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Abstract 

This study examines the effect of Board composition and 

independence on Financial Performance of Deposit Money 

Banks in Nigeria is to determine the influence of corporate 

governance of board independence and board composition 

on the financial performance of deposit money banks in 

Nigeria. The research adopts the agency theory which 

posits that in the presence of information asymmetry, the 

agent (i.e. director and managers) is likely to pursue 

interests that may hurt the principal, or shareholders. The 

source of data used is a secondary source that explored the 

use of financial statement and annual reports of the deposit 

money banks. The data were analyzed using both multiple 

regression analyses of panel data series which reveals that 

there is a weak relationship between board of directors’ 

structure and financial performance of the deposit money 

banks. The study finds out that at 95% confidence level, 

there is a positive but statistically insignificant relationship 

between the board independence and financial 

performance; and negative and statistically insignificant 

relationship between the board composition and financial 

performance in deposit money banks in Nigeria. The 

research therefore recommends that the deposit money 
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banks should improve on the board independence in order 

to improve on their financial performance. 

 

 

Introduction 

Banking industry is critical in the financial system of any country, because banks 

facilitate economic growth and development of a country by acting as financial 

intermediaries. They mobilize funds from surplus unit and distribute credits to the 

deficit units of the economy, give the installment and repayment framework and 

execute monetary policies. Besides, the real sector, which is the productive segment 

of the economy, depends intensely on the banking sector for credit (Sanusi, 2012). He 

adds that, even government raises funds through the banking system to finance their 

developmental programs and strategic objectives. It is in this strength, that Sanusi 

regarded financial system as the central nervous system of market economy. This 

critical role of banking industry to the entire economy makes banks differ from other 

firms, and hence, banks are subjected to stringent prudential regulations of their 

operations, so as to have a sound and efficient financial system that can foster 

economic growth and development.  

One of the most critical factors driving the operations, success and even the survival 

of banks is the “confidence” repose by the banking public in the banks. Confidence in 

this context refers to peoples’ faith in the banks, that is, the extent to which people 

generally believe that their money is safe and that the possibility of loss is remote 

(Emeka, 1997). However, weaknesses in credit administration, distress and failure are 

synonymous with the banking industry globally. Credit and liquidity crises have 

threatened the industry and leave depositors, bankers and customers in crises of 

deposits recovery and crises of confidence. For instance, in the United State of 

America (USA), the banking system suffered distress between 1930 and 1933 which 

went with about one third of commercial banks (mostly small units), similarly, 

between 1987 and 1993 about 150 banks were reported to have failed annually (Emeka 

1997). The establishment of Federal Deposits Insurance Corporation (FDIC) in the 

USA became necessary to restore confidence in the system. In the same vein, credit 

and liquidity problem as well as failures of banks in Nigeria was first reported in 1930, 

and with the establishment of Central Bank of Nigeria (CBN) in 1958, over 21 banks 

failures were recorded between 1930 and 1958 (Emeka,1997). The Nigerian banking 

crises of 1990s that caused the transfer of government’s deposits from licensed banks 
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to the CBN necessitated the bail-out of 13 banks by the Nigerian Deposits Insurance 

Corporation (NDIC) and CBN. 

Nigerian banks have recently suffered wide spread of financial malfeasances which 

led to declaration of many banks as distress, and takeovers and mergers have left a 

historical landmark in the history of financial service sector of the country (Bello, 

2013). Thus, the CBN embarked on second turnaround since 1998 banking crises, 

which include the rescue of 8 banks through capital and liquidity injections, as well as 

prosecution of the banks’ Chief Executives (Sanusi, 2012). He further states that such 

actions became necessary to restore confidence in the banking public and bring sanity 

in the Nigerian banking system. The regulatory agencies Security and Exchange 

Commission (SEC) and CBN generally agreed that weak corporate governance has 

been responsible for some recent corporate failures in Nigeria, which prompted them 

to establish tight regulatory supervision and enforcement of new corporate governance 

code. That is, the SEC Code of Best Practice of Corporate Governance for public 

companies in Nigeria 2003 (which is reviewed in 2008 and took effect in April 2011) 

and the CBN Code of Best Practice of Corporate Governance for Banks in Nigeria 

Post-Consolidation, 2006 (the Code hereafter).  

