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ABSTRACT  

The relationship between corporate 

governance mechanisms and corporate 

performances is in focus in this study. The 

corporate governance mechanisms were 

proxied by board size, board composition 

and inclusion of independent directors in 

the board; while corporate performances 

were measured in terms of return on 

assets, return on equity and return on 

capital employed. Content analysis was 

used to extract the relevant indicators of 

corporate governance and corporate 

performances from financial statements of 

randomly selected manufacturing 

companies for period 2010 to 2017. The 

data were analysed using regression 

models. The results of the findings were 

mixed. A positive relationship was found to 

exist between board size and corporate 

performances while negative relationship 

existed between board composition and 

inclusion of independent directors and 

corporate performances. The study 

recommends among others that caution 

should be exercised in appointment of 

independent directors while board size 

should not be excessive. 

Keywords:  Corporate Governance, Corporate Performances and Accountability

INTRODUCTION 

There will always be conflict between the 

owners of business (providers of capital) 

and those entrusted with the 

responsibilities of managing the business 

(managers). This conflict always takes 

place as a result of suspicion and lack of 

trust by the owners of the business on the 

activities of managers. The managers 

generally are assumed to engage in 

decisions adjudged to be in their own 

interests against the interests of the 

providers of capital. They are also 

assumed to earn fabulous salaries, lived in 

expensive houses, drive the latest cars and 

display lifestyle of affluence which are 

considered to be at the detriment of the 

interest of the owners of the businesses. 

The availability of independent audit 

report of financial statement does not 

seem to persuade the owners of the 

businesses about the sincerity of the 

managers. These have led to agitations by 

the owners of the firms that they should 

not only to be properly informed on how 

their resources are managed but also to be 

fully involved in the decision making 

process of the entity. This agitation was 

heightened by the collapse of some of the 

organisations described as ‘giants’. The 

persistent agitation by the owners on the 

need for accountability, transparency and 

full disclosure of activities of managers of 

firms heightened the call for the 

enthronement of good corporate 

governance mechanism in entities across 

the globe.  
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[1] define corporate governance as the 

process and structure which are used to 

direct and manage the affairs of business 

and corporations with the main objective 

of increasing the value of shareholders. 

They further stated that corporate 

governance is also seen as the process of 

and structure that are put in place to 

direct and manage the business as well as 

the affairs of the company in order to 

enhance the prosperity of the business as 

well as corporate accountability which 

culminates in the ultimate objective of 

realising the value of shareholders in the 

long run. Corporate governance is 

concerned with the adoption of global best 

practices which is considered to define the 

responsibilities of the owners as well as 

the managers of organisations. It clearly 

defines some functions which are to be 

carried out by the various groups. 

Therefore the main thrust of corporate 

governance is to ensure transparency, 

accountability and equity on the 

management of the resources as well as 

the appropriate reporting of such to the 

stakeholders.  

Accordingly, [2] opined that the whole 

essence of corporate governance is to 

ensure transparency, investor protection, 

full disclosure of executive actions and 

corporate activities to stakeholders, 

environmental impact assessment of 

corporate activities, assurance of 

performance related executive 

compensation and full disclosure of 

executive compensation. In view of the 

above, between 2007 and 2012, the 

regulators have tended to ‘force’ 

organisations to adopt the corporate 

governance as a way of convincing the 

world that their activities are within the 

global standards. Moreover, the 

importance of corporate governance have 

been further stressed by [3] that lack of 

good corporate governance was identified 

as one of the dominant factors responsible 

for the distress syndrome in the country. 

Different regulatory bodies in Nigeria in 

the past ten years have made concerted 

efforts to persuade entities operating 

under their purviews to institute corporate 

governance ethics. These efforts have 

yielded various degrees of success. For 

instance, Securities and Exchange 

Commission (SEC) produced codes of 

corporate governance which it encouraged 

all companies operating in the capital 

market to adopt. In the same vein, the 

Central Bank of Nigeria (CBN) also 

produced code of corporate governance 

best practices to be adopted in Money 

Deposit Banks operating in Nigeria. The 

National Insurance Commission (NAICOM) 

also instituted code of corporate 

governance practices among insurance 

companies operating in Nigeria. 

The extent of compliance varies across 

sectors and depends on the areas which 

the entities considered most appropriate 

for its operations. The various successes 

recorded can be seen in areas such as 

separation of ownership, separation of the 

office of the chairman from that of the 

managing director, inclusion of 

independent directors in the board of 

companies, board size, number of board 

meetings, composition of audit 

committee, and other aspects of corporate 

governance implementation across the 

country.   

