
CHAPTER ONE 

INTRODUCTION 

1.0 Background of the Study 

Corporate governance has become a most topical issue in the modern business world 

today. Financial institutions all over the world, whether big or small, are concerned 

about financial performance, increasing profitability and shareholders’ return is 

usually a top priority. 

Corporate governance refers to the ways by which an organization guarantees that 

its owners or stockholders receive a fair return on their investment, while the 

expectations of other stakeholders are also met (Jenkinson and Mayer, 1992). It is 

considered to be a means by which affairs of the firm are directed and controlled so 

as to protect the interest of all stakeholders (Sullivan, 2009). The narrow view 

perceives corporate governance in terms of issues relating to shareholders 

protection, suppliers of finance to corporation, management efficiency, agency 

problems of economic theory, roles of board of directors, the independence of 

external meetings etc. (Oyejide and Soyibo, 2001 & Asekunowo, 2001). Given the 

foregoing explanations, corporate governance can be seen as the way to protect 

shareholders’ rights. The shareholder has zero tolerance for poor performance and 

therefore, it is argued that the outcome of good governance is good performance 



(Tandelilin, 2007; De Andres, 2008; Aebi, Sabato, and Schmid,2010; Yang, 2011). 

The worldwide financial crisis of 2008, which started in the United States, was 

attributable to United States banks’ excessive risk-taking. Consequently, in order to 

control such risk and draw people’s attention to the agency problem within banks, 

there are statements made by bankers, central bank officials, and other related 

authorities, emphasizing the importance of effective corporate governance in the 

banking industry since 2008 and until now (Beltratti and Stulz 2009; and Peni and 

Vahamaa 2011). Emphasis is not just on how well the organization succeeds in its 

profitability goal, but how well it is managed, run and internally regulated, both 

formally and informally (Parker, 2006). Therefore, any similar crisis that occurred 

or that may occur in the future might be explained as a result of bank governance 

failure. 

In Nigeria however, evidences emerging from some of the collapsed banks in 2008, 

hitherto assumed to be run professionally or on sound principles, succinctly 

demonstrates that there will always be discrepancies or misalignments between the 

various organizational stakeholders’ interests (Sanusi, 2010). Therefore, managing 

these conflicting interests in a way that produces mutually satisfying outcomes for 

all stakeholders is at the core of the good corporate governance. 

The issue of corporate governance has been given the front burner status by all 

sectors of the economy. The government in its effort to ensure good corporate 



governance through Securities and Exchange Commission (SEC) set up the 

Peterside Committee on corporate governance in public companies. The Bankers” 

Committee also set up a sub- committee on corporate governance for banks and other 

financial institutions in Nigeria. This is in recognition of the critical role of corporate 

governance in the success of companies (Ogbechie, 2006). 

Financial economists have long been concerned with ways to address the problems 

which arises from conflict of interest between equity owners and managers. They 

have made a number of assertions on this issue. The literature emanating from such 

efforts has grown and much of the econometric evidence has been built on the 

theoretical works of Ross (1973), and Fama (1980). 

Jensen and Meckling (1976) acknowledged that the principal-agent theory which 

was also adopted in this study is generally considered as the starting point for any 

debate on the issue of corporate governance. These governance mechanisms as 

identified in agency theory such as board size, board composition, directors’ equity 

holding have been proposed to ameliorate the principal-agent problem between 

managers and their shareholders (Gomper, lshii and Metrick, 2003). Some studies 

have focused on banks’ corporate governance (see Capiro, Leaven, and Levine, 

2007; Bokpin, 2013; Nyamongo and Temesgen, 2013). This study focuses on 

deposit money banks operating in Nigeria as a developing country in order to 



provide empirical evidence on the impacts of corporate governance on bank 

performance. 

1.1 Statement of the Problem 

Corporate governance is particularly important in the Nigerian banking industry 

because a number of past financial failures, frauds and questionable business 

practices had adversely affected investors’ confidence. The main structural sources 

of the crisis are as a result of the deterioration of the banks’ asset portfolios, largely 

due to distorted credit management. 

There was lingering distress in the industry. The supervisory structures were 

inadequate and there were cases of official recklessness amongst the managers and 

directors, while the industry was notorious for ethical abuses. These manifested in 

form of weak internal control systems, excessive risk taking, override of internal 

control measures, absence of or non-adherence to limits of authority, disregard for 

cannons of prudent lending, absence of risk management processes, insider abuses 

and fraudulent practices. 

Furtherance to this view, experts opined that the failure of corporate governance 

within the consolidated banks was as a result of the Boards’ ignorance of these 

practices for reasons including being misled by executive management, obtaining 



un-secured loans at the expense of depositors and not having the qualifications to 

enforce good governance on bank management. 

In 2009, the Nigerian Banking Industry recorded series of cases of accounting 

improprieties (for example, Oceanic Bank, Afri Bank, Union Bank, Fin Bank and 

Spring Bank) and this was as a result of the board of directors’ lack of vigilance in 

their oversight functions, the board relinquishing control to corporate managers who 

pursue their own self- interests and the board being remiss in its accountability to 

stakeholders. 

Also, some studies posit that the smaller the board size the higher the performance, 

others show that the higher the number of directors sitting on the board the better the 

performance. Still, others argued to the contrary that the nature and significance of 

the relationship between board size and performance is sensitive to the estimation 

methods used. 

Similarly, some researchers discovered that boards of directors dominated by 

outsiders (non-executive Directors) have better performance while others find no 

such relationship in terms of accounting profits or firm’s value. Therefore, the study 

seeks to ascertain the true relationship between various aspects of corporate 

governance and its impact on the performance of banks in Nigeria. 



Finally, while other studies on corporate governance neglected the operating 

performance variable as proxies for performance, this study employed the 

accounting operating performance variables to examine the impact (if any) of 

corporate governance on the performance of banks in Nigeria. 

1.2 Research Questions 

The study would examine the following research questions: 

i. What is the impact of board size on the return on equity and return on asset of 

deposit money banks in Nigeria? 

ii. What is the relationship between board composition (the proportion of non-

executive directors), return on equity and return on asset of deposit money banks in 

Nigeria and how significant is the relationship? 

iii. What is the relationship between directors’ equity holding, return on equity and 

return on asset of deposit money banks in Nigeria? 

iv. What is the significance of the level of corporate governance disclosure on return 

on equity and return on asset of deposit money banks in Nigeria? 

v. What is the impact of the Audit Committee size on return on equity and return on 

asset of deposit money banks in Nigeria? 

 



1.3 Objectives of the Study 

The main objective of this study is to find out the impact of corporate governance 

mechanisms on the financial performance of deposit money banks in Nigeria. The 

specific objectives are: 

i. To examine the impact of board size on return on equity and return on asset of 

deposit money banks in Nigeria 

ii. To find out whether the impact of board composition (the proportion of non-

executive directors) on return on equity and return on asset of deposit money banks 

in Nigeria is significant 

iii. To examine if the impact of directors’ equity holding on return on equity and 

return on asset of deposit money banks in Nigeria is significant 

iv. Ascertain whether the impact of the level of corporate governance disclosure on 

return on equity and return on asset of deposit money banks in Nigeria is 

significant; 

v. Examine the impact of audit committee size on return on equity and return on 

asset of deposit money banks in Nigeria. 

1.4 Research Hypotheses 

The following hypotheses are formulated and tested: 

Ho1: Board size has no significant impact on return on equity and return on asset 



of deposit money banks in Nigeria. 

Ho2: The proportion of non-executive directors has no significant impact on return 

on equity and return on asset of deposit money banks in Nigeria. 

