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ABSTRACT 

The Nigerian banking industry has experienced several fraudulent and unethical 
practices over the years. These problems persist despite the consolidation exercise 
initiated in 2004. It is in the light of the above that this research examined the 
relationships that exist between governance mechanisms and performance of the 
Nigerian banking sector. This study used secondary data derived from the audited 
financial statements of the sampled banks from 2006 to 2013.The Pearson 
Correlation was used to assess the relationships between the corporate governance 
variables and banks’ performance.  Statistical Package for Social Sciences (SPSS) 
was used for the analysis. In examining the corporate governance disclosures of the 
sampled banks, a disclosure index was developed guided by the CBN code of 
governance. The study shows that a negative but significant relationship exists 
between board size, board composition and the financial performance of banks, 
while a positive and significant relationship was seen between directors’ equity 
holding, level of governance disclosure and banks’ performance. The study 
concludes that, despite the requirements of the Nigeria Stock Exchange, the Central 
Bank of Nigeria and other government regulators, some bank managers still disclose 
selectively. Thus, this study recommends that steps should be taken for mandatory 
compliance with the code of corporate governance. Also, efforts to improve 
corporate governance should be directed at the value of stock ownership of board 
members since it is positively related to performance. 
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CHAPTER 1: INTRODUCTION 

1.1 Background to the Study 

The recent corporate scandals that led to the collapse of corporate giants across the 

globe and the ongoing financial crisis that started in late 2007 have brought out the 

importance of effective corporate governance the world over. Issues like fraudulent 

practices in senior management team, careless attitude of board of directors of 

Nigerian banks calls for sound corporate governance. Also, inadequate system to 

review and approve changes in accounting principles makes corporate governance 

the solution to the problems facing the banking system. This is necessitated by the 

fact that the banking sector is the engine-room for growth in any economy as it plays 

its intermediary role of channeling funds from the surplus sector to the deficit sector 

of the economy. It also facilitates the payment system in the economy. This justifies 

why the Central Bank of Nigeria (CBN) took steps to save the banking sector from 

total collapse, strengthens it and makes it more resilient and competitive in the face 

of globalization by consolidating banks through recapitalization, mergers and 

acquisitions in 2004. 

According to Soludo (2004a), given the trend of activities that have affected the 

efforts of banks to comply with the various consolidation policies and the 

antecedents of some operators in the system, there are concerns on the need to 

strengthen corporate governance in banks. This will boost confidence and ensure 

efficient and effective functioning of the banking system. Heidi and Marleen (2003:4) 

pointed out that banking supervision cannot function well if sound corporate 

governance is not in place. Consequently, banking supervisors should have strong 



 
 

interest in ensuring that there is effective corporate governance in every banking 

organization. 

The concept of corporate governance in banks and large firms has been a priority on 

the policy agenda of developed market economies for over a decade (Uwuigbe 

2011). The concept is gradually becoming a priority in the African continent. Indeed, 

it is believed that the Asian crisis and the relative poor performance of the corporate 

sector in Africa have made the issue of corporate governance a point in the 

development debate (Berglof and Von-Thadden, 1999). 

Several events therefore are responsible for the heightened interest in corporate 

governance in both developed and developing countries. The subject of corporate 

governance came out to global limelight from relative obscurity after a string of 

collapse of high profile companies; Enron, the energy giant, WorldCom, the telecom 

giant and Xerox, the world producer of office equipment, shocked the business world 

with both the scale and age of their fraudulent practices. These organizations seem 

to indicate only a tip of a dangerous iceberg (Uwuigbe, 2011). While corporate 

practices in the U.S. companies came under attack, it appeared that the problem 

was far wide spread. Large and trusted companies from Parmalat in Italy to 

multinational newspaper group Hollinger Inc., Adephia Communications Company, 

Global Crossing Limited and Tyco International Limited, revealed significant and 

deep-rooted problems in their corporate governance. Even the prestigious New York 

Stock Exchange had to remove its director (Dick Grasso) amidst public outcry over 

excessive compensation (La Porta, Lopez and Shleifer, 1999). 

In developing economies, the banking sector among other sectors has also 

witnessed several cases of collapse, some of which include the Alpha Merchant 



 
 

Bank Ltd., Savannah Bank Plc., Societe Generale Bank Ltd. (all in Nigeria), the 

Continental Bank of Kenya Ltd., Capital Finance Ltd., Consolidated Bank of Kenya 

Ltd., and Trust Bank of Kenya among others (Apkan, 2007). 

In Nigeria the issue of corporate governance has been given the front burner status 

by all sectors of the economy. For instance, the Securities and Exchange 

Commission (SEC) set up the Peterside Committee on corporate governance in 

public companies. The Bankers’ Committee also set up a sub-committee on 

corporate governance for banks and other financial institutions in Nigeria. This is in 

recognition of the critical role of corporate governance in the success or failure of 

companies (Ogbechie, 2006:6). 

Corporate governance therefore refers to the processes and structures by which the 

business and affairs of institutions are directed and managed, in order to improve 

long term shareholders’ value by enhancing corporate performance and 

accountability, while taking into account the interest of other stakeholders (Jenkinson 

and Mayer, 1992). Therefore, corporate governance is concerned with sincerity, 

accountability, credibility and transparency in the affairs of corporate enterprises. 

According to Jensen and Meckling (1976), the principal – agent theory which was 

adopted in this study is generally considered as the starting point for any debate on 

the issue of corporate governance. A number of corporate governance mechanisms 

have been proposed to solve the principal – agent problem between managers and 

their shareholders. These governance mechanisms as identified by in agency theory 

include board size, board composition, CEO pay performance sensitivity, directors’ 

ownership and shareholders’ right (Gomper, Ishii and Metrick, 2003. They further 

suggest that changing these governance mechanisms would cause managers to 



 
 

better align their interest with that of shareholders thereby resulting in higher firm 

value. 

Corporate governance in developing economies has recently received a lot of 

attention in the literature (Lin, 2000; oman 2001; Carter, Colin and Lorsch, 2004; 

Staikouras, Maria-Eleni, Agoraki, Manthos and Panagiotis, 2007; McConnell e tal, 

2008; Bebchuk e tal, 2009. According to Caprio and Levine (2002); Ntim (2009), 

corporate governance of banks as it relates to their financial performance has almost 

been ignored by researchers. Even in developed economies, corporate governance 

of banks and their financial performance has only been discussed recently in the 

literature (Macey and O”Hara, 2001). 

In Nigeria, among the few empirical studies on corporate governance are the studies 

by Anyanwu etal (2007); Ben etal (2009); Uwuigbe (2011); Mohammed (2012) and 

Okpanachi etal (2013) that studied the corporate governance mechanisms and 

banks’ performance. In an effort to address these deficiencies and bridge the gap in 

knowledge, this study examined the relationship between corporate governance and 

banking sector performance in Nigeria. This study analyzed the level of compliance 

of code of corporate governance in Nigerian banks using the Central Bank of 

Nigeria’s post-consolidation code of corporate governance. 

 

1.2 Statement of the Problem 

Banks and other financial intermediaries are at the heart of the world’s recent 

financial crisis. The deterioration of the asset portfolios, largely due to distorted credit 

management, was one of the main structural sources of the crisis (Fries, Neven and 



 
 

Seabright, 2002; Kashif, 2008; and Sanusi, 2010). To a large extent, this problem 

was the result of poor corporate governance in countries’ banking institutions and 

industrial groups. Schjoedt, (2000) observed that poor corporate governance, in turn, 

was very attributable to the relationship among the government, banks and big 

businesses as well as the organizational structure of businesses. 

In some countries (for example, Iran and Kuwait), banks were part of larger family-

controlled business groups and are abused as a tool of maximizing the family 

interests rather than the interests of all shareholders and other stakeholders. In other 

cases where private ownership concentration was not allowed, the banks were 

heavily interfered with and controlled by the government even without any ownership 

share (Williamson, 1970; Zahra, 1996 and Yeung, 2000). Understandably, in either 

case, corporate governance was very poor. The symbiotic relationship between the 

government or political circle, banks and big businesses also contributed to the 

maintenance of lax prudential regulation, weak bankruptcy codes and poor corporate 

governance rules and regulations (Das and Ghosh, 2004; Bai, Liu, Lu, Song and 

Zhang, 2003). 

The banking sector in Nigeria had about 89 active players before the consolidation 

exercise whose overall performance led to the sagging of customers’ confidence. 

There was lingering distress in the industry, the supervisory structures were 

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

directors, while the industry was notorious for ethical abuses (Akpan, 2007). Poor 

corporate governance was identified as one of the major factors in virtually all known 

instances of bank distress in the country. Weak corporate governance was seen 

manifesting inform of weak internal control systems, excessive risk taking, over-ride 

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



 
 

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

and fraudulent practices remain a worrisome feature of the banking system (soludo, 

2004b). This view is supported by the Nigeria Security and Exchange Commission 

(SEC) survey in April, 2004, which shows that corporate governance was at a 

rudimentary stage, as only about 40% of quoted companies including banks had 

recognized codes of corporate governance in place. This, as suggested by the study 

may hinder the public confidence in the Nigerian banks if proper measures are not 

put in place by regulatory bodies. The Central Bank of Nigeria in July, 2004 unveiled 

new banking guidelines designed to consolidate and restructure the banking industry 

through mergers and acquisition. This was to make Nigerian banks more competitive 

and resilient to be effective in the global market. However, the successful operation 

in the global market requires accountability, transparency and respect for the rule of 

law. In section one of the code of corporate governance for Nigerian banks post 

consolidation (2006), it was stated that the industry’s consolidation poses additional 

corporate governance challenges arising from integration processes, information 

technology and culture. The code further indicates that two-thirds of mergers world-

wide failed due to inability to integrate personnel and systems and also as a result of 

irreconcilable differences in corporate culture and management, resulting in Board 

and Management squabbles. Despite all these measures, the problem of corporate 

governance still remains unresolved among consolidated Nigerian banks, thereby 

increasing the level of fraud (Akpan, 2007). Data from the National Insurance 

Commission report (2006) shows 741 cases of attempted fraud and forgery involving 

N5.4 billion (Akpan, 2007).Soludo (2004b) also opined that a good corporate 

governance practice in the banking industry is imperative, if the industry is to 

effectively play a key role in the overall development of Nigeria. 



 
 

The causes of recent global financial crisis have been traced to global imbalances in 

trade and financial sector as well as wealth and income inequalities (Goddard, 

2008). More importantly, Caprio, Laeven and Levine (2008) opined that there should 

be a revision of bank supervision and corporate governance reforms to ensure that 

deliberate transparency reductions and risk mispricing are acted upon. According to 

Sanusi (2010), the current banking crisis in Nigeria, has been linked with governance 

malpractices within the consolidated banks which has therefore become a way of life 

in large parts of the sector. He further said that corporate governance in many banks 

failed because boards ignored these practices for reasons including being misled by 

executive management, participating themselves in obtaining unsecured loans at the 

expense of the depositors and not having the qualifications to enforce good 

governance on bank management. The boards of directors were further blamed for 

the decline in shareholders’ wealth and corporate failure. They were said to have 

been in the spotlight for the fraud cases that resulted in the failure of major 

corporations such as Enron, Worldcom, Global crossing and Xeron. 

The series of widely publicized cases of accounting improprieties recorded in the 

Nigerian banking industry in 2009 (for example Oceanic Bank, Intercontinental Bank, 

Union Bank, Afri Bank, Fin Bank and Spring Bank) were related to the lack of vigilant 

oversight functions by the board of directors, the board relinquishing control to 

corporate managers who pursue their own self-interests and the board being remiss 

in its accountability to stakeholders (Uadiale, 2010). Also, Inan (2009) confirmed that 

in some cases, these banks directors’ equity ownership is low in order to avoid 

signing blank share transfer forms to transfer share ownership to the bank for debts 

owed banks. He further opined that the relevance of non-executive directors may be 



 
 

watered down if they are bought over, since; in any case, they are being paid by the 

banks they are expected to oversee. 

As a result, various corporate governance reforms have been specifically 

emphasized on appropriate changes to be made to the board of directors in terms of 

its composition, size and structure (Abidin, Kamal and Jusoff, 2009). 

It is in the light of the above problems, that this research work studied the 

relationship between corporate governance mechanisms and the financial 

performance of banks in Nigeria. 

 

1.3 Objectives of the Study 

Generally, this study seeks to explore the relationship between internal corporate 

governance structures and banks’ performance in Nigeria. However, it is set to 

achieve the following specific objectives: 

1. To examine the relationship (if any) between board size and financial 

performance of banks in Nigeria. 

2. To find out if there is any significant relationship between directors’ equity 

interest and the financial performance of banks in Nigeria. 

3. To determine if there is any significant relationship between the level of 

corporate governance disclosure and the financial performance of banks in 

Nigeria. 

4. To examine the relationship between the proportion of non-executive directors 

and the financial performance of banks in Nigeria. 

 



 
 

1.4 Research Questions 

The following research questions emerging from the research problem will be 

addressed in the course of the study: 

1. To what extent (if any) does board size affect the financial performance of 

banks in Nigeria? 

2. What relationship exists between directors’ equity interest and the financial 

performance of banks in Nigeria? 

3. To what extent does the level of corporate governance disclosure affect the 

performance of banks in Nigeria? 

4. To what extent does the proportion of non-executive directors affect the 

financial performance of banks in Nigeria? 

 

1.5 Hypotheses 

The following hypotheses stated in null forms will be tested: 

Hypothesis 1: 

H0: There is no significant positive relationship between board size and financial 

performance of banks in Nigeria. 

Hypothesis 2: 

H0: There is no significant positive relationship between directors’ equity holding and 

the financial performance of banks in Nigeria. 

 



 
 

Hypothesis 3: 

H0: There is no significant positive relationship between the governance disclosures 

of banks in Nigeria and their performance. 

Hypothesis 4: 

H0: There is no significant positive relationship between the proportion of non-

executive directors and the financial performance of Nigerian banks. 

 

1.6 Scope of the Study 

Considering the year 2006 as the beginning of post-consolidation era of commercial 

banks in Nigeria, this study examines the relationship between corporate 

governance and performance of banks. The choice of this sector is based on the fact 

that the banking sector’s stability has a great positive effect on the growth of the 

economy. More so, banks are the key institutions facilitating the payment system of 

an economy and the stability of the financial sector. Financial sector stability, in turn 

has profound effect on the economy as a whole. To this end, the study basically 

covers 13 banks out of the 21 commercial banks operating in Nigeria. The study 

covers these banks’ activities during the post-consolidation periods i.e. 2006 – 2013. 

This period is long enough for banks to have reviewed and implemented the 

recommendations by the CBN post-consolidation code. However, it was not possible 

to obtain the annual reports of 2014 as they were yet to be published by the banks 

as at the time of this research. 

Furthermore, we focused only on banking industry because corporate governance 

and transparency issues are extremely important in the banking sector due to the 



 
 

crucial role it plays in the economy: providing loans to other sectors of the economy, 

transmitting the effect of monetary policy and maintaining stability in the economy. 

Thus, this study covers four key governance variables: board size, board 

composition, directors’ equity interest and governance disclosure level. 

 

1.7 Limitations of the Study 

In the course of carrying out this research work, the researcher met some 

constraints which include: 

a. Finance: The harsh economic condition in the country is a significant 

limiting factor in the conduct of this research. Cash management 

strategies were adopted to reduce the effect of this factor on the result of 

the study. 

b. Family: Like any other person, the researcher has a family which he has 

to perform some obligations. Consequently, time is the major factor in this 

case. Thus, the researcher employed time management strategy to cope 

with this. 

 

1.8 Significance of the Study 

This research work is of great value to: 

a. Banks: This study will enable the banks to know their stance in relation to the 

codes and principles of corporate governance introduced by the Central Bank 

of Nigeria. The board of directors will find this information useful in 

benchmarking the performance of their banks. 



 
 

b. Bank regulators: This research will provide an insight into a better 

understanding of the degree to which the banks that are reporting on their 

corporate governance have been compliant with different sections of the 

codes of best practices and where they are experiencing difficulties. 

c. Investors: Investors are well-informed of the corporate governance 

mechanisms and banks’ compliance with the codes of best practices. This will 

help the investors in their investment decisions. 

d. Academia: This work is also beneficial to Lectures/students who will teach or 

learn about corporate governance. 

e. Researchers: The result of this study will serve as a reference material for 

further research in this field of study. 

 

 

 

 

 

 

 

 

 

 



 
 

CHAPTER 2: REVIEW OF RELATED LITERATURE 

 

2.1 Conceptual Issues in Corporate Governance 

2.1.1 Meaning of Corporate Governance 

Corporate governance as defined by Mayer (1999) is the sum of the processes, 

structures and information used for directing and overseeing the management of an 

organization. According to Coleman and Nicholas-Biekpe (2006), corporate 

governance is the relationship of enterprise to shareholders or in the wider sense, 

the relationship of the enterprise to society as a whole. The Organization for 

Economic Corporation and Development (1999) defined corporate governance as a 

system on the basis of which companies are directed and managed. It is upon this 

system that specifications are given for the division of responsibilities between the 

parties (board of directors, supervisory board, the management and shareholders) 

and formulate rules and procedures for adopting decisions on corporate matters. 

Morck, Shleifer and Vishny (1989), provided a more comprehensive idea that among 

the main factors that support the stability of any country’s financial system include: 

good corporate governance; effective marketing discipline; strong prudential 

regulation and supervision; accurate and reliable financial reporting systems; sound 

disclosure regimes and an appropriate savings deposit protection system. 

Arun and Tuner (2002b) observed that there exists a narrow approach to corporate 

governance, which views the subject as the mechanism through which shareholders 

are assured that managers will act in their interests. Shleifer and Vishny (1997) and 

Oman (2001) agreed that there is a broader approach which views the subject as the 



 
 

methods by which suppliers of finance control managers in other to ensure their 

capital cannot be expropriated and that they can earn a return on their investment. 

