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Companies Board of directors have been largely criticized for the decline in
shareholders’ wealth and corporate failure all over the world, they have been in the
spotlight for the fraud cases that had resulted in the failure of major corporations, such
as Enron and WorldCom. This study examines the effect of corporate governance on the
dividend policy of listed Nigerian deposit money banks. The study utilized documentary data
collected from annual reports and accounts of the banks for the periods 2004 to 2013. Data was
first analyzed by means of descriptive statistics to provide summary statistics for the variables
and subsequently, correlation analysis was carried out using Pearson correlation technique for
the correlation between the dependent and independent variables. A panel data regression
technique was employed since the data has both time series and cross sectional attributes. It was
found that almost all the boards of the banks had separate CEOs and Chairmen of their boards
and this had positively impacted on dividend payout ratio. Furthermore, while board
independence and board meetings have negative effects on dividend payout ratio, managerial
equity holdings were found to have positive effects on dividend payout ratio. Ownership
concentration and institutional shareholding are found to have positive impact on dividend
payout ratio. From the control variables, size was found to be positively related to dividend
payout ratio while risk was found to have a negative effect on dividend payout ratio. The study
concludes that management equity holdings, ownership concentration and institutional
shareholding have positive impact on dividend payout ratio. Thus, recommends that to enhance
the level of influence of Corporate Governance on Dividend Payout Ratio to higher level in the
Nigerian Banking Industry, Management equity holding should be increased as this will make the

management to protect not only their interest but the interest of all stakeholders.
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CHAPTER ONE

INTRODUCTION

1.1 Background to the Study

Corporate governance became a pressing issue following the 2002 introduction of the
Sarbanes-Oxley Act in the U.S., which was ushered in to restore public confidence in
companies and markets after accounting fraud bankrupted high-profile companies such as
Enron and WorldCom. For the financial industry, the retention of public confidence
through the enthronement of good corporate governance remains of utmost importance
given the role of the industry in the mobilization of funds, the allocation of credit to the
needy sectors of the economy, the payment and settlement system and the
implementation of monetary policy (CBN 2006). In addition, the emergence of mega
banks in the post consolidation era is bound to task the skills and competencies of Boards
and Managements in improving shareholder values and balance same against other
stakeholder interests in a competitive environment, and a well-defined code of corporate

governance practices should help organizations overcome such difficulties (CBN 2006).

In Nigeria, Poor corporate governance has been identified as one of the major factors in
virtually all known instances of financial sector distress. This led to the initial merger in
the industry in 2005, the sacking of managing directors’ of 5 major commercial banks in
the year 2009 (namely, AfriBank Plc, FinBank Plc, Intercontinental Bank Plc, Oceanic
International Bank Plc and Union Bank Plc), the subsequent takeover of three banks
(namely, AfriBank Plc, Platinium Habib Bank Plc, and Spring Bank Plc) by the Asset

Management Corporation of Nigeria (AMCON) and Central Bank of Nigeria (CBN) in
1



the year 2011 through purchase and assumption agreement. It is therefore crucial that
financial institutions observe a strong corporate ethos since lack of public confidence in
the financial institutions can result in panic and consequential financial and economic
woes and the absence of confidence in any organization is attributable to opaque

management practices with deleterious effect on its performance (Al- Faki, 2006).

The first code of corporate governance was issued by Securities and Exchange
Commission (SEC) in 2003, it was issued to cover all public companies in Nigeria. In
2006, the Central Bank of Nigeria (CBN) issued Code of CG specifically for banks in
view of the special nature of banks and their importance to the growth and development
of the economy. However, the fundamental objective of corporate governance is to
enhance shareholders' value and protect the interests of other stakeholders by improving
the corporate performance and accountability, hence it harmonizes the need for a
company to strike a balance at all times between the need to enhance shareholders' wealth
whilst not in any way being detrimental to the interests of the other stakeholders in the
company. Further, its objective is to generate an environment of trust and confidence

amongst those having competing and conflicting interests.

Statutory control of corporate governance has been with us for long time and has
increased over time. While it is impossible to have a crime free society, the need to spell
out the ‘rule of the game’ cannot be over emphasized, and the term ‘Corporate
governance’ means the system by which companies are directed and managed in the best

interest of the owners and investors. It refers to the role of the board of directors,



executives and non-executives, shareholders’ right and to other actions taken by

shareholders to influence corporate decisions (Akinsuleri, 2011).