Ho3: There is no significant impact of the directors’ equity holding on return on 

equity and return on asset of deposit money banks in Nigeria. 

Ho4: There is no significant impact of the level of corporate governance disclosure 

on return on equity and return on asset of deposit money banks in Nigeria. 

Ho5: There is no significant impact of the Audit Committee size on return on 

equity and return on asset of deposit money banks in Nigeria. 

1.5 Significance of the Study 

The research study is of great benefit to bank regulators, academics, business 

practitioners, investors, other relevant stakeholders and the general public as it 

explains the impact of corporate governance on the financial performance of banks. 

This study provides an insight into understanding the degree to which the banks that 

are reporting on their corporate governance have been compliant with different 

sections of the codes of best practice and where they are experiencing difficulties. 

Boards of directors will find the information of value in benchmarking the 

performance of their banks, against that of their peers. 



This study provides investors with knowledge on how their investments with the 

financial institutions are being managed and a decision whether to invest more or 

not. More so, the study provides future researchers with an alternative summary 

measure and the result of this study will also serve as a data base for further 

researchers in this field of research. 

1.6 Scope and Limitations of the Study 

The study focuses on Nigeria and investigates the impact of corporate governance 

on the performance of deposit money banks in Nigeria. The data used for this study 

were secondary data derived from the published financial statements of the ten (10) 

selected banks from the universal banks listed on the Nigerian Stock Exchange 

(NSE) between the ten (10) years period of 2006 to  2015. These banks are; Access 

Bank Plc, Diamond Bank Plc, Ecobank Plc, Fidelity Bank Plc, First bank Plc (FBN), 

First City Monument Bank Plc (FCMB), Guaranty Trust Bank Plc (GTB), Sterling 

Bank Plc, United Bank for Africa Plc (UBA) and Zenith Bank Plc. The data utilized 

for empirical estimation relates to the Nigerian economy, though have implications 

for world economy. 

 

 

 



Limitations 

a. Time: Limited time was one of the major difficulties encountered in this research 

study. One would have expected that a research of this nature and magnitude should 

take at least not less than 10-12 months. But considering the status of the researcher 

as a student with a job and family to be bothered with, the time frame could not have 

been sufficient. 

b. Inadequate Library Facilities: Lack of adequate library facilities also 

contributed its part of the setbacks on this research study in some ways. The library 

is meant to provide at least sufficient if not adequate literature materials. But this 

was not the case, as the researcher had to contend with the problem of out sourcing 

the internet. 

c. Finance: The hash economic condition in Nigeria has its negative toll on the 

researcher’s financial potency. The planned estimates of funds needed for this 

research were not met. As a result of the fact that the scope (in terms of volume, data 

sourcing, sample size and literature materials) were limited to the extent to which 

the available finance could effectively cover. 

Despite these limitations, we equally concluded this research study through the use 

of secondary data which are derived from the respective audited financial reports of 

the available banks. 



1.7 Definition of Terms 

For the purpose of this research, the following terms will be defined as it is used in 

the study. 

1. Corporate Governance: Corporate governance is the structures and processes by 

which the business and affairs of institutions are directed and controlled in order to 

improve the long-term shareholder’s value by enhancing corporate performance and 

accountability while taking into account the interest of stakeholders. 

2. Agency Theory: Agency relationship occurs when “one or more persons 

(principal) engage another person (agent) to perform some service on their behalf, 

which involves delegating some decision- making authority to the agent”. 

3. Board Composition: This refers to the distinction between inside and outside 

directors, and this is traditionally shown as the percentage of outside directors on the 

board. 

4. Board Size: This refers to the total number of directors both executive and non - 

executive directors on the board of any corporate organization. Determining the ideal 

board size for an organization is very important because the number and quality of 

directors in a firm determines and influences the board functioning and hence 

corporate performance. 



5. Audit Committee Size: The composition of the audit committee that is outside 

as a proportion of the total member for firm in a given time. 

6. Return on Assets: This is a measure of a company’s profitability, equal to a 

fiscal year’s earnings divided by its total assets, expressed as a percentage. 

7. Return on Equity: A measure of how well a company used reinvested earnings 

to generate additional earnings, equal to a fiscal year’s after-tax income (after 

preferred stock dividends but before common stock dividends) divided by 

shareholder’s equity, expressed as a percentage. 

1.8 Organization of the Study 

The study is organized into various chapters. The logical organization of the study 

gives it uniqueness and makes it very simple and clear for readers and researchers. 

The orderliness is as follows: 

Chapter One talks about the introduction to the investigation. Also included in 

this chapter is the statement of the research problems, objectives of the study, the 

research hypotheses, scope of the study, significance of the study and definition of 

terms among others. 

Chapter Two talks about the various literature reviews related to the study. Here, 

emphasis is 

on the conceptual, theoretical and empirical reviews of literature. 

Chapter Three talk about the research methodology used in the study. 



Chapter Four covers the results and discussion of various secondary data used in 

the study. 

Chapter Five summarizes, concludes and makes recommendation. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



CHAPTER TWO 

LITERATURE REVIEW 

2.0 Introduction 

This chapter took a comprehensive look at the basic concepts and theories as it 

applies to the subject matter. It also looks at what other scholars and resource persons 

have said on the subject area in order to give its readers an all round knowledge of 

the topic under review. This chapter is divided into three major headings with their 

sub-headings: conceptual framework, theoretical framework and empirical review. 

2.1 Conceptual Framework 

Carse (2000) emphasizes that corporate governance in the banking industry is based 

on the fact that much of the depositors money is used more than the shareholder’s 

fund therefore any crisis in the banking sector affect not only the shareholders but 

also the creditors and depositors. Therefore, it is important to ensure that banks are 

operating properly. Carse (2000) also emphasized that bank should be made to 

comply strictly with the corporate governance guidelines for banks. In analyzing the 

relationship between corporate governance and bank performance, the concept of 

principal and agent relationship has been identified. The principal/agency conceptual 

approach is based on agency theory which suggests that better governance should 

lead to strong relationship between corporate governance and accounting outcomes 



and performance by banks. Larcker, Richardson and Tuna (2007) adopted principal 

component analysis to establish a strong relationship between 

measure of corporate governance structure and both performance and accounting 

outcomes. 

2.1.1 Bank Performance in Nigeria 

By bank performance, it generally implies how well a bank faired within a trading 

period given its objectives and the only document that explains this is presumably 

the income statement. Performance links an organization’s goals and objectives with 

organization’s decisions (Abdulkadir 2007). The Nigerian banking system has 

undergone remarkable changes over the years, in terms of the number of institutions, 

ownership structure, as well as depth and breadth of operations. These changes have 

been influenced largely by challenges posed by deregulation of the financial sector, 

globalization of operations, technological innovations and adoption of supervisory 

and prudential requirements that conform to international standards. 

Prior to the reforms in the financial institutions, the state of the Nigerian banking 

sector was characterized by low capital base and high non performing loans, 

insolvency and illiquidity, over dependence on public sector deposits and foreign 

exchange trading, poor asset quality, weak corporate governance, a system with low 

depositors’ confidence and a banking sector that could not support the real sector of 



the economy at 25% of GDP compared to African average of 78% and 272% for 

developed countries (Ebong 2006). 

According to Soludo (2004), “The Nigerian banking system today is fragile and 

marginal. The system faces enormous challenges which, if not addressed urgently, 

could snowball into a crisis in the near future. He identified the problems of the 

banks, especially those seen as feeble, as persistent illiquidity, unprofitable 

operations and having a poor assets base”. 