According to Macey and O”Hara (2001), there is a consensus that the broader view 

of corporate governance should be adopted in the case of banking institutions 

because of the peculiar contractual form of banking which demands that corporate 

governance mechanisms for banks should encapsulate depositors as well as 

shareholders. Arun and Tuner (2002b) supported the consensus by postulating that 

the special nature of banking requires not only a broader view of corporate 

governance, but also government intervention in order to restrain behaviour of bank 

management. They further affirmed that the unique nature of the banking firm, 

whether in developed or developing world requires that a broad view of corporate 

governance, which encapsulates both shareholders and depositors, be adopted for 

banks. They postulated that the nature of the banking firm is such that regulation is 

necessary to protect depositors as well as the overall financial system. Thus, this 

study adopts the broader view and defines corporate governance in the context of 

the banking industry as the process of incorporating transparency, accountability and 

sincerity into the management of banks to ensure that assets and resources are 

prudently managed in order to maximize shareholders’ wealth, protect depositors 

and satisfy other stakeholders. 

 

2.1.2 Historical Overview of Corporate Governance 

The word “governance” has its Latin root “gubernare” meaning to steer. The word 

“governance” could be traced back to Geoffrey Chaucer. In his time, he attached 

with it the connotation “wise and responsible”. However, Berle and Means (1932),did 



 
 

a pioneer work on corporate governance observed that the modern corporations 

having acquired a very large size could create the possibility of separation of control 

over a firm from its direct ownership. Berle and Means’ observation of the separation 

of the ownership from the actual control, led to renewed emphasis on the 

behavioural dimension of the theory of the firm. Though corporate governance is 

viewed as a recent issue but nothing is new about the concept because, it has been 

in existence as long as the corporation itself (Imam, 2006:32). 

Corporate governance systems have evolved over the centuries in response to 

systematic crises and corporate failure. Flannery (1996) posited that the first well-

documented failure of governance was the South Sea Bubble in the 1970s, which 

revolutionized business laws and practices in England. Similarly, much of the 

security laws in United States were put in place following the stock market crash of 

1929. There has been no shortage of other crisis, such as secondary banking crisis 

of the 1790s in the United Kingdom, the U.S. savings and loan debacle. Moreover, 

the history of corporate governance has also been punctuated by series of well-

known company failures: the Maxwell Group raid on the pension fund of the Mirror 

Group of newspapers, the collapse of the Bank of Credit and Commerce 

International, Baring Bank and in recent times, global companies like Enron, 

WorldCom, Parmalat, Global Crossing and the international accountants, Andersen 

(La Porta, Lopez and Shleifer, 1999). These fraudulent practices were blamed on 

lack of business ethics, shady accounting practices and weak regulation. As 

Iskander and Chamlou (2000) put it, most of these crisis or major corporate failures 

which were the result of incompetence, fraud, and abuse were met by new elements 

of an improved system of corporate governance. There was a wake-up call for 

developing countries on corporate governance.  



 
 

2.1.3 Corporate Governance and Banks 

According to Jensen and Meckling (1976), corporate governance as a very important 

factor in the management of banks can be seen from two dimensions. The first one 

is transparency in corporate function, thus protecting the interest of investors 

(reference to agency problem) while the other one is concerned with having a sound 

risk management system in place (reference to banks). 

The Basel Committee on Banking Supervision (1999) states that from banking 

industry perspective, corporate governance involves the manner in which the 

business and affairs of individual institutions are governed by their boards of 

directors and senior management. This affects how banks: 

i. Set corporate objectives (including generating economic returns to owners); 

ii. Run the day-to-day operations of the business; 

iii. Consider the interest of recognized stakeholders; 

iv. Align corporate activities and behaviours with the expectation that banks will 

operate in safe and sound manner, and in compliance with applicable laws 

and regulations, and protect the interest of depositors. 

The committee further enumerates basic components of good corporate governance 

to include: 

i. The corporate values, codes of conduct and other standards of appropriate 

behaviour and the system used to ensure compliance with them; 

ii. A well-articulated corporate strategy against which the success of the overall 

enterprise and the contribution of individuals can be measured; 



 
 

iii. The clear assignment of responsibilities and decision-making authorities, 

incorporating hierarchy of required approvals from individuals to the board of 

directors; 

iv. Establishment of mechanisms for the interaction and cooperation among the 

board of directors, senior management and auditors; 

v. Strong internal control systems, including internal and external audit functions, 

risk management functions independent of business lines and other checks 

and balances; 

vi. Special monitoring of risk exposures where conflict of interest are likely to be 

particularly great, including business relationships with borrowers affiliated 

with the bank, large shareholders, senior management or key decision 

makers within the firm (e.g. traders); 

vii. The financial and managerial incentives to act in appropriate manner, offered 

to senior management, business line management and employees in the form 

of compensation, promotion and other recognition; 

viii. Appropriate information flows internally and to the public. 

It is an established fact that banks are crucial element to any economy; this therefore 

demands that they have strong and good corporate governance if their positive 

effects were to be achieved (Basel Committee on Banking Supervision, 2003).  

King and Levine (1993) and Levine (1997) emphasized the importance of corporate 

governance of banks in developing economies and observed that: first, banks have 

an overwhelmingly dominant position in the financial system of a developing 

economy and are extremely important engines of economic growth. Second, as 

financial markets are usually underdeveloped, banks in developing economies are 

typically the most important source of finance for majority of firms. Third, as well as 



 
 

providing a generally accepted means of payment, banks in developing countries are 

usually the main depository for the economy’s savings. 

Hettes (2002) opined that banking supervision cannot function if there does not exist 

“correct corporate governance” since experience emphasizes the need for an 

appropriate level of responsibility, control and balance of competences in each bank. 

He explained further on this by observing that correct corporate governance 

simplifies the work of banking supervision and contributes toward cooperation 

between the management of a bank and supervisory authority. 

As explained by Crepsi, Cestona and Salas (2002), corporate governance of banks 

refers to the various methods by which bank owners attempt to induce managers to 

implement value-maximizing policies. They observed that this methods may be 

external to the firm, as the market for corporate control or the level of competition in 

the product and labour markets and that there are also internal mechanisms such as 

a disciplinary intervention by shareholders or board of directors. Donald Brash, the 

governor of the Reserve bank of New Zealand when addressing the conference for 

Commonwealth Central Banks on Corporate Governance for Banking Sector in 

London, June 2001, observed that: 

Improving corporate governance is an important way to promote 

financial stability. The effectiveness of a bank’s internal governance 

arrangements has a very substantial effect on the ability of a bank to 

identify, monitor and control its risks. Although banking crisis are 

caused by many factors, some of which are beyond the control of bank 

management, almost every bank failure is at least partially the result of 

mismanagement within the bank itself. And mismanagement is 



 
 

ultimately a failure of internal governance. Although banking 

supervision and the regulation of banks’ risk position can go some way 

towards countering the effects of poor governance, supervision by 

some external official agency is not a substitute for sound corporate 

governance practices. Ultimately, banking risks are most likely to be 

reduced to acceptable levels by fostering sound risk management 

practices within individual banks. An instilling sound corporate 

governance practice within banks is a crucial element for achieving 

this. 

Carse, Deputy Chief Executive of the Hong Kong Monetary Authority, also observed 

in 2000 that: 

Corporate governance is of course not just important for banks. It is 

something that needs to be addressed in relation to all companies. 

Sound corporate governance is particularly important for banks. The 

rapid changes brought about by globalization, deregulation and 

technological advancement are increasing the risks in banking 

systems. Moreover, unlike other companies, most of the funds used by 

banks to conduct their business belongs to their creditors, in particular 

to their depositors. Linked to this is the fact that the failure of the banks 

affects not only its own stakeholders, but may have a systemic impact 

on the stability of other banks. All the more reason therefore is to try to 

ensure that banks are properly managed. 

 

 



 
 

2.1.4 Elements of Corporate Governance in Banks 

Altunbas, Evans and Molyneux (2001) pointed out that many authors and 

management specialists have argued that corporate governance requires laid 

down procedures, processes, systems and codes of regulation and ethics that 

ensures its implementation in organization. Some suggestions that have been 

underscored in this respect include the need for banks to set strategies which 

have been commonly referred to as corporate strategies for their operations 

and establish accountability for executing these strategies (Iwuigbe, 2011). 

Kharouf (2000), while examining strategy, corporate governance and the 

future of the Arab banking industry, pointed out that corporate strategy is 

deliberate search for a plan of action that will develop the corporate 

competitive advantage and compounds it. Also, the Basel Committee for 

Banking Supervision (1999) has it that transparency of information relating to 

existing conditions, decisions and actions is integrally related to accountability 

in the sense that it gives market participants sufficient information with which 

to judge the management of a bank. The committee went further that various 

corporate governance structures exist in different countries, hence, there is no 

universally correct answer to structural issues and that laws do not need to be 

consistent from one country to another. Sound governance therefore, can be 

practiced irrespective of the form used by banking organization. The 

committee therefore suggests four important forms of oversight that should be 

included in the organizational structure of any bank in order to ensure the 

appropriate checks and balances. They include: 

a. Oversight by the board of directors or supervisory board; 



 
 

b. Risk management oversight by individuals not involved in the day-to-

day running of the various business areas.; 

c. Direct line supervision of different business areas; 

d. Independent and audit functions. 

In summary, they demonstrate the importance of key personnel being fit and proper 

for their jobs and the potentiality of government ownership of a bank to alter the 

strategies and objectives of the bank as well as the internal structure of governance, 

hence, the general principles of sound corporate governance are also beneficial to 

government-owned banks. The concept of governance in banking industry 

empirically implies total quality management, which includes six performance areas 

(Klapper and Love, 2002). These performance areas include capital adequacy, 

assets quality, management, earnings, liquidity and sensitivity to risk. They argued 

that the degree of adherence to these parameters determines the quality rating of an 

organization. 

 

2.1.4.1Regulation and Supervision as Elements of Corporate Governance in Banks 

It has been argued that given the special nature of banks and financial institutions, 

some form of economic regulations are necessary. However, there is a notable shift 

from such regulations which have always been offered by governments over time all 

over the world. As postulated by Arun and Turner (2000), over the last two decades, 

many governments around the world have moved away from using economic 

regulations towards using prudential regulation as part of their reform process in the 

financial sector. They noted that prudential regulation involve banks having to hold 

capital proportionate to their risk-taking, early warning systems, bank regulation 



 
 

schemes and bank being examined on an on-site and off-site basis by banking 

supervisors. They asserted that the main objective of prudential regulation is to 

safeguard the stability of the financial system and to protect depositors. 

However, Brown (2004) observed that the prudential reforms already implemented in 

developing countries have not been effective in preventing banking crisis, and a 

question remains as to how prudential system can be strengthened to make them 

more effective. According to Caprio and Levin (2001), there have been gray areas in 

the ability of developing economies to strengthen their prudential supervision and 

questions have been raised to this issue for several reasons: 

 It is expected that banks in developing economies should have substantial 

higher capital requirements than banks in developed economies. However, 

many banks in developing economies find it very costly to raise even small 

amount of capital due to the fear of fund mismanagement by shareholders. 

 There are not enough well-trained supervisors in developing economies to 

examine banks. 

 Supervisory bodies in developing economies typically lack political 

independence which may undermine their ability to coerce banks to comply 

with prudential requirements and impose suitable penalties. 

 Prudential supervision completely relies on accurate and timely accounting 

information. However, in many developing economies, accounting rules, if 

they exist at all, are flexible, and typically, there is a paucity of information 

disclosure requirements. 

Barth et al (2001) further argued that if a developing economy liberalizes without 

sufficiently strengthening its prudential supervisory system, bank managers would 



 
 

find it easier to expropriate depositors and deposit insurance providers. Prudential 

approach to regulation will typically results in banks in developing countries having to 

raise equity in order to comply with capital adequacy requirements. They maintained 

that prior to developing economies regulating their banking system, much attention 

will need to be paid to the speedy implementation or robust corporate governance 

mechanisms in other to protect shareholders. 

Arun and Turner (2002a) also argued that in developing economies, the introduction 

of sound corporate governance principles into banking has been partially hampered 

by poor legal protection, weak information disclosure requirements and dominant 

owners. They observed further that in many developing economies, the private 

banking sector is not enthusiastic to introduce corporate governance principles due 

to the ownership control. 

Apart from control mechanisms in banks, supervision of banks is another concept 

that can have both positive and negative impact on performance of banks. The Basel 

committee on Banking Supervision (1999) upheld that banking supervision cannot 

function as well if sound corporate governance is not in place and , consequently, 

banking supervisors have strong interest in ensuring that there is effective corporate 

governance at every banking organization. They added that supervisory experience 

underscores the necessity having the appropriate levels of accountability and checks 

and balances within each bank and that, sound corporate governance makes the 

work of supervisors easier. Therefore, sound corporate governance can result in 

collaborative relationship between the management and bank supervisors. 

According to Coleman and Nockolas-Biekpe (2006), the development of corporate 

governance in banking requires that one understand how regulation affects the 



 
 

principal’s delegation of decision making authority and what effect this has on the 

behavior of their delegated agents. They further posited that regulation has at least 

four effects on the principle regulation of decision making: 

A. The existence of regulation implies the existence of an external force, 

independent of the market, which affects both the owner and the manager. 

B. If the market in which banking firms act is regulated, one can argue that the 

regulations aims at the market implicitly create an external governance force 

on the firm. 

C. The existence of both the regulator and regulations implies that the market 

forces will discipline both managers and owners in a different way than that of 

the unregulated firms. 

D. In order to prevent systemic risk, such as lender of last resort, the current 

banking regulation means that a second and external party is sharing the 

banks’ risk. 

Thus, the external forces affecting corporate governance in banks include not only 

distinctive market forces but also regulation. The truth about banking regulation is 

that governance in banks must be concerned with not only the interest of the owners 

and shareholders but with the public interest as well. Furthermore, regulators have a 

different relationship to the firm than the market, bank management or bank owners. 

However as observed in the banking firm, there exists another interest, that of the 

regulator acting as an agent for the public interest. This interest exists outside the 

organization and is not necessarily associated (in an immediate and direct way) with 

banks’ profit maximization. The mere existence of this outside interest will have a 

profound effect on the construction of interest internal to the firm (Freixas and 



 
 

Rochet, 2003). Due to the fact that the public interest plays an important role in 

banking, pursuits of interests internal to the firm requires individual banks to attend to 

interests external to the firm. This implies a wider range of potential conflict of 

interests that is found in a non-bank corporation. In banks, the agent respond not 

only to the owners’ interests but also to the public interests expressed by regulation 

through administrative rules, codes, ordinances, and even financial prescriptions. 

Summarily, the theory of corporate governance requires consideration of the 

following issues: 

 Regulation as an external governance force, separate and distinct from the 

market. 

 Regulation of the market itself as a distinct and separate dimension of 

decision making within banks. 

 Regulation as constituting the presence of an additional interest external to 

and separate from the firm’s interest. 

 Regulation as constituting an external party that is in risk-sharing relationship 

with the individual banks. 

As such, theories of corporate governance in banking, which ignores regulation and 

supervision, will not understand the agency problems specific to banks. This may 

lead to prescriptions that amplify rather than reduce the risk. In Nigeria, the 

regulatory functions which is directed at the objective of promoting and maintaining 

the monetary and price stability in the economy is controlled by the Central Bank of 

Nigeria while the supervisory bodies include the Nigeria Deposit Insurance 

Corporation and the Central Bank of Nigeria (CBN, 2006). 

 



 
 

2.1.5 Corporate Governance Mechanisms 

One issue associated with the separation of ownership from the management is that 

the day-to-day decision making power rests with the management other than the 

shareholders themselves. The separation of ownership and control has given rise to 

an agency problem whereby there is the tendency for the management to operate 

the firm in their own interests, rather than those of the shareholders (Jensen and 

Meckling, 1976); Fama and Jensen, 1983). This creates opportunities for managers 

to build illegitimate empires, and, in extreme case, outright expropriation. Various 

suggestions have been made in the literature as to how the problem can be reduced 

(Jensen and Mecckling, 1976: Shleifer and Vishny, 1997 and Hermalin and 

Wweisbach, 1998). According to Shleifer and Vishny (1997), some of the 

mechanisms and their impediments to monitor and shape banks’ behaviour are 

discussed below: 

 

2.1.5.1 Shareholders  

Shareholders (small or large) play a crucial role in the provision of corporate 

governance. They exert corporate governance by directly voting on critical issues, 

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

directly by electing the boards of directors to represent their interests and oversee 

the trend of managerial decisions. One of the common mechanisms for aligning the 

interests of managers with those of shareholders is “incentive contracts”. The board 

of directors may negotiate managerial compensation with a view to achieving 

particular results. Thus, small shareholders may exert corporate governance directly 



 
 

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

them. 

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

exerting corporate control. There are large information asymmetries between 

managers and small shareholders and managers have enormous discretion over the 

flow of information. Also, small shareholders often lack the expertise to monitor 

managers, accompanied by each investor’s small stake, which could induce a free-

rider problem. 

Large ownership is another corporate governance mechanism for preventing 

managers from deviating from the interests of the owners. Large investors have the 

incentives to acquire information and monitor managers. They can also select their 

representatives to the board of directors and thwart managerial control of the board. 

Large and well-informed shareholders could be more effective at exercising their 

voting rights than an ownership structure dominated by small, comparatively, 

uninformed investors (Uwuigbe, 2011). Also they could negotiate managerial 

incentive contracts that align owners’ and managers’ interests than poorly informed 

small shareholders whose representatives (board of director) can be manipulated by 

the management. However, concentrated ownership raises some corporate 

governance problems. Large investors could exploit business relationships with other 

firms they own which could profit them at the expense of the bank. 

 

 

 



 
 

2.1.5.2 Debt Holders 

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

agreements about corporate behavior, such as the value and risk of corporate 

assets. If the corporation defaults on the payments or violates the agreements, debt 

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

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

remove managers. 

However, there could be barriers to small debt holders to effectively exert corporate 

governance as envisaged. Small debt holders may be unable to monitor complex 

organization and could face free-rider incentives, as small equity holders. Also the 

effective exertion of corporate governance with small debts depends largely on the 

efficiency of the legal and bankruptcy systems. Large debt holders, like large equity 

holders, could reduce some of the information and contract problems associated with 

small debt. Due to their large investment, there are more likely to have the ability and 

the incentives to exert control over the firm by monitoring managers. Large creditors 

obtain various control rights in the case of default or violation of agreements. In 

terms of cash flow, they can negotiate the terms of the loans, which may avoid 

inefficient bankruptcies. The effectiveness of large creditors however, relies strongly 

on effective and efficient legal and bankruptcy systems. If the legal system does not 

efficiently identify the violation of contracts and provide the means to bankrupt and 

reorganize firms, then creditors could lose a crucial mechanism for exerting 

corporate governance. Also, large creditors, like large shareholders, may attempt to 

shift the activities of the bank to reflect their own preferences. Myers (1997) said that 

large creditors may induce the company to forgo good investments and take on too 

little risk because the creditors bear some of the costs but will not share the benefits. 



