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ABSTRACT 

This paper examines the effect of Corporate Governance mechanism on  

financial performance of Deposit Money Banks in Nigeria, using 

secondary data derived from audited financial statements of fourteen (14) 

quoted banks listed on Nigerian Stock Exchange from 2009-2018. The 

paper makes use of the Ordinary Least Square as the method of estimation 

to analyze the data using STATA version 15. This study used Return on 

Assets as a proxy for financial performance of banks and Corporate 

Governance Mechanism was measured using five variables: board size, 

board independent, audit committee independence, board meeting 

frequency and leverage. The results of the paper show a negative and 

significant relationship between board independence and return on asset. 

Audit committee independence is positive suggesting that financial 

performance is driven by audit committee independence while co-efficient 

of board meeting frequency is negative and board size has no significant 

effect on financial performance of the selected banks. The study concludes 
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that Corporate Governance has significant effect on the performance of 

the quoted banks. The paper recommends that deliberate efforts should be 

taken in mandatory compliance with Corporate Governance code of best 

practice for all financial sectors in Nigeria  

 

Keywords: Corporate Governance Mechanism, Return On Asset, 

Financial performance 

 

Introduction 

The upheaval in the Nigerian banking system over a decade has led the 

Government to set up some policies in form of corporate governance to 

stem the tide of bank failures and distress in Nigeria.  Therefore, the CBN 

in conjunction with other supervisory institutions decided to place 

emphasis on the monitoring of credit risk and provide incentives on 

prudent management of banks to aid transparency in the banking system, 

so that the Nigerian economy can forge ahead. 

 

Corporate Governance in the banking system has assumed heightened 

importance and has become an issue of global concern because it is 

required to lead to improve services and deepening of financial 

intermediation on the part of the banks and enables proper management of 

the operations of banks. To ensure this, both the board and management 

have key roles to play to ensure the institution of corporate governance 

(Nworji, Olagunju & Adeyanju, 2011) 

 

In addressing the banking crises, Nigerian code of best practices was 

introduced by the Securities and Exchange Commission (SEC) and the 

Corporate Affairs Commission (CAC) in 2003. The CBN also in 2006 

introduced a code on corporate governance for banks on March 1 2006 

(effective April 3, 2006). The CBN code states that the role of the Board is 

to “retain full and effective control of the bank and monitor executive 

management”. While in January 15, 2019 the Financial Reporting Council 

(FRC) of Nigeria released the Nigeria code of Corporate Governance (”the 

code”). The code highlights key principles that seek to institutionalize 

corporate governance best practices in Nigeria companies‟ banks 

inclusive. The implementation of the code is based on the “Apply and 
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Explain” principles, but the general problem is the inability of the 

regulatory body, the CBN, to enforce policies that will compel the 

directors of banks to be efficient and effective in obeying the established 

code of corporate governance (Jakada & Inusa, 2014). The inappropriate 

behaviors, particularly among leaders of banks, appear to have led to 

haphazard compliance with the code of corporate governance (Adewale, 

Muritala & Rahmon, 2014). The specific problem is the challenge 

confronting the leaders of the regulatory body, the CBN, in enforcing 

compliance with the code of corporate governance by the licensed banks 

in Nigeria. 

 

For this study, there are different mechanism adopted that safeguard the 

interest of the stakeholders. Such corporate governance mechanisms 

include board size, board independence, audit committee independence, 

board meeting frequency and leverage. Many researchers have studied the 

impact of corporate governance mechanism and financial performance of 

Deposit Money Banks from different perspectives in different 

environments using number of variables of interest (Akpan & Amran, 

2014; Basakkwace & Babuga, 2019, Sathyamorthi, Baliyan, Dzimiri & 

Wally-Dina, 2017; Ebirien, Chukwu & Ohaka, 2019). 

