representation. Publication I and Publication II both moved forward from the concentration on single-country research that has predominated so far in studies on CSR reporting by banks. Using a global sample helped in understanding the impact of country-level mandatory regulations, which cannot be analysed in a singlecountry setting or in a setting focusing on a very limited area.

[bookmark: _Hlk117540372][bookmark: _Hlk117540499]Publication I demonstrated that mandatory governance regulations forced banks to change the composition of their boards of directors and make them more diverse, which should promote their commitment to CSR activities. However, the results showed that the voluntary commitment to CSR by banks that increase their board diversity voluntarily is not substantially different from that of banks that are subject to board composition requirements. Disclosure of CSR reports, even if it is mandatory, is however more likely at banks where the roles of the CEO and the chair of the board are separated voluntarily and where there are more women on boards. Publication II further suggested that the disclosure of CSR reports could be increased if gender quotas were introduced. Investors still need to consider though that these quotas might not automatically guarantee that a bank’s operations are sustainable. Poorer CSR performance could also occur if women are appointed to boards only to meet the quota and end up with insufficient say. 
The cultural context suggests that introducing gender quotas for boards could push banks toward greater CSR reporting in masculine countries but not in feminine countries.

Publications I and II imply that future studies on CSR disclosure should consider country-level mandatory regulations. The impact of gender quotas should be examined when the role of women is studied in the context of different corporate outcomes, including corporate performance. Furthermore, it would also be interesting to investigate whether impression management is occurring through CSR reporting. Since the methodology used in Publications I and II has limitations that mean causation cannot be detected, this aspect deserves attention in future studies focusing on the CSR disclosures of banks. Some alternative empirical methodologies that could be used are structural equation modelling, Bayesian Model Averaging, or machine learning methods. The results in Publications I and II are not generalisable to smaller listed banks because only large listed banks were covered in these studies. 

[bookmark: _Hlk117540596]Publication III expanded the literature on mutual fund performance by enriching the unresolved debate about whether mutual fund managers possess managerial talent. Publication III was the first study to shed light on the presence of skill rather than luck in mutual fund returns in Central and Eastern Europe (CEE). It also went beyond existing studies by concentrating on the performance of individual funds, rather than on the general performance of mutual funds in CEE. Another novelty was the focus on the CEE region as a whole in contrast to previous studies that have typically looked at single countries from CEE. The focus was also on the economic value added by fund managers, together with an investigation into the difference between the value added by small funds and that added by large funds. Publication III found that there are only a few truly skilful global equity funds in CEE, and most of the negative performance among the funds appeared to be due to poor skills, not bad luck. Even though there are some mutual fund managers in CEE who do possess skill, their skill might not be sufficient to cover their fund fees. The results of Publication III thereby indicate that mutual funds in CEE may charge excessively high fees for the abnormal performance they add. This would hint that global equity fund investors in CEE consistently lose money on their mutual fund investments. 

[bookmark: _Hlk117542366]Publication III consequently implies that policymakers could consider regulating fund management fees in CEE to some extent. This is important in order to encourage investors in CEE further to continue directing their private savings to financial markets and thereby stimulate economic growth. Publication III also provided evidence that market-tracking passive indexes are the best choice for investors who want to maximise their risk-adjusted returns at the lowest possible cost. However, investors who are highly risk tolerant could consider small actively managed funds in CEE when markets are stable or growing. Similarly, large actively managed funds in CEE could be considered by investors whose risk appetite is a bit lower at any stage of the market cycle. The findings of Publication III may also be transferable to other emerging regions with potential for fast growth and rapidly expanding investment markets.

Publication III also leaves room for future studies. It would be useful to extend this study by considering how the specific characteristics of funds and fund managers affect the presence of fund manager skill. Characteristics such as fund investment style, fund flows, fund management structure, and fund manager education could be interesting to look into. The relationship between fund size and value added is also worth more detailed attention in future studies. It would also be interesting to repeat this study in the future when financial literacy and fund management experience have become wider and more developed in CEE.

[bookmark: _Hlk117542476]This thesis advanced the literature by providing new insights into bank governance and mutual fund performance. This allowed it to lay out several practical and policy suggestions. However, further research on these topics is to be welcomed as the thesis opened new avenues that, it is hoped, will provide solid ground for future debates.
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Essays on Bank Governance and Mutual Fund Performance

[bookmark: _Hlk114500260]Financial intermediaries are without doubt the key drivers for channelling capital to financial markets. Their prosperity is also largely transmitted to other sectors, setting these institutions in the frontline of steering economic health. This makes it important to study financial intermediaries and understand their role in shaping modern financial markets.