 
 

Oman (2001) observed that corporate governance mechanisms including accounting 

and auditing standards are designed to monitor managers and improve corporate 

transparency. Furthermore, a number of corporate governance mechanisms have 

been identified analytically and empirically. These, as put forward by Agrawal and 

Knoeber (1996) as quoted by Iwuigbe (2011), may be broadly classified as internal 

and external as summarized in Figure 1 below: 

 

Figure 2.1: Corporate Governance Mechanisms by Outsiders 

Determined by
Outsiders

Institutional
Shareholding

Outside Block
Holding

Takeover
Activity

 

Adapted from Uwuigbe (2011) as adapted from Agrawal and Knoeber (1996). 

 

 

 

 

 

 

 



 
 

Figure 2.2: Corporate Governance Mechanisms by Insiders 

Determined by Insiders

Insider
Holding

Board
Size etc

Debt 
Financing

Outside Mkt
for Managerial
Talents

Non-executive
Directors 

Audit
Committee

COE 
Tenure and
Horizon

Audit
Quality

Adapted from Uwuigbe (2011) as adapted from Agrawal and Knoeber (1996). 

 

Governance mechanisms protect shareholders’ interest, minimize agency costs and 

ensure agent-principal interest alignment (Davis et al, 1997:23). They further said 

that agency theory assumptions are based on delegation and control, where controls 

“minimize the potential abuse of the delegation”. This control functions is primary 

exercised by the board of directors. 

However, in other to address the specific objectives of this research, this study will 

focus on the internal/insider mechanisms of corporate governance as they relate to 

banking operations. 

 



 
 

2.1.6 The Role of Internal Corporate Governance Mechanisms in 

Organizational Performance 

Various instruments are used in the financial markets to improve corporate 

governance and the value of a firm (Asian Development Bank, 1997; Dollas, 2004; 

Nam and Nam, 2004, as cited in Kashif, 2008. Economic and financial theory 

suggests that the instruments mentioned below affect the value of a firm in 

developing and developed financial markets. They are as follows: 

 

2.1.6.1 Role of Auditor 

According to Bhagat and Jefferis (2002), the role of auditor is important in 

implementing corporate governance principles and improving the value of a firm. The 

principles of corporate governance suggest that auditors should work independently 

and perform their duties with professional care. In case of any financial manipulation, 

the auditors are held accountable for their actions as the availability of transparent 

financial information reduces the information asymmetry and improves the value of a 

firm. 

However, in developing markets, auditors do not improve the value of a firm. They 

manipulate the financial records of the firm and serve the interests of the majority 

shareholders at the detriment of the minority shareholders. The weak corporate law 

and different accounting standards also deteriorate the performance of the auditors 

and create financial instability in the developing market. 

 

 



 
 

2.1.6.2 Role of the board of directors’ composition  

According to Hanrahan, Ramsay and Stapledon (2001), the board of directors can 

play an important role in improving corporate governance and the value of a firm. 

The value of a firm is also improved when the board performs its duties such as 

monitoring the activities of management and selecting the staff for a firm. The board 

can also appoint and monitor the performance of an independent auditor to improve 

the value of a firm. The board of directors can resolve internal conflicts and decrease 

the agency cost in a firm. The members of the board should be accountable to the 

shareholders for their decisions (Vance, 1983; Anderson and Anthony, 1986; 

Nikomborirak, 2001; Tomasic, Pentony and Bottomley, 2003). 

The board consists of two types of directors; outside or independent directors and 

insider directors. The majority of directors in a board should be independent to make 

rational decisions and create value for the shareholders. The role of independent 

directors is important to improve the value of a firm as they can monitor the firm and 

can force the managers to take unbiased decisions. The independent directors can 

also play a role of referee and implement the principles of corporate governance that 

protect the right of shareholders (Bhagat and Jefferis, 2002; Tomasic, Pentony and 

Bottomley, 2003; Iwuigbe, 2011). 

Similarly, internal directors are also important in safeguarding the interests of 

shareholders. They provide shareholders with important financial information, which 

decreases the information asymmetry between managers and shareholders (Bhagat 

and Black, 1999; Bhagat and Jefferis, 2002). The board size should be chosen with 

optimal combination of inside and outside directors for the value creation of the 

investors. The board of directors in developing market are unlikely to improve the 



 
 

value of a firm, as weak judiciary and regulatory authority in this market enables the 

directors to be involved in biased decision-making that serves the interests of the 

majority shareholders and the politicians, providing a disadvantage to the firm (Asiian 

Development Bank, 1997). 

 

2.1.6.3 Role of Chief Executive Officer 

The Chief Executive Officer (CEO) of an organization can play an important role in 

creating the value for the shareholders. The CEO can follow and incorporate 

governance provisions in a firm to improve its value (Brian, 1997; Defond and Hung, 

2004). In addition, the shareholders invest heavily in firms having higher corporate 

governance provisions as these firms create value for them (Morin and Jarrel, 2001). 

The decisions of the board about hiring and firing a CEO and their proper 

remuneration have an important bearing on the value of a firm as argued by 

Holmstrom and Milgrom (1994). The board usually terminates the services of an 

underperforming CEO who fails to create value for shareholders. The turnover of 

CEO is negatively associated with firm’s performance especially in developed 

markets because the shareholders lose confidence in these firms and stop making 

more investments. It is the responsibility of the board to determine the salary of the 

CEO and give him proper remuneration for his efforts (Monks and Minow, 2001). The 

board can also align the interests of the CEO and the firm by linking the salary of the 

CEO with the performance of the firm. This action will motivate the CEO to perform 

well because his own financial interest is attached to the performance of the firm 

(Yermack, 1996). 



 
 

The tenure of the CEO is also an important determinant of the firm’s performance. 

CEOs are hired on short-term contracts and are more concerned about the 

performance of the firm during their own tenure causing them to lay emphasis on 

short and medium-term goals. The tendency of the CEO limits the usefulness of the 

stock price as a proxy for corporate performance (Bhagat and Jefferis, 2002). The 

management of a firm can overcome this problem by linking some incentives for the 

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

 

2.1.6.4 The Role of Board Size 

Board size plays an important role in affecting the value of a firm. The role of a board 

of directors is to discipline the CEO and the management of a firm so that the value 

of a firm can improve. A large board has a range of expertise to make better 

decisions for a firm as the CEO cannot dominate them because the collective 

strength of its members is higher and can resist the irrational decision of a CEO 

(Pfeffer, 1972; Zahra and Pearce (1989). 

On the contrary, large boards affect the value of a firm in a negative way as there is 

an agency cost among the members of a bigger board. Similarly, small boards are 

more efficient in decision-making because there is less agency cost among the 

board members (Yermack, 1996). 

 

2.1.6.5 Role of CEO Duality 

Similar to other corporate governance instruments, CEO duality plays an important 

role in affecting the value of a firm. A single person holding both the Chairman and 



 
 

CEO roles improve the value of the firm as the agency cost between the two is 

eliminated (Alexander, Fennell and Halpern, 1993). On the other hand, CEO duality 

lead to worse performance as the board cannot remove an underperforming CEO 

and can create an agency cost if the CEO pursues his own interests at the cost of 

the shareholders (White and Ingrassia, 1992) 

 

2.1.6.6 Role of Managers 

Managers can play an important role in improving the value of a firm. They can 

reduce agency cost in a firm by decreasing the information asymmetry, which results 

in improving the value of a firm (Monks and Minow, 2001). Mangers in developed 

market create agency cost by under and over-investments of the free cash flow. 

Shareholders are disadvantaged in this case, as they pay more residual, bonding 

and monitoring costs in these firms. 

Managers in developing financial markets generally play a negative role in the value 

creation of investors. The rights of the minority shareholders are suppressed and the 

firms in these markets cannot produce real value for shareholders as actions of the 

managers mostly favour the majority shareholders. The management and the 

shareholders in a developing market do not use the tools of hostile takeover and 

incentives to control the actions of managers. In the case of hostile takeover, the 

managers are forced to perform well to be able to hold their jobs. Similarly, 

appreciation and bonuses can motivate managers to produce value for the 

shareholders (Bhagat and Jefferis, 2002). 



 
 

The ownership and management of a firm has an important bearing on its value 

(Morck, Shleifer and Vishny, 1988). Also, Mehran (1995) posited that firms can 

improve their value in developing markets by streamlining the interests of managers 

with those of the shareholders. This results in a convergence of the goals of 

shareholders and managers ultimately improving the value of the shareholders. 

 

2.1.7 Regulatory Environment for Banks in Nigeria 

The special tasks of providing the general public with a payment system and funding 

their operations with deposits are main reasons banks are regulated, i.e. there is a 

need for safety net to protect depositors from the risk of bank runs and failures 

(Frexas and Rochet, 2003). Before the introduction of a code of corporate 

governance, there were three main legislations that influence the operations of 

enterprises: the Company and Allied Matters Act (CAMA) 1990 prescribes the duties 

and responsibilities of managers of all limited liability companies; the Investment and 

Securities Act (ISA) 1999 requires Securities and Exchange Commission to regulate 

and develop the capital market, maintain orderly conduct, transparency and sanity in 

the market in other to protect investors; the Bank and other Financial Institutions Act 

(BOFIA) 1991 empowers the Central Bank of Nigeria to register and regulate banks 

and other financial institutions. 

These legislations had evident gaps and they were by no means comprehensive 

regarding corporate governance provisions. Taking note of the deficiencies of the 

existing legislations, the Securities and Exchange Commission in partnership with 

the Corporate Affairs Commission, set up a committee in June 2002 to develop a 

draft code of corporate governance. The code launched in November 2003 makes a 



 
 

number of recommendations for improving corporate governance in general but 

gives more detailed account of ways to promote board independence. Amongst 

other recommendations of the code is that the Audit Committee should comprise at 

most one executive and at least three non-executive directors. Members of that 

committee must be able to read and understand financial reports. There is 

recommendation that the post of the CEO should be separated from that of the 

Chairman, unless it is absolutely necessary for the two to be combined, in which 

case the Code recommends that a strong non-executive director should serve as 

Vice-chairman of the board. 

Other provisions of the Code related to strengthening board independence include 

the recommendation that non-executive director should chair the Audit committee, in 

addition to the requirement that a non-executive director should have no business 

relationship with the firm. They also include a recommendation that provides that the 

non-executive directors should be in the majority, and that a non-executive director 

should chair the remuneration committee, the membership of which should comprise 

wholly or mainly of outside directors. However, it is observed that the code is silent 

about other equally important committees like the appointment committee which is 

for regulating board independence. Moreover, the code lacks legal authority, as 

there is no enforcement mechanism and its observance is entirely voluntary 

(Nmehielle and Nwauche, 2004). Recognizing the potential problem of effective 

governance that family affiliation of board members could cause, the committee 

recommended that in order for the board to be truly independent, (outside) directors 

should not connect with the immediate family of the members of the management. 

As pointed out earlier, by excluding certain vital means of strengthening board 

independence, it would appear that Nigeria’s code of corporate governance does not 



 
 

take full account of such provisions in codes of corporate governance developed 

much earlier in other countries such as the United Kingdom and USA. In the United 

States, the Sarbanes-Oxley Act 2002 has come into being, heralding the start of new 

far-reaching measures aimed at strengthening corporate governance and restoring 

investors’ confidence (Jensen and Fuller, 2002). Building on progress made in the 

reports by Cardbury (1992); Greenbury (1995); and Hempel (1998), the United 

Kingdom in 2003 started to implement the New Combined Code, an outcome of the 

company law review and reports by the Higgs Committee. In both countries, the new 

set of regulations have recognized the importance of non-executive directors and 

made special provisions aimed at promoting their independence and corporate 

governance. 

 

2.1.8 Governance Standards and Principles around the World 

A number of organizations have been evolved in preparing various guidelines and 

principles of corporate governance over the years. As a result of the financial 

scandals and corporate collapses, there is generally the desire for transparency and 

accountability which will increase investors’ confidence (Mallin, 2004:19). The 

Nigerian situation has been influenced by developments in the United Kingdom, the 

United States and by the OECD research on corporate governance. Various codes 

emanating from these countries through various committees are therefore discussed 

below: 

 

 



 
 

2.1.8.1 United Kingdom 

A large body of research work has emerged from the UK, which has been in the 

forefront of setting up various working parties and committees to address a number 

of governance issues. Some of the major reports from the UK include: 

 The Cadbury Report (1992) 

 The Greenbury Report (1995) 

 The Hempel Report (1998) 

 The Higgs Report (2003) 

 The Combined Code of Corporate Governance (2003) 

 

2.1.8.1.1 The Cadbury Report (1992) 

The Committee to report on “the financial aspects of corporate governance” was set 

up in May 1991 by the Financial Reporting Council, the London Stock Exchange and 

the accountancy profession. The committee’s report became known as “the Cadbury 

Report” named after the chairman Sir Adrian Cadbury. The terms of reference were 

to consider a number of issues in relation to financial reporting and accountability. 

These include: the responsibilities of executive and non-executive directors, audit 

committees; responsibilities of auditors and the links between shareholders, boards 

and auditors. 

Cadbury recommended that listed companies should comply with the Code of Best 

Practice. Companies are required to include a statement of compliance/non-

compliance of the Code in their Annual Report. The Code of Best Practice set out 

guidelines for a governance structure monitoring the board and the governing 



 
 

process. The recommendations include increasing the number of powers on non-

executive directors; the separation of the posts of CEO and Chairman, and the 

setting up of sub-committees to independently monitor and judge management. 

 

2.1.8.1.2 The Greenbury Report (1995) 

The Study Group on Directors’ Remunerations was set up in 1995 in response to 

public and shareholders’ concerns about directors’ remuneration. The group focused 

on large public companies and was chaired by Sir Richard Greenbury. A Code of 

Best Practice was developed for listed companies to follow in determining directors’ 

remuneration. The Greenbury Report’s review included the recommendation of 

remuneration committee (to consist of non-executive directors to avoid potential 

conflicts of interests). This included preparing annual reports of shareholders with full 

disclosure of remuneration policies for executive directors and other senior 

executives; and the length of service contracts and compensation when these were 

terminated. 

 

2.1.8.1.3 The Hampel Report (1998) 

The committee on corporate governance was set up following the recommendations 

of the Cadbury and Greenbury Committees to review the implementations of their 

findings in 1995. The committee consulted with a broad range of organizations and 

individuals. These findings were presented in 1998 as “the Hampel Report” (Sir 

Ronald Hampel being the chairman). The terms of reference in addition to the review 

of the Cadbury and Greenbury Codes included reviewing the role of directors 



 
 

(executive and non-executive), shareholders, and auditors in corporate governance 

issues. 

The committee prepared a list of approximately twenty principles of corporate 

governance which it believes can contribute to good corporate governance. These 

principles related to the issues of: the role of directors; directors’ remuneration; the 

role of shareholders; accountability and audit. Included in the recommendations were 

further development of the role and responsibilities of non-executive directors, 

separating the roles of chief executive officer and chairman; and ensuring that 

nomination, remuneration and audit committees were composed largely of 

independent and non-executive directors. 

 

2.1.8.1.4 The Higgs Report (2003) 

The UK government in 2002 appointed Derek Higgs to review the role of non –

executive directors. The final report, “Review of the Role and Effectiveness of Non-

executive Directors” was published in 2003. The terms of reference included 

undertaking a review to assess: the population of non-executive directors; their 

appointments; their independence and effectiveness; accountability and 

remuneration. 

The review focused on the effectiveness of non-executive directors in promoting 

accountability and company performance. The major recommendations made 

include: 

 A clear description of the role of non-executive director; 



 
 

 A definition of “independence” that addresses relationships that affect a 

director’s objectivity and those that could appear to do so; 

 At least half of the board of directors should be independent 

 The appointment of senior independent director to take responsibility for 

shareholders’ concerns; 

 The roles of Chairman and CEO should be separate; 

 The appointment of nomination committee (consisting of a majority of 

independent non-executives) to conduct board appointments; 

 The performance evaluation of individual directors, the board and its 

committees should be reviewed annually; 

 The level of remuneration for non-executive directors should be sufficient to 

attract and fairly compensate quality individuals. 

In addition to making recommendations, the aim of the review was to encourage and 

lead a debate on these issues. The report attracted much discussion and adverse 

reaction (Solomon and Solomon, 2004; Mallin, 2005). 

 

2.1.8.1.5 The Combined Code of Corporate Governance (2003) 

The Combined Code originally issued in 1998 drew together the recommendations of 

Cadbury, Greenbury, and Hampel reports (Mallin, 2004:23). The new Combined 

Code (2003) incorporates a number of key issues as addressed by the Higgs Report 

(2003) relating to corporate governance principles: the role of board and chairman; 

the role of non-executive directors and audit and remuneration committees. 



 
 

The recommendations include a revised Code of Principles of Good Governance 

and Code of Best Practice; relating to the recruitment, appointment and professional 

development of non-executive directors. Also included is Related Guide and Good 

Practice Suggestions for non-executive directors, chairman, performance evaluation 

checklist, as well as summary of the principal duties of remuneration and nomination 

committees. Some of the main reforms included that at least half of the board of 

directors should comprise of non-executive directors, the CEO should not be the 

chairman of the board and should be independent, board and individual director’s 

performance evaluation should be regularly undertaken, and that formal and 

transparent procedures be adopted for directors’ recruitment. 

 

2.1.8.2 Organization for Economic Cooperation and Development (OECD) 

The OECD Principles of Corporate Governance were first published in 1999. These 

principles were intended to provide guidelines in assisting government in improving 

the legal, institutional and regulatory framework that underpins corporate governance 

(OECD, 1999; 11). In addition, they provided guidance for stock exchanges, 

investors, companies, and other parties. These principles were not binding, but 

rather provided guidelines for each country to use as required for its own particular 

situations. These principles were published as the first international code of 

corporate governance approved by governments. Since then, they have been widely 

adopted. 