Imala (2005) posited that the objectives of banking system are to ensure price 

stability and facilitate rapid economic development. Regrettably these objectives 

have remained largely unattained in Nigeria as a result of some deficiencies in our 

banking system, these include; low capital base, as average capital base of Nigeria 

banks was N10 million which is very low, a large number of small banks with 

relatively few branches, the dominance of a few banks, poor rating of a number of 

banks, weak corporate governance evidenced by inaccurate reporting and non 

compliance with regulatory requirements, insolvency as evidenced by negative 

capital adequacy ratios of some banks, eroded shareholder’s fund caused by 

operating losses, over dependence on public sector deposit, and foreign exchange 

trading and the neglect of small and medium scale private savers. The Nigeria 

banking sector plays marginal role in the development of the real sector. 



Soludo (2004) observed that many banks appear to have abandoned their essential 

intermediation role of mobilizing savings and inculcating banking habit at the 

household and micro enterprise levels. The indifference of banks towards small 

savers, particularly at the grass-roots level, has not only compounded the problems 

of low domestic savings and high bank lending rates in the country, it has also 

reduced access to relatively cheap and stable funds that could provide a reliable 

source of credit to the productive sectors at affordable rates of interest. Imala (2005) 

also observed that the current structure of the banking system has promoted 

tendencies towards a rather sticky behavior of deposit rates, particularly at the retail 

level, such that, while banks’ lending rates remain high and positive in real terms, 

most deposit rates, especially those on savings, are low and negative. In addition, 

savings mobilization at the grass-roots level has been discouraged by the unrealistic 

requirements, by many banks, for opening accounts. 

Ordinarily, stock prices and its behavior are deemed to reflect the performance of a 

firm. This is a market indicator and may not be reliable always. However, the size 

of the bank, the volume of deposit and its profitability could be deemed as more 

reliable performance indicators. For the purpose of this study, profitability 

indicators, precisely the Return on Equity Capital (ROE) and the returns on Assets 

(ROA) are used to assess bank performance. These ratios are indicators of 



management efficiency and rate of returns and when the ROE is higher than the 

ROA, the company has favorable financial leverage. 

Bank performance in this study is measured in terms of the profitability and value 

of a firm. Since the aim of the study is to determine the impact of corporate 

governance on deposit money bank performance, the measures of performance are 

ROA and ROE. 

2.1.2 Corporate Governance in Nigeria 

Corporate Governance is defined as the structures and processes by which the 

business and affairs of institutions are directed and controlled in order to improve 

the long term shareholders’ value by enhancing corporate performance and 

accountability while taking into account the interest of other stakeholders 

(Organization for Economic Co-operation and Development, 1999). In the last 

decade, there has been public outrage over financial misdeeds around the world due 

to the sudden failure of major corporate institutions in both the developed countries 

and developing economies like Nigeria. This had brought to the fore, the need for 

the practice of good corporate governance. 

In Nigeria, corporations are supervised by regulatory organs like the Securities and 

Exchange Commission (SEC), the Central Bank of Nigeria (CBN) and governed by 

their board of directors through management. It was discovered by SEC in 2003, that 



in the Nigerian financial sector, poor corporate governance was one of the major 

factors in virtually all known instances of financial institutions’ distress. It was also 

found that only about 40% of quoted companies, including banks, had recognized 

codes of corporate governance in place. Consequently, in 2003, SEC in collaboration 

with the Corporate Affairs Commission released a code of corporate governance. 

Banks had been expected to comply with the provisions of the code. In addition to 

that, banks were further directed to comply with the Code of Corporate Governance 

for Banks and Other Financial Institutions approved earlier in the same year by the 

Bankers’ Committee. 

However, in 2006, the consolidation of the banking industry necessitated a review 

of the existing code for the Nigerian Banks. A new code was therefore, developed 

to compliment the earlier ones and enhance their effectiveness for the Nigerian 

banking industry. Compliance with the provisions of the Code was mandatory. One 

of the provisions of the code is that on equity holdings in banks. The provision 

envisaged increased holdings by individuals and corporate bodies in banks and such 

holdings should be more than that of government. This provision is influenced by 

the recognition that, individuals who form part of management of banks in which 

they also have equity ownership have a compelling business interest to run them 

well. 



Furthermore, the code emphasizes that, the practice of free, non-restrictive equity 

holding has led to serious abuses by individuals and their family members as well as 

government in the management of banks. Consequently, the code further states that 

government direct and indirect equity holding in any bank shall be limited to 10% 

and an equity holding of above 10% by any investor is subject to CBN’s prior 

approval. Another provision of the code is that on board size. The code stipulates for 

a maximum board size of 20 directors. This position differs from the board size of 

15 provided for by the earlier code issued by the Securities and Exchange 

Commission (SEC) in 2003. More so, to ensure the effective compliance to the code 

among several other things, the code requires banks to appoint a chief compliance 

officer (CCO). The officer is required among other specific duties, to make monthly 

returns to the CBN on all whistle blowing reports and corporate governance related 

breaches, and also to ensure corporate governance compliance status report is 

included in the audited financial statements. 

The reforms carried out by the CBN in the banking sector as well as the code issued 

by the SEC were to bring about optimized corporate governance practices in the 

industry. 

However, in 2008, the CBN and the Nigerian Deposit Insurance Company (NDIC) 

carried out a stress test in the banking industry. The stress test revealed some 

unwholesome developments in the banking industry which were as a result of non 



compliance with the corporate governance code by some banks. Some banks were 

found to be financially unsound and therefore declared unhealthy while some were 

declared healthy. In any organization, corporate governance is one of the key factors 

that determine the health of the system and its ability to survive economic shocks. 

The health of the organization depends on the underlying soundness of its individual 

components and the connections between them. 

Corporate Governance provides the structure through which the firm’s objectives 

are set, and the means of attaining those objectives and monitoring performance 

(OECD, 1999). In this context, our understanding of corporate governance has been 

broadened taking different sets of conflicts of interest due to separation of ownership 

and management into consideration 

2.1.3 Corporate Governance Actors 

Good governance comprises of a set of mechanisms to ensure that suppliers of funds 

get an adequate return on their investments. According to Oman (2001), corporate 

governance mechanisms including accounting and auditing standards are designed 

to monitor managers and improve corporate transparency. 

Fama and Jensen (1983) reported that the separation of ownership and control has 

given rise to an agency problem whereby there is the tendency for management to 

operate the firm in their own interests, rather than those of shareholders. This 



opportunities have made the managers to build illegitimate empires and, in the 

extreme, outright expropriation. 

In order to curb this, various suggestions have been made and some of the 

mechanisms (based on Shleifer and Vishny, 1997), and their impediments to monitor 

and shape banks’ behavior are discussed below: 

2.1.3.1 Shareholders 

Shareholders play a key role in the provision of corporate governance. Small or 

diffuse shareholders exert corporate governance by directly voting on critical issues, 

such as mergers, liquidation, and fundamental changes in business strategy and 

indirectly by electing the board of directors to represent their interests and oversee 

the myriad of managerial decisions, Incentive contracts are a common mechanism 

for aligning the interests of managers compensation with a view to achieving 

particular results. Thus small shareholders may exert corporate governance directly 

through their voting rights and indirectly through the board of directors elected by 

them. 

However, a variety of factors could prevent small shareholders from effectively 

exerting corporate control. There are large information asymmetries between 

managers and small shareholders as managers have enormous discretion over the 

flow of information. 



Also, small shareholders often lack the expertise to monitor managers accompanied 

by each investor’s small stake, which could induce a free-rider problem. 