Despite the adoption of corporate 

governance mechanisms, the results of 

financial performance posted at year ends 

by manufacturing companies in Nigeria do 

not seem to justify the arguments of the 

proponents of the adoption of corporate 

governance. This raises the question as to 

whether the performance of organisations 

has any direct relationship with the 

adoption of corporate governance 

mechanisms. The need for this study 

stems from this seeming lacuna whether 

the adoption of good corporate 

governance practices have actually 

contributed to the performances of 

manufacturing companies. 

The main objective of this study is to 

evaluate whether there is any relationship 

between the institution of good corporate 

governance practices and performance of 

manufacturing companies in Nigeria. It is 

also intended to ascertain how corporate 

governance attributes affect the 
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performances of manufacturing firms. The 

study is expected to contribute to the 

expanding literature on corporate 

governance. The result would assist 

practitioners and policy makers in 

formulating corporate governance 

policies. It would also help organisations 

to identify areas that require modification 

in order to enhance effective application 

of the corporate governance mechanisms. 

REVIEW OF RELATED LITERATURE 

Conceptual Framework 

Arising from the increasing number of 

high profile corporate failures around the 

world, there was need for regulators of the 

economy to fashion means of monitoring 

managers of companies to ensure that 

their day to day decisions/actions are in 

the best interest of the shareholders and 

or stakeholders. This then necessitated 

the conceptualization of corporate 

governance. 

As organisations grow in importance 

worldwide, what becomes of particular 

focus is how these organisations are 

internally governed. As can be imagined, 

there is no global standard framework 

with regards to how entities are governed 

across the globe. This is because of 

political, legal and cultural differences 

that occur across borders and between 

regions. However, the need for corporate 

governance guidelines was strong because 

of the very nature of corporate ownership. 

With a multitude of shareholders, it is 

simply unreasonable, if not impossible, 

for all owners to gather to oversee the 

daily operations of a business. This is 

comparable to democratic forms of 

government, where citizens elect 

individuals to represent their interests 

and handle the tasks of operating the 

governmental unit.  

Within organisations, directors are usually 

appointed by shareholders and are 

charged with the responsibility of 

representing the interests of these 

shareholders and managing corporate 

activities. This is sometimes referred to as 

a ‘separation of ownership and control’. It 

is essential that these organisations have 

adequate governance guidelines in place 

to encourage directors to maximise return 

to shareholders and keep risks at an 

acceptable level, while also dealing with 

issues such as the control of power and 

remuneration. Because of the importance 

of such guidelines to shareholders and 

potential investors, the details regarding 

governance are generally included in the 

published financial statements and are 

reviewed for reliability by an independent 

auditor.   

Corporate governance is about promoting 

corporate fairness, transparency and 

accountability. It seeks to establish and 

moderate relationship between boards and 

their shareholders, company regulators 

and other stakeholders. It also ensures a 

proper and efficient system of regulating 

directors to restrain them from abusing 

their powers. According to [4], corporate 

governance is concerned with the way 

companies are directed. They further 

argued that good corporate governance 

exist when directors carry out their 

functions effectively so that there is 

efficient allocation of capital, the 

company’s economic potential maximised 

and that they behave fairly in relation to 

shareholders. Thus, good corporate 

governance facilitated by the organs 

charge with the responsibility ensures 

among others that investment decisions of 

companies are based on rational economic 

judgement and prudent risk analysis thus 

guaranteeing higher chances of corporate 

success. 

[5] sees corporate governance as the 

relationship among various participants in 

determining company’s direction and 

performance. He further maintained that 

corporate governance should provide 

proper incentives for the board and 

management to pursue objectives that are 

in the interest of the company, its 

shareholders, and other stakeholders, and 

should facilitate effective monitoring.  

The OECD (2005) defines corporate 

governance as a set of relationships 

between a company’s management, its 

board, its shareholders and other 

stakeholders. It also provides the 
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structure through which the objectives of 

the company are set, and the means of 

attaining those objectives and monitoring 

performance are determined’. 

In view of the effects of corporate failures 

on companies and national economies, 

countries all over the world have adopted 

different approaches in ensuring that 

good corporate governance mechanisms 

are instituted in the running of affairs of 

companies operating in their jurisdictions. 

