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Abstract : The objective of the research is to examine the compliance level of listed deposit
money banks in Nigeria to some of the core variables of corporate governance, as well determine
the level of importance of corporate governance variables to performance. Percentage and bar
chart were employed to examine level of compliance. Optimal scaling correlation with level of
importance was used for objective two. The following constitutes corporate governance variables;
board independence, board size , gender diversity, board independence, audit committees’ size,
number of meeting per annum. Intervening variables included were inflation and exchange rate.
Compliance index showed that Union Bank Plc has perfect compliance score of 100%, thereby
came first while Access Bank Plc came last with 82%. It was shown that the level of importance
of the corporate governance variables differs to financial performance, it revealed that Board
meetings, Board independence, corporate social responsibility, Firm size are the most important
variables to financial performance of banks. Compliance to Corporate should be enforced and
emphasis should be placed on Board meetings, Board independence, corporate social

responsibility, Firm size.
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Introduction

Responsibility of management is to manage the resources in their care in such a way that it
will be beneficial to all claimants within the organization. Institutional (Corporate) governance
dictates the process, way and manner in which organisations can be directed and controlled
(Cadbury 1992). Corporate governance can also be referred to as a set of relationship that exist
between company’s directors and her stakeholders. Company performance is the measure of the
success of financial functions or activities within an organization is referred to as financial
performance. Stories of failed institutions due to in effective and inefficient corporate governance
abound in the world and Nigeria as country is not immune (Appiah 2013)). Banking sector in
Nigeria experienced the failure and revocation of Skye bank’s license and the eventual takeover
of its asset and liabilities by Polaris in 2018, Access bank also took over Diamond Bank.

Banks in Nigeria are the front runner in the establishment of sectorial codes of corporate
governance in the year 2006 before the general corporate governance codes issued in 2018. Central
Bank of Nigeria reported that scandals within organization that later led to liquidation of most
banks are as result of misuse or non-availability of good corporate governance in such
organizations. Many researchers such as Onakoya et.al. (2014) and Sarpong-Danquah et al (2018)
had found out that good corporate governance strengthens the performance of corporation on the
long run, this is because good corporate governance safeguards the resources of the organization
as well as encourages managers to discharge their duties efficiently by maximizing owner’s
wealth.

Many studies has shown the relationship of institutional governance variables and performance

with that are not convergent. Some reported positive correlation (Al-Ghamadi and Rhodes (2015))
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and relationship of governance variables on performance while some governance variables have
negative correlation (Khamis et al (2015)), this gives room for further studies.

The past researchers looked at impact of corporate governance variables on performance without
looking at the level of importance of those variables, this study explore the level of importance of
corporate governance variables to performance of listed deposit money banks, non-inclusion of
corporate social responsibility is also seen as a limitation to previous studies.

Objectives of the study

1)To determine compliance level of listed deposit money banks in Nigeria to corporate governance.
ii)To ascertain the importance of corporate governance variables to performance of the listed
deposit money banks. .

1.3 Research Hypothesis

The following hypathesis formulated and tested

Hoa: Listed deposit money banks in Nigeria do not comply with corporate governance.

Ho2: There exist no difference in the corporate governance variables’ importance.

Literature Review

The last three decades has witnessed increased debates on corporate governance, reason for this
is not far-fetched, collapse of predominantly big organizations both in the developed as well as
developing nations led to increase curiosity of researchers in this area. Corporate governance are
the rules, principles that guides how an organization is controlled and directed (Cardury 2009).
Corporate Governance is made up of policies, instructions, regulations and laws dictating the
way and manner a corporate organization is managed and controlled. (Duru et al 2016; Buallay
et al 2017).