2.1.3.2 Debt Holders 

Debt purchasers provide finance in return for a promised stream of payments and a 

variety of other covenants relating to corporate behavior, such as the value and risk 

of corporate assets. If the corporation violates these covenants or default on the 

payments, debt holders typically could obtain the rights to repossess collateral, throw 

the corporation into bankruptcy proceedings, vote in the decision to reorganize, and 

remove managers. There could also be barriers to diffuse debt holders to effectively 

exert corporate governance as envisaged. 

Small debt holders may be unable to monitor complex organization and could face 

the free-rider incentives, as small equity holders. Also, the effective exertion of 

corporate control with diffuse debts depends largely on the efficiency of the legal 

and bankruptcy systems. Large debt holders, like large equity holders, could 

ameliorate some of the information and contract enforcement problems associated 

with diffuse debt. Due to their large investment, they are more likely to have the 

ability and the incentives to exert control over the firm by monitoring managers. 

Large creditors obtain various control rights in the case of default or violation of 

covenants. 



2.1.4 Corporate Governance Mechanisms 

Broadly speaking, there are two types of mechanisms that resolve the conflicts 

among different corporate claim-holders, especially the conflicts between owners 

and managers, and those between controlling shareholders and minority 

shareholders. 

Furthermore, a number of corporate governance mechanisms have been identified 

analytically and empirically. To better describe the current corporate governance 

practices, it is required to focus on a particular set of corporate governance 

mechanisms. These, according to Baic and Song (2004), may be broadly classified 

as internal and external mechanisms as summarized in Figure 1 below: 

 



Figure 1: Corporate Governance Mechanisms [adapted from Basic and Song (2004)] 

2.1.4.1 Internal/Insider Mechanism 

This type of corporate governance mechanism known as internal mechanism is 

determined by insiders and consists of various internal variables such as: 

(i) Ownership structure 

(ii) Board of directors 

(iii) Executive compensation 

(iv) Financial disclosure 

2.1.4.2 External Mechanism 

This type of corporate governance mechanism known as external mechanisms is 

determined 

by outsiders and consists of external variables such as: 

(i) Effective takeover market 

(ii) Legal infrastructure and 

(iii) Product market competition. 

 



2.2 Theoretical Framework 

Rashid (2011) argued that there are various theories that can be used to explain 

corporate governance conventions and also the issues that arise as a result of these 

conventions. Various theories have been employed in explaining these governance 

conventions; these theories include the agency theory, stakeholder theory and 

stewardship theory. Sanda, Mikaila and Garba (2005) also identified four most 

prominent theories of corporate governance. They are stewardship theory, agency 

theory, stakeholder theory and resources dependency theory. Below is the 

explanation of each theory: 

2.2.1 Stewardship Theory (ST) 

Stewardship theory has its root in psychology and sociology. It was adopted as a 

theoretical framework for researchers to examine decision making actions and 

performance of executives who are acting as faithful stewards for principals (Deutch, 

2005). The stewardship theory is anchored on the protection of stakeholders. An 

effective steward, executive or director of an organization is invariably effectively 

managing his own careers (Fama, 1980). Managers return finance to investors to 

establish a good reputation, allowing the investors to re-enter the market for future 

finance (Shleifer and Vishny, 1997). It implies that managers are trustworthy and 

competent administrators of corporate resources and are best situated to maximize 



the interest of shareholders because they are most familiar with the intricacies of 

corporate strengths, weakness, opportunities and threats. 

2.2.2 Stakeholder Theory 

Stakeholder theory stipulates that, a corporate entity invariably seeks to provide a 

balance between the interests of its diverse stakeholders in order to ensure that each 

interest constituency receives some degree of satisfaction Abrams (1951). Sundaram 

and Inkpen (2004) acknowledged that “stakeholder theory attempts to address the 

question of which groups of stakeholder deserve and require management attention”. 

The creditors, suppliers, customers, employees, banks, governments, political 

groups and society are regarded as relevant stakeholders of the firm and the groups 

participate in the firm to obtain benefits. John and Senbet (1998) provide a 

comprehensive review of the stakeholders’ theory of corporate governance which 

points out the presence of many parties with competing interests in the operations of 

the firm. The role of non-market mechanisms such as the board, committee structure 

is important to banks performance. 

Stakeholder theory has become more prominent because many researchers have 

recognized that the activities of a corporate entity impact on the external 

environment requiring accountability of the organization to a wider audience than 

simply its shareholders. 



2.2.4 Agency Theory (AT) 

Agency theory is seen as the principal-agent relationship theory. It is based on the 

belief that there is a basic conflict of interest between the owners and managers of 

the company (Kiel and Nicholson, 2003). This theory was formalized in the early 

1970’s by Harold Denisetz, Micheal, Jenson, William and Meckling and others. 

Jensen and Meckling (1976) define the agency relationship in terms of “a contract 

under which one or more persons (the principal(s) engage another person (the agent) 

to perform some service on their behalf which involves delegating some decision- 

making authority to the agent”. 

 



Daily, Dalton and Canella (2003), acknowledged two factors that influence the 

prominence of agency theory. Firstly, the theory is a conceptually simple one that 

reduces the corporation to two participants, managers and shareholders. Secondly, 

the notion of human beings as self-interested is a generally accepted idea. Agency 

theory is a long-held concept that occurs when corporate ownership is separated 

from corporate management. 

2.3 Empirical Review 

Many empirical studies have documented a positive and significant relationship 

between corporate governance and firm performance. This section is and findings of 

different researchers who have done research on corporate governance and its impact 

on the financial performance of banks. 

In establishing a relationship between corporate governance and banks performance, 

different studies yielded differing results. The most studied variables are board size, 

board composition and shareholders’ activities. For the purpose of this study, the 

under variables are discussed: 

2.3.1 Bank Performance and Board size 

Board size is the number of individuals serving on the board of a firm. Board size 

plays an important role in affecting the value of a firm. The CBN code of corporate 

governance emphasizes that, the number of non-executive directors should be more 



than that of executive directors subject to a maximum board size of 20 directors 

(CBN, 2006) and 15 directors (SEC, 2003). The role of board of directors is to 

discipline the CEO and the management of a firm so that the value of a firm can be 

improved. While some studies posit that the smaller the board size the higher the 

performance, (Jensen 1993; Sanda, Mukaila and Garba, 2005; and James and 

Okafor, 2011); others show that the higher the number of directors sitting on the 

board the better the performance (Belkhir, 2006; Adams and Mehran, 2010). A 

larger board has a range of expertise to make better decisions for a firm as the CEO 

cannot dominate a bigger board because the collective strength of its members is 

higher and can resist the irrational decisions of a CEO as suggested by Pfeffer (1972) 

and Zahra and Pearce (1989). 

From the study of Vallelado and Andres (2008), after their examination of the 

characteristics of the boards on commercial banks opening in some countries, 

deduced that the inclusion of more directors is positively associated with 

performance. Adam and Mehran (2010) and Thomas and Muhammed (2011) 

however, add that firm performance can deteriorate if busier directors serve on the 

board. 

 

 



2.3.2 Bank performance and Board composition 

Another issue in corporate governance is the composition of board members. In this 

study, the composition of the board refers to the proportion of inside or executive 

and outside directors or non-executive directors serving on the board. The mix of 

executive and non-executive directors constitutes a firm’s board and it is very 

important for its performance. The proportion of the directors would to a large extent 

determine the quality of decisions taken since objectivity would play a crucial role 

on the capacity of the board to actually monitor and control the management. 