 

Governance and performance therefore should be mutually reinforcing in 

bringing about the best corporate governance.  Transparency and 

disclosure of information are key attributes of good corporate governance 

which banks must cultivate with new zeal so as to provide stakeholders 

with the necessary information to judge whether interest are being taken 

care of. It is based on this premise that the paper will discuss the effect of 

corporate governance mechanism on the financial performance of deposit 

money banks in Nigeria: 

 

Statement of the problem 

The major pivot of economic development of any country is the financial 

institutions particularly the banking industry. Some of the problem of the 

financial institution failure in Nigerian was traced to weak corporate 

governance, whereby the economic development was retarded in a 

geometric manner from year to year which leads to the Securities and 
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Exchange Commission to establish a committee on corporate governance 

in 2000.  Following the conclusion of the consolidation program in 2005 a 

code of corporate governance for Banks in Nigeria was issued to the 

banking industry. It aimed at addressing issues such as corporate 

governance risk, management and operational inefficiency. (Ducan, 2012) 

expressed various reforms that had taken place in Nigeria in search for 

adequate corporate governance that will enhance performance in the 

banking industry. Despite all these mechanism the system is still fraught 

with unethical practices. 

 

In view of this, some researchers document positive effect of corporate 

governance on financial performance while some studies revealed 

negative effect of corporate governance on financial performance. As such 

there is no consensus among researcher on effect of corporate governance 

on financial performance, thus researcher on this area of studies is 

earnestly awaiting further investigation.  

 

In this regard, it is imperative to evaluate the impact of corporate 

governance mechanism on financial performance of Deposit Money 

Banks in Nigeria. Thus the scope of this research study is to estimate the 

coefficients that approximate the impact of the various forms of corporate 

governance mechanism on financial performance of Deposit Money 

Banks 

 

Objective of the Study 

The main objective of this study is to ascertain the relationship between 

corporate governance mechanism and financial performance of Deposit 

Money Banks in Nigeria. The following are the specific objectives of the 

study: 

i. To analyze the relationship between board size and financial 

performance of deposit money banks in Nigeria 

ii. To examine the relationship between board independence and 

financial performance of deposit money banks in Nigeria 

iii. To examine the relationship between  audit committee 

independence and financial performance of deposit money 

banks in Nigeria 



CORPORATE GOVERNANCE MECHANISM AND FINANCIAL PERFORMANCE OF DEPOSIT MONEY 
BANKS IN NIGERIA: AN EMPIRICAL ANALYSIS 

 

191 
 

iv. To examine the relationship between board meeting frequency 

and  financial performance of deposit money banks in Nigeria 

 

Research Questions 

The central question of the study is: what is the relationship between 

corporate mechanism and financial performance of deposit money banks 

in Nigeria 

 The fundamental questions in this study are:  

i. Is there any relationship between board size and financial 

performance of deposit money banks in Nigeria? 

ii. Does board independence have any relationship with financial 

performance of deposit money banks in Nigeria?  

iii. Does audit committee independence have any relationship with 

financial performance of deposit money banks in Nigeria?  

iv. Is there any relationship between board meeting frequency and 

financial performance of deposit money banks in Nigeria?  

 

Research Hypotheses 

The following Null hypotheses were formulated to address the objective 

of the study: 

H1 Board size has no significant effect on financial performance of 

 deposit money banks in Nigeria 

H2 Board independence has no significant effect on the financial 

performance of deposit money banks in Nigeria 

H3 Audit committee independence has no significant effect on 

financial performance of deposit money banks in Nigeria 

H4 Board meeting frequency has no significant effect on the financial 

performance of deposit money bank in Nigeria. 

 

Review of Related Literature 

Conceptual Review 

Return On Asset 

Return on Asset (ROA) is used as a proxy for financial performance ratio.  

It is commonly defined as net income dividend by total assets.  Net 

income is derived from the income statement of the company and is the 

profit after taxes.  ROA measurement includes all of a business‟s asset, 
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those which arise out of liabilities to creditors as well capital paid in by 

investors (Sathyamoorthi, Baliyan, Dzimiri & Wally-Dina, 2017). It is 

used internally by companies to track asset-use over time, to monitor the 

company‟s performance in light of industry performance, and to look at 

different operations or divisions by comparing them one to the other. 