Major areas of Corporate Governance includes;
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Board size and composition

The board size for bank and discount house is minimum five (5) and maximum of twenty (20
The board shall be shall comprise of both executive and non-executive directors. Non-executive
directors must be more than the executive directors. The board size should be directly
proportional to the size of the business organization, this is because greater effort will be needed
to understand, interpret and make decisions. Big and complex organization need more expertize.
(Farag and Malling 2017) Boone et al (2007) reported that smaller boards require a lower cost
Board meetings

Board meetings should be minimum of four (4) times in a period or year, that is, the Board must
meet at least once a quarter. It is mandatory for all directors to be present at all meetings of the
Board and Board committees in which they are member.

Corporate Social Responsibility

Nigerian Extractive Industry Transparency Initiative (NEITI) Act 2007 introduced corporate
social responsibility (CSR) as a compulsory element of corporate governance in order to erase the
old belief that CSR is a voluntary practice. Organization that participate in CSR is expected to
have a win-win situation and can also reduce employees turnover (Grafland, 2002, Alberto willi,
2014).

Audit committee: Audit committee is needed to ensure oversight of the process of reporting,
compliance with law and regulations, also to ensure a good internal system. (Chong and Lai 2003,
Nobes and Parker,2004; Dorner, 2005) .

Emperical Review

Nibedita (2018) examined the impact of corporate governance on insurance companies’

performance in Bangladesh. The variables used as proxies for corporate governance were board
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size, board composition, board meetings and board audit committee. Ten listed insurance
companies in Bangladesh were used. Multiple Linear Regression and Pearson Correlation were
used. Secondary data was employed for the 2010 — 2016. Study revealed that corporate governance
has impact on performance of insurance firms. Pearson Correlation result showed that positive
relationship exist between board size, board meetings and Return on Equity

Kashif and Nadeem (2015) studied the impact of corporate governance on performance of
commercial banks and financial services in Pakistan from 2009 to 2011. Corporate governance
was represented by board attributes, Audit committee attributes and ownership attributes.
Performance was measured by Return on Equity and Return on Assets. Nine commercial banks
and nine financial service companies were looked into. Multiple regression was used. The study
found that Board Independence has significant impact on Return on Equity of the firm while Board
size and Audit Committee independence have significant impact on Return on Assets. The period
looked into is very short, only three years, which cannot give a clear impact of corporate
governance on performance.

Surprisingly Bohren and Staubo (2010) found that a negative significant relationship exists
between proportion of females on board (gender diversity) and firm’s performance. Darmadi
(2011) also reported that there is no significant relationship between gender diversity and firm
performance.

Baxter (2014) studied the relationship between corporate governance ratings of publicly listed
companies in Australia and financial performance for the years 2006 to 2008. He measured the
variable for corporate governance by the Horwath Corporate Governance Report (HCGR). The

variables used for financial performance are Tobin’s Q, ROA and ROE. The findings from the
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study showed that corporate governance ranking are positively associated with financial
performance. The result cannot be totally relied on because it only made use of three years.

Khamis et al (2015) studied the relationship between institutional ownership structure and
corporate performance in Bahraini listed companies in the years 2007 — 2011. The result showed
that institutional ownership structure has negative relationship on company performance.

Ueng (2016) reported that firms with good corporate governance policy are better off in terms
of financial performance. The study investigated the relationship between quality of corporate
governance policy and financial performance of organizations while, Kumar and Singh (2013)
reported an insignificant relationship between board size and Tobin’s Q of publicly held companies
from Indian Stock Exchange.

Buallay et al (2017) researched on the impact of corporate governance on performance of
listed companies in Saudi. The study sampled one hundred and seventy one listed companies. Firm
performance was measured by Return on Asset (ROA), Return on Equity and Tobin’s Q. The result
showed that the governance level in Saudi Stock Exchange was 61.4%, it also showed that there
1s no significant impact of corporate governance practices on firm’s operational and financial
performance.