In Nigeria, a committee was set up by 

Securities & Exchange Commission (SEC) in 

2003 to review the issue of corporate 

governance and came up with some 

recommendations. Their 

recommendations have been a working 

tool for implementation of corporate 

governance in Nigeria. The corporate 

governance concept was reviewed in 2007 

with a new focus of ensuring that certain 

grey areas hitherto not addressed in the 

previous code were addressed. In the 

same vein Central Bank of Nigeria came up 

with code of corporate governance for 

banks in 2006. 

According to SEC News (2003), the essence 

of good corporate governance is to protect 

shareholders and assure market integrity 

through: 

 Greater vigilance. 

 Enforcement and compliance by 

operators of market regulations; 

 Introduction of greater internal 

controls; 

 Insistence on the independence of 

majority of board members; 

 Insistence on the control of audit 

committees by independent 

directors; 

 Driving for higher listing standards 

to include compliance with 

corporate governance codes; and 

 Driving for prospectuses to bear on 

corporate governance trademarks. 

Furthermore, the purpose behind 

corporate governance is to create 

accountability for the individuals 

responsible for directing the activities of 

the organisation. The processes, policies, 

or customs which are followed form the 

relationship between the shareholders and 

the directors, allowing the directors to 

take the reins but creating an environment 

that pushes them to work towards meeting 

the goals of the shareholders [6]. The real 

significance of governance therefore is to 

align the goals of shareholders with the 

actions of directors. Generally, 

shareholders are mostly concerned with 

the long-term success of the organisation 

along with maximised returns. However, 

this goal may come into conflict with the 

personal ambitions of directors, who may 

be looking to increase personal wealth at 

the expense of shareholders. This type of 

conflict of interest is often described as an 

‘agency problem’. Having guidelines that 

govern the structure of how the 

organisation is run, provide information 

to shareholders, and call for appropriate 

compensation of directors is intended to 

address the same and creates an 

environment of increased accountability.  

The area of compensation/remuneration is 

coming under greater scrutiny and 

drawing more attention from shareholders 

and institutional investors. This is due to 

the fact that the methods and policies of 

compensating directors are often tied to 

the performance of the organisation. This 

can be considered very controversial if 

incentives are provided that may 

potentially encourage unwanted behaviour 

or manipulation of financial information. 

The presence of this conflict and the 

failures of organisations, such as Enron, 

have led to increased participation of 

owners in understanding the policies and 

increased devotion from organising bodies 

in attempting to outline better practices 

and guidelines. 

For instance, the Directors of most of the 

banks that collapse in Nigeria were 

earning very huge incomes and living in 

very expensive houses while the banks 

were suffering or struggling to survive [7]. 

The crux of this problem lies in the 

question as to the sincerity of the 

Directors who are entrusted with the 

responsibilities of managing the hard 

earned financial resources of 

shareholders. The endorsement of 

corporate governance as an ethical 
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concept in such banks would not only 

enable owners to fully understand the way 

such organisations are run but would also 

enable them to participate in some of the 

decisions in such organisations.  

Symptoms of Lack of Corporate 

Governance 

The SEC News (2003) identifies the 

symptoms of lack or absence of good 

corporate governance in an organisation 

to include: 

 Leadership of the company is 

rested in an individual who 

combines the office of Chairman 

and Chief Executive with 

domineering tendency. 

 Persistent violation and non 

compliance with internal controls 

of the company by the Chief 

Executive. 

 Optimistic (or even distorted) 

rather than prudential financial 

reporting. 

 Irregular board meetings often 

without adequate information 

given in advance. 

 Minimal disclosure in the accounts 

of the company. 

 Concealment of major information 

in their reports. 

 Appointments into key positions of 

the company based on sentiments 

not on professionalism. 

Canons of Good Corporate Governance 

According to [7], good corporate 

governance is simply those mechanisms at 

work within a company that conform to 

the principles of transparency, fairness, 

accountability and responsibility. 

 Transparency: This is the openness 

in decision making process and the 

timely release of full and accurate 

information necessary to guide 

investors in their decision making. 

 Fairness: This ensures that 

shareholders irrespective of their 

shareholding are treated equally 

and also whatever transactions the 

company embark upon should 

benefit them. 

 Accountability: This ensures that 

the two major organs – the board 

and management are accountable 

to the stakeholders. 