Michael (2011) opined that the interest in dividend policy of banks has become stronger
as a result of the recent financial crisis; investors have started to desire high current
dividends to meet their socioeconomic needs, this is in supports of the bird-in-hand
theory of Gordon (1963). While the interaction of dividend policy and governance is
central to the debate about the agency costs of free-cash-flow (Grossman and Hart
(1980), Rozeff (1982), Easterbrook (1984) and Jensen (1986)). Rozeff (1982) and
Easterbrook (1984) In particular, argue that a policy of paying dividends reduces agency
costs by improving the monitoring and risk-taking incentives of managers. Similarly,
recent contributions like the study of Micheal (2011) and Yulianto (2014) have also

emphasized the interface between corporate governance and dividend policy.

Successful companies earn income; that income can be reinvested in operating assets,
used to retire debt, or distributed to stockholders. If the decision is made to distribute
income to stockholders, three key issues arise: firstly, how much should be distributed?
Secondly, Should the distribution be in the form of dividends, or should the cash be
passed on to shareholders by buying back stock? Thirdly, how stable should the
distribution be? That is, should the funds paid out from year to year be stable and
dependable, which stockholders like; or should they be varied depending on the firms’
cash flows and investment requirements, which managers tend to like?(Brigham and

Houston 2009).



The principles of good corporate governance practices remain one of the core values and
an important ingredient in creating and sustaining shareholder value, while ensuring that
behaviour is ethical, legal and transparent, therefore corporate governance should not be
viewed as an end in itself but a vital facilitator to the creation of long- term value for all

stakeholders ( Kurawa and Ishaku 2014).

Among shareholder types, institutional shareholders and managerial shareholders have a
greater influence on firm policies. The relationship between a firm’s dividend policy and
its ownership structure is recognized in the established literature. Institutional ownership
may serve as an alternative monitoring mechanism to dividend because institutional
investors’ stake and voting power in the firm gives them the incentive and the ability to
influence managerial behavior (Shleifer and Vishny (1986), La Porta, Lofez & Sheleifer

(1998) and Short, Zhang and keasey (2002) ).

The bottom Iline behind the Corporate Governance (CG) is to guide against
mismanagement and improper channeling of the shareholders’ resources by the directors
who are entrusted with the day-to-day activities of the company, this mismanagement can
not only deteriorate shareholders’ wealth but can terminate the life-span of, or may lead
to winding-up of the business. As such, the proper adherence to CG can be linked to the

Dividend Policy of firms.

This study therefore, aims to assess the relationship between corporate governance and

dividend policy of listed deposit money banks in Nigeria.
4



1.2 Statement of the Research Problem

Companies Board of directors have been largely criticized for the decline in shareholders’
wealth and corporate failure all over the world, they have been in the spotlight for the
fraud cases that had resulted in the failure of major corporations, such as Enron and
WorldCom. In Nigeria, cases of irregularities have been recorded (for example, Wema
Bank, Finbank and Spring Bank). Some of these corporate failures are the lack of vigilant
oversight functions by the board of directors, the board relinquishing control to corporate
managers who pursue their own self-interest. 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, structure and ownership (Liu, (2002) and

Oghyjafor, (2010) ).

The extant literature established that there was no any code of CG in Nigeria before 2003.
It was in 2003, the SEC code of CG was issued to cover all public companies. In 2006,
Central Bank of Nigeria (CBN) issued code of CG specifically for banks in view of the
special nature of banks and their importance to the growth and development of the
economy. The SEC (2011) identified weak CG as a major factor responsible for corporate
failure in Nigeria and suggests that it is necessary to improve the CG mechanism for
enforceability by companies. In 2012, the CBN reviewed the code of CG for banks in
Nigeria. The review was intended to strengthen governance practice, eliminate perceived

ambiguities in and align the code with current realities and global best practice.