Onakoya et.al. (2014) looked into the impact of corporate governance practices on bank
performance in Nigeria, the study examined nine banks. Regression analysis was employed. He

reported that structure of ownership and Board size had effect on Return on Equity.
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Figure 2.1 Conceptual Framework

Source: Researcher’s Conceptualization, 2021

3. Methodology
Total number of Listed Deposit Money Banks in Nigeria was fourteen as at June 2021
formed the study population, thirteen banks were sampled. The sampled thirteen banks were:

Access Bank Plc, Ecobank Nigeria Plc, Fidelity Bank Plc, First Bank of Nigeria Limited, First
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City Monument Bank Plc, Guaranty Trust Co, Stanbic Bank, Sterling Bank, Union Bank of Nigeria
Plc, United Bank for Africa Plc, Unity Bank, Wema Bank and Zenith Bank Plc. Ex-post facto
design was applied. Data for the study were extracted from published financial statements of the
banks. Table and percentage were employed for objective one, while optimal scaling correlation
with level of importance was used to determine the level of importance of corporate governance
variables to performance in objective two. Compliance to corporate governance variables are
measured using six(Board independence, Board Size, Number of board meetings per annum,
Corporate Social Responsibility, Audit Committee presence  and Gender Diversity.
).Thedisclosure in the financial statement about the variable are compared with what is stipulated
in the corporate governance code. This study was anchored by Stewardship and Stakeholder’s
theory.
Model 1 for objective 2

The model of Zahroh and Hamidah (2017) was adapted for this study, instead of using
only ROA to proxy for financial performance (dependent variable), three ratios were employed
which were ROA, ROE and CR. Audit committee meeting, number of outside directors and
audit quality were replaced by Gender diversity, Corporate Social Responsibility. The
intervening variables introduced were inflation and exchange rate instead of leverage (LEV) and

firm size used by Zahroh and Hamidah (2017) .

ROEit = 0 + f1 Blit + 52GDit + f3BMit + 4 BSit+ BsCSRit + BeFS it + B7AC it+ Belit + PoEXC
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CRit = B0 + B1Blit + B.GDit + BsBMit + BaBSit + Bs CSRit + BeFSit + BrACit + Bslic +
BEXCit+eit............. eqn 3
Where,
ROA (Return on Assets) and ROE (Return on Equity) represent financial performance
ROA = (EBIT) / total assets incorporating inflation.
ROE = (EBIT) / total equity incorporating inflation.
GD = Gender diversity (the proportion of female directors on the board.)
BS= Board size (total number of people on the board).
Bl= Board independence (number of non-executive directors on the board.)
BM= Number of Board meeting per annum
FS = Firm size (the natural logarithm of total assets of the firms).
CSR = amount spent on corporate social responsibility per annum
AC= Audit committee’s size
Bo represents constant.
B1 to Pe are the coefficients, slope or parameter estimates for the independent and control variables.
I= inflation
EXC = exchange rate
t = a particular year
€i represents the error term.
Source: Rresearcher’s Computation 2021
RESULTS AND DISCUSSION
Compliance percentage of the listed banks in Nigeria showed a mean of 92 percent, it denotes

that the listed deposit money banks in Nigeria are highly compliant to corporate governance
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codes, Individual compliance percentage are Access Bank Plc 82%, Ecobank Nigeria Plc 83%,

Fidelity Bank Plc 99%, First Bank of Nigeria Limited 94%, First City Monument Bank Plc 93%,

Guaranty Trust Co 90%, Stanbic Bank 98%, Sterling Bank 95%, Union Bank of Nigeria

P1c100%, United Bank for Africa Plc 88%, Unity Bank 88%, Wema Bank 92% and Zenith Bank

Plc 94%..

Table 1: Compliance level of listed deposit money bank in Nigeria.

S/IN | NAME OF BANK COMPLIANCE LEVEL | RANKING
(%)

1 Access Bank Plc 82 12
2 Ecobank Nigeria Plc 83 11
3 Fidelity Bank Plc 99 2
4 First Bank of Nigeria Limited 94 5
5 First City Monument Bank Plc 93 7
6 Guaranty Trust CO 90 9
7 Stanbic Bank, 98 3
8 Sterling Bank 95 4
9 Union Bank of Nigeria Plc 100 1
10 | United Bank for Africa Plc 88 10
11 | Unity Bank 88 10
12 | Wema Bank 92 8
13 | Zenith Bank Plc 94 5
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Figure 1: Level of Compliance of Banks to Corporate Governance Variables.