 Responsibility: This considers 

whether the board and 

management should be liable 

(responsible) to the shareholders 

and also that the company should 

be aware of, and respond to issues 

of social concern in the community 

it operates in. 

Benefits of Corporate Governance 

According to [8], good corporate 

governance has a number of benefits to 

the issuers of stock in the capital market, 

savers and the society at large. It increases 

the efficiency of capital allocation within 

across firms, reduces the cost of capital 

for issuers and helps to broaden access to 

capital. Also, [9] assert that corporate 

governance mechanism improves financial 

reporting quality. In the same vein, [10] 

maintains that good corporate governance 

goes in-hand with reduced risk of financial 

reporting problems and other bad 

accounting outcomes.  

The code of corporate governance issued 

by SEC itemises the benefits of good 

corporate governance to include 

maintenance of ethical conduct, 

discipline, a good reputation and a host of 

others. [11] maintained that instituting 

proper corporate governance system 

would ensure that authority is effectively 

allocated to shareholders, board of 

directors and management. In another 

development, [12] reports that investors 

tend to base their investment decisions on 

records of corporate governance and are 

willing to pay higher prices for shares of 

companies that are well governed 

compared to the companies that are 

poorly governed. In this context, the 

concept of well governed companies is 

evaluated from the perspective of the role 

corporate governance plays in the overall 

risk management strategy. 

Generally, corporate governance 

mechanisms are instituted to enable 

control of agency problem and as well 

ensure that managers act in the best 

interest of shareholders. Better 

governance quality enhances reduction of 
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agency costs to the external providers of 

funds in relation to their monitoring and 

auditing costs, and other forms of 

controlling shareholders’ and insiders’ 

expropriations. Thus, with better investor 

protection and lower expropriation by 

controlling shareholders, outsider 

investors intend to invest more or pay 

higher share prices in the hope that more 

of firms’ profit would return back to them 

as dividends or interests.  

EMPIRICAL LITERATURE 

Some studies on this subject have 

indicated varied results. For instance, [13] 

examined the relationship between 

corporate governance and profitability 

using the Indian context. He used the 

return on assets (ROA), return on equity 

(ROE), return on sales (ROS) and return on 

capital employed (ROCE) to measure the 

performances of companies while 

governance ratings were used as a proxy 

for corporate governance.  The result of 

analysis shows a very strong correlation 

between corporate governance and 

corporate profitability.  

Using evidence from some Korea firms 

before economic crisis, [14] found that 

firms with low ownership concentration 

recorded a low firm profitability, while the 

firm with high disparity between control 

rights and ownership rights also recorded 

low profitability.  

[15] examined 60 listed firms selected 

based on identified criteria from Tehran 

Stock Exchange between 2006 and 2010. 

The study adopted earnings quality 

relatives as a proxy for dependent 

variables which is the profit; while board 

independence, ownership concentration, 

and percentage of institutional ownership 

were adopted as proxies for corporate 

governance. Their results show a 

significant relationship between 

centralization of power and earnings 

quality as well as board independence and 

earnings quality.     

[16] examined the relationship between 

board size, board composition and 

director’s interest (as proxy for corporate 

governance) and corporate performance. 

Some banks were randomly selected from 

the period 2008 to 2012 and relevant data 

extracted from their annual reports within 

the period and analysed. The result 

revealed none existence of statistically 

significant relationship between board 

composition and profitability. The result 

on the other hand indicates a positive 

relationship between board size and 

performance.     

Theoretical Framework 

The major theory that bears directly on 

this subject is the agency theory. Agency 

theory states that the separation of 

ownership and management of 

organizations creates a principal-agent 

relationship, whereby the owners 

(shareholders) are the principals and the 

managers are agents. The theory holds 

that the separation of the risk-bearing 

function of ownership and the control 

function of management creates 

conditions in which managers 

(management) could take actions to the 

detriment of owners and to their personal 

gains [17]. This creates what is often 

called ‘agency problem’. [12] also see the 

agency problem as the conflict of interest 

between the principal (providers of 

capital) and agents (managers of capital), 

such that the principal requires that their 

resources are efficiently managed while 

the agents seek their own interest. [7], 

define agency relationship as a ‘contract 

under which one or more persons (the 

principal) engage another person (the 

agent) to perform some service on their 

behalf which involves delegating some 

decision-making authority to the agent’. 