Weisbach, (1988), Hermalin and Weisbach (1991), Mehran (1995), John and Senbet 

(1998), established that determining the appropriate size of the board could help in 

resolving the agency problem in corporate governance. According to these studies, 

an appropriate combination of outside directors with insider directors has strong 

positive effect on efficiency and effectiveness of the board of directors and 

consequently on the firm’s performance. 

2.3.3 Bank Performance and Director’s Equity Holding 

Equity holding is also known as equity or share ownership or position. This is 

defined as the ownership by an investor of a number of shares in a corporation. The 

provision on equity holding is influenced by the recognition that, individuals who 

form part of management of banks in which they also have equity ownership have a 



compelling business interest to run them well. In the studies conducted by Gordon 

& Schmid, (1996) and James & Okafor (2011), it was discovered that directors’ 

share holding significantly impacts on firm’s performance. 

2.3.4 Bank Performance and Audit Committee Size 

Audit committees are sub-committee of the board of the company. It is a very 

important corporate governance mechanism with the objective of enhancing the 

credibility and integrity of financial information produced by the company and to 

increase public confidence in the financial statements (Klein, 2002; Francis, Hasan 

and Wu, 2012). Audit committees oversee the organization’s management, internal 

and external auditors in order to protect and preserve the shareholders’ equity and 

interests. In order to ensure the independence of the audit committee, the committee 

must consist of only non executive directors and with a membership of not less than 

three members. The establishment of audit committee would lead to better corporate 

performance. 

2.4 Research Gap 

The study fills the gap which other researchers that studied impact of corporate 

governance on the performance of banks in Nigeria were not able to cover by using 

two different measure of bank’s performance: return on equity (ROE) and return on 

asset (ROA) against the independent variables which are board size (BS), directors 



equity holdings (DEH), corporate governance disclosure index (CGDI), board 

composition (BDC) and audit committee size (ACS) spanning ten (10) years periods 

of 2006 to 2015. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



CHAPTER THREE 

3.0 Research Methodology 

3.1 Introduction to Research Methodology 

This Chapter discusses the method and procedures employed in carrying out the 

research study. It discusses the research design, population and sample size, 

sampling technique, methods of data collection, techniques of data analyses and 

model specification. The method also encapsulates the data analysis and 

measurement of variables which include correlation and regression analysis 

3.2 Research Design 

This study adopts the exploratory and ex-post facto design. The exploratory design 

was used to gather relevant materials from text books, journal articles and so on 

while the ex-post facto design was adopted on the basis that it does not provide the 

study an opportunity to control the variables mainly because they have already 

occurred and cannot be manipulated. 

3.3 Population of the Study  

The target population of this study includes all the universal banks that made the 

consolidation dead line in Nigeria as at 2005. The data gathered cover all the banks 

listed in the Nigeria stock exchange. However, the study is restricted to ten (10) 



selected deposit money banks drawn from the population; which constitutes the 

sample size of the study. The 10 selected banks are Access, Diamond, Ecobank, 

Fidelity, FBN, FCMB, GTB, Sterling, UBA and Zenith. 

3.4 Sample Size and Sampling Technique 

This study chooses a sample data of 10 deposit money banks quoted on the NSE for 

the sample period of 10 years spanning the years 2006 to 2015. The sample data of 

10 banks is based on those banks that have remained relatively stable in 

form/composition within the sample period while the sample period is chosen 

putting into consideration the conclusion of the Nigerian banking 

recapitalization/consolidation program of 2004/2005. Also, the period of 2006-2015 

is therefore chosen to ensure ease of availability of data as well as ensuring 

uniformity and integrity of data because the recapitalization program brought in not 

only increased liquidity levels, as minimum capital requirement moved from N2b to 

N25b, but also increased competition among banks to go beyond the N25b minimum 

benchmark in order to become the biggest/strongest in the country. 

This study adopts the judgmental sampling technique to select the ten (10) banks 

from the twenty (20) universal banks listed in the Nigerian Stock Exchange (NSE). 

The annual reports of these ten (10) selected listed banks for the period of ten (10) 



years ranging from 2006 to 2015 were gathered and the contents evaluated in a 

tabular form. 

The choice of the judgmental sampling technique is made in order to get convenient 

samples that are an adequate representation of the population. This has the advantage 

of eliminating possible bias particularly in a survey (Smith, 1991). The selected 

banks are representatives of the Nigerian banking scope as they consist of the biggest 

banks, those that can possibly be said to be fringe players, the oldest banks, new 

generation banks and the best-run banks. 

3.5 Method of Data Collection 

This study used only the secondary data which is derived from the published annual 

reports of the ten (10) selected banks listed on the Nigeria Stock Exchange (NSE) 

from 2006 to 2015. The study also made use of books and other related materials 

especially the Central Bank of Nigeria statistical Bulletin and the Nigerian Stock 

Exchange fact book (2014). The data collected were used to analyze the relationship 

between the dependent and the independent variables. 

3.6 Method of Data Analysis 

In analyzing the relationship that exists between corporate governance and the 

performance of the studied banks, a regression analysis of the panel data 

methodology using E-View (7.0) was adopted while Pearson correlation was used 



to measure the degree of association between variables under consideration. The 

disclosure index items for the selected banks were also evaluated from the banks’ 

annual reports to arrive at the governance disclosure level of the banks and the 

statistical significance of the independent variable (x) in terms of its contribution to 

the value of the dependent variable (y) are determined by the correlation (r). 

To determine if the impact is indeed significant, our decision rule is based on the 

significances of the t-statistics (0.05) which are represented by the p- values flagged 

by the statistical packages used. 

The degree of freedom using a two tailed test at 5% (0.5) level of significance, the 

decision rule states that if the computed data fall in acceptance areas, the null 

hypothesis will be accepted but if otherwise it will be rejected. 

3.7 Model Specification 

This study employs different corporate governance and performance proxies in 

determining the relationship between corporate governance and bank performance 

in Nigeria. 

The functional relationship between corporate governance and bank performance in 

Nigeria is expressed thus: 

ROEt = f (BSt, DEHt, CGDIt, BDCt, ACSt) ------------------------------------- (1a) 



ROAt = f (BSt, DEHt, CGDIt, BDCt, ACSt) ------------------------------------- (1b) 

Where: 

ROEt and ROAt indicate firm performance/dependent variables which are Return on 

Equity 

(ROE) and Return on Asset (ROA) respectively at time (t). 

BSt represents Board Size at time (t) 

DEHt represents Directors’ Equity Holding at time (t) 

CGDlt represents Corporate Governance Disclosure Index at time (t) 

BDCt represents Board Composition which is defined as the ratio of outside directors 

to total 

number of directors at time (t) 

ACSt represents Audit Committee Size at time (t) 

u is the error term (unexplained variance). 

Thus when equations (1a) and (1b) is transformed into an econometric model, it is 

presented 

as: 

ROE1t = a0 + b1BSt + b2DEHt + b3CGDIt + b4BDCt + b5ACSt + Ut ……… (2a) 



ROA1t = a0 + b1BSt + b2DEHt + b3CGDIt + b4BDCt + b5ACSt + Ut ……… (2b) 

Where: 

b1 - b5 indicates the partial regression coefficient attached to variable BSt, DEHt, 

CGDlt, 

BDCt, ACSt which are the explanatory/independent variables. 

Ut is the error term (unexplained variance). 

The a-priori expectation of the above equationalized variables is expected as 

follows: 

B1, b2, b4 > 0 and b3, b5 ˂ 0 ---------------------------------------------------------- (3) 

The signs in equation 3 show that there will be a positive and negative relationship 

between 

the endogenous variables and the exogenous variables. 