 

Board Size 

 Board size is the number of directors on board.  There are two schools of 

thoughts – small and large board size, but there is no agreement on which 

of them is better. Researcher in the first school of thought is of the opinion 

that small board size contributes more to the success of a company 

(Khaled, 2014). He argued that large board is slow in decision making and 

time wasting. The second school of thought argues that large board size 

improve company performance. Large board size enables board to gather 

more information. However, the number of directors on board seems to 

have influence on firm performance. (Akpan & Amran, 2014) 

 

Board Independence 

Board independence refers to a corporate board with majority of outside 

directors.  It is believed that dominated by outside or independence 

directors are more vigilant in monitoring behaviors and decision making 

of the company (. The reason is that shareholders interest could be well 

protected by outside directors than the inside directors. They bring in more 

skills and knowledge to the company which increases expertise necessary 

for strategy implementation (Karmardin, 2011). For independent directors 

to perform their duties well they must be free from management‟s 

influence. The effective monitoring by independent directors reduces 

agency cost and increase company performance. 

 

Audit Committee Independence 

An independent audit committee member is a person who is not employed 

by or providing any services to the organization beyond his or her duties 

as a committee member. Audit committee is considered independent if 

majority of the members are independent directors and non-executive 

directors. Committee member will free from the influence and pressure of 

top management. (Rateb, 2018). 
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Board Meeting Frequency 

Board meetings frequency is the number of times board meetings are held 

per financial year of a corporation.  The main responsibility of directors is 

to come up with business strategy of the company and ensure its 

implantation by management in compliance with rule and regulations in 

order to maximize shareholders‟ wealth (Nikomborirak, 2001).  The 

frequency of board meetings empirically has mixed results in terms of its 

impact to companies‟ financial performance. The more often board 

meetings were held and the better was the financial performance of the 

firms. (Joseph, Madugba & Okpe, 2015). 

 

Leverage 

Leverage is technique involving the use of debt (borrowed funds) rather 

than fresh equity in the purchase of asset, with the expectation that the 

after-tax profit to equity holders from the transaction will exceed the 

borrowing cost, frequently by several multiples. 

 

Review of Related Theories and Concept 

Theoretical Framework 

The theoretical framework is the structure that can support or hold a 

theory of a research study and exhibits an understanding of the concepts 

and theories that are pertinent to the topic of the research. This paper 

adopts the agency theory to explain the relationship between corporate 

governance mechanism and deposit money banks performance. 

 

Agency theories 

In agency theory, owners are principals and managers are agents. In a 

company, owners are the shareholders and directors are the agents. In the 

context of corporate governance and its impact on performance, therefore, 

the theory underscores the role of directors in a firm‟s financial 

performance. The directors are expected to take care of the interest of 

shareholders disregarding their own interest. This may not happen always 

on account of differences in interest. The agents tend to focus on their 

interest as against the shareholders‟ interest of profit maximization. This 

could be a problem as this may lead to conflict between the principal and 

agent. Efforts should, therefore, be made to address such conflicts, by 
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changing the rules under which the directors in a company are expected to 

operate. The shareholders can make use of corporate governance to come 

up with rules for operations and incentives that motivate the directors to 

take shareholders‟ interest on board and reduce agency cost 

(Sathyamoorthi, et al., 2017).  According to Vu and Nguyen, 2017 agency 

theory pays a lot of attention to the board decision-making process 

concerning board performance and is monitoring function in reducing cost 

of agency. 

 

Stakeholder theories 

Stakeholder theory is mainly developed to identify, analyze, develop and 

manage strong coordination among the stakeholders. It is in juxtaposition 

to agency theory. In agency theory, the maximizing the shareholders‟ 

wealth is paramount, whereas the stakeholder theory focuses on wider 

stakeholders groups. Now a day, many corporations endeavor to maximize 

shareholder wealth whilst at the same time emphasizing on range of other 

stakeholders. The theory is prominent corporate governance theory 

because of the accountability of the firm to a wider audience than simply 

its shareholders. The theory suggests that the performance of corporate 

cannot be measured only in term of gain to its shareholders (Adigwe, 

Nwanna, & John, 2016).  

 

Concept to Corporate Governance 

Corporate governance as a concept has been viewed and defined by 

various authorities giving at different meanings and connotation. 