This thesis consists of two strands and both concentrate on financial intermediaries. The thesis first sheds light on how the corporate governance structures of banks contribute to their sustainability reporting. This is done by investigating the role of board composition in enhancing the corporate social responsibility (CSR) reporting of the banks. Secondly, the thesis examines mutual fund performance. This involves examining whether the performance of actively managed mutual funds in Central and Eastern Europe (CEE) can be explained by the skill of their fund managers or by luck.

The thesis consists of three published articles. Publications I and II advance the literature on bank governance by investigating the associations between board composition and CSR reporting of banks. Publication I, entitled “CSR reporting in banks: does the composition of the board of directors matter?”, studies how the composition of the board of directors contributes to the CSR reporting and the quality of CSR disclosure of listed banks from around the world. The main contribution of the paper is that it controls for regulatory requirements on board composition and CSR reporting.

Publication II, entitled “Banks’ CSR reporting – Do women have a say?”, investigates the topic of Publication I further by concentrating specifically on the role of female representation on the boards of banks. The paper is the first to focus on the association between female representation on boards and the CSR reporting of listed banks, while controlling for the impact of country-specific gender quotas. Publication II also covered the degree of masculinity or femininity of a country as a factor that could influence the association between CSR disclosure and female representation. Publication I and Publication II both moved forward from the concentration on single-country research that has predominated so far in studies on CSR reporting by banks. The estimations in Publications I and II are based on logistic regressions with bank fixed effects that are run on a global sample of 285 listed commercial banks from 2005 to 2017.

Publication I demonstrated that mandatory governance regulations forced banks to change the composition of their boards of directors and make them more diverse, which should promote their commitment to CSR activities. However, the results showed that the voluntary commitment to CSR by banks that increase their board diversity voluntarily is not substantially different from that of banks that are subject to board composition requirements. Disclosure of CSR reports, even if it is mandatory, is however more likely at banks where the roles of the CEO and the chair of the board are separated voluntarily and where there are more women on boards. Publication II further suggested that the disclosure of CSR reports could be increased if gender quotas were introduced. However, investors need to consider that these quotas might not automatically guarantee that a bank’s operations are sustainable. Poorer CSR performance could also occur if women are appointed to boards only to meet the quota and end up with insufficient say. The cultural context suggests that introducing gender quotas for boards could push banks toward greater CSR reporting in masculine countries but not in feminine countries.

Publication III, “Luck and skill in the performance of global equity funds in Central and Eastern Europe”, contributes to mutual fund literature by examining whether actively managed mutual funds in Central and Eastern Europe (CEE) have sufficient managerial talent to manage fund assets skilfully. The paper is the first to examine the performance of individual global equity funds in CEE and separate the skill of their fund managers from luck. The paper uses cross-sectional bootstrap simulations to study the monthly net and gross returns of 175 funds over the period September 2005 to December 2019. Bootstrap simulations are applied to monthly mutual fund returns using the three-factor model of Fama and French (1993), the four-factor model of Carhart (1997), the five-factor model of Fama and French (2015), and regressions run on fund-specific benchmark indexes. The paper goes beyond the existing studies by concentrating on the performance of individual funds rather than on the general performance of mutual funds in CEE. Another novelty is the focus on the CEE region as a whole in contrast to previous studies, which have typically looked at single countries from CEE. The paper also examines the economic value added by fund managers, while investigating the difference between the value added by small funds and that added by large funds.

Publication III found that there are only a few truly skilful global equity funds in CEE, and most of the negative performance among the funds appeared to be due to poor skills, not bad luck. Even though there are some mutual fund managers in CEE who do possess skill, their skill might not be sufficient to cover their fund fees. The results of Publication III thereby indicate that mutual funds in CEE may charge excessively high fees for the abnormal performance they add. This would hint that global equity fund investors in CEE consistently lose money on their mutual fund investments. 

Publication III implies that policymakers could consider regulating fund management fees in CEE to some extent. This is important in order to encourage investors in CEE further to continue directing their private savings to financial markets and thereby stimulate economic growth. Publication III also provided evidence that market-tracking passive indexes are the best choice for investors who want to maximise their risk-adjusted returns at the lowest possible cost. However, investors who are highly risk tolerant could consider small actively managed funds in CEE when markets are stable or growing. Similarly, large actively managed funds in CEE could be considered by investors whose risk appetite is a bit lower at any stage of the market cycle. The findings of Publication III may also be transferable to other emerging regions with potential for fast growth and rapidly expanding investment markets.