The agent corresponds to managers, 

whereas principals correspond to 

shareholders from the company’s 

perspective. Agency costs arise as a result 

of the assumption that the two parties 

(principal and agent) have different 

interests. The shareholders’ interest is 

that of obtaining the maximum benefits 

from their investment in form of 

dividends, capital gains, or bonus issues. 

The manager’s interest is in the form of 
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increased remuneration and other benefits.

METHODOLOGY 

The population of the study include the 

selected manufacturing companies 

operating in Nigeria. The data for the 

study is based on the sample randomly 

selected from annual reports of randomly 

selected manufacturing companies in 

Nigeria from 2010 to 2017. Contents 

analysis was adopted based on the criteria 

identified by the researcher. The 

availability of the attribute of good 

corporate governance was given a score of 

1 while absence of the same was scored 0. 

The return on capital employed (ROCE) 

return on assets (ROA) and return on 

equity (ROE) were adopted to proxy the 

performances of manufacturing 

companies which is the dependent 

variable. On the other hand the proxies for 

corporate governance are the board size, 

composition of the board and inclusion of 

independent directors in the board.  

The study adopts the least squares 

method of regression in the analysis. 

Generally, the least square regression 

analysis method is used to study the 

existence of relationship between the 

independent variable (in this case the 

corporate governance) and the dependent 

variable (that is, the performance 

indicators).  

The functional relationship would be 

expressed in the form of: 

                   Y = ß
0

 + ß
1

x
1

 + ß
2

x
2 

+ ß
3

x
3 

+ µ
. 

Where Y measures the profitability which 

proxies the performance of firms; ß
0

, ß
1, 

ß
2 

and ß
3 

measure the autonomous variables 

which are yet to be determined; and x
1 

represent board size
, 

x
2 

represents board 

composition and
 

x
3 

represents inclusion of 

independent directors in the board. The 

result was analysed using the SPSS 

software and interpreted along the line of 

the expected relationship. 

Data Development 

The data for this study were developed by 

the researcher using content analysis. To 

achieve this, three key indicators of 

corporate governance were developed. 

These include: Board Size (BS); Board 

Composition (BC) and Independent 

Directors (ID). The indicators of 

performances of manufacturing firms 

were selected to include: Return on Capital 

Employed (ROCE), Return on Equity (ROE); 

and Return on Assets (ROA).  

The financial statements of fifteen 

selected manufacturing companies for the 

years 2010 to 2017 were randomly 

selected as samples for the research. Then 

the financial statements were analysed to 

ascertain the presence or otherwise of the 

identified indicators.  

DATA ANALYSIS 

The dependent variable of the study was 

financial performance (profitability) 

measured by return on capital employed, 

return on assets and return on equity. The 

independent variable was corporate 

governance which was decomposed into 

board size, board composition and 

independent directors. The descriptive 

statistics of the variables are shown in  
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                                                        Table 1. 

 

Table 1: Descriptive Statistics 

 N Minimum Maximum Mean Std. Deviation 

BOARDSIZE 108 5.0 17.0 10.019 2.5060 

BOARDCOMPOSITION (%) 108 7.7 54.5 26.006 13.1163 

INDEPENDENTDIRECTORS 108 1.0 4.0 1.843 1.0074 

ROCE 108 1.5789 193.4312 38.678722 34.3489365 

ROE 108 .8226 140.8151 29.408328 26.1076682 

ROA 108 .6932 53.9594 12.882350 10.3745083 

Valid N (listwise) 108     

Source: Researcher’s Computation (2019) using SPSS Version 20 

 

As shown in Table 1, the minimum 

number of board members was 5 while the 

highest was 17. The average number of 

board of directors in the manufacturing 

sector of Nigeria is ten (10) directors.  The 

board composition was a ratio of 

executive directors to non-executive 

directors multiplied by hundred percent. 

The analysis reveals that the minimum 

board composition was 7.7% with a 

maximum of 54.5%. The average board 

composition was 26%. The highest number 

of independent directors in the 

manufacturing sector Nigeria was 4 while 

the least was one. The minimum ROCE of 

the selected manufacturing companies in 

Nigeria was 1.57% while the maximum and 

average was 193.43% and 38.67% 

respectively. The minimum ROE was 

0.822% while the maximum was 140% with 

an average return on 29.40%.  On the other 

hand, the ROA had a minimum value of 

0.693% with a maximum value of 53.95%. 

The average return on assets of the 

selected firms was 12.88%.  