In 2002, the OECD brought together representatives of 30 countries in reviewing the 

existing five principles. The principles cover the following areas: 



 
 

A. Ensuring the basis for an effective corporate governance framework, 

B. The rights of shareholders and key ownership functions, 

C. The equitable treatment of shareholders, 

D. The role of stakeholders in corporate governance, 

E. Disclosure and transparency, 

F. The responsibilities of the board. 

The new principles were issued in response to the numerous corporate failures that 

have occurred throughout the world. These corporate scandals have undermined the 

confidence of investors in financial markets and company boardrooms. The revised 

principles emphasized the importance of a regulatory framework in corporate 

governance that promotes efficient markets, facilitate effective enforcement and 

clearly defines the responsibilities between different supervisory, regulatory and 

enforcement authorities. 

 

2.1.8.3 Australia 

Australia adopted a similar format and referred to the original OECD principles 

(1999) in its introduction when it issued its Standards in June, 2003. The standards 

are non-prescriptive guidelines, aimed at providing companies, government entities 

and non-for-profit organizations with governance frameworks. The objective of the 

standards is to provide blueprint for the development and implementations of generic 

system of governance suitable for a wide-range of entities (Standards Australia, 

2003:6). The standard articulate emerging thinking in these areas and therefore drive 

industry towards necessary change. The effect of the corporate governance 

standards impacted the investment markets by bolstering consumer confidence and 



 
 

proving tools for all organizations to validate their governance practices (Bezzina, 

2004:60). 

The Australian corporate governance standards consist of five standards as listed 

below: 

 AS 8000-2003 Good Governance principles 

 AS 8001-2003 Fraud and Corruption control 

 AS 8002- 2003 Organization codes of conduct 

 AS 8003-2003 Corporate social responsibility 

 AS 8004-2003 Whistleblower protection for entities. 

 

2.1.8.4 United States 

The US has produced a large volume of works especially since the collapse of such 

well-known business icons as Enron and WorldCom. The Sarbanes-Oxley Act, 2002, 

and the NYSE Corporate Accountability and Listing Standards, 2002 were used in 

response to the need for improved regulation. The NYSE Listing Standards 

Committee was set up to canvas comments from such organizations as the Business 

Roundtable Corporate Governance Taskforce. The Business Roundtable (BRT) is an 

association of executive officers of leading corporations. The BRT had released its 

own updated “Principles of Corporate Governance” in May, 2002. 

The comments along with organizations such as the American Society of Corporate 

Secretaries; Financial Executives International; the Council of Institutional Investors; 

and the Institute of Internal Auditors were incorporated into the final NYSE 

document. 



 
 

Table 2.1: Comparison of Corporate Governance Principles 

OECD principles 
(international) 2004 

ASX Corporate 
Governance 

Corporate Governance 
Principles (Nigeria) 
2006 

BRT Principles of 
Corporate Governance 
(United States) 2002 

1. Right of 
shareholders 
A. Basic 

shareholders’ 
rights. 

B. Right to 
participate and be 
informed 

C. Opportunity to 
participate and 
vote. 

D. Capital structure 
and arrangements 

E. Corporate control 
in capital markets. 

F. Costs and 
benefits of 
exercising their 
voting right. 

Principle 6: Respect 
the right of 
shareholders. Covers 
A, B, C and D but does 
not cover E and F. 

Principle 4: The right 
and equitable 
treatment of 
shareholders. 
 Covers A, B and C but 
does not cover D, E 
and F.  

IV. Relationship with 
stockholders and other 
constituents. 
Recommended 
effective and candid 
communication with 
stockholders. 

2. The equitable 
treatment of 
shareholders. 
A. Shareholders in 

the same class 
should be treated 
equally. 

B. Insider trading 
should be 
prohibited. 

C. Board members 
and managers 
should disclose 
material interests. 

Not covered 
Principle 3: Promotes 
ethical and responsible 
decision making. 
Recommends 
disclosure of policy 
concerning trading in 
company securities by 
directors, officers and 
employees. 
Recommends a code 
of conduct with details 
of conflict of interest 
disclosure. 

Not covered 
Principle 4.13: 
Shareholders need to 
be responsive and 
enlightened. 
 
Principle 6.12: Where 
board of directors and 
companies’ 
entity/persons related 
to them are engaged 
as service providers or 
suppliers to the bank, 
full disclosure of such 
interest should be 
made to CBN. 

IV. Relationships with 
stockholders and other 
constituents. 
Discuss the need to 
inform stockholders of 
directors and senior 
management interests. 

3. The role of 
stakeholders in 
corporate 
governance 
A. The right of 

stakeholders 
should be 
protected by law. 

B. Stakeholders 
should have the 
opportunity to 
obtain redress for 
violation of rights. 

C. Performance 
enhancing 
mechanisms for 
stakeholder 
participation. 

D. Stakeholders 
should have 

Principle 10: 
Recognize the 
legitimate interests of 
stakeholders. 
Recommends the 
establishment and 
disclosure of conduct 
to guide compliance 
with legal and other 
obligations to 
stakeholders. 
Does not address the 
corporate governance 
roles that stakeholders 
could participate in. 
Recommends the code 
of conduct or a 
summary of its main 
provisions be made 
available publicly. 

Principle 4: Recognize 
the legitimate interests 
of stakeholders. 
C and D are not 
covered. 
 
Principle 4.5: 
Recommends that 
there should be 
adequate advance 
notice for all board 
meetings as specified 
in the Memorandum 
and Article of 
Association. 

IV. Relationship with 
stockholders and other 
constituents. 



 
 

access to 
information. 

4. Disclosure and 
Transparency  
A. Disclosure should 

include: 
i. Financial and 

operating results 
of the company. 

ii. Company 
objectives. 

iii. Major share 
ownership and 
rights. 

iv. Board and key 
executive 
remuneration. 

v. Material 
foreseeable risk-
factors. 

vi. Material issues 
regarding 
employees and 
other 
stakeholders. 

vii. Governance 
structures and 
policies. 

B. Information 
should be 
prepared, audited 
and disclosed. 

C. Annual audit 
should be 
conducted by 
independent 
auditors. 

D. Fair, timely and 
cost-efficient 
access to 
information. 

Principle 5: Make 
timely and balance 
disclosure. 
 
Principle 9: 
Remunerate fairly and 
responsibly. 
 
Principle 7: Recognize 
and manage risk. 
 
Principle 4: Safeguard 
integrity in financial 
reporting. 
 
 

Principle 6: Industry 
transparency, due 
process, data integrity 
and disclosure 
requirements. 
 
Principle 4.1: The 
establishment of 
strategic objectives 
and a set of corporate 
values, clear lines of 
responsibility and 
accountability. 
 
Principle 7: Risk 
management 
recommends that 
board/board risk 
management 
committee should 
establish policies on 
risk oversight and 
management. 
 
Principle 8: Role of 
auditors.  Annual audit 
of information 
prepared by 
independent auditors. 

IV. Relationship with 
stockholders and other 
constituents. 
Disclosure of 
information, 
communications with 
stockholders and 
investors regarding 
financial condition, 
operating performance, 
trends in business and 
risk profile. 
Audit requirements are 
covered in III. How the 
board performs its 
oversight functions. 

5. Responsibilities of 
the board  
A. Act on informed 

basis, in good 
faith, with due 
diligence and 
care, in the best 
interest of the 
company and 
shareholders. 

B. Shareholders 
should be treated 
fairly. 

C. Should comply 
with applicable 
laws, taking into 
account 
shareholders’ 
interests. 

Principle 1: Lay solid 
foundations for 
management and 
oversight. 
Comment on board 
roles and 
responsibilities. 
 
Principle 6: Respect 
the rights of 
shareholders. 
 
Principle 2: Structure 
the board to add value. 
Recommends a 
majority of the board 
be composed of in 
dependent directors 
 

Principles 5.1, 5.2 and 
5.3: The roles of board 
and management. 
A, C and D are not 
covered. 
Comment on how the 
board performs its 
oversight functions and 
on board roles 
including the 
importance of board 
independence. 
Also discuss in details 
the CEO and 
management. 

II. The role, power and 
responsibilities of the 
board. 
Discuss companies’ 
board responsibilities 
and independence. 
The right and equitable 
treatment of 
shareholders.  



 
 

D. Board should 
fulfill certain key 
functions. 

E. Board should 
exercise effective 
judgment 
independent from 
management.  

Source: Prepared by researcher guided by Biserka (2007) and Uwuigbe (2011). 

 

2.1.8.5 Standards and Principles Summary 

A comparison of governance principles from the OECD (30 world members); BRT 

9US); and ASX and CBN post consolidation code of best practice is provided in table 

2.1. the comparisons were limited to the principles issued between 2002 and 2006. 

The OECD Principles and the Good Governance Principles issued by the Central 

Bank of Nigeria are most closely aligned. The main difference is that the CBN code 

under the responsibilities of shareholders did not cover in details capital structure 

and arrangements, corporate control in capital markets and costs and benefit of 

exercising their voting rights. 

The ASX Corporate Governance Principles and the BRT Principles of Corporate 

Governance do not address the issue of shareholders taking responsibility in their 

investments and becoming actively involved in the entity’s activities. The BRT 

principles likewise the Nigerian code also provides much more detailed information 

on the roles of the board and senior management. The disclosure and transparency 

issues covered by the OECD principles, ASX principles and BRT are not clearly 

stated by the Nigerian code. 

These comparisons indicate that for all the codes compared, their purpose and aims 

are similar, regardless of the cultural backgrounds and economic situations. 

However, a number of codes and practices continue to develop in the corporate 



 
 

governance area while investors are seeking more accountability from boards and 

directors. This turn has led to governments to be more proactive in setting up 

compliance requirements (Mallin, 2004). 

 

2.1.9 Corporate Governance and the Current Crisis in the Nigerian Banking 

Sector 

Although the consolidation process in the Nigerian banking sector created bigger 

banks, it however failed to overcome the fundamental weaknesses in corporate 

governance in many of these banks. The huge surge in capital availability occurred 

during the time when corporate governance standards in banks were extremely 

weak. In fact, failure in corporate governance in banks was indeed a principal factor 

contributing to the financial crisis. 

According to Sanusi (2010), it was well known in the industry that since 

consolidation, some banks were engaging in some unethical and potentially 

fraudulent business practices and the scope and depth of these activities were 

documented in recent CBN examinations. Governance malpractice within the 

consolidated banks has therefore become a way of life in large part of the sector, 

enriching the few at the expense of many depositors and investors. Sanusi further 

opined that corporate governance in many banks failed because board ignored these 

practices for reasons including being misled by executive management, participating 

themselves in obtaining un-secured loans at the expense of depositors and not 

having the qualifications to enforce good governance on bank management. In 

addition, the audit process at all banks appeared not to have taken fully into account 



 
 

the rapid deterioration of the economy and hence, the need for aggressive 

provisioning against risk assets. 

As banks grew in size and complexity, banks’ boards often did not fulfill their 

functions and were lulled into a sense of well-being by the apparent year-over year 

growth in assets and profits. In hindsight, boards and executive management of 

some major banks were not equipped to run their institutions. Some banks 

chairmen/CEOs were often seen to have an over bearing influence on the board, 

and some boards lacked independence; directors often failed to make meaningful 

contributions to safeguard the growth and development of the bank and had weak 

ethical standards; the board committees were also often ineffective or dormant. 

The Central Bank of Nigeria published details of the extent of insider abuse in 

several banks and it was revealed that CEOs set up special purpose vehicles of 

estates all over the world. For instance, one bank borrowed money and purchased 

private jets which the Apex bank later discovered were registered in the name of the 

CEO’s son. In another bank, the management set up 100 fake companies for the 

purpose of perpetrating fraud. 

Sanusi also disclosed that 30% of the share capital of intercontinental bank was 

purchased with customer deposits. Afri bank used deposits’ funds to purchase 80% 

of its IPO. It paid N25 per share when the shares were trading at N11 on the NSE 

and these shares later collapsed to under N3. The CEO of Oceanic bank controlled 

over 35% of the bank through SPVs borrowing customer deposits. The collapse of 

the capital market wiped out these customer deposits amounting to hundreds of 

billions of naira. Therefore, a lot of the capital supposedly raised by these so called 



 
 

“mega banks” during the consolidation process was a sham and the banks never 

raised the capital they claimed they did (www.centbank.com). 

 

2.1.10 The Current Global financial crisis 

Many people seek the roots ofthe current financial crisis in the development of 

financial innovations and the increasing focus of banks on non-traditional 

commission and fee-based banking operations. There are however, substantial 

benefits from financial innovation development. Financial innovations have increased 

the efficiency of the financial system in that they have improved the ability to spread 

risk, reduced transaction costs and the level of asymmetric information (Merton, 

1995). 

Moreover, the liquidity created by financial innovations improves the ability of banks 

in providing resources to the real sector (Santomero & Trester, 1998). Hence, the 

main challenge with financial innovations may be the implementation of them rather 

than the actual products. More specifically, banks may have been unable to properly 

modify structures and incentive schemes designed for traditional banking operations 

to be appropriate as focus increasingly is on non-traditional banking operations 

where financial innovations have a significant role. In essence many banks have 

moved from an “originate and hold “   business model to an “ originate and distribute” 

business model, the bank does not hold the assets they originate, i.e. the loans, until 

maturity, but rather distribute them to inventors through the issuance of structured 

finance products. This new business model increases bank risk. Santomero & 

Trester (1998) model the impact of the ease of selling bank assete to other investors 

and indeed find a positive connection between financial innovation market growth 

http://www.centbank.com/


 
 

and bank risk. As loans are no longer held on the banks books, the incentives for 

screening and monitoring borrowers is reduced as banks are no longer residual 

claimants on the loans (Gorton and Rosen, 2009). Moreover, the quality of the 

process with selecting the assets to be bundled and resold deteriorates, hence 

increasing the risk of the portfolio (Ashcraft and Schuemann, 2008).Gorten and 

Rosen (2009) recognized that some risk was indeed born by the banks in their role 

as originators and underwriters; significant write-downs have been made by 

numerous banks. An improvement in the incentives and information flow between 

the participants in the “originate and distribute” model is called for in order to make 

the structured financial market efficient (Mercieca, Schaeck and Wolfe, 2008). 

The incentive schemes, particularly in the sub-prime mortgage loan officers, have 

also been named as a scapegoat. The root in the excessive supply of sub-prime 

mortgage loan is, however, to be found in governmental decisions to provide every 

US citizen with the opportunity to own their own home. Volume based incentives 

schemes only added to the rapid growth in this market. By constructing sub-prime 

loans with very low fixed rate of interest during the initial period of two or three years, 

unsophisticated customers were attracted through what is now called “predator 

lending” (Gorton and Rosen, 2009). The growth in the sub-prime loan market 

resulted in rapid increase in house prices, that is, the product fed into one of the 

macroeconomic factors it value relied on (Lensink, Meesters and Naaborg, 2008). 

This is, however, not the first time that extraordinary growth on the real estate market 

has ended in a market collapse. 

The nexus of providers of off-balance sheet vehicles, derivatives, securitization and 

interbank market such as investment banks, hedge funds, mortgage originators, 

which is now commonly called the “shadow banking system”, is opaque. Information 



 
 

about the actual value of the claims along the chain from the underlying mortgages 

to the investor in a residential mortgage-backed security (RMBS), a collateralized 

debt obligation (CDO) or other instruments holding tranches of CDOs or a structured 

investment vehicles (SIV) have been lost due to challenges in the understanding the 

core assets involved (Gorton and Rosen, 2009). The structure of the products has 

become increasingly layered and broader in the geographic span as banks have 

placed tranches with foreign and non-bank companies. The opacity of financial 

innovations and, in particular, the complex layered process by which the cash flow 

rights and risks are channeled across the financial system make it next to impossible 

for an outsider to understand how to create synthetic products to replace the original 

product under regulation, hence make profits by circumventing regulation (Merton, 

1995b). 

The increased use of off-balance sheet items after the implementation of Basel II is 

one example of regulatory arbitrage; as the weights for the capital requirements are 

defined along product or asset types, derivative instruments are used to move assets 

off-balance sheet (Caprio et al, 2008). Moreover, increasing reliance on credit ratings 

in a regulatory setting has been strongly criticized (Caprio et al, 2008). Caprio et al 

(2008) also points a finger at supervisors and argue that too little attention was given 

to new financial innovations in the US as they enabled US companies to compete 

more efficiently in the international market. 

International Monetary Fund (IMF) has similar view as they see deficient regulation, 

especially of the “shadow banking system”, as the main cause of the financial crisis. 

Finding the right balance of regulation and supervision (being able to distinguish 

between situations where regulation improve efficiency and situations where 

government intervention would be harmful) is challenging. However, it is also 



 
 

important to note that there has always been and will always be imbalances between 

financial innovation development and regulation, and that regulated will always be 

able to move more often and more quickly than the regulator (Caprio et al, 2008). 

Merton (1995b) promotes a functional perspective rather than the currently common 

institutional perspective on regulation, that is, economically equivalent transactions 

would be treated similarly. While discussing the main reasons for the current 

financial crisis, IMF gives support to Merton’s arguments by stating that regulation 

should focus on activities rather than entities (Walker, 2009). More importantly, there 

should be a revision of bank supervision to ensure that deliberate transparency 

reductions and risk mispricing are acted upon (Caprio et al, 2008). 

The causes of the financial crisis have also been traced to global imbalances in trade 

and financial sector as well as wealth and income inequalities (Goddard, 2008). The 

global imbalances, that is, the surplus of countries like China and the huge US 

deficit, is argued to be the blame for the financial crisis in that the excessive US 

consumption have been financed from abroad and that the increased demand for 

structured financial products reflects the channeling of funds across countries. To 

sum this very brief, discussion on the potential reasons for the financial crisis, it 

appears evidently that a number of different factors have affected the development 

of sub-prime crisis in the US to a full-fledged global financial crisis, having a 

substantial impact on the real sector of the economy. Moreover, the causes and 

consequences are by no means independent. Hence, the answer has to be sought in 

the joint impact of increased reliance on non-traditional banking operations, 

deficiencies in incentive scheme and organizational structures, laxity in regulation 

and, particularly, supervision as well as imbalances both in national and the world 

economy. 



 
 

Lastly, according to Caprio et al (2008), banks’ corporate governance plays a 

significant role in most of the above listed factors. He further noted that the reason 

for substantial measures taken to revitalize the banking sector across different 

countries can be sought in the central role of banks in the financial system. 