The three publications in this thesis expand the academic literature in bank governance and mutual fund performance. This allowed it to lay out several practical and policy implications, and to open new avenues for future studies.

[bookmark: _Toc119581985]Lühikokkuvõte

Uurimused pankade valitsemisest ja investeerimisfondide tulemuslikkusest

Finantsvahendajatel on võtmetähtsusega roll kapitali suunamisel finantsturgudele. Samuti mõjutavad finantsvahendajad majanduse käekäiku tervikuna, kuna nende heaolu kandub suurel määral üle teistesse sektoritesse. Selle tõttu on oluline uurida finantsvahendajaid ning mõista nende rolli finantsturgude kujundamisel.

[bookmark: _Hlk117587905]Käesolev doktoritöö koosneb kahest osast, mis keskenduvad finantsvahendajatele. Esiteks käsitletakse doktoritöös pankade valitsemisstruktuuride seosed nende jätkusuutlikkuse aruandlusega. Täpsemalt keskendutakse panga nõukogu koosseisu rollile pankade sotsiaalse vastutustundlikkuse aruandluse edendamises. Teiseks on doktoritöö keskmes investeerimisfondide tulemuslikkus. Seejuures uuritakse, kas aktiivselt juhitud Kesk- ja Ida-Euroopa (KIE) investeerimisfondide tulemuslikkust saab selgitada nende fondijuhtide oskuste või õnnega.

Käesolev doktoritöö põhineb kolmel publitseeritud uurimusel. Esimene ja teine publikatsioon moodustavad doktoritöö esimese osa ning panustvad pankade valitsemist käsitlevasse kirjandusse. Esimene publikatsioon “Pankade sotsiaalse vastutustundlikkuse aruandlus: kas nõukogu koosseis on oluline?” uurib nõukogu koosseisu rolli sotsiaalse vastutustundlikkuse aruandluse ja selle kvaliteedi edendamises noteeritud pankades üle maailma. Publikatsiooni peamise panusena kontrollitakse, mil viisil kujundavad neid seoseid regulatsioonidest tulenevad nõuded pankade nõukogude kooseisule ja sotsiaalse vastutustundlikkuse aruandlusele.

[bookmark: _Hlk114660001]Teine publikatsioon “Pankade sotsiaalse vastutustundlikkuse aruandlus – kas naistel on sõnaõigus?” laiendab esimest publikatsiooni ning keskendub täpsemalt naiste rollile pankade nõukogudes. Antud publikatsioon on esimene, mis uurib pankade sotsiaalse vastutustundlikkuse aruandluse ning nõukogudes olevate naiste esindatuse vahelisi seosed, kontrollides seejuures riigispetsiifiliste sookvootide mõju. Lisaks uuritakse, kuidas mõjutavad neid seoseid maskuliinsus-feminiinsus skaalal paigutumisest tingitud riikidevahelised kultuurilised erinevused. Nii esimene kui ka teine publikatsioon keskenduvad 285 noteeritud pangast koosnevale ülemaailmsele valimile perioodil 2005 kuni 2017 ning kasutavad pangaspetsiifiliste fikseeritud efektidega logistilisi regressioone. Sellega eristutakse senisest pankade sotsiaalse vastutustundlikkuse aruandluse kirjandusest, mis on valdavalt läbi viidud üksikute riikide põhjal.

Esimene publikatsioon näitas, et regulatsioonidest tulenevad nõuded pankade valitsemisstruktuurile sundisid panku oma nõukogu koosseisu mitmekesisemaks muutma, mis peaks edendama nende pühendumist sotsiaalse vastutustundlikkusega seotud tegevustele. Kuid uurimusest selgus, et sotsiaalse vastutustundlikkuse aruannete vabatahtlik avaldamine ei erine oluliselt pankades, mis suurendavad oma nõukogu kooseisu mitmekesisust vabatahtlikult või regulatsioonidest tulenevate nõuete alusel. Üldiselt avaldavad sotsiaalse vastutustundlikkuse aruandeid tõenäolisemalt need pangad, mille tegevjuhi ja nõukogu esimehe rollid on lahutatud vabatahtlikult ning need, mille nõukogudes on rohkem naisi. Kusjuures see on nii olenemata, kas aruannete avaldamine on panga jaoks vabatahtlik või regulatsioonidest tulenev kohustuslik tegevus. Teise publikatsiooni tulemused viitavad, et sookvootide kasutuselevõtt soodustab pankade sotsiaalse vastutustundlikkuse aruannete avaldamist. Samas peavad investorid arvestama, et sookvoodid ei pruugi automaatselt tagada pankade tegevuse tegelikku jätkusuutlikkust. Kehvem sotsiaalne vastutustundlikkus võib esineda ka siis, kui naised määratakse panga nõukogusse ainult sookvoodi täitmiseks ning tegelikult ei anta neile piisavalt sõnaõigust. Keskendudes riikidevahelistele kultuurilistele erinevustele maskuliinsuse-feminiinsuse skaalas, näitavad teise publikatsiooni tulemused, et panga nõukogule kehtestatud sookvoodid võivad soodustada pankade sotsiaalse vastutustundlikkuse aruandlust maskuliinsetes riikides, kuid mitte feminiinsetes riikides.