 

From the point of view of Emmanuel Kachikwu, “Corporate governance 

are intended to regulate the conduct of directors, accountability to 

shareholders, recognition of the interest of other stakeholders and the need 

to encourage investment to flow where it could be most productive by 

raising in this case, the Nigerian corporate governance standards to best 

international practices in comparable jurisdictions. This would appear to 

be the reason and purpose of corporate governance.”(Ogbamosa, 2018) 

In the words of Bamidele Adebayo, “corporate governance embodies the 

integrity of an organization. It represents what the organization stands for 

in the conduct of its business dealings, which directly reflects the person 
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of the individual member of the board as any act of these individuals is 

deemed to be that of the organization when such act can be viewed as bad 

or good.” He goes further to say that effective corporate governance 

anchors ultimately on “meeting the demands” of all participating 

stakeholders in the fortune (or otherwise of every corporate entity 

(Ogbamosa, 2018). The greatest of the stakeholders are the owners – 

shareholders, who submit their governance authority to the Board of 

Directors (BOD) on behalf of the company (CAMA 1990, Section 244). 

The word „Corporate Governance‟ generally refers to the system of 

governance, rules, ethical standards, mechanisms, processes in which 

corporation are being directed and controlled. It builds up a framework 

which is legal for the achievement of the objectives of the corporation. 

Bhasin, 2012,  stated that corporate governance is made up of principled 

processes, which set the relationship between the firm management, 

corporate board, minority and majority shareholders and all stakeholders. 

Corporate governance mechanism helps in setting corporate objectives 

and defines the means for the attainment of those objectives. According to 

Cadbury Committee (2012), corporate governance is simply the system 

through which the corporations can be directed and controlled in an 

effective way. The pursuance of corporate governance mechanisms 

ensures the financial viability of corporate business as through it all the 

affairs of the firm are managed effectively and directed towards the 

creation of value for the shareholders. The division of powers is 

explained, and it provides the mechanism for the accountability of 

management and corporate boards. 

 

Concept of Financial Performance 

The concept of performance is a controversial issue due to its multi-

dimensional meanings. The „Performance‟ is a word that originates from 

the old French word „Parfournir‟; whose meaning is to carry out, bring 

through, to do or to bring forth.  It is an act of implementing, performing, 

fulfilling, and achieving of the given tasks that need to be measured 

against defined sets of precision (Farah, Farrukh & Faizan, 2016). In the 

opinion of Ongore & Kusa, (2013), it refers to the measurements of the 

company‟s activities, policies and operational results in financial terms. It 



JOURNAL OF ASSOCIATION OF PROFESSIONAL BANKERS IN EDUCATION                                                  

(Volume. 5, No. 1, November/December, 2019) 

196 
 

therefore, means that performance is used to check an organization‟s 

financial position.  

 

Corporate Governance Mechanism 

It relates to the tools, techniques and instruments via which accountability 

is ensured; it is the various medium through which stakeholders monitor 

and shape behavior to align with the set goals and objectives (Adekoya, 

2012). The effectiveness of a century‟s corporate governance mechanism 

depends largely on the country‟s regulatory frameworks and public 

governance systems (Olusa, 2007).The corporate governance codes are 

best enforced by professional bodies  in collaboration with government 

institutions and the capital market regulators or vice versa. The existence 

of many corporate governance mechanisms does not necessarily translate 

into good corporate governance as many corporate scandals in Nigeria and 

other countries have proven. A country‟s corporate governance 

environment considers the impacts of the political, economic and social-

cultural factors that enhance good corporate governance or prevent ethical 

conduct(Li & Nair, 2009).It embodies the political, economic, social, 

technological and legal institutions that influence the ethical dispositions 

of private corporations(Amao & Amaeshi, 2008). The corporate 

governance environment determines the context for evaluation a 

corporation‟s performances, decisions, strategic. Choices and actions 

while the political, cultural and socio-economic ramifications of the 

recently introduced corporate governance codes in Nigeria are still being 

studied, it is important to note that these codes were established as 

instruments for safeguarding the corporations against corruption, 

mismanagement and environmental abuse. 
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Fig 1: Conceptual Framework explaining the relationship among the 

study variables. 