 

2.1.11 The Perspective of Banking Sector Reforms in Nigeria 

The last two decades have witnessed several significant reforms and developments 

in the Nigerian financial services sector. As a result of the various financial sector 

reforms carried out since the late 1980s, the nation’s banking system has undergone 

remarkable changes in terms of the number of institutions, ownership structure, as 

well as depth and breadth of the market. The reforms had been influenced largely by 

challenges posed by deregulation, globalization, technological innovations and 

adoption of supervisory and prudential requirements that conform to international 

standards. In 2001 for example, the Universal Banking Scheme was introduced, 

following further liberalization of the nation’s financial sector. Its adoption was borne 

out of the need to create a more level-playing field for the financial sector operators 

than hitherto, encourage greater efficiency through economies of scale, and foster 

competition (Soludo, 2005). Soludo further asserts that as at the end of 2004, there 

were 89 universal banks operating in Nigeria, comprising institutions of various sizes 

and degrees of soundness. Structurally, the sector is highly concentrated, as the ten 

largest banks in the system account for about 50 per cent of the industry’s total 

assets/liabilities. Many of the banks in the system are small in size and unable to 

compete with the bigger ones. Some of the small banks, apart from being closely 

held, were plagued by high incidence of non-performing loans; capital deficiencies; 



 
 

weak management and poor corporate governance. Also, when compared with the 

banking sectors in emerging economies, the nation’s banking sector according to 

Soludo, was described as fragile, poorly developed and extremely small. 

A critical look at the nation’s banking system no doubt, indicates that the sector faces 

enormous challenges that call for an urgent attention. That consideration informed 

the implementation of a banking sector reform currently being undertaken by the 

CBN. The reform policies basically, complement banking liberalization earlier-on 

undertaken in the system, and include a broad range of measures aimed at 

improving the regulatory and supervisory environment as well as restructuring and 

developing the banking sector entities. The reforms agenda according to Soludo 

(2004b): 

“is a pre-emptive and proactive measure to prevent an imminent 

systemic crisis and collapse of the banking industry, and permanently 

stop the boom and burst cycles which have characterized the history 

of our banking industry. More fundamentally, the reforms are aimed 

at ensuring a sound, responsive, competitive and transparent 

banking system appropriately suited to the demands of the Nigerian 

economy and the challenges of globalization”. 

Specifically, the objectives of the banking reform, which is part of the general agenda 

of the Government overall economic reform programme (National Economic 

Empowerment and Development Strategy (NEEDS), include: 

 Creation of a sound banking system that depositors can trust; 

 Creation of banks that are investor-friendly and that can finance capital 

intensive projects; 



 
 

 Enhancement of transparency, professionalism, good corporate governance 

and accountability. 

The main thrust of the reform package, which was anchored on a thirteen-point 

agenda, was to consolidate and recapitalize banks by increasing their shareholder’s 

funds to a minimum of N25 billion (about US$190 million) which took effect from 

December 31st, 2005 (Alashi, 2005). Other highlights include: the adoption of risk-

focused and ruled based regulatory framework; the adoption of zero tolerance in the 

regulatory framework, especially in the area of data/information reporting; 

enforcement of dormant laws, especially those relating to the vicarious liabilities of 

banks’ Board members in cases of bank failure; revision and updating of relevant 

laws, and drafting of new ones relating to the effective operations of the banking 

system etc. The reforms had in turn prompted a regulatory induced restructuring in 

the form of consolidation that would engender the alignment and realignment of 

banks and banking groups in determined moves, which translated into the merger of 

some banks and the acquisition of others (Craig, 2005). The emergence of mega 

banks no doubt, would expose banks to new challenges, which if not properly 

addressed could adversely affect the operations of the payment system and its 

credibility. Also, the nature of the business of banks, particularly its opacity could 

make the risk exposure of banks even more difficult to assess in a consolidated 

banking system. These developments make it compelling for operators to 

demonstrate far greater commitment to professionalism and good corporate 

governance practices in banking institutions. Essentially, the way banking institutions 

are governed under the new dispensation would have implications for the 

achievement of the overall objectives of the policy on consolidation. 

 



 
 

2.1.12State of Corporate Governance in Nigerian Banks 

Owing to the unique nature of banking, there are adequate corporate governance 

laws and regulations in place to promote good corporate governance in Nigeria. 

Some of the most important ones include: the Nigeria Deposit Insurance Corporation 

(NDIC) Act of 1988, the Company and Allied Matters Act (CAMA) of 1990, the 

Prudential Guidelines, the Statement of Accounting Standards (SAS 10), the Banks 

and Other Financial Institutions (BOFI) Act of 1991,Central Bank of Nigeria (CBN) 

Act of 1991, CBN Circulars and Guidelines, among others (Adenikinju and Ayorinde, 

2001). Also, there are some government agencies and non-governmental 

associations that are in the vanguard of promoting good corporate governance 

practices in the Nigerian banking sector. These organizations, apart from the CBN 

and NDIC, include the Securities and Exchange Commission (SEC), the Nigerian 

Stock Exchange (NSE), Corporate Affairs Commission (CAC), Chartered Institute of 

Bankers of Nigeria (CIBN), Institute of Chartered Accountants of Nigeria (ICAN), and 

Financial Institutions Training Centre (FITC) among others. 

Basically, corporate governance in the nation‟s banking system provides the 

structure and processes within which the business of bank is conducted with the 

ultimate objective of realizing long-term shareholders‟ value while taking into account 

the interests of all other legitimate stakeholders. In meeting its overall commitment to 

all stakeholders, the various statutory and other regulations in the system impose the 

responsibilities with sanctions for breaches on bank directors to: 

• Effectively supervise a bank’s affairs by exercising reasonable business 

judgment and competence; 



 
 

• Critically examine the policies and objectives of a bank concerning 

investments, loan asset and liability management, etc. 

• Monitor bank’s observance of all applicable laws; 

• Avoid self-serving dealings and any other malpractices; 

• Ensure strict accountability (Umoh, 2002). 

A critical review of the nations’ banking system over the years, have shown that one 

of the problems confronting the sector has been that of poor corporate governance. 

From the closing reports of banks liquidated between 1994 and 2002, there were 

evidences that clearly established that poor corporate governance led to their 

failures. As revealed in some closing reports, many owners and directors abused or 

misused their privileged positions or breached their fiduciary duties by engaging in 

self-serving activities. The abuses included granting of unsecured credit facilities to 

owners, directors and related companies which in some cases were in excess of 

their banks’ statutory lending limits in violation of the provisions of the law (Osota, 

1999). 

The various corporate misconducts in the affected banks caused pain and suffering 

to some stakeholders particularly, depositors and some shareholders for no fault of 

theirs. A review of on-site examination reports of some banks in operation in recent 

times, continued to reveal that some banks had continued to engage in unethical and 

unprofessional conducts such as: 

 Non-implementation of Examiner’s recommendations as contained in 

successive examination reports; 

 Continual and willful violation of banking laws, rules and regulations; 



 
 

 Rendition of inaccurate returns and failure to disclose all transactions thereby 

preventing timely detection of emerging problems by the Regulatory 

Authorities (Oluyemi, 2006). 

Furthermore, some banks’ examination reports revealed that many banks were yet 

to imbibe the ethics of good corporate governance. One of such issues bordering on 

weak corporate governance had been the prevalence of poor quality of risk assets. 

Apart from those of other debtors, large non-performing insider-related loans and 

advances in some banks had persisted due to the inability of the respective Boards 

and Management to take appropriate action against such insider debtors. 

From the various reports reviewed, internal audit functions were, in some banks, not 

given appropriate backing of the Board and Senior Management. As a result, there 

had been the prevalence of frauds and forgeries in some banks in the system. Lack 

of transparency in financial reporting had equally been noted in some banks’ 

examination reports. The Boards of some banks were also noted to be ineffective in 

their oversight functions as they readily ratified management actions even when 

such actions could be seen to violate the culture of good corporate governance. 

Many Board Committees were equally noted to have failed to hold regular meetings 

to perform their duties. From the forgoing, it is obvious that corporate governance in 

the system faces enormous challenges which if not addressed could have serious 

implications for the overall success of the bank consolidation exercise (Craig, 2005). 

If operators in the banking sector will keep to the rules, as specified by the regulatory 

agencies and in individual banks’ policies and transaction procedures all things being 

equal, financial sector stability could be guaranteed. However, when there is the 

possibility of flagrant abuse of the ethical and professional demands on operators as 

evidenced in some failed banks’ closing reports and on-site examination reports of 



 
 

some of the banks in operation, the prospect of restoring public confidence in the 

Nigerian banking system may be difficult to guarantee. 

 

2.1.13The Imperatives of Good Corporate Governance in a Consolidated 

Nigeria Banking System 

The hallmark of banking is the observance of high degree of professionalism, 

transparency and accountability, which are essential for building strong public 

confidence. Due to the systemic distress witnessed in the nation’s banking system 

and its unpleasant consequences on all stakeholders as a result of inadequacies in 

corporate governance of banks in recent times, seriesof initiatives had been taken by 

the nation’s regulatory/supervisory authorities to encourage sound corporate 

governance in the system. Some of the initiatives included enhancing the legal 

framework; enhancing the surveillance activities of the financial system; 

strengthening the roles of internal and external auditors; developing of a code of best 

practices of corporate governance in the system; issuance of guidelines and 

circulars on matters such as pre-qualification for appointment to board and top 

management positions in banks, insider related credits, etc. While all the above-

mentioned efforts are in the right direction, it is equally important to indicate some 

imperatives of good corporate governance for banks so as to ensure the safety and 

soundness of emerging bigger banks in the post-consolidation era with a view to 

enhancing public confidence in the nation’s banking system. Some of the 

imperatives as identified by Oluyemi (2006) include: 

 Raising Awareness and Commitment To The Value of Good Corporate 

Governance Practices among Stakeholders: 



 
 

Awareness and commitment among banks’ directors, shareholders, depositors and 

other stakeholders including regulators of the value of good corporate governance 

are very critical for ensuring the quality of corporate governance practices. Raising 

awareness means convincing people that good corporate governance is in their self-

interest. Investors and all members of the public that have stake in the proper 

functioning of the banking system should be aware of their responsibility towards 

ensuring good corporate governance practices. 

On the legislative side, the situation is promising as almost all the important laws for 

fostering good corporate governance practices in Nigeria are in place or being 

reviewed. A major breakthrough in these series of efforts has been the publication of 

a Code of Best Practices for Corporate Governance in Nigeria based on the work of 

the Atedo Peterside Committee. 

Also, regulatory authorities’ roadmap for the development of the banking system 

firmly puts corporate governance at the forefront. That had over the years been 

demonstrated through regular issuance of guidelines/circulars on critical issues 

bordering on corporate governance in banks. 

While refinements of existing laws and elimination of discrepancies with international 

best practices may certainly add further value, it is important that the discussion on 

awareness and commitment to corporate governance should not be limited to mere 

compliance with regulatory authorities‟ rules, guidelines or circulars. To improve the 

quality of corporate governance in a consolidated Nigerian banking system, there is 

the need for strict adherence to internationally recognized corporate governance 

codes such as those of the Organization for Economic Cooperation and 

Development (OECD) and the Basel Committee report on Banking Supervision. 



 
 

Apart from observing these universally acceptable standards, banks must develop 

their own codes, particularly with respect to corporate Directors and Board members. 

Efforts must also be made by bank management to draw up a binding code of ethical 

and professional practice for all members of staff. 

The development and maintenance of a robust corporate governance framework in a 

consolidated banking system calls for the commitment of all stakeholders. 

Regulatory bodies, courts and professional bodies like the Chartered Institute of 

Bankers of Nigeria (CIBN), Institute of Chartered Accountants of Nigeria (ICAN), 

Nigeria Institute of Management (NIM), etc. must establish, monitor and enforce 

legal norms actively and strictly. 

 The Responsibilities of the Board 

The ultimate responsibility for effective monitoring of the management and of 

providing strategic guidance to the bank is placed with the board. The OECD 

Principles provide that “board members should act on a fully-informed basis, in good 

faith, with due diligence and care and in the best interest of the company and 

shareholders”. The formulation lays out the basic elements of a director’s fiduciary 

duty. The need to act on a “fully-informed” basis demands a base level of experience 

and competence on a director’s part. 

The OECD Principles require directors to act “with due diligence and care”. This 

standard, like others, is contextual; it arises from a blend of laws, regulation and 

appropriate private sector practices. This would require developing and 

disseminating voluntary codes of conduct for directors. Governance is a professional 

activity. Under the new consolidated banking environment, banks should make 

provision for an explicit code in their governing documents in order to ensure good 



 
 

corporate governance practices. Codes of conduct would no doubt; assist the Board 

of Directors in its performance by publicly detailing the minimum procedures and 

effort that make up “due diligence and care”. At the minimum, all banks should issue 

an annual corporate governance report detailing establishment and actions of key 

committees, involvement of independent directors and related-party transactions 

considered by the board. 

In a consolidated banking system, the importance of independence, both in fact and 

appearance is essential for the board to be able to fulfill its responsibilities. Having 

the right people on the board is just as important as having the right rules under 

which the board operates. Efforts must therefore be made by shareholders to identify 

competent individuals who possess an independent spirit, which allows board 

members to raise difficult questions and probe issues relating to management’s 

decisions to ensure that the bank operates honestly and in the interest of all 

stakeholders. There is the need to prevent low level, inexperienced relative of 

controlling shareholders from finding their way onto boards as “straw men” which are 

there to cover for “shadow” directors that do not occupy board seats themselves but 

are real decision makers. 

Under the new dispensation, bank directors must commit adequate time to be 

informed participants in their banks affairs and must devote sufficient time and 

energy to their duties. 

Board members have a responsibility to educate themselves about their bank’s 

operations and seek advice of external experts as and when appropriate. Even if 

board members are independent, they can be ineffective as directors if they lack 

expertise or knowledge relevant to banking and its business. Therefore, board 



 
 

members must also be willing to educate themselves about their bank and the risk it 

faces. 

Although effective risk management has always been central to safe and sound 

banking practices, it has become even more important now than hitherto as a result 

of the ongoing consolidation which is bound to alter the size, complexity and speed 

of financial transactions in the merging banking system. It is therefore important to 

indicate that the ability of a bank to identify, measure, monitor and control risks under 

the emerging banking environment can make the critical difference between its 

survival and collapse. For a bank to effectively play its role under the emerging 

dispensation therefore, the deployment of an effective risk-management system with 

an active board and senior management oversight is imperative. 

Another major issue that has generated interest and which should be of interest to all 

stakeholders in post-consolidated banking system is the appropriateness of the 

Chairman of the Board of Directors serving as Chief Executive Officer (CEO). This 

no doubt, could present potential conflicts resulting from a single individual 

functioning in these dual roles. To ensure the protection of shareholders’ interest, a 

suitable governance structure that has been advocated is the one where the 

Chairman of the Board is not the same person as the CEO. A situation where a 

person takes on the role of the executive chairman thereby sitting in judgment over 

its activities, could lead to a gross abuse of power. The separation of the CEO and 

Chairman of the board positions would amount to recognizing the differences in their 

roles and would eliminate conflict of interest. Chairing the Board and heading the 

Management team are also different roles, usually calling for quite different 

capabilities. Apart from the traditional role of attending board meetings, a Chairman 



 
 

should restrict himself to overseeing top executive and management, stimulating 

strategy, ensuring that transparency and accountability are maintained. 

 Internal Control – The Role of Internal and External Auditors 

The need for banks to continue to recognize internal and external auditors as an 

important part of the corporate governance process cannot be overemphasized. 

Adequate internal control system will help to discipline banks in their daily business 

by ensuring compliance with internal and external regulations as well as help the 

board to effectively evaluate the bank’s risks and ultimately its future strategy. The 

Basel II Accord on Capital Adequacy reinforces the need for a strong and 

independent internal control system that provides the bank’s governing bodies with 

timely and accurate data to enable them performs their necessary oversight and 

control functions. 

The accounting profession needs to rigorously work to rebuild its greatest assets i.e. 

public trust, in order to restore faith in the integrity and objectivity of the profession. 

The current control/audit system, which is administratively or functionally dependent 

on the CEO and not the board as noted in some banks’ examination reports, could 

limit their effectiveness. The professional development and growth in experience of 

internal auditors and internal control officers will be critical to the further development 

of the banking sector. There is need for the effective functioning of the board of 

directors’ audit committee. The job of the Audit Committee is critical because the 

directors cannot oversee the bank effectively without reliable audits. Under the new 

dispensation, the committee members should consist ofindependent directors who 

are adequately informed and knowledgeable about the activities of the bank. 



 
 

Still in the search for strategies to ensure good corporate governance is an 

examination of the role of external auditors. A major challenge in the emerging 

consolidated banking system would be the need to continue to ensure their 

independence, such that no matter the position their clients take on accounting, 

reporting and regulatory compliance, and the auditor’s duty will always be towards 

public good. More than ever before, the external auditors of banks should be obliged 

to commit themselves to clarity with regard to their independence, professionalism 

and integrity. They must continue to adhere to all applicable standards, code of 

ethics and legislation. As the conscience of the nation, external auditors must strive 

to rebuild confidence in the profession through the preparation and presentation of 

credible and reliable financial reports. 

 Information Disclosure And Transparency 

The quality of information provided by banks is fundamental to corporate governance 

in a consolidated banking system. Transparency would enable the financial markets, 

depositors and other stakeholders to form a fair view of a bank’s value and to 

develop sufficient trust in the quality of the bank and its management. The more 

transparent the internal workings of the banks, the more difficult it will be for 

managers and controlling shareholders to expropriate bank’s assets or mismanage 

the bank. The current information disclosure requirements in the industry are grossly 

inadequate to effectively bridge the information asymmetry between banks and 

investing public in a consolidated banking system. With consolidation, it is important 

that the accounting as well as disclosure requirements of emerging banks be 

reviewed. Apart from its effect on individual banks performance and market 

valuation, disclosure and transparency will also affect the country’s ability to attract 

domestic and foreign investment. 



 
 

Banks should be encouraged to disclose information that goes beyond the 

requirements of law or regulation. The new consolidated banking environment will 

call for timely and accurate information to be disclosed on matters such as the 

bank’s financial and operating results, its objectives, major share ownership, 

remuneration of key executives, and material issues regarding employees and other 

stakeholders, and the nature and extent of transactions with affiliates and related 

parties. Transparency under the new banking environment will also call for sharing 

mistakes with the bank’s board and shareholders. Since financial statements do not 

present all information that is material to investors, comprehensive disclosure should 

also be made to include non-financial information. 