 

 

 

 

 



CHAPTER FOUR 

Data Presentation, Analysis and Interpretation 

4.0 Introduction 

This chapter focuses on data presentation, analysis of data, test of hypotheses and 

discussion 

of results. The data obtained from various secondary sources such as Annual Report 

of the 

Banks under study are presented below: 

4.1 Data Presentation 



 

Table 4.1 above shows the aggregate data on returns on asset (ROA), returns on 

equity (ROE), board size (BS), directors equity holdings (DEH), corporate 

governance disclosure index (CGDI), board composition (BDC), audit committee 

size (ACS) of deposit money banks in Nigeria. The formula used to derive returns 

on asset is profit after tax divided by total assets while return on equity is profit after 

tax divided by equity. 

Table 4.1 above also shows that there was no regular pattern of efficiency in the 

utilization of funds (ROE) and rate of profitability in the use of firm’s total assets 



(ROA), fluctuating figures for BS, DEH, CGDI, BDC as well as ACS for all the 

periods put together, i.e. for the period 2006 to 2015 under study. Some periods’ 

ROE and ROA increased while they decreased at other periods; for example ROE 

(from 0.0081% in 2006 through 0.2182% in 2009 to 0.0907% in 2015) and ROA 

(from 0.021% in 2006 through 4.852% in 2009 to 0.013 in 2015). However, the 

independent variables such as BS, DEH, CGDI, BDC and ACS also were unstable 

but BS and ACS seemed to be fairly stable have their figures not deviating much in 

different years. 

In other words, performance of deposit money banks changes with changes in 

corporate governance indices. 

4.2 Data Analysis 

4.3.1 Model 1 

Table 4.2: ORDINARY LEAST SQUARE (OLS) OUTPUT 

Dependent Variable: ROE 

Method: Least Squares 

Date: 05/19/17 Time: 13:42 

Sample: 2006 2016 

Included observations: 11 



 

========================= 

LS ROE C BS DEH CGDI BDC ACS 

Estimation Equation: 

========================= 

ROE = C(1) + C(2)*BS + C(3)*DEH + C(4)*CGDI + C(5)*BDC + C(6)*ACS 

Substituted Coefficients: 



========================= 

ROE = 0.708962442146 - 0.0759179351778*BS - 1.93514998833e-12*DEH - 

0.142363974387*CGDI + 0.0102914330416*BDC - 0.0378371822108*ACS 

Source: E-View 7.0 

Board Size (BS): the coefficient of BS is -0.075, which shows that BS has negative 

impact on Returns on Equity (ROE) of Deposit Money Banks in Nigeria. It further 

revealed not significant to ROE as the prob-value of the t-stat for BS is 0.320 > 0.05 

critical level. 

Directors Equity Holding (DEH): the coefficient of DEH is -1.94, which shows 

negative impact on Returns on Equity (ROE) of Deposit Money Banks in Nigeria. It 

further revealed not significant to ROE as the prob-value of the t-stat for DEH is 

0.789 > 0.05 critical level. 

Corporate Governance Disclosure Index (CGDI): the coefficient of CGDI is -

0.14, which shows negative impact on Returns on Equity (ROE) of Deposit Money 

Banks in Nigeria. It further revealed not significant to ROE as the prob-value of the 

t-stat for CGDI is 0.390> 0.05 critical level. 

Board Composition (BDC): the coefficient of BDC is 0.01, which shows positive 

impact on Returns on Equity (ROE) of Deposit Money Banks in Nigeria. It further 



revealed not significant to ROE as the prob-value of the t-stat for CGDI is 0.099> 

0.05 critical level. 

Audit Committee Size (ACS): the coefficient of ACS is -0.037, which shows 

negative impact on Returns on Equity (ROE) of Deposit Money Banks in Nigeria. It 

further revealed not significant to ROE as the prob-value of the t-stat for ACS is 

0.189> 0.05 critical level.  

The coefficients of R2 is 0.554 which is moderate and revealed that board size (BS), 

directors equity holdings (DEH), corporate governance disclosure index (CGDI), 

board composition (BDC), and audit committee size (ACS) have 55% positive 

impact to Returns on Equity of Deposit Money Banks in Nigeria. More so the 

coefficients of Adjusted R2 (AdjstR2) is 0.108 which suggest that 10% of (BS), 

(DEH), (CGDI), (BDC) and (ACS) could be explained by the changes in ROE and 

the remaining 90% could not be explained due to some error in the financial system. 

Durbin Watson (DW) test is 2.690 which is just approximately 3, indicating that 

there is no presence of first order serial correlation. The DW statistic test the strength 

of the model used for the analysis and with DW = 3, it is concluded that the model 

is good for prediction. The p-value of the F-stat (the group statistic) is 0.408 > 0.05 

which implies level of significance of 40.8%; thus the group parameter is not 

significant, being quit far from the 5% level of significance. 



 

Diagnostic Test 

Table 4.3: Normality test 

 

The series distribution is normal as the p-value associated with JB-Jarque Bera 

statistics is 0.703 which is greater that the critical value of 0.05. 

Table 4.4: Serial Correlation Test 

 



The p-value of the f-statistics is 0.056 which is greater that the critical value of 5%, 

we conclude by accepting H0 that there is no presence of serial correlation. 

Table 4.5: Heteroskedasticity Test 

 

The p-value of the observed R squared is 0.251 which is greater than the critical 

value of 5%, meaning that we accept null hypothesis that the residuals are 

homoskedastic in nature and it’s desirable. 

Table 4.6: Stability Test 

Ramsey RESET Test 

Equation: UNTITLED 

Specification: ROE C BS DEH CGDI BDC ACS 

Omitted Variables: Squares of fitted values 



 

The p-value of the f-stat of Ramsey reset test is 0.955 which is greater than critical 

value of 

5%, we conclude by accepting H0 that the series are in functional form and it is 

structurally 

stable. 

4.3.2 Model 2 

Table 4.7: ORDINARY LEAST SQUARE (OLS) OUTPUT 

Dependent Variable: ROA 

Method: Least Squares 

Date: 05/19/17 Time: 14:34 

Sample: 2006 2016 

Included observations: 11 



 

Estimation Command: 

========================= 

LS ROA C BS DEH CGDI BDC ACS 

Estimation Equation: 

========================= 

ROA = C(1) + C(2)*BS + C(3)*DEH + C(4)*CGDI + C(5)*BDC + C(6)*ACS 

Substituted Coefficients: 

========================= 

ROA = 19.3581749308 + 1.85254091235*BS - 1.84029980761e-10*DEH - 



1.75889091975*CGDI + 0.14530530909*BDC - 0.71900385528*ACS 

Source: E-View 7.0 

Board Size (BS): the coefficient of BS for model 2 is 1.852, which shows that BS 

has positive impact on Returns on Asset (ROA) of Deposit Money Banks in Nigeria. 

It further revealed significant to ROA as the prob-value of the t-stat for BS is 0.021< 

0.05 critical level. 

Directors Equity Holding (DEH): the coefficient of DEH for model 2 is 1.84, 

which shows positive impact on Returns on Asset (ROA) of Deposit Money Banks 

in Nigeria. It further revealed significant to ROA as the prob-value of the t-stat for 

DEH is 0.020< 0.05 critical level. 

Corporate Governance Disclosure Index (CGDI): the coefficient of CGDI for 

model 2 is -1.75, which shows negative impact on Returns on Asset (ROA) of 

Deposit Money Banks in Nigeria. It further revealed not significant to ROA as the 

prob-value of the t-stat for CGDI is 0.571> 0.05 critical level. 