Regression Analysis 

Multiple regression analysis was carried 

out using the three measures of 

profitability or financial performance. The 

results are presented thus;  

 

Corporate Governance and Profitability (Measured as Return on Capital Employed ROCE) 

Table 2: Model Summary
b

 

Mod

el 

R R 

Square 

Adjusted R 

Square 

Std. Error 

of the 

Estimate 

Durbin-Watson 

1 .544
a

 .296 .276 29.229695

2 

.633 

a. Predictors: (Constant), INDEPENDENTDIRECTORS, BOARDSIZE, 

BOARDCOMPOSITION 

b. Dependent Variable: ROCE 

 

Table 3: ANOVA
a

 

Model Sum of 

Squares 

df Mean 

Square 

F Sig. 

1 Regressi

on 

37388.882 3 12462.96

1 

14.58

7 

.000
b

 

Residual 88855.008 104 854.375   

Total 126243.89

0 

107    
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a. Dependent Variable: ROCE 

b. Predictors: (Constant), INDEPENDENTDIRECTORS, BOARDSIZE, 

BOARDCOMPOSITION 

 

Table 4: Coefficients
a

 

Model Unstandardized 

Coefficients 

Standardized 

Coefficients 

T Sig. 

B Std. Error Beta 

1 (Constant) 87.700 13.032  6.730 .000 

BOARDSIZE -6.488 1.130 -.473 -5.740 .000 

BOARDCOMPOSITIO

N 

.730 .217 .279 3.364 .001 

INDEPENDENTDIREC

TORS 

-3.449 2.473 -.116 -1.395 .166 

a. Dependent Variable: ROCE 

Source: Researcher’s Computation (2019) using SPSS Version 20 

 

The result of the analysis shown in Table 

2 indicates an adjusted R-square value of 

0.276 or 27.6%. This implies that 27.6% of 

the variation in profitability is accounted 

for by corporate governance mechanisms. 

This further suggests that for every unit 

change in profitability 27.6% of it is 

influenced by corporate governance 

variables such as board size, board 

composition and independent directors. 

Examining the influence of the different 

corporate governance mechanisms on the 

profitability of manufacturing firms 

measured by ROCE, it was discovered that 

board size influences profitability 

significantly as shown in Table 7, where 

the p-value was 0.000. The influence of 

board size on profitability was also found 

to be negative as the standardized beta 

coefficient was -0.473. The implication of 

this result is that for every decrease board 

size causes 47.3% of it.  The business 

implication is that a larger board means 

large directors which deplete the profit of 

those companies.  On the other hand, 

board composition exerts positive and 

significant influence on the profitability of 

manufacturing firms in Nigeria. This was 

revealed by the standardize beta 

coefficient of 0.279 or 27.9% shown in 

Table 4.  This implies that the more 

executive directors a company has on the 

board, the more profitable a company will 

be. Independent directors were found to 

affect profitability negatively as the beta 

coefficient shown in Table 4 was -0.116 or 

11.6%. The implication of this finding is 

that the more independent directors have 

the lower its profits.  
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Corporate Governance and Profitability (Measured as Return on Equity ROE) 

Table 5: Model Summary
b

 

Mode

l 

R R Square Adjusted R 

Square 

Std. Error of 

the Estimate 

Durbin-

Watson 

1 .501
a

 .251 .229 22.9240399 .791 

a. Predictors: (Constant), INDEPENDENTDIRECTORS, BOARDSIZE, 

BOARDCOMPOSITION 

b. Dependent Variable: ROE 

 

 

Table 6: ANOVA
a

 

Model Sum of 

Squares 

df Mean Square F Sig. 

1 Regression 18279.099 3 6093.033 11.594 .000
b

 

Residual 54653.207 104 525.512   

Total 72932.306 107    

a. Dependent Variable: ROE 

b. Predictors: (Constant), INDEPENDENTDIRECTORS, BOARDSIZE, BOARDCOMPOSITION 

 

 

 

 

 

 

Table 7: Coefficients
a

 

Model Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 

B Std. 

Error 

Beta 

1 (Constant) 68.458 10.221  6.698 .000 

BOARDSIZE -4.666 .886 -.448 -5.264 .000 

BOARDCOMPOSITION .419 .170 .210 2.460 .016 

INDEPENDENTDIRECTORS -3.662 1.940 -.162 -1.888 .062 

a. Dependent Variable: ROE 

Source: Researcher’s Computation (2019) using SPSS Version 20 

 

The result of the analysis shown in Table 

5 indicates an adjusted R-square value of 

0.229 or 22.9%. This implies that 22.9 % of 

the variation in profitability is accounted 

for by corporate governance. This further 

suggests that 22.9% change in profitability 

is influenced by corporate governance 

variables such as board size, board 

composition and independent directors. 