The quality of information disclosure depends on the standards and practices under 

which it is prepared and presented. Full adoption of international accounting 

standards and practices will facilitate transparency and comparability of information 

across banks. Banks must be made to disclose whether they follow the 

recommendations of internationally accepted principles and codes in their 

documents and, where they do not, such institutions should provide explanations 

concerning divergent practices. 

 

2.2 Theoretical Review 

There is the need to view the concept and practice of corporate governance within 

the framework of certain theories. These theories include: Agency theory, Ethical 

theory, Stakeholder theory, Stewardship theory, Political model and Corporate Social 

Responsibility theory. Basically, this work is anchored on agency theory. 



 
 

2.2.1 Agency theory 

Agency theory suggests that the firm can be viewed as a nexus of contracts (loosely 

defined) between resource holders. An agency relationship arises whenever one or 

more individuals, called principals, hire one or more individuals called agents, to 

perform some services and then delegate decision-making authority to agents 

(Bamberg and Klaus, 1987). The scholars both opined that, the primary agency 

relationships in business are those: (1) between stockholders and managers and (2) 

between debt holders and stockholders. These relationships are not necessarily 

harmonious; indeed agency theory is concerned with so called agency conflict or 

conflict of interest among other things, corporate governance and business ethics. 

Agency theory which in the formal sense originated in the early 1970s actually 

emerged as a dominant model in the financial economics literature and is widely 

discussed in business ethics texts (Uwuigbe, 2011). 

From the ethicists’ point of view, “it is pointed out that the classical version of agency 

theory assumes that agent (that is, managers) should always act in principals’ 

(owners’) interests. However, if taken either (a) the principals interest are always 

morally acceptable ones or (b) managers should act unethically in order to fulfill their 

“contact” in the agency relationship. Clearly, these stances do not conform to any 

practicable model of business ethics (Bowie and Freeman 1992 as cited in Uwuigbe, 

2011). In view of the above vis-à-vis the practice of corporate governance, it clearly 

shows that huge responsibility is placed on the neck of the agents by the principals. 

To fulfill the ultimate goal of the agency theory by the so-called agents, the need to 

apply corporate governance is such that it is inevitable to the whole process and 

operations of the corporate organizations. The recent Nigerian experience of failed 



 
 

banks is a reflection of poor understanding and application of agency theory which 

led to bad practice of corporate governance.   

2.2.2 Ethical theory 

Ethical theory as it were, is a build-up on the concept of ethics in general. The term 

ethics comes from the Greek ethos meaning something like morals. It is defined as 

the systematic reflection on what is moral. By this simple submission, morality is the 

whole of opinions, decisions and actions with which people express what they think 

is good or right. Hence, one of the major cardinal thrusts of ethical theory is 

utilitarianism. It implies, as widely cited from the popular work of Jeremy Bentham 

(1748-1832) by Schofield (2006) that ethical theory sometimes focuses not on 

actions but majorly on consequences. The name utilitarianism is derived from the 

Latin “Utilis” meaning “useful”.  Therefore, in utilitarianism, the consequences of 

actions are measured against values. These values can be happiness, welfare, high 

productivity, expansion etc. By way of emphasis, the cardinal point in this theory is 

that, it is essential to give the greatest happiness to the greatest number of people. 

So, for a successful practice of corporate governance in Nigeria and beyond, 

practical application of utilitarianism is a core requirement. 

The utility of the shareholders and other stakeholders should be paramount in the 

minds of the corporate managers. The agents should make all efforts to ensure that 

principals have satisfactory values with regards to their investment. 

The actions of the agents will be adjust  morally right in the process of running the 

corporations on behalf of the owners if the latter’s interest is well represented 



 
 

whereas it will be adjudged wrong if their actions inflict pain on the interest of the 

principals.  

2.2.3 Stakeholder theory 

Stakeholder theory is a further development on the concept of stakeholder and its 

relationship to any business corporation. Freeman (1984) offers a traditional 

definition of a stakeholder thus, “any group of individual who can affect or is affected 

by the achievement of the organization’s objective”. Therefore, the general idea of 

stakeholder theory is a redefinition of the organization. That is, what the organization 

should be and how it should be conceptualized. The theory as noted by Friedman 

(2006) states that the organization itself should be thought of as grouping of 

stakeholders and the purpose of the organization should be to manage their 

interests, needs and viewpoints. This stakeholder management is thought to be 

fulfilled by the managers of a firm. The managers should on the one hand manage 

the corporation for the benefit of its stakeholders in order to ensure their rights and 

participation in decision making and on the other hand, the management must act as 

the stockholder’s agent to ensure the survival of the firm to safeguard the long term 

stakes of each group. Dabiri (2012) equally observes that stakeholders’ theory takes 

account of a wider group of constituents rather than focusing on shareholders. 

Where there is an emphasis on stakeholders, the governance structure of the 

company may provide for some direct representation of the stakeholders groups. 

According to Friedman (2006), the main groups of stakeholders are: customers, 

employees, local communities, suppliers and distributors, shareholders, the media, 

general public, business partners, future generations, past founders, academics, 

competitors, NGOs, trade unions, competitors, regulators and governments. 



 
 

In other to achieve the overall corporate objectives (with the practice of good 

corporate governance) managers of business corporations need to understand, 

appreciate and conscientiously apply the propositions of stakeholders’ theory. For 

every individual or group that have stake in the organization, effort must be made by 

the so-called agents to preserve and protect their interests for the survival of the 

corporations. 

2.2.4 Stewardship theory 

In the stewardship model, managers are good stewards of the corporations and 

diligently work to attain high level of corporate profit and shareholders’ returns 

(Donaldson and Davis, 1994). Donaldson and Davis noted that managers are 

principally motivated by achievement and responsibility needs and given the need of 

managers for responsible, self-directed work; organizations may be better served to 

free managers. They also observed that most researchers into boards had as their 

prior belief the notion that independent boards are good and so eventually produce 

the expected findings. However, supporting stewardship theory are individuals who 

contribute their own money and other resources to non-profit organizations to 

become directors. In analyzing the welfare distributed to shareholders through 

introducing a Tabelini (1996) made provision into their equations to include the 

welfare contributed by controllers. In commenting on stewardship theory, Hawley 

and Williams (1996) state that, “the logical extension is either towards an executive 

dominated board or towards no board at all”.       

2.2.5 The Political model 

The political model recognizes that the allocation of corporate power, privileges and 

profits between owners, managers and stakeholders is determined by how 



 
 

governments favour their various constituencies. The ability of corporate 

stakeholders to influence allocation between themselves at the micro level is subject 

to the macro framework. 

2.2.6 Corporate Social Responsibility 

For any successful business corporation, corporate social responsibility has long 

been identified as a core factor. It is also believed that corporate governance cannot 

be effective without effective corporate social responsibility. Jimi (2008) observes 

that presently, CSR is a family of concepts dealing with corporate philanthropy, 

corporate citizenship, community relations, community advocacy, corporate 

governance, accountability and transparency, corporate competence, corporate 

ethics, employee relations, human rights and so on. By conception, corporate social 

responsibility is defined by Wikipedia (free encyclopedia) as a concept that 

organization, but not only corporations have an obligation to seek the interest of 

customers, employees, shareholders, communities and ecological considerations in 

all aspects of their operations. 

According to the World Business Council for Sustainable Development (1999), CSR 

is defined as “the continuing commitment by business to behave ethically and 

contribute to economic development while improving the quality of life of the work 

force and their families as well as the local community and society at large” (cited by 

Odunlami, 2008). Moir (2004) as cited by Jimi (2008) defines Corporate Social 

Responsibility as the capability of business (or any organization) to pay more 

attention to its relationship with the society and multiple stakeholders, rather than 

focus narrowly on maximizing shareholders’ value. The above submission 

underscore the relevance of the contention made by Oso (2008) that, it appears that 



 
 

all major companies have come to accept Corporate Social Responsibility (CSR) as 

an important component of business philosophy. 

In summary, business corporations in general survive where good corporate 

governance is practiced whereas the survival of effective corporate governance is 

anchored on effective application of Corporate Social Responsibility. 

 

2.3 Empirical Review 

Findings of reputable researchers on corporate governance and how it affects 

performance of banks were critically reviewed in this section of our research work. 

Their views, location, methodology used, results of findings and their 

recommendations were discussed. 

Adegbemi et al (2013) examined the impact of corporate governance on banks’ 

performance in Nigeria. They conducted analysis on six selected banks using a 

pooled data from these banks plus extracted data from stock exchange fact book 

(2009) and CBN’s annual statistical bulletins. Pooled OLS and fixed-effects methods 

were used in the analysis. They find out that corporate governance during the period 

in review (2005 – 2009) was catastrophic and has negative effects on the 

performance of the banking sector. This reduces the confidence of the public on the 

financial (banking) sector. This resulted into a fall in savings, bank productivity, profit 

and even investible funds. The researcher recommended that: 1. Strategic training of 

board members and senior managers should be embarked upon, especially, courses 

that promote corporate governance and bank ethics. 2. The regulatory/supervisory 



 
 

authorities should be cautious in scrutinizing the books of banks and make more 

frequent examining of banks’ asset base and liquidity position. 

Ajala et al (2012) studied the effect of corporate governance on the performance of 

the Nigerian banking sector. The judgmental sampling technique was used in 

selecting the 15 listed banks out of 24 banks that met the consolidation date line of 

2005. These banks were considered because they were listed in the Nigerian Stock 

Exchange market which therefore enables them to have easy accessibility to their 

annual reports which is the major source of their secondary data. A positive 

correlation was observed between the level of corporate governance items disclosed 

by the banks and return on equity which is the proxy for performance. This means 

that banks who disclose more on corporate governance issues are more likely to do 

better than those that disclose less. More so, a positive correlation was observed 

between the directors’ equity interest and corporate governance disclosure index. 

This indicates that individuals who form part of management of banks in which they 

also have equity ownership have a compelling business interest to run them well. 

This invariably is expected to improve the performance. But board size has strong 

negative correlation with return on equity. This implies that how large the size of a 

board is does not have a positive effect on the level of financial performance of 

commercial banks in Nigeria but a negative effect. 

Uwuigbe (2011), researches on corporate governance and financial performance of 

banks in Nigeria. This study made use of secondary data in establishing the 

relationship between corporate governance and financial performance of the 21 

banks listed in the Nigerian Stock Exchange. A panel data regression analysis 

method was adopted in analyzing the relationship that exists between corporate 

governance and the financial performance of the studied banks. The Pearson 



 
 

correlation was used to measure the degree of association between variables under 

consolidation. From the analysis: 1. An inverse correlation between board size and 

ROE was seen. This indicates a significant negative effect of board size on the 

financial performance of the listed banks. 2. Outside directors do have significant but 

negative impact upon bank performance as measured in terms of ROE (Regression 

result showed a negative association between the variables). 3. The more banks’ 

equity owned by the directors, the better the banks’ financial performance (a strong 

significant positive correlation). 4. Banks who disclose more on corporate 

governance issues are more likely to do better than those that disclose less (a 

positive correlation). 

They recommended that: 1. Effort to improve corporate governance should focus on 

the value of stock ownership of board members, since it is positively related to both 

future operating performance and to the profitability of disciplinary management 

turnover in poorly performed banks. 2. Steps should also be taken for mandatory 

compliance with the code of corporate governance. Also an effective legal framework 

should be developed that specifies the rights and obligations of a bank, its directors, 

shareholders, specific disclosure requirements and provide for effective enforcement 

by the law. 

Mohammed (2012) assesses the impact of corporate governance on the 

performance of banks in Nigeria using secondary data obtained from the financial 

reports of nine (9) banks for a period of ten (10) years (2001 – 2010). Data were 

analyzed using multiple regression analysis. The panel data regression, using 

STATA, showed that poor asset quality (defined as the ratio of nonperforming loan to 

credit) and loan deposit ratios have negative effect on the financial performance. The 

study depicted that poor loan policy and management of assets were to a large 



 
 

extent, contributory to bank failures. Thus, control processes that will safeguard the 

quality of their services and products should be secured in the interest of the 

shareholders and market efficiency. He also recommends that continuous review of 

governance codes is imperative due to the complexity and constant changing 

environment of banking sector in Nigeria. The international codes of corporate 

governance should be properly adopted to meet the needs of Nigerian governance 

environment. 

Anyanwu et al (2007) examined the relationship between corporate governance 

practices in Nigeria Money Deposit Banks (DMBs) vis-à-vis their financial 

performances. Data were collected through the use of questionnaire administered to 

corporate affairs managers in twenty-four deposit money banks and from the Central 

Bank of Nigeria (CBN) annual reports and statement of accounts and the Nigeria 

Stock Exchange (NSE) fact books. The data were descriptively and quantitively 

analyzed and the hypotheses tested using Statistical Package for Social Sciences 

(SPSS). The regression result indicated a significant relationship and positive 

correlation between corporate governance and banks’ performance. It was therefore 

recommended, among others that deposit money banks in conjunction with the 

regulatory authorities should model various functions performed by banks and factor 

in all aspects of corporate governance variables as it may concern a highly regulated 

industry like the banking industry. Adding that, this will go a long way in the 

designing of an optimal governance mechanism for the money deposit banks in 

Nigeria and beyond. 

Ben et at (2009) examined poor corporate governance and its consequences on the 

Nigerian banking sector. They made use of structured questionnaire to elicit 

responses from conveniently selected respondents comprising of investment 



 
 

experts, academics, bank customers, public and policy analysts within Lagos 

metropolis. It was hypothesized and the study confirmed that poor governance 

culture and supervisory laxities were majorly responsible for the current banking 

crisis. Chi-square was used to test the hypothesis. The result showed that the 

calculated value of chi-square is greater than the tabulated value in testing 

hypothesis one, hence the rejection of null hypothesis and the acceptance of the 

alternative hypothesis, which states that poor corporate governance culture 

precipitated the current banking sector crisis. In hypothesis two, the calculated value 

of chi-square is equally greater than the tabulated value, hence the rejection of the 

null hypothesis and acceptance of the alternative hypothesis, which states that 

supervisory laxity has significantly contributed to the present banking crisis. 

Chris (2011) looks at the level of compliance of the Nigerian banks to the Central 

Bank of Nigeria (CBN) corporate governance guidelines. The methodology used in 

the research included a combination of questionnaire and interviews, and was in 

three stages. 250 questionnaires were mailed to bank chairmen and directors who 

are resident in Nigeria in October 2007. After 4 months and two reminder letters, a 

total of 108 valid responses were received. This represents 43.2 percent response 

rate. The result showed that all banks complied with the CBN’s code of corporate 

governance guidelines on board size, board leadership (duality), board 

independence, board diversity, but not all banks have all the board committees. The 

study recommends that: 1. The issue of diversity of Nigerian boards should be taken 

seriously as to female representation. Nigerian banks should appoint more women 

into their boards. 2. Investor relationship issue should also be taken more seriously 

as more Nigerian banks have foreign and institutional investors. 3. Greater 



 
 

disclosures and transparency will give a bank competitive advantage in the emerging 

environment. 

Ahmad et al (2012) examined corporate governance and financial performance of 

banks in the post-consolidation era in Nigeria. Data were sought from sixty annual 

reports of 12 banks for the period of 2006 – 2010. The independent samples t-test 

was employed to analyze data gathered for the study. Multiple regressions (Analysis 

of Variance) was used to further analyze hypotheses two and three. Findings 

revealed that Dispersed equity holding does have an impact on the earnings and 

dividend of banks. Also, board size does not have an impact on profitability of banks. 

The existence of a chief compliance does not significantly enhance profitability of 

healthy banks in Nigeria. The study recommends the practice of restrictive equity 

holding in banks, be upheld. Secondly, the need to strengthen managerial policies so 

that financial performance can be improved is important as the stress test conducted 

by CBN and NDIC revealed only a positive operational performance. Also, the 

compliance status needs to be identified in banks that are yet to comply with this 

provision, so that efficiency and effectiveness in management is complimented with 

other internal controls. 

Ashenafi et al (2013) examined corporate governance and impact on bank 

performance in Ethiopia. A quantitative method of data analysis was employed which 

involved descriptive and inferential statistical analysis and multivariate regression 

analysis. The descriptive statistics were used to analyze the means and standard 

deviations of regression variables. In addition, before conducting regression 

analysis, various tests were conducted for Classical Linear Regression Model 

(CLRM) assumptions. The regression results show that explanatory variables such 

as capital adequacy ratio (CAR), board size (BDSZ), and existence of audit 



 
 

committee (AUDC) have statistically significant negative effect on bank performance 

while square of capital adequacy ratio (CAR2) and bank size (BKSZ) have a 

statistically negative effect on performance measured using ROE. Ownership type 

(OWTP), loan loss provision (LLP) and loan to deposit ratio (LDR) are found to have 

no significant effect on bank performance. 

Therefore, the study recommends the following: 1. As a means to strengthen the 

commercial banks in Ethiopia, the government of National bank of Ethiopia should 

be concerned about the level of both the internal and external corporate governance 

mechanisms of banks. 2. Shareholders should actively take part in establishing good 

corporate governance in the banks they own in order to earn better and sustainable 

profits. 3. The National Bank of Ethiopia should encourage banks to implement good 

corporate governance practices through enacting rules and regulations. 4. Keeping 

the number of directors in a bank board to a minimum size is recommended, as long 

as the minimum size enables the board to perform its supervision activities properly. 

5. Commercial banks should increase their branches as well as their size in order to 

improve profitability due to economies of scale. 6. The government and financial 

institutions as well as business community should work towards the establishment of 

a formal capital market institutions especially stock exchange which enhances 

corporate governance, and competition among businesses in the country. 7. Finally, 

future research should focus on assessing corporate governance mechanisms and 

firm performance from the perspective of different stakeholders such as employees, 

management, shareholders and depositors of commercial banks. 

Suberu et al (2010) studied corporate governance and merger activity in the Nigerian 

banking industry. The data used were essentially secondary and descriptive method 

was used. The major finding revealed that the banking sector is partly responsible for 



 
 

the poor state of the Nigerian economy through support for the import dependence 

nature of the economy rather than financing of sustainable economic development 

through shareholder values maximization. The study recommends that managers 

should vigorously pursue shareholder value creation, at least as a means of assuring 

continual provision of capital. The use of equity-based compensation enhances this 

pursuit. An effective means of reducing agency costs arising from asymmetric 

information is by share repurchase as a way of compensating shareholders for their 

ownership stake in the banks. 