The Code considers corporate governance as a system by which corporations are 

governed and controlled with a view to increasing shareholder value and meeting the 

expectation of the other stakeholders. It therefore, emphasizes the need for the practice 

of good corporate governance to corporations particular financial institutions (banks), 

the need is the retention of public confidence through the enthronement of good 

corporate governance considering the utmost importance given to the banking 

industry. According to the Code, the primary responsibility for ensuring good 

corporate governance in banks lies with the board of directors (BOD).  And, the 

principal objective of the board is to ensure that, banks are properly managed and 

management performance is effectively overseen to protect and enhance the interest 

of all the banks stakeholders. 

Some of the major characteristics of the BOD of banks in Nigeria which are meant for 

the effectiveness of the board in piloting their operations properly include the board 

structure, board risk governance, and board financial expertise. In terms of the board 

structure, the board should be of a sufficient size relative to the scale and complexity 

of the bank operations and should contain individuals in such a way as to ensure 

diversity of experience without compromising independence, compatibility, and 

integrity in carrying out their role. Based on this, BOD is assumed to monitor and 

control the operations of banks as effectively as possible to avoid credit and liquidity 

problems of the banking system. On the other hand, independent/non-executive or 

outside directors should be the key members of the board capable of bringing 
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independent judgment as well as necessary scrutiny to the proposals and actions of the 

Management and executive directors especially on issues of strategy, performance 

evaluation and key appointments. They are therefore critical in the proper operations 

of the banks particularly with respect to financial performances. The code required 

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

directors subject to a maximum board size of 20 directors; and, at least two non-

executive board members should be independent directors. 

However, despite the role BOD is playing banks recently are facing default and 

distress in Nigeria and poor financial performance as a result. In essence, eight banks 

have been rescued through capital and liquidity injection by the CBN, in 2011, while 

three banks lost their licenses in connection with liquidity problem in 2012; four banks 

were also taken over in 2013 by other banks due to their inability to meet the market 

demand. Moreover, a joint examination of Nigerian banks by NDIC and the CBN in 

2011 revealed that, there is an extreme weakness in corporate Governance of banks 

and weak credit administration. Thus, these prompted the research problem which this 

study set to investigate. That is, the BOD characteristics (independence and 

composition) are whether or not ineffective in financial performance of DMBs in 

Nigeria. This study is motivated by the recent crises and default in the Nigerian 

banking industry which threatened the public confidence in banking system and which 

most likely affect the decision of customers to deposit their money in the banks despite 

the governance mechanisms and strict regulations of the industry. Hence, this has 

serious negative consequences on the financial performance because the substantial 

revenue of banks is interest income which is mostly from the deposits of customers. 

Although several researches have investigated the role of board of directors in relation 

to corporate goals and objectives in Nigeria most of the studies did not use specific 

board attribute in specific context like this study. Therefore, this study is unique in 

testing the relationships between DMBs financial performance and those board 

features that are directly linked with the effective monitoring and control of banking 

operations. It is therefore against this background that this research set to investigate 

the effect of board independence, and board composition on the financial performance 

of Deposit Money Banks (DMBs) in Nigeria. 

However, the following the specific objectives were raised for the study to: 

• assess the effect of board independence on the ROA of DMBs in Nigeria.  

• determine the impact of board composition on the ROA of DMBs in Nigeria.  

 

In line with the specific objectives of this study, the following null hypotheses are 

formulated:  

Ho1: BODs’ independence has no significant impact on the ROA of DMBs in Nigeria.  
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Ho2: Composition of outside/independent directors in the board has no significant 

impact on the ROA of DMBs in Nigeria. 

 

Literature Review 

This subsection looks at the concept of corporate governance, concept of board 

composition, concept of board committee independence and corporate governance and 

corporate performance. The theoretical framework and the empirical review. 

 

Corporate Governance 

As indicated by (Fernando, 2009) corporate governance idea has gone further as a 

subject of issue, a goal, or a system pursued to benefit investors, employees, clients, 

brokers and in fact for the notoriety and standing of a country and its economy. OECD 

(1999) describe the concept of corporate governance as the framework by which 

business organizations coordinated and controlled for the better of stakeholders and 

investors. As of now, scientists worldwide have confronted a few difficulties on 

attempt to examine the impact of corporate governance on corporate performance. 