 

Financial Performance (Proxied by Return on Asset) 

 

 

 

 

Corporate Governance Mechanism 

 

 

 

 

 

 

Board size    Board             Audit Committee  Board           Leverage 
               Independence             Meeting 

           Frequency 
   

Source: Author, 2019 

 

Empirical Review of Related Studies 

Basakkwace and Babuga (2019) looked at the impact of corporate 

governance mechanism on the performance of Banks in Nigeria using 

content analysis on board size, board composition, CEO duality, CEO 

tenure, audit committee, return on asset and return on equity as a measure 

of performance and reviewed that more to be done to strengthen the 

effectiveness of the corporate governance mechanism.  

 

Abdulraham and Khalid (2017) examined corporate governance and the 

financial performance of Deposit Money Banks (DMBs) in Nigeria from 

2010-2014 using simple random sampling technique without replacement. 

The study found a significant negative relationship between board size, 

non-executive directors and returns on equity. 
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 Adigwe and Nwanna (2016) examined the effect of corporate governance 

mechanism on the performance of Banks in Nigeria, the study used 

secondary data of sampled banks for 2006 to 2014 using OLS regression 

for governance variables on banks audit committee and director‟s equity 

interest have a positive significant effect on banks performance while 

board composition has a negative and significant effect. They concluded 

that the existence of board audit committee enhance a higher financial 

performance. While Samson and Tarila (2014) on their study corporate 

governance and financial performance of banks: evidence from Nigeria, 

employed regression analysis method to determine the relationship 

between board size, board composition and corporate governance, 

disclosure index on return on equity and return on asset. In examining the 

level of compliance of the banks, the researcher employed content 

analysis method. The results of the study showed that a positive 

relationship exists between the corporate governance variables and 

performance variables.  

 

Manimi and Abdullahi (2015) on corporate governance mechanism and 

financial performance of commercial banks in Kenya record that board 

size negatively influenced financial performance and bank size positively 

associated with financial performance. 

 

 Obigbemi, Mukorp, Adetula and Owolabi (2016) examine the role of 

corporate governance mechanism on the financial performance of listed 

companies in Nigeria. The study found that there is significant positive 

relationship between board composition and management ownership 

while negative relationship exist between audit committee size, block 

ownership, duality of chairman and CEO position with duality of 

chairman and CEO position with financial performance of Nigeria 

companies. 

 

METHODOLOGY 

Research Design 

This study adopted ex-post factor research design and the population of 

the study comprise all the twenty one (21) deposit money banks as at 31
st
 

December, 2018. The sample of the study was arrived at through census 
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sampling techniques. Thus, the sample of the study comprises of all 14 

deposit money banks listed at the Nigerian Stock Exchange as at 31
st
 

December, 2018. 

 

Variables  

This study used two basic research variables: financial performance 

(dependent variable) and corporate governance mechanism (independent 

variables). The dependent variables or the financial performance of banks 

was proxy by Return on asset (ROA).  

 

Corporate governance mechanism is the independent variable with the 

following proxies: Board Size, Board Independence, Audit Committee, 

Board Meeting Frequency and Leverage. 

 

Table 1: Measurement of variables 

Variables Types Acronym Measurement Source 

Financial 

performance: 

Return on Asset 

 

 

Dependent 

Variable 

 

 

 

 

ROA 

 

 

Ratio of Profit 

After Tax to 

Total Asset 

 

 

Sathyamoorthi, 

Baliyan, Dzimiri 

and Wally-Dina 

(2017) 

 

Board size Independent 

Variable 

BSZ Total no of 

Directors on the 

Board 

Akpan and 

Amran (2014) 

Board 

Independence 

Independent 

Variable 

BDI Proportion of 

Non-Executive 

Director 

Independent 

Directors to 

Total Number 

of Directors on 

the Board 

Akpan and 

Amran (2014) 

 

Audit Committee 

Independence 

Independent 

Variable 

ACI Proportion of 

Independent 

Audit 

committee to 

Total No of 

Audit 

Committee 

Basakkwace and 

Babuga (2019) 
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Board Meeting 

Frequency 

Independent 

Variable 

BMF No of Board 

meeting in a 

year 

Sathyamoorthi, 

Baliyan, Dzimiri 

and Wally-Dina 

(2017) 