Board Composition (BDC): the coefficient of BDC for model 2 is 0.145, which 

shows positive impact on Returns on Asset (ROA) of Deposit Money Banks in 

Nigeria. It further revealed not significant to ROA as the prob-value of the t-stat for 

CGDI is 0.197> 0.05 critical level. 



Audit Committee Size (ACS): the coefficient of ACS for model 2 is -0.719, which 

shows negative impact on Returns on Equity (ROA) of Deposit Money Banks in 

Nigeria. It further revealed not significant to ROA as the prob-value of the t-stat for 

ACS is 0.112> 0.05 critical level. 

The coefficients of R2 is 0.721 which is moderate and revealed that board size (BS), 

directors equity holdings (DEH), corporate governance disclosure index (CGDI), 

board composition (BDC), and audit committee size (ACS) have 72% positive 

impact to Returns on Asset of Deposit Money Banks in Nigeria. More so the 

coefficients of Adjusted R2 (AdjstR2) is 0.543 which suggest that 54% of (BS), 

(DEH), (CGDI), (BDC) and (ACS) could be explained by the changes in ROA and 

the remaining 46% could not be explained due to some error in the financial system. 

Durbin Watson (DW) test is 2.543 which is just approximately 2, indicating that 

there is no presence of first order serial correlation. The DW statistic test the strength 

of the model used for the analysis and with DW = 2, it is concluded that the model 

is good for prediction. The p-value of the F-stat (the group statistic) is 0.029 < 0.05 

which implies level of significance of 2.9%; thus the group parameter is said to be 

significant, being quit less than (below) 5% level of significance. 

 

 



Diagnostic Test 

Table 4.8: Normality test 

 

The series distribution is normal as the p-value associated with JB- JarqueBera 

statistics is 0.866 which is greater that the critical value of 0.05. 

Table 4.9: Serial Correlation Test 

Breusch-Godfrey Serial Correlation LM Test: 

 



The p-value of the f-statistics is 0.515 which is greater that the critical value of 5%, 

we conclude by accepting H0 that there is no presence of serial correlation. 

Table 4.10: Heteroskedasticity Test 

Heteroskedasticity Test: Breusch-Pagan-Godfrey 

 

The p-value of the observed R squared is 0.080 which is greater than the critical 

value of 5%, meaning that we accept null hypothesis that the residuals are 

homoskedastic in nature and it’s desirable. 

Table 4.11: Stability Test 

Ramsey RESET Test 

Equation: UNTITLED 

Specification: ROA C BS DEH CGDI BDC ACS 



Omitted Variables: Squares of fitted values 

 

The p-value of the f-stat of Ramsey reset test is 0.000 which is less than critical value 

of 5%, we conclude by accepting H1 that the series are not in functional form and it 

not structurally stable. 

4.4 Test of Hypotheses 

The study sets out five (5) hypotheses for testing as follows: 

Ho1: Board size has no significant impact on return on equity and return on asset of 

deposit money banks in Nigeria. 

Ho2: The proportion of non-executive directors has no significant impact on return 

on equity and return on asset of deposit money banks in Nigeria. 

Ho3: There is no significant impact of the directors’ equity holding on return on 

equity and return on asset of deposit money banks in Nigeria. 



Ho4: There is no significant impact of the level of corporate governance disclosure 

on return on equity and return on asset of deposit money banks in Nigeria. 

Ho5: There is no significant impact of the Audit Committee size on return on equity 

and return on asset of deposit money banks in Nigeria 

4.4.1. Ordinary Least Square (OLS) Regression Results for Model 1 (ROE). 

The hypotheses are also tested from the table for the multiple regressions. In this 

case, the decision rule is: 

P > 0.05, reject H1 and accept H0 (null hypothesis) 

P < 0.05, accept H1 and reject H0 (null hypothesis) 

From Table 4.2, all the P values are greater than 0.05, i.e. 0.3208 for BS, 0.7890 for 

DEH, 0.3908 for CGDI, 0.0994 for BDC and 0.1894 for ACS. Therefore we accept 

the null hypotheses Ho1, Ho2, Ho3, Ho4 and Ho5. 

 

In other words, our results reveal the following; 

(i) Board size has no significant impact on return on equity of deposit money banks 

in Nigeria. 



(ii) The proportion of non-executive directors has no significant impact on return on 

equity of deposit money banks in Nigeria. 

(iii) There is no significant impact of the directors’ equity holding on return on equity 

of deposit money banks in Nigeria. 

(iv) There is no significant impact of the level of corporate governance disclosure 

on return on equity of deposit money banks in Nigeria. 

(v) There is no significant impact of the Audit Committee size on return on equity 

of deposit money banks in Nigeria. 

4.4.2. Ordinary Least Square (OLS) Regression Results for Model 2 (ROA). 

The hypotheses are also tested from the table for the multiple regressions. In this 

case, the decision rule is: 

P > 0.05, reject H1 and accept H0 (null hypothesis) 

P < 0.05, accept H1 and reject H0 (null hypothesis) 

From Table 4.7, the P values of BS and DEH are less than 0.05 while that of CGDI, 

BDC and ACS are greater than 0.05, i.e. 0.0219 for BS, 0.0201 for DEH, 0.5714 for 

CGDI, 0.1970 for BDC and 0.1126 for ACS. Therefore we accept the null 

hypotheses Ho3, Ho4 and Ho5, and reject the null hypotheses Ho1 and Ho2. 



In other words, our results reveal the following; 

(i) Board size does significantly impact on return on asset of deposit money banks 

in Nigeria. 

(ii) The proportion of non-executive directors does significantly impact on return on 

asset of deposit money banks in Nigeria. 

(iii) There is no significant impact of the directors’ equity holding on return on asset 

of deposit money banks in Nigeria. 

(v) There is no significant impact of the level of corporate governance disclosure on 

return on asset of deposit money banks in Nigeria. 

(v) There is no significant impact of the Audit Committee size on return on asset of 

deposit money banks in Nigeria. 

4.5 Discussion of Findings 

The findings of this study is based primarily on the research questions and 

hypotheses, which are themselves in line with the research objectives. 

The research questions centered on the impact of corporate governance on the 

performance of banks in Nigeria and the likely influence, if any, of board size (BS), 

directors equity holdings (DEH), corporate governance disclosure index (CGDI), 



board composition (BDC), audit committee size (ACS) on return on equity and 

return on asset. The aim is to find out, at the end of the day, the impact of corporate 

governance on performance of banks in Nigeria. 

The apriori expectations of the study are that performance of banks should have 

positive correlation coefficients with board size (BS), director’s equity holdings 

(DEH) and board composition (BDC), and negative correlation coefficients with 

corporate governance disclosure index (CGDI) and audit committee size (ACS). 

The research findings tallied with the apriori expectations and the results of the 

regression and analysis of the data indicate that, in model 1 (ROE) for the period 

under review, five hypotheses formulated (postulating that board size, director’s 

equity holdings, corporate governance disclosure index, board composition and 

audit committee size do not individually impact significantly on performance) were 

accepted in their null modes, since the level of significance (the group statistics) is 

40.8%; this supposes that none of the explanatory variables of board size, director’s 

equity holdings, corporate governance disclosure index board composition and audit 

committee size do significantly impact on the performance of deposit money banks 

in Nigeria. Thus, the alternate hypothesis were accepted. However, one of the 

explanatory variables do have relationship with performance of deposit money banks 



going by the coefficient of correlation [board composition (BDC) with coefficient 

of correlation 0.010291]. 