Examining the influence of the different 

corporate governance mechanisms on the 

profitability of manufacturing firms 

measured by ROE, it was discovered that 

board size influences profitability 

significantly as shown in Table 7, where 

the p-value was 0.000. The influence of 

board size on profitability was also found 

to be negative as the standardized beta 

coefficient was -0.448. The implication of 

this result is that for every decrease board 

size causes 44.8% of it.  The business 

implication is that a larger board means 

large directors which deplete the profit of 

that companies.  On the other hand, board 

composition exerts positive and 

significant influence on the profitability of 

manufacturing firms in Nigeria. This was 

revealed by the standardize beta 
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coefficient of 0.210 or 21.10% shown in 

Table 7.  This implies that the more 

executive directors a company has on the 

board, the more profitable a company will 

be. Independent directors were found to 

affect profitability negatively as the beta 

coefficient shown in Table 4 was -0.162 or 

16.2%. The implication of this finding is 

that the more independent directors have 

in the board of companies, the lower 

would be profit of such company.  

 

Corporate Governance and Profitability (Measured as Return on Equity ROA) 

Table 8: Model Summary
b

 

Model R R Square Adjusted R 

Square 

Std. Error of 

the Estimate 

Durbin-Watson 

1 .418
a

 .174 .151 9.5618954 .612 

a. Predictors: (Constant), INDEPENDENTDIRECTORS, BOARDSIZE, BOARDCOMPOSITION 

b. Dependent Variable: ROA 

 

Table 9: ANOVA
a

 

Model Sum of 

Squares 

df Mean Square F Sig. 

1 Regression 2007.751 3 669.250 7.320 .000
b

 

Residual 9508.704 104 91.430   

Total 11516.455 107    

a. Dependent Variable: ROA 

b. Predictors: (Constant), INDEPENDENTDIRECTORS, BOARDSIZE, BOARDCOMPOSITION 

 

Table 10: Coefficients
a

 

Model Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 

B Std. Error Beta 

1 (Constant) 29.741 4.263  6.976 .000 

BOARDSIZE -1.662 .370 -.401 -4.495 .000 

BOARDCOMPOSITION .035 .071 .045 .497 .620 

INDEPENDENTDIRECTORS -1.293 .809 -.144 -1.598 .113 

a. Dependent Variable: ROA 

 

The result of the analysis shown in Table 

8 indicates an adjusted R-square value of 

0.151 or 15.1%. This implies that 15.1% of 

the variation in profitability is accounted 

for by corporate governance. The suggests 

that for every unit change in profitability 

15.1% of it is influenced by corporate 

governance variables such as board size, 

board composition and independent 

directors. Examining the influence of the 

different corporate governance 

mechanisms on the profitability of 

manufacturing firms measured by ROA, it 

was discovered that board size influences 

profitability significantly as shown in 

Table 10, where the p-value was 0.000. 

The influence of board size on 

profitability was also found to be negative 

as the standardized beta coefficient was -

0.401. The implication of this result is 

that for every decrease in profitability 

board size causes 40.1% of it.  The 

business implication is that a larger board 

translates to large directors and this 

would lead to depletion of the profit of 

the companies.  On the other hand, board 

composition exerts positive and 

insignificant influence on the profitability 
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of manufacturing firms in Nigeria. This 

was revealed by the standardize beta 

coefficient of 0.045 or 4.5% shown in 

Table 10.  This implies that the more 

executive directors a company has on the 

board, the more profitable the company 

will be. Independent directors were found 

to affect profitability negatively as the 

beta coefficient shown in Table 4 was -

0.144 or 14.4%. The implication of this 

finding is that the more the number of 

independent directors on the board of 

companies the lower the profits of such 

companies. This is inconsistent with the 

purpose of introducing independent 

directors in the board of companies. The 

advocacy for introduction of independent 

directors into the board of companies was 

to inject fresh ideas from outside sources 

with experience, skills and expertise.    

The analysis indicates despite the measure 

of profitability the influence and degree of 

influence of corporate governance 

variables remains the same but varies very 

slightly.  