Leverage Independent 

Variable 

LEV Total Liabilities 

to Total Asset 

Ebirien, Chukwu 

and Ohaka  

(2019) 
 

Source: Author’s compilation 2019 

 

Data collection and Analysis 

Data were obtained from the audited financial statements of the fourteen 

(14) deposit money banks listed on Nigeria Stock Exchange covering a 

period of ten years (2009-2018). Secondary method of data collection was 

adopted, because it gives better quality for a cross-sectional analysis than 

primary data (Yusuf, Bambale & Abdullahi, 2018). The study used 

regression analysis in measuring the collected data via statistical software 

„stata version 15‟ to examine the relationship between the identified 

variables.  

 

Model Specification: 

In order to examine the relationship between Corporate Governance 

Mechanism and Financial performance of Deposit Money Banks in 

Nigeria. The following model is developed: 

                                                         

Where, 

ROA =  Return on Asset  

BSZ =  Board Size  

BDI =  Board Independence 

ACI =  Audit Committee Independence 

 BMF =  Board Meeting Frequency  

LEV =  Leverage 

 

RESULTS AND DISCUSION 

This section shows the results of the analysis carried out in this study, the 

interpretation as well as the major findings. 
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Table 2: Summary of findings 

Variable Mean and Stdev. Value Obs Min Max 

ROA 
Mean 1.07 

140 

-18.21 10.64 
StDev. 2.90 

     

     

BSZ 
Mean 14.49 

7.00 22.00 
StDev. 2.95 

     

BDI 
Mean 61.08 

28.57 90.00 
StDev. 13.16 

     

ACI 
Mean 49.91 

37.50 66.67 
StDev. 3.73 

     

BMF 
Mean 6.55 

2.00 13.00 
StDev. 2.32 

     

LEV 
Mean 0.88 

0.27 2.55 
StDev. 0.19 

 

Source: Author’s Computation (2019) 

 

Table 2 shows the summary of the variables used in this study. The Table 

shows that the Banks average Return on Asset (ROA), Board Size (BSZ), 

Board Independence (BDI), Audit Committee Independence (ACI), Board 

Meeting Frequency (BMF) and Leverage (LEV) are 1.07% (±2.90), 

14.49(±2.95), 61.08%(±13.16), 49.91% (±3.79), 6.55 (±2.32) and 0.88 

(±0.19) respectively. These imply that on average; every naira that banks 

invested in assets during the year produced N0.01 of the profit after tax 

and every naira that banks invested in equity during the year produced 

N0.08 of the profit after tax. Also, it means that the banks have 14 board 

members with about 61.08% as non-executive or independent directors 

and 7 numbers of meetings during the period. Furthermore, the ratio of 

non-director audit committee members to total members of audit 

committees is approximately 50% which is in Accordance with Section 

359(6) of the Companies and Allied Matters Act, 2004. 
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Table 3: Correlation Matrix 
 

 
ROA BSZ BDI ACI BMF LEV 

ROA 1 
     

BSZ 0.0915 1 
    

BDI -0.0446 -0.4342 1 
   

ACI 0.1385 0.1096 0.0338 1 
  

BMF -0.241 0.2017 -0.1953 -0.0315 1 
 

LEV -0.4203 -0.3061 -0.0787 0.0176 0.0061 1 
 

Source: Author’s Computation (2019) 
 

Correlation Matrix 

In Table 3, the results of the correlation matrix which is employed to 

check the degree of association between the corporate governance 

mechanism indicators (Board Size (BSZ), Board Independence (BDI), 

Audit Committee Independence (ACI), Board Meeting Frequency (BMF)) 

and financial performance indicator (Return on Asset (ROA) as well as 

the control variables Leverage (LEV) variables. Generally, the 

associations between dependent and independent variables are seen to be a 

mixture of negative and positive signs. Also, the associations among the 

explanatory variables are generally weak indicating that the regression 

models in the next subsection are free from multicolinearity problem. 
 

Regression Analysis 

This subsection presents the static panel regression results which involve 

the use of pooled (OLS), random effect and fixed effect regression models 

to investigate the relationship between corporate governance mechanism 

on the financial performance of Quoted Deposit Money Banks in Nigeria. 