In model 2 (ROA) for the period under review, the results of the regression and 

analysis of the data indicate that, three hypotheses formulated (postulating that 

corporate governance disclosure index, board composition and audit committee size 

do not individually impact significantly on performance) were accepted in their null 

modes, this supposes that the exploratory variables of corporate governance 

disclosure index, board composition and audit committee size do not significantly 

impact on the performance of deposit money banks in Nigeria. Thus, the alternate 

hypothesis were accepted. Similarly, it also indicated that, two hypotheses 

formulated (postulating that board size and director’s equity holdings individually 

impact significantly on performance) were rejected in the null modes; this supposes 

that the exploratory variables of board size and director’s equity holdings 

significantly impact on the performance of deposit money banks in Nigeria. 

However, three of the explanatory variables do have relationship with performance 

of deposit money banks going by the coefficient of correlation [board size (BS) with 

coefficient of correlation 1.852541, director’s equity holdings (DEH) with 

coefficient of correlation 1.84E-10 and board composition (BDC) with coefficient 



of correlation 0.145305]. Model 2 indicates that the group level of significance (the 

group statistics) is 2.96% which is approximately 3% 

Finally, all the exploratory variables, however, do have relationships with 

performance of deposit money banks in Nigeria going by proportion or percentage 

changes as observed in the R-Squared (R2). For instance, R-Squared (R2) for model 

1 of 0.554 means that the explanatory variables have 55% linear relationship with 

return on equity (ROE) of deposit money banks in Nigeria and R-Squared (R2) for 

model 2 of 0.721 means that the explanatory variables have 72% linear relationship 

with return on asset (ROA) of deposit money banks in Nigeria. Taken together, they 

have significant relationship on the performance of deposit money banks in Nigeria. 

 

 

 

 

 

 

 



CHAPTER FIVE 

5.0 SUMMARY, CONCLUSION AND RECOMMENDATIONS 

5.1 Summary of Findings 

This study was motivated by the fact that the Nigeria banking industry has witnessed 

a number of past financial failures, fraud, and questionable business practices which 

had adversely affected investors’ confidence and created lingering distress in the 

industry. While some researchers opined that failure of corporate governance within 

the banks was as a result of the Boards’ ignorance of corporate practices for reasons 

including being misled by Executive management and not having the qualifications 

to enforce good governance, other argue that board size influence performance and 

still, others argue that board of directors dominated by outsides (non-executive 

Directors) have better performance. Therefore, the seeks to study ascertain the true 

relationship between various aspects of corporate governance and its impact on the 

performance of deposit money banks in Nigeria. 

The study revealed that ordinary least square (OLS) result for model one shows that 

board size (BS), directors equity holdings (DEH), corporate governance disclosure 

index (CGDI), board composition (BDC), audit committee size (ACS) do not have 

significant impact to returns on equity (ROE) of deposit money banks in Nigeria 

because the p-value f- statistic is 0.408 which is greater than 5% significant level. 



The coefficients of R2 is 0.554 which is moderate and revealed that board size (BS), 

directors equity holdings (DEH), corporate governance disclosure index (CGDI), 

board composition (BDC), and audit committee size (ACS) have 55% positive 

relationship to Returns on Equity of Deposit Money Banks in Nigeria. More so the 

coefficients of Adjusted R2 (AdjstR2) is 0.108 which suggest that 10% of (BS), 

(DEH), (CGDI), (BDC) and (ACS) could be explained by the changes in ROE and 

the remaining 90% could not be explained due to some error in the financial system. 

Durbin Watson test is 2.690 which revealed no presence of serial correlation and 

good for prediction. 

The ordinary least square (OLS) result for model two shows that board size (BS), 

directors equity holdings (DEH), corporate governance disclosure index (CGDI), 

board composition (BDC), audit committee size (ACS) have significant impact to 

returns on Asset (ROA) of deposit money banks in Nigeria because the p-value f-

statistic is 0.029 which is less than 5% significant level. The coefficients of R2 is 

0.721 which is moderate and revealed that board size (BS), directors equity holdings 

(DEH), corporate governance disclosure index (CGDI), board composition (BDC), 

and audit committee size (ACS) have 72% positive relationship to Returns on Asset 

of Deposit Money Banks in Nigeria. More so the coefficients of Adjusted R2 

(AdjstR2) is 0.543 which suggest that 54% of (BS), (DEH), (CGDI), (BDC) and 

(ACS) could be explained by the changes in ROA and the remaining 46% could not 



be explained due to some error in the financial system. Durbin Watson test is 2.543, 

which revealed no presence of serial correlation and good for prediction. 

5.2 Conclusion 

The study focuses on the impact of corporate governance on the performance of 

banks in Nigeria, spanning from 2006-2015, two different measures were used to 

measure bank’s performance: returns on equity and returns on asset against the 

independent variables which are board size (BS), directors’ equity holdings (DEH), 

corporate governance disclosure index (CGDI), board composition (BDC), audit 

committee size (ACS). The study therefore conclude that; 

(i) board size, director’s equity holdings, corporate governance disclosure index, 

board composition and audit committee size do not individually impact significantly 

on performance when measured with return on equity (ROE), since the level of 

significance (the group statistics) is 40.8%. This also implies that none of the 

explanatory variables of board size, director’s equity holdings, corporate governance 

disclosure index board composition and audit committee size do significantly impact 

on the return on equity of deposit money banks in Nigeria. 

(ii) Board composition (BDC) have relationship with ROE of deposit money banks 

in Nigeria, [coefficient of correlation 0.010291]. 



(iii) Board size (BS) and director’s equity holdings (DEH) have significant impact 

on the return on asset (ROA) of deposit money banks in Nigeria. 

(iv) Corporate governance disclosure index (CGDI), board composition (BDC) 

[non-executive Director’s] and audit committee size (ACS) do not individually 

impact significantly on Return on asset (ROA) of deposit money banks in Nigeria. 

(v) board size (BS), director’s equity holdings (DEH) and board composition (BDC) 

have positive relationship with return on asset of deposit money banks in Nigeria 

going by the groups coefficient of correlation. 

(vi) Conclusively, BS, DEH, CGDI, BDC and ACS, have relationships with 

performance of deposit money banks in Nigeria going by proportion or percentage 

changes as observed in the R-Squared (R2). For instance, R-Squared (R2) for model 

1 of 0.554 means that the explanatory variables have 55% linear relationship with 

return on equity (ROE) of deposit money banks in Nigeria and R-Squared (R2) for 

model 2 of 0.721 means that the explanatory variables have 72% linear relationship 

with return on asset (ROA) of deposit money banks in Nigeria. 

 

 

 



5.3 Recommendations 

Based on the discussion of findings, the following recommendations are made: 

(i) Adequate measures should be taken to enhance efficiency and effectiveness of 

governance frameworks in the banking sector. Stakeholders should be adequately 

knowledgeable on the relevant laws, rights, responsibilities and ethical requirements 

(ii) The central Bank of Nigeria (CBN) should issue efficient monetary policies that 

would intensify transparency, integrity and curtail insider abuses on customers 

account in the Banking institutions. 

(iii) Corporate organizations should ensure that quality and experienced persons 

(non- executive Directors’) are appointed as members of their Board of Directors to 

guarantee positive impact on performance. 

(iv) Management should be transparent and ethical in order to promote the image of 

the banking sector. Non-compliance with the standard of reporting and disclosure 

requirement should be sanctioned. 

(v) Efforts to improve corporate governance should ensure that there exists a sound 

internal control system in the banks and that laid down procedures are reviewed 

regularly. This will help to frustrate the activity of the fraudsters while also leading 

by examples. 
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