Shabbir (2004) assessed corporate governance and performance of commercial 

banks in Pakistan. The stochastic frontier approach (SFA) and distribution free 

approach (DFA) were the econometric methods used. Cobb-Douglas cost frontier 

model is estimated to measure the technical efficiency of commercial banks of 

Pakistan. Results suggest that inefficiency of public banks may be attributed to the 

underutilization of resources of these banks. The researcher suggests that policy 

makers should restructure the banking sector and play significant role in initiating a 

sound governance device, hence improve the efficiency of banks. 

Okpanachi et al (2013) examined corporate governance principles application and 

the financial performance of deposit money banks in Nigeria. The study used both 

descriptive and historical research methods, while the sample size was determined 

using judgmental sampling technique. Method used in data collection was secondary 

source. The t-test analysis technique was adopted to estimate the relationship 

between the application of corporate governance principles and financial 

performance. The result of the t-test showed that board composition which is one of 

the major players in adhering to corporate governance principles has no significant 

impact on financial performance of the selected money deposit banks in Nigeria. 



 
 

This arose from the fact that, the calculated t-value is less than the t-critical value at 

5% level of significant; hence, the application of corporate governance principles has 

no significant impact on the financial performance of deposit money banks in Nigeria 

in terms of gross earnings, profit after tax and net assets. Based on the above, the 

null hypothesis was accepted. The paper therefore recommends that other corporate 

governance mechanisms should be considered in measuring the financial 

performance of firms for better testing of the other variables. 

Babalola et al (2013) conducted a study on the topic; Corporate Governance: Has 

the Nigerian Banking Sector Learnt any Lesson? The study uses both primary and 

secondary sources of data. The primary data collected through the use of 

questionnaire were analyzed using simple descriptive statistics while the secondary 

sources included journals and textbooks. The respondents were drawn from the staff 

of the Central Bank of Nigeria, Nigeria Deposit Insurance Corporation, Securities and 

Exchange Commission and Nigeria Stock Exchange. In hypothesis one, findings 

revealed that Nigerian banking sector has been seriously affected by poor corporate 

governance. In hypothesis two, the result of the test showed that the Nigerian 

banking sector has not learnt any lesson from the effect of poor corporate 

governance. The authors are of the opinion that high quality financial disclosure 

coupled with total transparency, remarkable accountability and avoidance of insider 

abuses would be essential complement to sound corporate governance. This would 

help to strengthen the accountability of directors and senior management and 

enhance the incentive for risk management. Such disclosure would also allay the 

fears of small depositors and creditors and give them the guarantee that their 

interests are adequately protected.  



 
 

Eduardus et al (2007) examined Corporate Governance, Risk Management, and 

Bank Performance in Indonesia. This research utilized both primary and secondary 

data. Method of analysis used for secondary data is Generalized Method of 

Moments (GMM). Meanwhile, primary data utilizes bootstrap method, factor analysis, 

and a 3-state least squares (3SLS). This study finds that the relationship between 

corporate governance and risk management and between corporate governance and 

bank performance are sensitive to the type of bank ownership. However, ownership 

structure shows partial support as a key determinant of corporate governance. This 

study also finds an interrelationship between risk management and bank 

performance. Risk management has significant effect on bank performance, and 

vice-versa. In general, the findings for both secondary and primary data analyses are 

substantiating each other. Primary data analysis supports and strengthens the 

findings of secondary data analysis. 

However, the recommendations are as follows: 1. Managers should know that in 

order to implement good corporate governance, they should be concerned about 

interrelationships among the three constructs, and those are corporate governance, 

risk management and bank performance. 2. The findings provide shareholders with 

information that they have an important role to force the banks’ management to 

implement good corporate governance. 3. Empirical findings indicate that different 

types of ownership have different concerns on implementing good corporate 

governance. The findings inform the government that it has to be more concerned 

over banks with worse corporate governance practices. In addition, the government 

should also promote and socialize corporate governance and its relationship to 

performance. 4. Indonesian Central Bank has to encourage banks to implement 

corporate governance practices through enacting rules and regulations. 



 
 

Akingunola et al (2013) examined corporate governance and banks’ performance in 

Nigeria (post-banks’ consolidation). This research work is a descriptive and 

quantitative type of survey in nature. Also, the source of information (data) used in 

this research is both primary and secondary data. Binary Probit test was conducted 

to determine the significance opinion of banks’ clients with a total number of 40 

customers selected randomly from different banks and Least Square Regression 

analysis was also employed to estimate the data collected from Central Bank of 

Nigeria Statistical Bulletin. A positive though not significant result was found between 

the banks’ total credit and the banks’ performance in the result. This shows that the 

more the banks have the ability of granting credit to the public the greater will be the 

effectiveness of the banks in performing efficiently in the economy. However, it is not 

a major variable that determine the way banks perform in the country. Bank deposit 

was found to be positively related to the banks’ performance but was insignificant. 

This result conforms to the apriori criteria in that a positive relationship is expected 

between bank deposit and the performance of the bank.  

The loan to deposit ratio (LTDR) in the result also shows that it is not significant but 

positively related to the performance of the banks. Hence, increase in the LTDR will 

help to improve the level of bank performance in the economy, but it is not a major 

variable that is significant in explaining the way banks will perform in the economy. 

The researchers recommend as follows: 1. Banks are to ensure that corporate 

governance become their watchword. This will enhance the efficiency and 

profitability and encourage an environment for the cultivation of other attributes of 

corporate transparency. 2. The operation scope of corporate governance includes 

accountability, transparency and operationalized anti-corruption anchored on 

stakeholder participation. In any banking environment therefore, corporate 



 
 

governance should promote accountability, transparency, healthy ethics and general 

participation of stockholders, which is central to creating and sustaining the enabling 

environment of wealth creation, equitable welfare distribution, economic growth and 

development. 3. Internal discipline and a strong operational agenda rooted in 

corporate governance, strong leadership, strengthened by moral questions bordering 

on integrity to carry out functions as appropriate should be put in place in banking 

sector. 

Finally, the researchers also recommended that complementary to the need for 

professional grounding of management and staff of bank is institutional capacity 

building. The competence of the individuals in a corporate entity dovetails into the 

capacity of the organization for analyzing, assessing and addressing governance 

issues with quick responsiveness. Institutional capacity requires the strengthening of 

in-house expertise in the various areas of activities and of governance. An 

organization in quest of thorough governance will therefore incorporate local 

knowledge, insights and institutional context in governance initiatives. As the 

leadership of such enterprise rise to demands of effective working environment with 

requisite infrastructure and knowledge bases, the ability of stakeholders to access 

information will enhance and vindicate the expectations of board of management, 

government and civil society. 

Lai et al (2012) studied the concept and practice of corporate governance in Nigeria: 

the need for public relations and effective corporate communication. The paper 

adopts an analytical and quantitative research methods. A review of the poor 

adherence to corporate governance by many of the failed banks in Nigeria shows 

that personality-centered management style of these banks contributed to their 

problems. Many of the chief executives were running the banks as if they were 



 
 

personal properties where they can do what they like. They failed to realize that they 

are more or less agents of various interest groups i.e. stakeholders and that the 

banks they are managing are “quasipublic institutions”. The paper’s main thesis is 

that public relations and corporate communication strategies are essential in 

realizing the objectives of corporate governance. The adoption of such strategies, it 

is argued, will engender participation by various stakeholders, engender mutual 

understanding, build social support and ensure accountability and openness. Such 

strategies would also help in attitude and behavioural change required to instill the 

operators of corporate organizations the best practice enshrined in corporate 

governance codes. 

James (2012) examined Corporate Governance in Nigerian Banking Sector and 

Relevance of Internal Auditors. A semi-structured interview was conducted with 23 

internal auditors in nine of the current existing 24 banks. The sample was 

conveniently chosen to cover both the old and new generation banks. The interview 

was structured around 10 questions drawn from literature, internal audit manuals of 2 

banks, corporate governance manual of Central Bank of Nigeria and that of the 

Security and Exchange Commission. The interviews were conducted in the premises 

of the chosen banks in Lagos and took approximately 25 minutes to complete each. 

An issue that emerged in the study is that effective governance cannot be 

disassociated with top management credibility and attitude. This has implication for 

future research. The researcher recommends that future study is needed to explore 

the interrelationships between the six pillars of corporate governance. 

In summary, corporate governance in the context of banking is the manner in which 

systems, procedures, processes and practices of a bank are managed so as to allow 

positive relationships and the excise of power in the management of assets and 



 
 

resources with the aim of advancing shareholders’ satisfaction together with 

improved accountability, resource use and transparent administration. Therefore, 

better corporate governance is supposed to lead to better corporate performance by 

preventing the expropriation of controlling shareholders and ensuring better banking. 

In expectation of such an improvement, the firm’s value may respond 

instantaneously to news indicating better corporate governance. However, 

quantitative evidence supporting the existence of a link between the quality of 

corporate governance and firm’s performance is relatively scanty (Imam, 2006). 

Good corporate governance means little expropriation of resources by managers or 

controlling shareholders, which contributes to better allocation of resources and 

better performance. As investors and lenders will be more willing to put their money 

in firms with good governance, they will face lower costs of capital, which is another 

source of better firm performance. Other stakeholders, including employees and 

suppliers, will also want to be associated with and enter into business relationships 

with such firm, as the relationships are likely to be more prosperous, fairer and long-

lasting than those with firms less effective in governance. 

Implications for the economy as a whole are also obvious. Economic growth will be 

more sustainable, because the economy is less vulnerable to a systemic risk. With 

better protection of investors at firm level, the capital market will also be boosted and 

become more developed, which is essential for sustainable economic growth, at the 

same time, good corporate governance is critical for building a just and corrupt-free 

society. Poor corporate governance in banks set the stage for corrupt practices. 

 

 



 
 

CHAPTER 3: RESEARCH METHODOLOGY 

 

3.1 Research Design 

Descriptive, quantitative and correlational research designs were used in this study. 

 

3.2 Study Population 

The population for this study consists of all the 21 commercial banks in Nigeria. The 

time frame considered for this study is 2006 to 2013. This 8 year period allows for a 

significant lag period for banks to have reviewed and implemented the 

recommendations by the CBN post consolidation code. The choice of 2006 as the 

base year is due to the fact that 2006 is the beginning of the post-consolidation era 

after the consolidation exercise ended in 31st December, 2005. 

 

3.3 Sample Size  

The judgmental sampling technique was used in selecting the 13 banks out of the 21 

commercial banks in Nigeria.  

 

3.4Source of Data  

The data used for this study were secondary data derived from the audited financial 

statements of the banks listed in Nigeria Stock Exchange (NSE) between the eight 

years period from 2006 to 2013. This study also made use of books and other 



 
 

related materials especially the Central Bank of Nigeria Bulletins and the Nigeria 

Stock Exchange Fact Book. Some of the annual reports that were not available in 

the NSE fact book were either collected from the corporate offices of concerned 

banks or downloaded from the banks’ corporate website. 

 

3.5Model Specification 

The study employed a modified version of the econometric model of Miyajima at al 

(2003) as adopted by Coleman and Nicholas-Biekpe (2006) and Iwuigbe (2011). The 

econometric model of Miyajima et al (2003) is seen below: 

Yit = o + 1Git + 2SZEt + 3BDTt + et 

Where: 

Yit represents firm performance variables which are: Return on Capital Employed, 

Earnings per Share, Return on Assets, and Return on Equity for banking firms at 

time t. 

Git is a vector of corporate governance variables which include: Board Size (BDS), 

Board Composition (BDC) which is defined as the ratio of outside directors to total 

number of directors, a dummy variable (CEO) to capture if the board chairman is the 

same as the CEO or otherwise, CEO’s tenure in office (CET). 

SZEt is the size of the firm. 

BDTt is the debt structure of the firm. 

et represents the error term which accounts for other possible factors that could 

influence Yit that are not captured in the model. 



 
 

Based on the fact that we used different corporate governance and performance 

proxies, the above model is thus modified to determine the relationship between 

corporate governance and bank performance in Nigeria. This is done by developing 

a simple definitional model from the model of Miyajima et al (2003) to guide our 

analysis as seen below: 

ROE = f (BDSZ, BDCP, DEHD, CGDI) - - - - - - - - - - - - - - - - - - - - - - - - - - (1) 

ROE = a0 + a1BDSZ + a2BDCP + a3DEHD + a4CGDI + e - - - - - - - - - - -  (2) 

Where: 

ROE = Return on Equity 

BDSZ = Board Size 

BDCP = Board Composition 

DEHD = Directors’ Equity Holding 

CGDI = Corporate Governance Disclosure Index 

a1 – a4 = Coefficients attached to the independent variables 

e = Error Term.  

From the above, the proxies used for corporate governance are: Board Size, 

Directors’ Equity Holding, Board Composition and Corporate Governance Disclosure 

Index while the proxy for financial performance of the banks is Return on Equity 

(ROE). 

 

 



 
 

3.6Methods of Data Analysis 

 

3.6.1 Descriptive Statistics 

Descriptive statistics were used to analyze the means and standard deviation of the 

variables. 

 

3.6.2 Correlation Analysis 

The Pearson correlation was used to measure the degree of association (the 

relationship) between variables under consideration. The analysis was done with the 

use of Statistical Package for Social Sciences (SPSS). 

 

3.6.3 Model Summary 

Linear regression analysis was used to determine how well the model fits the data. 

 

3.6.4 Content Analysis  

Content analysis is used to assess the level of compliance with the Code on 

Corporate Governance in prior studies. Content analysis is a way of categorizing 

various items of a document into a number of categories. It is an appropriate method 

to use where a large amount of qualitative data has to be analyzed. The use of 

content analysis has been supported by a number of authors for similar type of 

research (Holsti, 1969; Boyatis, 1998; Weber, 1988; Krippendorff, 1980).  

Krippendorff (1980) as cited in Uwuigbe (2011) further identified the following forms 

of content analysis:  

1. Number of sentences disclosed  



 
 

2. Number of words  

3. Pages or proportion of pages  

4. Average number of lines  

5. Yes or no approach (Presence or absence of social disclosures) - Mirfazli, (2008b) 

and Imam (2000).  

This study therefore adopted the Yes and No approach, identified by various studies 

on corporate governance (Krippendorff, 1980; Weber, 1988; Imam, 2000 and 

Mirfazli, 2008b) as a more reliable method in analyzing corporate annual reports for 

governance disclosure because it does not add the element of subjectivity.  

The study therefore developed a disclosure index, using the CBN post consolidation 

code of best practices and guided by the OECD code and papers prepared by the 

UN secretariat for the nineteenth session of ISAR International Standards of 

Accounting and Reporting, ISAR (2001), entitled “Transparency and disclosure 

requirements for corporate governance” and the twentieth session of ISAR (2002), 

entitled “Guidance on Good Practices in Corporate Governance Disclosure” for the 

banks under study.  

With the help of the list of disclosure items, the corporate annual reports of the banks 

were examined and a dichotomous procedure was followed to score each of the 

disclosure issue. Each was awarded a score of „1‟ if it appears to have disclosed the 

concerned issue and „0‟ otherwise. The score of each bank was totaled to find out 

the net score of the bank. A corporate governance disclosure index (CGDI) was then 

computed by using the following formula:  

 

CGDI = 𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇  𝑠𝑠𝑠𝑠𝑇𝑇𝑠𝑠𝑠𝑠  𝑇𝑇𝑜𝑜  𝑇𝑇ℎ𝑠𝑠  𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑇𝑇𝑇𝑇  𝑠𝑠𝑇𝑇𝑐𝑐𝑐𝑐𝑇𝑇𝑖𝑖𝑐𝑐
𝑀𝑀𝑇𝑇𝑀𝑀𝑖𝑖𝑐𝑐𝑖𝑖𝑐𝑐  𝑐𝑐𝑇𝑇𝑠𝑠𝑠𝑠𝑖𝑖𝑝𝑝𝑇𝑇𝑠𝑠  𝑠𝑠𝑠𝑠𝑇𝑇𝑠𝑠𝑠𝑠  𝑇𝑇𝑝𝑝𝑇𝑇𝑇𝑇𝑖𝑖𝑖𝑖𝑇𝑇𝑝𝑝𝑇𝑇𝑠𝑠  𝑝𝑝𝑐𝑐  𝑠𝑠𝑇𝑇𝑐𝑐𝑐𝑐𝑇𝑇𝑖𝑖𝑐𝑐

 × 100 



 
 

Then, this index was used as one of independent variables in the correlation 

analysis, together with Board Size, Board Composition and Directors’ Equity Holding. 

While, Return on Equity was the dependent variable. 

.   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 
 

CHAPTER 4:  DATA PRESENTATION AND ANALYSIS 

4.1 Data Presentation and Analysis 

In order to assess the level of corporate governance disclosures of the sampled 

banks, a disclosure index has been developed guided by the Central Bank of Nigeria 

post consolidation code of corporate governance, the OECD code and ISAR (2001; 

2002). Issues on corporate governance disclosure are therefore classified into 5 

broad categories: financial disclosures, non-financial disclosure, annual general 

meetings, timing and means of disclosure and best practices for compliance with 

corporate disclosure. Under non-financial disclosures, different headings such as 

company objectives, governance structure and policies, members of board and key 

executives, material issues regarding employees, environmental and social 

stewardship, material foreseeable risk factors, and independence of auditors are 

used. Under these broad and sub-categories, a total of 45 issues have been 

considered (see Appendix 1). As earlier stated in chapter 3, with the help of the list of 

disclosure items, the corporate annual report of the banks were examined. A 

dichotomous procedure was followed to score each of the disclosure items. Each 

bank was awarded a score of “1” if it has disclosed the concerned issue or “0” if it 

does not. 

Thus, the level of corporate governance disclosures of the sampled banks is shown 

in table 4.1 below. 