There is no ideal measure of corporate governance as there is no all-around 

acknowledged proportion of corporate governance (Calabrese, Costa, Menichini, 

Rosati, and Sanfelice, 2013). Yakasai (2001) contended that board structure could be 

a perfect proportion of corporate governance. In any case, (Chiorazzo et al., 2008) has 

utilized corporate ownership and control as the proportion of corporate governance for 

enormous and non-money related companies. As per Ramano et al. (2012), corporate 

administration should utilize any factor, which directly affects organization 

performance. In the wake of estimating this idea utilizing board structure Boone, 

Casares Field Karpoffa and Raheja (2007) stand up to that great corporate governance 

practices appear to improve bank performane since it impacts the notoriety on the bank 

in the overall market. 

 

Importance and Key Characteristics of Corporate Governance 

Corporate governance has taken a more grounded a dependable balance in nations 

when contrasted with emerging economies. Kolk and Pinkse (2010) opines that great 

corporate governance has numerous advantages to the organization. The significance 

of corporate governance will in general be distinctive with the degree of organizational 

administration (IFC, 2004). Calabrese et al.,(2013) contended that organization level, 

well-represented organizations will in general have better and less expensive access to 

capital, and will in general beat their inadequately govern companions over the long 

haul. Organizations that demand the best expectations of governance diminish a 

significant number of the dangers inalienable to an interest in an organization (IFC, 
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2004). In a comparable view, Barth, Caprio and Levine (2006) brought up that good 

corporate governance can decrease the risk of financial crisis, which can have 

obliterating social and financial cost. Finally, good corporate governance can prompt 

better association with all partners and in this manner improve work relations just as 

the atmosphere for improving social angles, for example, natural security 

(Enobakhane, 2010). In any case, James and Arthur (2003) see this as irrational.  

The directors are the key variable for good corporate governance system (Blair, 1995) 

and are viewed as the officials of the organization by the organization law (Coleman, 

2008). In light of the writing board structure (board size, board composition, board 

committees, and board diversity) could be utilized as an intermediary for estimating 

corporate governance practices in firms (Enobakhane, 2010) since directors are the 

once who control the organization. Board structure alludes to how the association is 

organized as far as the board of directors (Vaithilingam, 2006). Ogbechie and 

Koufopoulos (2009) contended that a board structure is a fundamental piece of the 

organization as it assumes a key job in the prosperity of the firm. 

 

Concept of Board Composition 

As indicated by Enobakhare (2010) board composition is the total number of directors 

brought from outside the organization to sit on the board isolated by the board size in 

a given period. It was picked as the intermediary for corporate governance since 

literature has discovered that it has a connection with good governance. Board 

composition is a discussed corporate governance issue since it could impact board 

deliberation and the capacity to control top management choices and results. Despite 

the fact that there isn't an ideal equation (Vance, 1978), board independence has turned 

into a significant issue in the corporate governance motivation. As a matter of fact, 

non-executive and independent directors considered one of the most significant 

components for guaranteeing corporate accountability and growth of the firm 

(Ramano, 2012). Then again, De Andres and Vallelado (2008) opines that an excessive 

proportion of non-executive directors could harm the advisory role of boards since 

executive directors encourage the exchange of information among directors and the 

management and give information and learning that outside directors would discover 

hard to assemble.  

Empirical studies confirmed that organizations submitting financial report 

misrepresentation are bound to have a poor board of directors overwhelmed by insiders 

(Farber, 2005; Romano 2012). Numerous nations have fortified suggestions on board 

structure and independence in the organizations (Huse, 2005). With the end goal of 

this examination, the proportion of executive to non-executive members of the board 

is embraced. 
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Concept of Board Committees Independence 

Board committees are internal regulatory and supervision board led by an external 

director which over observes the compelling activity and effective operations of the 

Board of Directors (RBZ, 2004). They are determined as the complete least number of 

internal committees, which the central bank and international corporate corporate 

codes needs (in any event three committees-audit and risk committees, renumeration 

and fundamental  management board committee) for a bank over the absolute number 

of committees, the commercial bank has toward the finish of the trading time frame. 

It picked as the intermediary for corporate governance since it is in accordance with 

the literature. Romano (2012) contended that board committees are a significant 

corporate governance tools which screen corporate exercises and security of investor 

value. Numerous nations require every listed organization just as all banks to have an 

internal control and risk (review) committee, renumeration committee and designation 

committee; among different committees (Bank of Italy, 2008). Bussoli (2013) refered 

to that the board committees is the measuring sticks for better working of banks, as 

the quantity of committees is statistically significant to banks performance.  