Source: Researcher’s Computation, 2021

Level of importance of corporate governance variables on Return on Asset (ROA)

The relevance level as shown from optimal scaling correlation showed that the corporate
governance variables that is most important to the financial performance of the banks using ROA
is corporate social responsibility with 0.214, followed by firm size 0.209, board independence
0.207, number of board meetings 0,187, gender diversity 0.075, board size 0.042, auditor size,

exchange rate in that order, and the least; Inflation rate with 0.013 (Table 1).
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Table 2:  Correlation and level of importance of corporate governance on ROA

Correlations Importance

Zero- Partial Part Order of

Order importance
Board Independence .188 .245 225 .207 3
Gender diversity -.131 -.127 -.113 .075 5
No of Board Meetings -.195 -.220 -.200 187 4
Board Size -.153 -.060 -.053 .042 6
Total Donations 194 .230 210 214 1
CSR(000)
Firm Size -.188 -.226 -.205 .209 2
Auditor Size 075 107 .095 .034 7
Inflation rate -.025 -.115 -.103 .013 9
Exchange rate .068 .059 .053 .020 8

Level of importance of corporate governance variables on Return on Equity

Table 2 showed the level of corporate governance variables’ importance to the financial
performance of the banks ( ROE ), number of board meetings takes a lead with 0.402 ,board
independence came second with 0.288, followed by CSR with 0,148 and the board size the least
important..

Table 3 Correlations and Importance of Corporate Governance variables on

ROE
Correlations Importance

Zero- Partial Part Order of

Order importance
Board Independence 282 274 247 .288 2
Board Women 137 104 .091 .055 4
No of Board Meetings -.320 -.333 -.306 402 1
Board Size -.029 .046 .040 -.005 9
Total Donations 196 201 178 .148 3
CSR(000)
Firm Size -.083 -.117 -.102 .043 5
Auditor Size .063 110 .096 .025 7
Inflation rate 109 .029 .025 .013 8
Exchange rate .092 .089 .078 .030 6
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Level of importance of corporate governance variables on Current Ratio
The level of importance of the corporate governance variables to the financial performance of the
banks, taking inflation rate and exchange rate as control variables, Firm size takes a lead followed by

board independence, number of women in the board, auditor size, total donation and board size in that

order

Table 4 : Correlations and level of importance of Corporate Governance

variables on CR.

Correlations Importance

Zero- Partial Part Order of

Order importance
Board Independence 182 230 210 183 3
Board Women -.208 -.176 -.158 A71 4
No of Board Meetings -.017 -.053 -.047 .004 7
Board Size -.051 110 .098 -.026 9
Total Donations -.019 100 .089 -.008 8
CSR(000)
Firm Size -.301 -.158 -.142 .261 2
Auditor Size .036 .090 .080 014 6
Inflation rate 301 .180 162 281 1
Exchange rate -.191 -.135 -121 122 5

Conclusion and Recommendations

The findings from the research showed that listed deposit money banks in Nigeria are
corporate governance compliant, the union bank has the highest compliance percentage of 100,

followed by Fidelity 99, Stanbic Bank 98, Sterling Bank 95 and Zenith Bank Plc 94.while Access
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came last with 82. It was shown that the level of importance of the corporate governance variables
differs to financial performance, it revealed that Board meetings, Board independence, corporate
social responsibility, Firm size are the most important variables to financial performance of banks.
The result of the research is in line with Onakoya et.al. (2014) and Beatrice et al (2018)

The Financial Reporting Council (FRC') need to put hands on deck to ensure strict
compliance to corporate governance codes in other to improve buoyancy of the sector, especially
Board meetings, Board independence, corporate social responsibility, Firm size that have

significant impact on the financial performance of the listed deposit money banks.
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