The choice of the panel regression approach is informed by the cross-

section and time-series nature of the data. The study starts the analysis by 

estimating ordinary least square (OLS) model. Using OLS the study 

assumes that the data is poolable or the individual-specific effects do not 

prevail. Contrarily, using random or fixed effect regression approaches the 
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study assumes that the data is not poolable of there is individual-specific 

effects. 

 

The study chooses to test for best among the three OLS, Random and 

Fixed Effect models using Breusch and Pagan Lagrangian multiplier and 

Hausman tests for a valid inference on the models parameters. That is to 

say that to choose between Pooled and Random Effect models the study 

uses Breusch and Pagan Lagrangian multiplier test. Using this test 

Random Effect model is preferred if the null hypothesis is rejected and 

non-rejection of the null hypothesis indicates the acceptance of Pooled 

(OLS) model. However, to choose between Pooled and Random Effect 

models the study uses Hausman test. Using this test, Random Effect 

model is preferred if the null hypothesis is rejected and non-rejection of 

the null hypothesis indicates the acceptance of fixed effect model.  

 

Return on Asset and Corporate Governance Mechanism 

Table 4: Return on Asset and Corporate Governance Mechanism 

 (1) (2) (3) 

VARIABLES Pooled Random Fixed 

    

BSZ -1.235 -1.517 -1.726 

 (1.192) (1.247) (1.367) 

BDI -0.039** -0.045** -0.052** 

 (0.019) (0.021) (0.025) 

ACI 0.121** 0.130** 0.136** 

 (0.058) (0.058) (0.061) 

BMF -0.311*** -0.283*** -0.255** 

 (0.095) (0.101) (0.112) 

LEV -6.967*** -6.619*** -6.372*** 

 (1.202) (1.199) (1.258) 

Constant 8.849* 9.007* 9.318* 

 (4.835) (5.055) (5.522) 

    

Observations 140 140 140 

R-squared 0.276 0.248 0.249 

Adj. R-squared 0.249  0.138 

F-test[P-value] 10.20 [0.000]  8.039[0.000] 

Wald-chi2[P-value]  46.90[0.000]  
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LM Test [P-value]  4.30 [0.019]  

Hausman Test [P-value]  3.02 [0.697]  

Source: Author’s Computation (2019). Note *** p<0.01 = 1% ,** 

p<0.05= 5%, * p<0.1= 10% 

 

Following the objective and hypothesis stated in this study, Return on 

Asset (ROA) is examined alongside with the corporate governance 

mechanism and control variable indicators (Board Size (BSZ), Board 

Independence (BDI), Audit Committee Independence (ACI), Board 

Meeting Frequency (BMF) and Leverage (LEV)) to ascertain the effect of 

Board Size (BSZ), Board Independence (BDI), Audit Committee 

Independence (ACI), Board Meeting Frequency (BMF) and Leverage 

(LEV) on Return on Asset. 

 

From the result in Table 4, the Breusch and Pagan Lagrangian multiplier 

(LM) [4.30 (P –value = 0.019)] and Hausman [3.02 (P –value = 0.697)] 

show preference for the Random Effect regression model. Thus, the 

Random Effect result in column (2) of the Table is interpreted. Focusing 

on the lower portion of the Table, the goodness of fit parameters indicates 

that the model is fit (useful) given the Wald-test = 46.90 (P – value = 

0.000) and R-squared value of 0.248 indicating that the independent 

variables explain about 24.8% of variances in the dependent variable. 

Focusing on the coefficients of corporate governance mechanism indicator 

and Leverage, the results shows that the coefficients of Board 

Independence (BDI), Audit Committee Independence (ACI), Board 

Meeting Frequency (BMF) and Leverage (LEV) are statistically 

significant in the models [coefficient = -0.045; P – value < 0.05], 

[coefficient = 0.130; P – value < 0.05], [coefficient = -0.283; P – value < 

0.05] and [coefficient = -6.619; P – value = 0.01] within the 1% and 5% 

alpha levels.  