Audit and Risk management committee - survey the financial states of the banking 

institution, internal controls, bank performance and the discoveries of the internal 

auditors will be accounted for to the board with some suggested (King II, 2006). It 

additionally helps the board to releasing its obligation of review the nature of the credit 

portfolio (Najjar, 2011). The committee ought to infer a solid freedom and 

transparency from the board and obviously impart to all workers the risk strategy and 

risk craving or resistance of the organization (Enobakhare, 2010). Earlier studies have 

mainly explored audit and review committee as far as type, sexual orientation, non-

executive and control of directors (Lin, 2008).  

Asset and liability management committee (ALCO) - this is the most suitable strategy 

for the present banking institution as far as the blend of assets and liabilities given its 

desires for the future and the potential results of loan interest movements, liquidity 

imperatives and foreign exchange exposure and capital adequacy (Romano and 

Guerrini 2012). ALCO committee is required to all the more likely play out its role, as 

it requires more exchanges and guarantees more aptitudes, background and skills 

(Alkdai & Hanefak, 2012). This cohesiveness can build ALCO committee 

watchfulness over the board choices and diminish potential managerial advantage.  

Nomination and Remuneration committee is an applicable and powerful tool to adjust 

directors and investors' inclinations, alleviating organization costs and giving a 

connection between managerial activities and performance (Romano et al, 2012). This 

committee ought to constitute just non-executive directors, of whom the greater part 
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ought to be independent, and led by the board chairman (Grove, 2011). As indicated 

by Sierra (2006) with reference to US, bank holding organizations revealed that 

nomination committee is one of the most significant committee, which select in new 

dedicated directors and fire the uncommitted. 

 

Corporate Governance and Corporate Performance 

A few studies thought of inconclusive outcomes with regards to the connections 

between corporate governance and corporate performance. Adams and Ferreira (2009) 

found no connection between having independent directors and company’s 

performance; in any case, Kaplan and Minton (1995) found that poor corporate 

performance is related with the arrangement of an outside director. There is no 

connection among performance and governance if investors given couple of offers by 

the organization as saw by (Kang and Shivdasani 1995) who contended that equity 

ownership by the board if little is equivalent to the agency costs. At the point when the 

board are given shares of the organization, they will in general direct the activity in 

light of a legitimate concern for investors of wealth maximization equivalent to before 

given those small shares (Denis and McConnell, 2003). Subsequent to utilizing 

ordinary least squares regression, Murali and Welch (1989) analyzed the forces that 

may influence ownership structure of 511 huge U.S. organizations, which were "value 

maximizing size," "control potential" and "systematic regulation". They found no 

significant connection between corporate governance factors and corporate 

performance.  

In light of the performance indicators; return on asset and non-performing looans 

indicated that institutional investors in Kenya have no significant effect on money 

financial performance of banks (Barako & Tower, 2007). This was in a state of 

harmony with empirical studies in the most recent decades which indicated no 

significant connection between board composition and banks performance (Adams 

and Mehran, 2008). As opposed to this, different investigations additionally 

discovered positive connections between corporate governance and bank performance, 

director structures and corporate performance just as corporate performance and 

financial disclosure.  

In view of literature, Grove (2011) called attention to that the degree of competence 

of the board structure is emphatically connected with financial performance. A 

comparable report directed in the Middle East and North Africa shows that there is a 

positive connection between corporate governance and bank Performance 

(Enobakhare, 2010). Consequently, most of current existing investigations 

demonstrated a positive connection between corporate governance factors and banks' 

profitability or proficiency. This featured how board size, board composition, board 
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committees and board diversity effect performance (De Andres & Vallelado, 2008). 

In view of the discussion over its commendable while to explore the effect of corporate 

governance on banks performance with the focal point of the Zimbabwean setting. 

 

Theoretical Framework 

Different theories have been advanced to assist us with understanding the concept of 

Corporate Governance. Neuman (2006) characterizes a theory as an arrangement of 

interconnected thoughts that organize and sort out information about the world. The 

agency theory and the stakeholder theory are the main theories underlying the concept 

of Corporate Governance (Mulili and Wong, 2010).  