CONCLUSION 

The results of the analysis indicate a 

positive effect of corporate governance 

mechanisms on profitability of 

manufacturing firms in Nigeria. 27.6% of 

change profit of manufacturing firms was 

attributed to the introduction of corporate 

governance. This is consistent with the 

general assertion that assertion that the 

institution of good corporate governance 

will lead to increased performances. 

However, there seems to be mixed results 

with regards to individual components of 

corporate governance. For instance, while 

only board composition seems to have 

positive influence on the profitability, the 

board size and independent directors were 

seen to have negative effect on 

profitability of manufacturing firms. The 

implication is that larger size of the board 

was seen to lead to depletion of earnings 

of the firms while the availability of 

independent directors was anti 

productive. 

RECOMMENDATIONS 

There is need to closely monitor the 

implementations of corporate governance 

principles across the board. While it is 

important to introduce independent 

directors, proper scrutiny should be 

maintained to ensure that people with 

proven skills, experience, expertise and 

those who will add value to the firms are 

brought in as independent directors and 

not those who will simply come and 

deplete the earnings of the firms. 

Moreover the board size should as well be 

scrutinized to ensure the number is 

reduced to the carrying capacity of the 

firm

REFERENCES 

1. Aggarwal, P. (2013). Corporate 

Governance and Profitability: Are 

they related? – A study in Indian 

context, International Journal of 

Scientific and Research Publication, 

3(12).  

2. Bukayi, M. B. and McConomy 

(2002). Corporate Governance: 

Factors influencing voluntary 

disclosures by publicly traded 

Canadian firms, Toronto, Canadian 

Accounting Perspectives.  

3. Bushman, R. M. and Smith, A. J. 

(2003). Financial Accounting 

Information and corporate 

governance, Journal of Accounting 

and Economics, 32, 237 – 333. 

4. Carcello, J. V. (2009). Governance 

and the common good’, Journal of 

Business Ethics, 

89 (Suppl. 1), pp. 11–18. 

5. Dey, P. (1994). Where were the 

Directors? Guidelines for improved 

corporate governance in Canada, 

Toronto Stock Exchange. 

6. Elliot B. and Elliot, J. (2009): 

Financial Accounting and 

Reporting, England, Pearson 

Education Limited. 

7. Hermanson, D. R. (2003). Does 

Corporate Governance really 



 

http://www.inosr.net/inosr-arts-and-management/                                                                                                                         
Okpo and Ubi 

INOSR ARTS AND MANAGEMENT 5(1): 29-41, 2019.  

41 

 

matter? What research tells us. 

Internal Auditing, 18 (2). 

8. Heirany, F., Sadrabadi, A. N. & 

Mehrjordi, F. F. (2013). 

Investigating the Effects of 

Corporate Governance Mechanisms 

on the Quality of Accounting Profit,  

9. International Journal of Academic 

Research in Accounting, Finance 

and Management Science 3(3), pp 

315 – 328. 

10. Jensen, M. & Meekling, W. (1976). 

Theory of the Firm: Managerial 

Behaviour, Agency 

Costs and Ownership Structures, 

Journal of Financial Economics, (3). 

11. Joh, S. W. (2003). Corporate 

Governance and Firm Profitability: 

Evidence from Korea before 

economic crisis, Journal of Finance 

and Economics 68(2).  

12. Nwala, M. (2011). Corporate 

Governance in the Nigerian Banking 

Industry, Journal of Governmental 

and Financial Accounting Research, 

pp 101 – 108. 

13. Obied-Allah, F. (2016). Performance 

Measurement and Corporate 

Governance: New Perspectives in 

Management Accounting, Research 

Journal of Finance and  Accounting, 

7 (16), 121 – 143. 

14. Okereke, C. (2003). The Benefits of 

Corporate Governance, Abuja, SEC 

News.  

15. Osaze, B. (2005): Corporate 

Governance, concepts and 

applications in Nigeria, being a 

paper presented at seminar 

organised by SEC training school. 

Securities and Exchange 

Commission codes of Corporate 

Governance, 2005. 

16. Soludo, C. (2004). Corporate 

Governance Practices in Banks, 

being a paper presented at CBN 

seminar. 

17. Uchenna, E. & Alheri, B. (2013). 

Voluntary Disclosure Practice of 

Listed Companies in Nigeria, ICAN 

Journal of Accounting and Finance, 

2(1), pg. 13 – 30. 

  