A number of studies have been conducted on Corporate governance and Dividend policy
at different times in developed, as well as, developing countries, most of which are well
documented in accounting and finance literature. Some of these studies includes that of
Farinha, (2002); Gugler & Yurtoglu, (2003); Bebczuk, (2005); Ricado, (2005); Micah,
(2006); Osker, Ivan, & Oleskandr, (2007); Sung, Chang, Kang & Park, (2009); Rubin and
Smith, 2009; Zhang, (2008); Ahmad & Javid (2010); Jiraporn, Kim, Young & Kim
(2010); Subramaniam and Devi, (2010); Wen and Jia, (2010); Asamoah (2011); Abor and
Fiador, (2012 ); Hwang, Kim, Park & Soo (2013); Ajanthan, (2013); Obradovich, John
and Gill, (2013); Odia and Ogeidu, (2013); Nasrum, (2013); Wu, (2013); Batool & Javid
(2014); and Yulianto (2014) . These empirical studies were conducted in the non-
financial sector. However, a number of studies have been conducted in the banking sector
by Maniagi, Denco, & Ondieke, (2013); Dameh & Mohammed, (2013) and Kurawa &
Ishaku, (2014). A lot has been done on this area but little is done in the Nigerian context
for instance, the study of Abor and Fiador (2012) revealed that all CG measures shows
negative and significant effects on dividend payout. Micheal (2013) revealed an inverse
relationship between the needs and desires of shareholders and naira dividend paid, while
Odia and Ogiedu (2013) uncovered a positive but non-significant relation between CG
mechanisms and dividend payout. The study of Kurawa & Ishaku (2014) revealed that
management equity holding has significant effect on dividend payout ratio, board size
and CEO duality revealed positive but insignificant effect while board independence is

negative and insignificant.



It is obvious that previous studies on CG and Dividend policy have revealed mixed
results; the current study attempts to address this imbalance. For example, (i) No previous
research exists on the effects of CG on Dividend policy that has covered a period
between 2004 and 2013; (ii) None of the previous studies on this area covered all the
quoted Nigerian Deposit Money Banks; (iii) None of the previous studies used a
combination of seven CG variables i.e ( board size, board independent, CEO duality,
Management equity holdings, Ownership concentration, Institutional shareholdings and
Board meetings) as CG mechanisms; (iv) None of the previous studies determine the pre
and post impact of CBN Code of CG on Banks dividend policy.

Considering the methodological innovation introduce in this study, it is hoped that it will
help resolve some of the mixed results in the literature. Again, it will bridge the gap left
by previous studies on the effects of CG on dividend policy of DMB.

In the light of the foregoing, this study seeks to provide answers to the following
questions:

What impact do board characteristics have on Dividend Policy as represented by
Dividend payout ratio?

What is the relationship between institutional shareholdings and Dividend Payout Ratio?
What is the relationship between Ownership concentration and Dividend Payout Ratio?
What impact does the CBN Code of Corporate governance has on Dividend Payout Ratio

of listed Nigerian Deposit Money Banks?



1.3. Objectives of the Study
The aim of this study is to assess the relationship between corporate governance and
dividend policy of listed deposit money banks in Nigeria. Other specific objectives are to:
1. Ascertain the effect of board characteristics (Board size, Power separation,
board independence, managerial equity holding and board meetings) on

Dividend Payout Ratio of listed deposit money banks in Nigeria.

il. Determine the relationship between institutional shareholdings and

Dividend Payout Ratio of listed deposit money banks in Nigeria.

iil. Examine the relationship between Ownership concentration and Dividend

Payout Ratio of listed deposit money banks in Nigeria.

iv. Determine the impact of CBN Code of Corporate governance on Dividend

Payout Ratio of listed deposit money banks in Nigeria.

1.4. Hypotheses of the Study
In line with the statement of the problem and the objectives of the study, the following
hypotheses are formulated in null form to guide the study,

(1) The Board characteristics have no significant impact on the Dividend

Payout Ratio of listed deposit money banks in Nigeria.



(1)) There is no significant relationship between Ownership Concentration and

Dividend Payout Ratio of listed deposit money banks in Nigeria.

(11) There is no significant relationship between Institutional shareholdings and

Dividend Payout Ratio of listed deposit money banks in Nigeria.

(ii1)  CBN Code of CG 2006 does not significantly impact on Dividend Payout

Ratio of listed deposit money banks in Nigeria.

1.5. Significance of the Study

The findings of this study will assist management of Deposit Money Banks in aligning
their interest not only to that of the shareholders but to other stakeholders. Both current
and potential shareholders will benefit from this study as it would assist them in deciding

whether to invest or divest in those banks.

The findings of this study would contribute to empirical literature on CG and Dividend
policy in emerging economies, as it examined the effects of CG on Dividend policy of
Deposit Money Banks in Nigeria. The result of the study would make a good library
material for researchers, as well as, serving as a reference material for researchers and
students who may wish to conduct similar studies in this area, this study will therefore,

extend the frontiers of knowledge.