 

Agency Theory 

Agency theory is characterized as the connection between the principals, for example, 

investors and agents, for example, the organization executives and directors. In this 

theory, investors who are the owners or principals of the organization, hires the agents 

to perform work. Principals delegate the running of business to the directors or 

managers, who are the investor's agents (Clarke, 2004). Agency theory recommends 

that workers or managers in organization can act naturally intrigued. The agency 

theory expects investors to anticipate that the agents should act and settle on decisions 

to the principals’ advantage. Actually, the agent may not really settle on choices to the 

greatest advantage of the principals (Padilla, 2000). The agent might be surrendered 

to personal circumstance, crafty conduct and falling short of congruence between the 

aspirations of the principal and the agent’s pursuits. Indeed, even the comprehension 

of risk concedes in its approach. Despite the fact that with such setback, agency theory 

was presented fundamentally as a division of ownership and control (Bhimani, 2008). 

The agents are constrained by principal-made principles, with the aim of maximizing 

shareholders value. Subsequently, an increasingly individualistic view is applied in 

this theory (Clarke, 2004).  

Indeed, Agency theory can be utilized to investigate the connection between the 

ownership and the management structure. In any case, where there is a detachment, 

the agency model can be applied to adjust the objectives of the management to that of 

the owners. The model of n employee depicted in the agency theory is to a greater 

extent a self-intrigued, individualistic and are limited objectivity where rewards and 

punishment appear to take priority (Jensen and Meckling, 1976).  

 

Stakeholder Theory 

Wheeler, (2002) contended that stakeholder theory was gotten from a blend of the 

sociological and organizational disciplines. stakeholder theory can be characterized as 
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any group or person who can influence or is influenced by the accomplishment of the 

organization’s goals.  Stakeholder theory scholars recommend that managers in 

organizations have a system of connections to serve – this incorporate the suppliers, 

workers and business partners. Also, it was contended that this group of system is 

significant other than owner-manager-employee relationship as in agency theory. On 

the opposite end, Sundaram and Inkpen (2004) argued that stakeholder theory 

endeavors to address the group of stakeholder meriting and requiring the board's 

consideration.  

For the purpose of this study, the agency theory is adopted. This is on the grounds that 

it can clarify in practical terms the connection between the Board members which fills 

in as agents in maintaining the business of the owners which are the shareholders of 

the business. The theory can further decide how the board members or agents sway on 

the performance of the firm or bank for this situation. 

 

Empirical Review 

Board Composition and Firm Performance 

Boards for the most part make out of executive and non-executive directors. Executive 

directors refer to dependent executives and non-Executive directors to autonomous 

executives (Shah, 2011). In any event 33% of independent executives are preferred in 

board, for compelling effective working of board and for unprejudiced monitoring. 

Dependent directors are additionally significant in light of the fact that they have 

insider information of the organization which isn't accessible to outside directors, yet 

they can abuse this learning by moving wealth of different stakeholders to themselves 

(Beasly, 1996). A board made out of members who are not executives of an 

organization, nor stakeholders, nor blood relatives or in law of the family (Gallo, 

2005). An independent board is commonly made out of members who have no 

connections to the firm in any capacity, along these lines there is no or least possibility 

of having an irreconcilable situation since independent directors have no material 

interests in an organization. Dalton, Daily, Ellstrand and Johnson (1998) saw Jacobs 

(1985) expressing that independent directors are significant on the grounds that inside 

or dependent directors may have no access to external information and resources that 

are appreciated by the company's outside or independent directors (e.g., CEOs of 

different firms, previous government officials, venture brokers, Social workers or 

public figures, major suppliers).  

In addition, for guidance/counsel inside or dependent directors are accessible to the 

CEO as a component of their work with the firm; their appointment to the board isn't 

essential for fulfillment of this capacity. Staikouras (2007) found that board 

composition doesn't influence firm performance despite the fact that its relationship 
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with performance was seen as positive. These discoveries were like those of Adusei 

(2010) who found no connection between board composition and bank performance 

in Ghana despite the fact that board composition was found to have positive outcome 

on bank proficiency. Simultaneously, Alonso and Gonzalez (2006) researched 66 

banks in OECD nations from 1996 to 2003. They set up an altered U-shaped relation 

between the indicators of bank performance (Tobin's Q, ROA, the yearly market return 

of a bank investor) and board size which they set legitimizes an enormous board yet 

forcing an effective limit on size.  