 

 

 

 

 

 



 
 

Table 4.1: Level of Corporate Governance Disclosures by listed banks in 
Nigeria 

Years BK1 BK2 BK3 BK4 BK5 BK6 BK7 BK8 BK9 BK10 BK11 BK12 BK13 

2006 28 27 32 27 36 31 29 28 24 26 26 39 29 

2007 28 31 32 27 38 32 28 28 25 27 27 39 29 

2008 29 35 32 27 41 32 30 28 25 27 28 40 30 

2009 29 35 32 27 41 32 30 29 26 29 30 40 32 

2010 29 37 33 30 42 33 32 29 26 30 30 42 33 

2011 30 38 33 30 42 34 33 30 27 30 31 43 33 

2012 31 40 34 30 44 35 33 30 27 30 33 44 34 

2013 31 41 34 32 45 36 34 32 30 32 34 45 35 

Total 235 284 262 230 329 265 249 237 210 231 293 332 225 

Average 29.38 35.50 32.75 28.75 41.13 33.13 31.13 29.63 26.30 28.90 29.90 41.50 31.90 

CGDI 0.65 0.79 0.73 0.64 0.91 0.74 0.69 0.66 0.58 0.64 0.66 0.92 0.71 

Source: Computed by the researcher using data from annual report of banks 2013. 
Note: for key to bank coding see appendix 2. 
 
Table 4.1 presents a summary of the average corporate governance disclosure data 

by the 13 commercial banks and also the disclosure index as at 2013. The table 

reveals that all the banks presents a statement of their corporate governance 

practice. However, the extensiveness of the statement varies between banks. Based 

on the 45 governance indices used for assessment (see appendix 1), Wema bank 

and First bank emerged with the highest number of corporate governance disclosure 

with 42 and 41 disclosure items (i.e. 93% and 91% respectively) during the period 

under review. On the other hand, Union bank disclosed the least governance items. 

It disclosed 26 items (approximately 58%). 

 

 

 

 

 



 
 

Table 4.2: Descriptive Statistics 
 Mean Std. Deviation N 

Return on Equity .05841831 .049743577 13 

Board Size 12.5700 2.29566 13 

Board Composition .6231 .07364 13 

Corporate Governance 

Disclosure Index 
.6869 .10020 13 

Directors' Equity Interest .1215 .08204 13 

Source: Computed by the researcher from data extracted from 
 annual report of banks (2013) using SPSS. 
 

From 13 observations, table 4.2 reveals an average Return on Equity of 

approximately 6% with a standard deviation of approximately 5%. This means the 

ROE of the sampled banks can deviate from the mean (6%) to both sides by 5%. 

The table shows an average board composition (proportion of non-executive 

directors) of 62% with a standard deviation of approximately 7%. This means that the 

proportion of non-executive directors can deviate from the mean to both sides by 

7%. 

Also, the table shows a mean disclosure of approximately 69% with a standard 

deviation of 10%. 

Similarly, table 4.2 gives an average directors’ equity interest (of the sampled banks) 

of approximately 12% with a standard deviation of 8%. 

 

 

 

 

 

 

 

 

 

 



 
 

 

Table 4.3: Correlation Result 

Correlations 

 ROE BDSZ BDCP CGDI DEHD 

ROE 

Pearson Correlation 1 -.873** -.691** .643* .875** 

Sig. (2-tailed)  .000 .009 .018 .000 

N 13 13 13 13 13 

BDSZ 

Pearson Correlation -.873** 1 .482 -.630* -.734** 

Sig. (2-tailed) .000  .095 .021 .004 

N 13 13 13 13 13 

BDCP 

Pearson Correlation -.691** .482 1 -.320 -.599* 

Sig. (2-tailed) .009 .095  .286 .031 

N 13 13 13 13 13 

CGDI 

Pearson Correlation .643* -.630* -.320 1 .551 

Sig. (2-tailed) .018 .021 .286  .051 

N 13 13 13 13 13 

DEHD 

Pearson Correlation .875** -.734** -.599* .551 1 

Sig. (2-tailed) .000 .004 .031 .051  

N 13 13 13 13 13 

**. Correlation is significant at the 0.01 level (2-tailed). 

*. Correlation is significant at the 0.05 level (2-tailed). 
Source: Computed by researcher from data extracted from annual report of banks 

(2013) using SPSS. 
 

The correlation result in table 4.3 shows that board size has strong negative 

correlation of -.873 with return on equity which is significant at 1% and 5%. This 

implies that an increase in board size will lead to a decrease in profitability (ROE). 

This means that a large board size does not have a positive effect but a negative 

effect on the level of profitability in the Nigerian banks. This result is consistent with 

earlier studies by Bennedsen et al (2006); Harris and Raviv (2005); Lipton and 

Lorsch (1992); Jensen (1993); Yermack (1996); Uwuigbe (2011). They all agreed 

that larger board is ineffective as compared to smaller boards. 

 



 
 

Board composition (proportion of outside directors) is another variable that recorded 

a negative correlation coefficient (r) of -.691 which is significant at 1% and 5%. This 

means that the more the number of outside director, the lower the performance of 

the bank in terms of ROE. This is however consistent with the studies of Bhagat and 

Black (1999) and Yermack (1996). They discovered a negative correlation between 

the proportion of outside directors and corporate performance. In addition, Vegas 

and Theodorou (1998); Laing and Weir (1999) conducted their studies in UK, and did 

not find a correlation between the proportion of non-executive directors and 

corporate performance. 

 

However, the corporate governance disclosure index is positively correlated at .643 

which is significant at 5%. This indicates that banks that discloses more on corporate 

governance issues are likely to perform better than those that discloses less. This 

result is in line with Makhija and Patton (2000); O”Sullivan and Diacon (2003) and 

Cheng (2008) but not consistent with Raffournier (1995) in Switzerland and Depoers 

(2000) in France. 

 

The result further revealed that directors’ equity holding has a positive correlation of 

.875 (significant at 1%) with return on equity. This means that individuals, who have 

equity ownership in the banks they manage, have compelling business interest to 

run them well. This will in turn improve the performance of these banks. This is 

consistent with the studies of Bhagat, Carey and Elson (1999). 

 

Among the governance variables, Board Size recorded a positive correlation with 

Board Composition which means that bigger boards have more outside directors. 



 
 

However, Board Size has negative correlation with both Corporate Governance 

Disclosure Index and Directors’ Equity Interest. This means that bigger boards 

disclose lesser governance information than smaller boards. Similarly, in bigger 

boards, the directors are less interested in the organization’s equity as compared to 

smaller ones. Furthermore, Board Composition showed a weak negative correlation 

with Corporate Governance Disclosure Index and Directors’ Equity Interest. Finally, 

Corporate Governance Disclosure Index has a positive correlation with Directors’ 

Equity Holding. This means that the more the equity owned by directors of the banks 

under review, the more they disclose on corporate governance issues. 

 

Table 4.4: Model Summary 
 

 

 

Model 

 

 

 

R 

 

 

 

R square 

 

 

Adjusted 

R Square 

 

 

Std. Error of 

the Estimate 

Change Statistics  

R 

Square 

Change 

 

F 

change 

 

 

df1 

 

 

df2 

 

Sig. F 

Change 

 

Durbin 

Watson 

1 .958 .917 .875 .017554609 .917 22.089 4  .000 2.718 

a. Predictors: (constants), Directors’ Equity Interest, Corporate Governance Disclosure Index, Board 

Composition, Board Size. 

b. Dependent Variable: Return on Equity. 

Source: Computed by the researcher from data extracted from Annual Report of banks (2013) using SPSS. 

 

From table 4.4 above, the goodness of fit (R2) is approximately 92% depicting that 

92% of the changes in dependent variable (Return on Equity) is accounted for by the 

independent variables. More so, the adjusted R square (approximately 88%) further 

justifies this fact. The F value of 22.089 significant at .000 shows a good explanatory 

power of the independent variables. This shows that the model do not suffer from 

specification bias. 

 



 
 

4.2 Hypotheses Testing 

Hypothesis 1: 

H0: There is no significant positive relationship between board size and financial 

performance of banks in Nigeria. 

H1: There is significant positive relationship between board size and financial 

performance of banks in Nigeria. 

 

From the analysis, the correlation between board size and Return on Equity (ROE) 

has a coefficient (r) of -.873, depicting an inverse correlation between the two 

variables. This is significant at 1% and 5%. This indicates a significant negative 

effect of larger board size on the financial performance of the sampled banks. On the 

premise of this result, since the significant effect is negative, we therefore accept the 

null hypothesis which states that there is no significant positive relationship between 

board size and ROE, and reject the alternative hypothesis. The result therefore 

supports the agency theory as the large board members being the agents tend to 

pursue their own interests. 

 

The significant negative relationship found between bigger board size and ROE is 

consistent with the findings of Yermack (1996), Eistenberg, Sundgren and Wells 

(1998), Conyon and Peck (1998), Loderer and Peyer (2002) and Uwuigbe (2011). 

They found out a significant negative relationship between board size and firms’ 

performance. We therefore argue that a large board size is ineffective and inefficient 

as members do not play active role in monitoring the firm (bank). 

 



 
 

However, the result of this study differs from that of Kyereboah-Coleman and Biekpe 

(2005) who argued that there is a positive relationship between board size and firms’ 

value. Also, the result of the hypothesis differs from Zahra and Peace (1989) who 

concluded that a large board size brings more management skills and makes it 

difficult for the CEO to manipulate the board. 

 

 

Hypothesis 2: 

H0: There is no significant positive relationship between directors’ equity holding and 

the financial performance of banks in Nigeria. 

H1: There is significant positive relationship between directors’ equity holding and 

the financial performance of banks in Nigeria. 

 

The result for hypothesis 2 above shows a strong significant positive correlation of 

.875 between the directors’ equity holding (equity interest) and the performance of 

the banks under consideration. This result is significant at both 1% and 5%. Based 

on the result, we therefore reject the null hypothesis and accept the alternative 

hypothesis which states that there is significant positive relationship between 

directors’ equity holding and financial performance of banks in Nigeria. The result 

shows that the more banks’ equity owned by the directors, the better the banks’ 

financial performance. This implies that individuals who have equity holdings in the 

banks they manage have compelling business interest to run them well. 

 

This same view is shared by McConnell, Servaes and Lins (2008); Loderer and 

Peyer (2012). They observed a positive relationship between directors’ equity 



 
 

interest and firms’ performance. However, when they own a large proportion of 

shares, directors could pose other agency problems, especially, those associated 

with conflicts between large and small shareholders. This findings is consistent with 

Saunders, Strock and Travlos (1990), Carey et al (1999) and Bolton (2006). 

In contrary, Wei (2000) and Lin (2007) found that there is no significant positive 

relationship between the quantities of stock held by directors and firms’ performance. 

 

 

Hypothesis 3: 

H0: There is no significant positive relationship between the governance disclosures 

of banks in Nigeria and their performance. 

H1: There is significant positive relationship between the governance disclosures of 

banks in Nigeria and their performance. 

 

The result of this hypothesis shows a positive correlation of .643 between the level of 

governance disclosures of these banks and Return on Equity. This result is 

significant at 5%. From this result, we therefore reject our null hypothesis and accept 

our alternative hypothesis which states that there is significant positive relationship 

between the governance disclosures of banks in Nigeria and their performance. This 

implies that banks who disclose more on governance issues are more likely to do 

better than those that disclose less. Furthermore, our result revealed that banks with 

directors’ equity ownership will disclose more governance items. This is in line with 

the studies of Barth et al (2004), Brown and Caylor (2004). 

 

 



 
 

Hypothesis 4:  

H0: There is no significant positive relationship between the proportion of non-

executive directors and the financial performance of Nigerian banks. 

H1: There is a significant positive relationship between the proportion of non-

executive directors and the financial performance of Nigerian banks. 

 

From the result of the analysis, the correlation between the variables gives -.691 

which is significant at both 1% and 5%. This means that an increase in the number 

of outside directors will result in a decrease in the performance of banks in Nigeria. 

Based on this result, we accept the null hypothesis which states that there is no 

significant positive relationship between the proportion of non-executive directors 

and the financial performance of banks in Nigeria. However, the alternative 

hypothesis is rejected. The negative effect observed may be due to the fact that the 

non-executive directors are too busy with other commitments and only take part in 

the company’s business on part-time basis. It was noted that an average director 

spends only twenty-two days in a year on his duties, which barely enough to perform 

the needed functions (Iwuigbe, 2011). Since the average director spends a little time 

on the job, it is difficult to develop much more than a rudimentary understanding of 

their company’s workings (Carter and Lorsch, 2004:45).  

 

Moreover, non-executive directors are likely not to be well versed in the business, 

thus, may not make the best decisions. This is consistent with the studies of Adam 

and Mehra (2003); Bosch (1995); pi et al (1993) and Staikouras et al (2007). 

However, our findings are not in tune with Bebchuk et al (2009) and Pathan et al 

(2007). They noticed a positive relationship between the variables. 



 
 

CHAPTER 5: SUMMARY OF FINDINGS, CONCLUSION AND 

RECOMMENDATIONS 

 

5.1 Summary of findings 

This study which explores the relationship between internal corporate governance 

structures and banks’ performance in Nigeria reveals a significant negative 

relationship between board size and banks’ performance as measured by Return on 

Equity. Similarly, a significant negative relationship is observed between board 

composition and banks’ performance. 

Our findings further show a strong positive relationship between the governance 

disclosures of banks and their performance in Nigeria. Also, a significant positive 

relationship is observed between directors’ equity holding and banks’ performance. 

 

5.2 Conclusion  

From the above findings, this study concludes that despite the requirements of the 

Central Bank of Nigeria (CBN) and the Nigeria Stock Exchange (NSE), some bank 

managers in Nigeria still disclose selectively.  

Furthermore, a negative relationship exists between the proportion of non-executive 

directors (board composition) and performance of banks in Nigeria. This means that 

an increase in the number of outside (independent) directors will result in a decrease 

in banks’ performance as measured with Return on Equity (ROE). 



 
 

A negative relationship also exists between board size and banks’ performance in 

Nigeria. This means that an increase in board size results in poor performance of the 

banks. While the level of corporate governance disclosure and directors’ equity 

interest increase banks’ performance as measured with Return on Equity. 

 

5.3 Recommendations 

Based on the result of this study, the following recommendations will be useful to 

stakeholders: 

i. An effective legal framework should be developed that specifies the rights 

and obligations of a bank, its directors, shareholders, specific disclosure 

requirements and provide for effective enforcement of the law for 

mandatory compliance with the code of corporate governance. 

ii. Banks should not be bent on increasing the number of non-executive 

directors to avoid poor performance. Alternatively, executive directors 

should be considered in reasonable number. 

iii. Increasing the board size may result in poor performance. Therefore, 

banks should have small board size where the board members are active 

on their duties to enhance higher performance. 

iv. Directors should be made to have equity ownership in the banks they 

oversee as this will compel them to do their best in ensuring that the banks 

do well. 

 

 



 
 

5.4 contributions to knowledge 

This research work on corporate governance has contributed the following to fill the 

gap in knowledge: 

a. This study used four different governance measures as opposed to one as 

seen in prior studies. This will help policy makers and researchers in this area 

of study to draw inference. 

b. Since only few studies in Nigeria (to the best of our knowledge) has covered 

corporate governance of banks as it relates to performance, this study will 

serve as data base for future research as it extensively covered this area. 
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Appendix 1: Corporate Governance Disclosure Check List 

 I. Financial Disclosures 
1 Financial and operating result 

2 Related party transaction 

3 Critical accounting policies 



 
 

4 Corporate reporting framework 

5 Statement of directors’ responsibility towards 

preparing and presentation of financial statements  

6 Risk and estimates in preparing and presenting 

financial statements 

7 Segment reporting 

8 Information regarding future plan 

9 Dividend  

 II. Non-financial Disclosures 
 a. Company Objectives: 

10 Information about company objectives 

 b. Ownership and Shareholders’ Rights: 

11 Ownership structure 

12 Shareholders’ rights 

 c. Governance Structure and Policies: 

13 Size of board 

14 Composition of board 

15 Division between chairman and CEO 

16 Chairman’s statement 

17 Information about independent directors 

18 Role and function of the board 

19 Organizational hierarchy 

20 Changes in board structure 

21 Compliance with different legal rules 

22 Audit committee 

23 Remuneration committee 

24 Any other committee 

25 Composition of the committee 

26 Functioning of the committee 

27 Organizational code of ethics 

 d. Members of the Board and Key Executives: 

28 Bibliography of the board members 



 
 

29 Number of directorship held by individual members 

30 Number of board meeting 

31 Attendance in board meeting 

32 Directors’ stock ownership 

33 Directors’ remuneration 

 e. Material Issues Regarding Employees, 

Environmental and Social Stewardship: 

34 Employee relation/industrial relation 

35 Environmental and social responsibility 

 f. Material Foreseeable Risk Factors: 

36 Risk assessment and management 

37 Internal control system 

 g. Independence of Auditors: 

38 Auditor appointment and rotation 

39 Auditor fees 

 III. Annual General Meeting 
40 Notice of AGM 

41 Agenda of AGM 

 IV. Timing and Means of Disclosure 
42 Separate corporate governance statement/separate 

section for corporate governance 

43 Annual report through internet 

44 Any other event 

 V. Best Practices for Compliance with 
Corporate Governance 

45 Compliance with SEC notification 

Source: Compiled by researcher using CBN code of corporate 

governance. 

Appendix 2: Banks and Average Measurement Variables 

 Banks Return on 
Equity 

Board Size Board 
Composition 

CGDI DEIN 

BK1 Access Bank 0.034341 13.0 0.69 0.64 0.14 



 
 

BK2 Diamond Bank 0.044870 12.67 0.72 0.69 0.07 

BK3 Eco Bank 0.097752 12.0 0.56 0.79 0.19 

BK4 Fidelity Bank 0.031143 13.33 0.58 0.61 0.06 

BK5 First Bank 0.039760 12.69 0.69 0.86 0.05 

BK6 First City 

Monument 

Bank 

0.058481 13.67 0.60 0.70 0.17 

BK7 Guarantee 

Trust Bank 

0.041824 12.68 0.55 0.62 0.04 

BK8 Skye Bank 0.027735 15.0 0.67 0.59 0.11 

BK9 Union Bank 0.022250 15.0 0.69 0.56 0.01 

BK10 United Bank for 

Africa 

0.016461 12.0 0.71 0.60 0.09 

BK11 Unity Bank 0.1525 9.67 0.51 0.71 0.25 

BK12 Wema Bank 0.167941 6.70 0.54 0.87 0.28 

BK13 Zenith Bank 0.024380 15.0 0.59 0.69 0.11 

Source: Computed by researcher using Annual Report of Banks 

(2013). 

 

 

 

 

 

 

 

 