This research study is significant in the sense that of all the studies conducted on CG and
Dividend policy in Nigeria such as; Abor and Fiador (2012), Micheal (2013), Odia and
Ogiedu (2013), Osegbu, Ifureze and Ifureze (2014), and Kurawa & Ishaku (2014) none
have been able to address the effect of CG on Dividend policy by studying all the listed
Deposit Money Banks in Nigeria using both internal and external CG mechanisms.
Therefore, this research will expand the frontier of knowledge in accounting by providing
a wider coverage that can permit the generalization of the findings in the Nigerian

banking sector.

Shareholders of Nigerian banking industry would benefit from this study by appreciating
the relevance of CG in enhancing the shareholder value in the Nigerian Banking sector.
This will intimate them on the need to improve their oversight and control functions on
the board of directors and be more vigilant in the appointment of board members at the
general meetings, thereby leading to maximum return on their investment and guarantee

the perpetual existence of their companies.

1.6.Scope and Limitations of the Study

This study covers a period of ten years starting from 2004 to 2013. The ten-year duration
is considered appropriate to study the relationship between CG and Dividend Payout
Ratio (DPR) of Deposit Money Banks in Nigeria, and will enable meaningful
contribution to the knowledge. This is also consistent with the duration used in the study

of Kurawa & Ishaku (2014). Moreover, the period 2004 is justified because the CBN

10



code of CG became operational in 2006. This will enable finding the before (2004 &

2005) and after (2007 & 2008) effect of the CBN code of CG.

The limitation of this study is that it is restricted to the Deposit Money Bank. Hence, its
findings may not be generalized to other financial companies and all other industries in
Nigeria. Likewise the study will use secondary data and will cover a period of ten years
starting from 2004 to 2013, perhaps using a different source of data and a different period

may improve the results.
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CHAPTER TWO

LITERATURE REVIEW

2.1 Introduction

This section reviews the literature on concept of CG and Dividend policy. The review
will covers empirical studies conducted on the relationship between CG variables and
Dividend policy, the review will form part of the basis upon which the analysis will be

made and conclusion from the findings.

2.2 The Concept of Corporate Governance

The vast amount of literature available on the subject ensures that there exist innumerable
definitions of corporate governance. To get a fair view on the subject it would be prudent
to give a narrow as well as a broad definition of corporate governance. In a narrow sense,
corporate governance involves a set of relationships amongst the company's management,
its board of directors, its sharcholders, its auditors and other stakeholders. These
relationships, which involve various rules and incentives, provide the structure through
which the objectives of the company are set, and the means of attaining these objectives
as well as monitoring performance are determined. Thus, the key aspects of good
corporate governance include transparency of corporate structures and operations; the
accountability of managers and the boards to shareholders; and corporate responsibility
towards stakeholders. While in a broad sense, it can be seen as a process that aims to
allocate corporate resources in a manner that maximizes value for all stakeholders—
shareholders, investors, employees, customers, suppliers, environment and the

community at large and holds those at the helms to account by evaluating their decisions

12



on transparency, inclusivity, equity and responsibility. The World Bank defines
governance as the exercise of political authority and the use of institutional resources to

manage society's problems and affairs (Sarbanes oxley Act 2002).

Shleifer and Vishny (1997) defined corporate governance as the ways in which suppliers
of finance to corporations assure themselves of getting a return on their investment. This
definition is probably with a view to considering the moral and other hazards of investors
obtaining satisfactory returns on their investment. On its parts, the Basel Committee
(1998) consider CG from a banking perspective, as the manner in which business and
affairs of a bank are governed by the board of directors and the senior management,
which provides the structure through which the objectives of the bank are set and the
means of attaining those objectives and monitoring performance. A firm is said to have
observed CG rule if it’s managed with diligence, transparency, responsibility and
accountability aimed at maximizing shareholders’ wealth (Pandy, 2005).

CG is a process that aims to allocate corporate resources in a manner that maximizes
value for all stakeholders—shareholders, investors, employees, customers, suppliers,
environment and the community at large and holds those at the helms to account by
evaluating their decisions on transparency, inclusivity, equity and responsibility.
According to Wilson, (2006) CG is the set of processes, customs, policies, laws, and
institutions affecting the way a corporation (or company) is directed, administered or
controlled. It also includes the relationships among the many stakeholders involved and
the goals for which the corporation is governed. In contemporary business corporations,
the main external stakeholder groups are shareholders, debt holders, trade creditors,
suppliers, customers and communities affected by the corporation's activities. When it is

13



practiced under a well-laid out system, it leads to the building of a legal, commercial and
institutional framework and demarcates the boundaries within which these functions are

performed.” Larker, (2005), Okpara, (2010) and Abdullahi, (2014).