Jensen and Meckling (1976), opined that boards dominated by outsiders or NEDs may 

relieve the agency problem by checking and controlling the crafty conduct of the 

management. The results of past studies that explored the connection between board 

composition and firm performance are conflicting. Dehaena et al. (2001), Omar (2003) 

and Rhoades et al. (2000) found that NED has a positive relationship with financial 

performance. For instance, Krivogorsky (2006) likewise found a positive connection 

between board composition and firm performance. Hasnah (2009) indicated that Non-

Executive Directors is significantly related with firm performance that is estimated by 

ROA.  

Coles (2001) on the other hand exhibited that there is a negative effect of outside 

directors on firm performance. Erickson, (2005) additionally found a negative 

relationship between greater board independence and firm value. Bhagat and Black 

(2002) and De Andres, (2005) found no significant relationship between the 

composition of the board and the value of the firm. In view of above discourse and in 

the light of the agency theory, the following hypothesis can be empirically tested. 

 

Board Independence and Firm Performance 

The Chief Executive Officer (CEO) of an organization can assume a significant job in 

creating value for investors. The CEO can pursue and in Corporate Governance 

arrangements in a firm to improve its worth (Defond and Hung 2004). What's more, 

the investors put vigorously in the organizations having higher Corporate Governance 

arrangements as these organizations create value for them (Morin and Jarrell, 2001). 

The decisions of the board about employing and terminating a CEO and their 

appropriate compensation have a significant bearing on the value of a firm. The board 

as a rule ends the administrations of a failing to meet expectations CEO who neglects 

to create value for shareholders. The turnover of CEO is negatively related with firm 

performance particularly in developed markets in light of the fact that the shareholders 

lost trust in these organizations and quit making more investments. It is the obligation 

of the board to decide the salary of the CEO and give him legitimate compensation for 

his efforts (Monks and Minow, 2001). The board can likewise align the interests of the 
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CEO and the firm by connecting the salary of a CEO with the performance of a firm. 

This activity was to persuade the CEO to perform well since his very own financial 

interest is connected to the performance of the firm.  

The tenure of a CEO is additionally a significant determinant of the firm’s 

Performance. CEOs are employed on short-term contracts and are progressively 

concerned about the performance of the firm during their own tenure making them lay 

accentuation on short and medium-term goals. This tendency of the CEO limits the 

usefulness of stock price as a proxy for corporate performance (Bhagat and Jefferis, 

2002). The management of a firm can beat this issue by connecting a few impetuses 

for the CEO with the long-term performance of the firm (Heinrich, 2002). CEO duality 

assumes a significant role in influencing the value of a firm. A solitary individual 

holding both the Chairman and CEO job improves the value of a firm as the agency 

cost between the two is wiped out (Alexander, Fennell and Halpern, 1993). On the 

negative side, CEO duality lead to worse performance as the board can't remove a 

failing to meet expectations CEO and can make an agency cost if the CEO seeks after 

his very own interest at the expense of the investors (White and Ingrassia, 1992).  

Jensen and Meckling (1976) contended that when an individual is holding two top 

positions there is a propensity on the path of such individual to embrace personal 

interests' strategies that could be impeding to the firm overall. Having a similar idea, 

Mallette (1992) contended that in the consolidated jobs, the chairman of the board has 

to settle on decisions possibly prompting conflict of interest. Moreover, in the joined 

jobs, the CEO can set the board's agenda and can influence (if not control) the choice 

of directors of the board. They concluded in their paper that CEO duality can move a 

board's capacity to monitor executives. 

Nonetheless, empirical investigations of the effect of duality on different corporate 

performance measures have yielded conflicting outcomes. Ahmadu, Aminu and Taker 

(2005), Bhagat and Bolton (2008) and Mustafa (2006) discovered negative significant 

connection between CEO duality and firm performance. Conversely, Carapeto, Lasfer 

and Machera (2005), Schmid and Zimmermann (2007) and Wan and Ong (2005) 

found no significant difference in the performance of organizations with or without 

job duality. 

 

Methodology 

This study is an explanatory study and has adopted Quantitative research design. The 

population of the study are the 21 deposit money banks that are registered with 

Nigerian Stock Exchange as at 2016 (CBN Statistical Bulletin, 2016 & NSE, 2019). 