 

Table 5: Summary of accepted/rejected hypothesis 

Hypothesis Statement (at 5% significant level) Decision 

H1 There is no significant relationship between 

Board size and financial performance 

Accepted 

H2 There is no significant relationship between Rejected 
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Board Independence and financial performance 

H3 There is no significant relationship between 

Audit Committee Independence  and financial 

performance 

Rejected 

H4 There is no significant relationship between 

Board Meeting Frequency and financial 

performance 

Rejected 

 

Source: Author’s Computation 2019 

 

Summary of Findings 

*From the result of the analysis presented on Table 4 Board Size (BSZ) is 

not statistically significant with the financial performance of the deposit 

money banks. This is shown by a regression coefficient of -1.517. This 

implies that board size has no significant effect on financial performance 

of the selected banks in terms of ROA during the period of this study. 

 

*Board Independence (BDI), has a negative effect on financial 

performance (ROA) as indicated by a coefficient of -0.045 statistically 

significant at 5% level.  This implies that banks with a higher proportion 

of outside directors are associated with significantly lower financial 

performance. This is in tandem with the findings of Bhagat & Black, 

2001; Das, 2017 and as a matter of fact, the results reveal that the 

independent directors of the selected banks may not be truly independent.  

 

*Audit Committee Independence (ACI) has a positive effect on financial 

performance (ROA) as indicated by a coefficient of 0.130 which is 

statistically significant at 5% level.  This implies that financial 

performance is driven by Audit Committee independence. This shows that 

the banks complied with the required number of the Independent Audit 

Committee and it yield positive results. This is consistent with findings of 

Rateb 2017;  Nekhili, Cheffi & Tchakoute, 2016;  and Naimah, 2017.  

*In addition, Board Meeting Frequency (BMF) has a negative effect on 

financial performance (ROA) as indicated by a coefficient of -0.283 which 

is statistically significant at 1% level. This is similar to the results of 

Hanh, Ting, Kweh and Hoanh, 2018.  
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Conclusion 

To a large extent weak corporate governance in banking institution was 

the main source of the crisis in banks in Nigeria which motivated the 

researcher to work on Effect of Corporate Governance Mechanism on 

financial performance of deposit money banks in Nigeria by using 140 

observations from 2009-2018. The study made use of secondary data in 

analyzing the relationship between corporate governance mechanism and 

financial performance of 14 deposit money banks in Nigeria. The 

secondary data was obtained basically from published financial statement 

of the banks disclose from 2009-2018. The OLS method of estimation was 

used to find out whether there is relationship between the variables or not. 

The proxies that were used for corporate governance mechanism are board 

size, board independence, audit committee independence, board meeting 

frequency and leverage, while financial performance was proxied by 

Return on Asset. The results from the study shows that Board 

Independence, Audit Committee Independence, Board Meeting Frequency 

and leverage are statistically significant in the model while Board size 

(BDZ) is not statistically significant. Another feature of the result is the 

finding that Board Independence in term of ROA had a negative 

significant relationship.  The study concludes Board Independence, Audit 

Committee Independence, Board Meeting Frequency and Leverage have 

significant effect on financial performance of deposit money banks while 

Board Size has no significant effect on the financial performance of the 

selected banks in terms of ROA during the period of this study. 

It is expected that the study will be of benefit to the deposit money banks 

as well as the government.  It will help in insuring accuracy and 

accountability in the operations of financial sector. Also, it will serve as 

reference points to students and other researchers that wanted to research 

further on the topic. 

 

Recommendations  

Based on the findings study the researcher therefore present the following 

recommendations which will be useful to banks: 

(i) The member of audit committee independence should be given 

more opportunity to discharge their duties effectively without 

undue influence in order to enhance a higher financial 
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performance. 

(ii) Deliberate efforts should be taken in mandatory compliance 

with Corporate Governance code of best practice for all 

financial sectors in Nigeria. 

(iii) Efforts should be made in setting up a follow-up and 

compliance team to make sure that all banks across Nigeria do 

not only comply but meet up with the different expectations of 

the regulatory body as mandated in the code of corporate 

governance. 

(iv) There should be a prescribe penalties for non-compliance by 

any banks. 
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