OECD (2004) posits that CG is “the system by which business are directed and
controlled. The CG structures specifies the distribution of rights and responsibilities
among different participants in the corporation such as the board, managers, shareholders
and other stakeholders and spell out the rules and procedures for making decisions on
corporate affairs by doing this, it also provides the structure through which the company
objectives are set and the means of attaining these objectives and monitoring

performance”.

In the same vein, Baums and Scott, (2005) are of the view that CG is every force that
bears on corporate decision-making which control rights of stockholders, contractual
covenants and insolvency powers of debt holders, the employees, customers and
suppliers’ commitments, the government regulations, and the statutes enacted by the Act
of parliamentary.

However, Nigeria has multiplicity of codes of CG with distinctive dissimilarities namely:
(1) Securities and Exchange Commission (SEC) code of CG (2003) addressed to public
companies listed in the Nigerian Stock Exchange (NSE), which was reviewed in 2011;
(i) Central Bank of Nigeria (CBN) Code (2006) for banks established under the
provision of the Bank and other financial Institution Act (BOFIA) cap B3 LFN 2004
which was reviewed in 2012; (iii) National Insurance Commission (NAICOM) Code

(2009), directed at all insurance, reinsurance, broking and loss adjusting companies in
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Nigeria; and (iv) Pension Commission (PENCOM) Code (2008), for all licensed pension
fund operators. Given the high correlation between CG and investor decisions, the
stakeholders should take advantages of the opportunities in the global market by adhering
to principles of good governance. Thus adherence to best practice of code of CG will

attract international investors more than those that do not (Wilson, 2006; and Samaila

2014)

Base on the above concept and explanations, CG can be regarded as system by which
companies are directed and managed in the best interest of the owners and investors with

a view to increasing shareholders value and meeting expectation of other stakeholders.

The variables that serve as proxies of CG include Board size, Board Independence , Chief
Executive Officer duality, Management Equity Holding, Ownership Concentration,
Institutional Shareholdings and Board Meeting (Batool and Javid, (2014); Obradovich &
Gill (2013);Maniagi et al (2013); Demeh and Mohammed (2013); Kurawa & Ishaku

(2014) and Haye (2014).

Countries all over the world have set codes of best practice as guidelines to address
governance problems, the Anglo-American "model" otherwise known as the “unitary
system” tends to emphasize on the interests of shareholders. It relies on a single-tiered
Board of Directors that is normally dominated by non-executive directors elected by
shareholders. Within this system, many boards include some executives from the
company (who are ex officio members of the board). Non-executive directors are
expected to outnumber executive directors and hold key posts, including audit and

compensation committees. The United States and the United Kingdom differ in one
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critical respect with regard to CG. In the United Kingdom, the CEO generally does not
also serve as Chairman of the Board, whereas in the US having the dual role is the norm,

despite major misgivings regarding the impact on CG (Haye 2014).

The coordinated or Multistakeholder Model associated with Continental Europe and
Japan also recognizes the interests of workers, managers, suppliers, customers, and the
community. Some continental European countries, including Germany and the
Netherlands, require a two-tiered Board of Directors as a means of improving corporate
governance. In the two-tiered board, the Executive Board, made up of company
executives, generally runs day-to-day operations while the supervisory board, made up
entirely of non-executive directors who represent shareholders and employees, hires and
fires the members of the executive board, determines their compensation, and reviews

major business decisions La Porta, Lofez & Sheleifer (2000).

In Nigeria, the Regulatory authorities have responded by compelling companies to
comply with CG codes. Idornigie (2010) as cited in Adeyemi, Okpala & Dabor (2012)
reported that Nigeria has multiplicity of codes of corporate governance with distinctive
dissimilarities. For example in 2003, the SEC code of CG was issued to cover all public
companies. In 2006, Central Bank of Nigeria (CBN) issued code of CG specifically for
banks in view of the special nature of banks and their importance to the growth and
development of the economy. The SEC (2011) identified weak CG as a major factor
responsible for corporate failure in Nigeria and suggests that it is necessary to improve

the CG mechanism for enforceability by companies. In 2012, the CBN reviewed the code

16



of CG for banks in Nigeria. The review was intended to strengthen governance practice,
eliminate perceived ambiguities in and align the code with current realities and global
best practice. Thus, adherence to best practice of code of CG in the banking sector is of
paramount important given the role of the industry in financial intermediation the world

over.