Kolmas publikatsioon “Õnn ja oskused Kesk- ja Ida-Euroopa globaalsete aktsiafondide tulemuslikkuses” moodustab doktoritöö teise osa. See panustab investeerimisfondide tulemuslikkust käsitlevasse kirjandusse uurides, kas KIE aktiivselt juhitud investeerimisfondide tulemuslikkuse taga on fondijuhtide oskused. Antud publikatsioon on esimene, mis uurib individuaalsete globaalselt investeerivate KIE aktsiafondide tulemuslikkust, eristades seejuures fondijuhtide oskuseid õnnest. Selleks kasutatakse ristlõikelist bootstrap simulatsioonanalüüsi ning vaatluse all on 175 investeerimisfondi kuised neto- ja brutotootlused vahemikus 2005. a september kuni 2019. a detsember. Bootstrap simulatsioone rakendatakse neljale erinevale mudelile. Esmalt kasutatakse Fama ja Frenchi (1993) kolme, Carharti (1997) nelja ning Fama ja Frenchi (1997) viie muutujaga mudelit. Seejärel viiakse simulatsioonanalüüs läbi fondispetsiifilistel võrdlusindeksitel põhinevatel regressioonidel. Õnne ja oskuste eraldamise kõrval uuritakse ka fondijuhtide poolt lisatavat majanduslikku lisandväärtust, analüüsides seejuures erisusi väikeste ja suurte fondide poolt lisatava väärtuse vahel. Kolmas publikatsioon eristub senistest uuringutest, kuna keskendub individuaalsete KIE investeerimisfondide tootlusele, mitte nende üldisele tootlusele. Lisaks hõlmab analüüs KIE regiooni tervikuna, mitte ainult üksikuid KIE riike.

Kolmanda publikatsiooni tulemustest selgus, et vaid mõned üksikud KIE globaalsed aktsiafondid on oskuslikud ning domineerib negatiivne tulemuslikkus. Kusjuures suurem osa negatiivsest tootlusest tuleneb kehvadest oskustest, mitte halvast õnnest. Kuigi KIEs on mõned oskuslikud fondijuhid, ei pruugi nende oskused olla fondi haldustasude katmiseks piisavad. See tähendab, et KIE investeerimisfondide haldustasud on liiga kõrged võrreldes nende poolt lisatava ootusi ületava tootlusega (abnormal return). Seega viitavad kolmanda publikatsiooni tulemused, et KIE globaalsete aktsiafondide osakuomanikud  kaotavad oma investeeringutelt pidevalt raha.

Kolmanda publikatsiooni põhjal võib väita, et poliitikakujundajad võiksid kaaluda fondihaldustasude teatavat reguleerimist KIE-s. See on oluline julgustamaks KIE investoreid jätkuvalt oma sääste finantsturgudele suunama, mis on tähtis ka majanduskasvu stimuleerimise seisukohast. Samuti näitavad kolmanda publikatsiooni tulemused, et investorid, kes soovivad maksimeerida oma riskiga korrigeeritud tootlust madalaima kuluga, võiksid eelistada passiivseid turgu jälgivaid indekseid. Samas võiksid kõrge riskitaluvusega investorid kaaluda väikestesse aktiivselt juhitud KIE investeerimisfondidesse investeerimist stabiilsete või kasvavate turutingimuste korral. Veidi madalama riskivalmidusega investorid võiksid kaaluda suurtesse aktiivselt juhitud KIE investeerimisfondidesse investeerimist olenemata turutingimustest. Kolmanda publikatsiooni tulemused võivad olla ülekantavad ka teistele samalaadsetele regioonidele, millel on suur kasvupotentsiaal ning kiiresti laienevad investeerimisturud.

Käesoleva doktoritöö kolm publikatsiooni laiendavad teaduskirjandust, mis käsitleb pankade valitsemist ning investeerimisfondide tulemuslikkust. Samal ajal antakse mitmeid praktilisi ja poliitilisi soovitusi ning avatakse ka uusi uurimissuundasid. 
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