The bane of the study is to empirically examine the quantitative effect of credit risk on 

the performance of banks in Nigeria over the period of 10 years (2008-2018). 10 banks 
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were chosen purposively from the twenty-four existing commercial banks. This is 

because the 10 banks can adequately represent the performance of deposit money 

banks in Nigeria. The banks under review also, have been largely homogenous to the 

extent that their ownership structures are significantly unaffected by the spate of 

mergers and acquisitions that characterized the revolution in commercial banking in 

Nigeria since 2004 and 2011. And the banks also have a large customer base and are 

active players on the Nigerian Stock Exchange (NSE, 2015). The banks are United 

Bank for Africa Plc (UBA), Eco Bank Plc, Guarantee Trust Bank (GTB) Plc, Diamond 

Bank Plc, Access Bank Plc, First Bank Nigeria Plc, First City Monumental Bank, 

Unity Bank Plc, Fidelity Bank Plc and Zenith Bank Plc. Data was collected from the 

Annual Reports of the banks in the sample. The data include time-series and cross-

sectional data pooled into a panel data set and estimated using Panel Data Regression.  

 

Model Specification  

The model that would be adopted for this study is underpinned to the model of Kargi 

(2011) in his study “Credit Risk and the Performance of Nigerian Banks” which 

measured profitability with Return on Asset (ROA) as a function of the ratio of Non-

performing loan to loan & Advances (NPL/LA) and ratio of Total loan & Advances to 

Total deposit (LA/TD) used as indicators of credit risk. However, the study would 

improve on the model by incorporating and modifying it to fit for this research by 

using board of directors (independence and board composition) to replace the credit 

risk. 

The model for this study functionally becomes;  

ROA= f(BI, BC)    …………………………………....... (1)  

Where;  ROA:  Return on Assets  

BI: Board Independence  

BC: Board Composition 

The econometric equation for the model is specified as: 

ROAit = β0+ β1(BI)it + β2(BC)it + µit ……………………………  (2) 

Where; β0 = Constant parameter/Intercept 

 β1– β2 = Coefficients of independent variables 

µ = Error term 

i= 10 sample banks 

t = time dimension of the variables 

The expected signs of the coefficients (apriori expectations) are such that β1 and β2> 

0. 
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Table 3.1 Variables Measurement 

S/N VARIABLES 

ACRONYM 

VARIABLE NAME VARIABLE MEASUREMENT APRIORI 

EXPECTATION 

1. ROA Dependent 

variable 

(Return on 

Assets) 

Total Profit (after tax)/Total Asset  

2. BI Independent 

variable 

(Board 

Independence) 

If there board independence “1” is 

allocated if otherwise “0” is allocated. 

Β1>0 

3. BC Independent 

variable 

(Board 

Composition) 

Ratio of outside directors to total 

number of directors 

Β2>0 

Source: Researcher’s compilation, 2019 

 

Data Presentation and Analysis 

This subsection contains the descriptive statistics such as the mean, standard deviation, 

mean and standard deviation and other robust tests 

 

Descriptive Statistics 

The data obtained were analysed using descriptive statistics such as minimum and 

maximum value, mean and standard deviation as shown in table 1 below. 

Table 1: Descriptive Statistics of the Data 

VARIABLES N MINIMUM MAXIMUM MEAN STD. DEVIATION 

RETURN ON ASSET 100 -0.032030 0.283423 0.02284909 0.037480166 

BOARD COMPOSITION 100 0.050000 0.642857 0.17349814 0.088732795 

BOARD INDEPENDENCE 100 0 1 .78 0.416 

VALID N (LISTWISE) 100     

Source: Researcher’s survey (2019) 

 

The descriptive statistics of the data in table 1 shows the measure of central tendency 

and dispersion of the data used for the analysis. The average data for the ROA is 

0.02284909 with low dispersion as shown by the standard deviation of 0.037480166. 

However, the data for board independence has the highest level of dispersion from the 

mean of 078 as shown by the standard deviation of 0.416 while board composition 
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have mean of 0.17349814 with standard deviation of 0.088732795 respectively. This 

is an indication that there is highest level consistency in the data of ROA while the 

board independence has the least among the variables. The instrument of data 

collection and analysis is very valid as it has been used of ROA by various researchers 

and there are fifteen (100) valid data used for the study which is strongly balanced. 

 

Test of Hypothesis 

The regression model is the tool for the testing of the hypotheses of the study. The 

model of the hypothesis is represented in the table 2 below. 

Table 2: Model for Hypotheses 

Variable Coefficient p-value 

Constant 0.130 0.431 

R 0.184  

R-squared 0.034  

Std Error 0.0374  

Sig F. 0.231  

p-value   

Board composition -1.176 0.242 

Board independence 0.992 0.324 

F stat 1.126  

Df 99  

Number of Obs 100  

Sum of squares   

Model  0.005  

Residual 0.134  

Source: SPSS outputs (Research Survey, 2019) 

 

From table 2, the value of R = 0.184 indicates a weak relationship between financial 

performance of the bank and board director characteristics while R square = 0.034 

indicates that only 3.4% of the variability of return on assets of the money deposit 

banks in Nigeria can be explained by the independent variables (board composition 

and board independence). 

 

 

Hypothesis One 

Ho1: Board of directors’ independence has no significant impact on the return of 

assets of Deposit Money Banks in Nigeria.  
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From table 2 which indicates the regression analysis shows a p-value of 0.324 (i.e p >  

0.05) and t stat of 0.992 which indicates that the regression is positive and statistically 

insignificant. Therefore, the null hypothesis which states that ‘Board of directors’ 

independence has no significant impact on the return of assets of Deposit Money 

Banks in Nigeria’ is accepted. 

 

Hypothesis Two 

Ho2: Board of directors’ composition has no significant impact on the return of 

assets of Deposit Money Banks in Nigeria. 

From table 2 which indicates the regression analysis shows a p-value of 0.242 (i.e p >  

0.05) and t stat of -1.176 which indicates that the regression is negative and statistically 

insignificant. Therefore the null hypothesis which states that ‘Board of directors’ 

independence has no significant impact on the return of assets of Deposit Money 

Banks in Nigeria’ is accepted. 

 

Discussion of Findings 

The analysis of the study using the regression (Panel Data Regression) analysis reveal 

certain findings. These major findings are as follows: 

i. That there is a positive but not statistically significant relationship between the 

independence and financial performance in deposit money banks in Nigeria. 

Which indicates that an increase in the board independence will not 

significantly increase the financial performance of the deposit money banks in 

Nigeria. 

ii. That there is a negative and not statistically significant relationship between 

the board composition and financial performance of the deposit money banks 

in Nigeria. Which indicates that an increase in the board composition will 

insignificantly decrease the financial performance of the deposit money banks 

in Nigeria. 

 

Several studies have validated the impact of corporate governance on the financial 

performance as measured by ROA. However, the results have been inconsistent with 

some studies indicating a positive impact, a few others indicating towards a negative 

impact while others suggested no impact. This Study shows that board independence 

has no significant impact on financial performance of deposit money banks. This 

assertion is not supported by Denis and McConnell (2003) who in analysing the data 

using both regression and correlation analysis find that poor corporate governance is 

associated with the board independence. They therefore concluded that board 

independence has a relationship with corporate financial performance. In contrast to 
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this study that posit that board composition has no significant impact on financial 

performance of the deposit money banks in Nigeria, Adam and Mehran (2008) results 

suggest that boards compositions works well for certain type of firms depending on 

their organizational structures. And therefore concludes that board composition has 

significant impact on financial performance of the banks. 

 

Conclusion 

The study concludes that deposit money banks used different corporate governance 

variables, techniques and assessment models to reach out to their internal and external 

environment apart from their services, and that they all have one main objective, i.e. 

to increase their financial performance and profitability. The study also reveals that 

deposit money banks with good or sound corporate governance policies have lower 

challenges in getting patronage from their customers, increasing employers’ 

participation and involvement among others. The study also reveals deposit money 

banks with higher financial performance potentials can better provide corporate 

governance to the customers, citizens and employees and therefore record better 

performances. Furthermore, the study shows that there is a direct but inverse 

relationship between corporate governance and the financial performance of deposit 

money banks in the short-run but a direct and proportionate relationship in the long-

run in Nigeria. These results are in line with our expectations and actually tallies with 

conventional wisdom. This has led to the submission that deposit money banks with 

higher corporate governance policies have higher acceptance and popularity among 

her customers, citizens and employees. 

 

Recommendations 

Based on the result from the research hypotheses, the following recommendations 

should be given consideration by deposit money banks in Nigeria for improved 

financial performance: 

i. That since there is a positive and not statistically significant relationship 

between the board independence and financial performance in deposit money 

banks in Nigeria, the deposit money banks should give additional attention to 

board independence as this will improve their financial performance 

ii. That since there is a negative and statistically insignificant relationship 

between the board composition and financial performance in deposit money 

banks in Nigeria, the deposit money banks should restructure their board 

composition in order to improve on their financial performance. 
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