2.3 Concept of Dividend Policy

According to Sujata (2009) the term ‘dividend policy’ refers to the practice that
management follows in making dividend payout decisions or, in other words, the size and
pattern of cash distributions over time to shareholder. It has implication for investors,
mangers, lenders and other stakeholders (more specifically the claimholders). For
investors, dividends whether declared today or accumulated and provided at a later date
are not only a means of regular income, but also an important input in valuation of a firm.
Similarly, managers’ flexibility to invest in projects can also affect the amount of
dividend that can be offer to shareholders as more dividends mean lower funds available
for investment. Lenders may also have interest in the amount of dividend a firm declares;
as more dividend are paid less would be the amount available for servicing and
redemption of their claims ( Sujata 2009).

However, the optimal dividend policy of a firm depends on investor’s desire for capital
gains as opposed to income, their willingness to forgo dividend now for future returns,
and their perception of the risk associated with postponement of returns, therefore
management should not retain income unless they can reinvest those earnings at higher

rates of return than shareholders can earn themselves (Brigham and Houston 2009).
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According to Akinsulire (2011) Dividend policy is extremely important because of its
announcement effect on share values. A stable dividend policy is expected to lead to
higher prices because of the greater confidence of investors about future prospect of the
company. The objective of dividend policy should be to maximize the shareholders'
return so that the value of his investment is maximized.

It is therefore important to note that despite the fact that dividend and retained earning
move in opposite directions they still go hand in hand since it’s not possible to formulate
one without having an effect on the other, therefore, a company must strike a balance
between the two by finding a dividend payout ratio that will provide sufficient equity to
support the capital budget without having to sell new common stock or take the capital

structure ratios outside the optimal range.

The variable that will serve as a proxy for dividend policy is Dividend Payout Ratio
(DPR) and will be obtained by dividing dividend per share by Earnings per share. This is
due to the fact that CG is one of the ways to protect minority shareholders, the dividend
payout ratio takes into consideration both dividend payout and dividend retention.
Therefore, DPR must be employed in describing the allocation of minority investors’
rights through dividend and this is consistent with the study of Sunjata, 2006;
Dharmastuti & Wahyudi, 2012; Dameh & Mohammed, 2013; Wu, 2013; Batool & Javid,

2014; Kurawa & Ishaku, 2014; and Haye, 2014.
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2.4 Issues and Challenges to Good CG in Nigeria

According to the Report of the CG National Technical Working Group in the year 2010,
the CG practices in many public companies in Nigeria have made significant progress in
recent years. However, a number of factors continue to hinder the maximization of
shareholder value and constitute a barrier to good CG practices (Okpara, 2010;
Olayiwola, 2010; Oso & Semiu, 2012 and Stephen, Ejuvbekpokpo & Esuike, 2013).

These include:

(a) Concentrated Ownership of Companies: Ownership and control of most public
companies are highly concentrated in a few individuals and families. This practice has
engendered the appointment of sometimes unqualified family members into managerial
positions, concentration of controlling power in a few investors without adequate
safeguards for the minority interests and outright self-dealing transactions. The problem
has been compounded by the low level of large institutional investors’ representation on
the boards of public companies in Nigeria (Okpara, 2010).

(b) Dominant Chairman or MD/CEQO: Many boards are plagued by the domineering
influence of the Chairman or CEO in the affairs of the company especially in cases where
the majority shareholder act as the CEO or chairman or where both positions are
combined by the same person. The practice not only weakens the oversight ability but
may also impair the independence judgment of the board on company strategies and

decisions (Olayiwola, 2010).
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(c) Conflict of Interest: It is a common practice among company directors in Nigeria to
engage in business transactions with the companies on whose boards they sit. These
business relationships may not be at arm’s length and may be contracted without
disclosure to the full board or the shareholders in the annual reports. Such conflict of
interest and related party transactions may compromise the objectivity of the affected
director. The provision of the Companies and Allied Matters Act (CAMA) requiring that
such conflict of interest to be disclosed to fellow directors is inadequate and need to be
reinforced (Olayiwola, 2010).

(d) Weak Internal Control Framework and Lack of Effective Internal Audit
Function: Risk management processes and practices are at a nascent stage in most public
companies in the country. Internal audit is not risk-based; neither is the function
empowered, equipped nor highly positioned in most companies. Currently, the practice in
some companies is to staff internal audit with ill-qualified workers and send erring
officers to the effectiveness of internal control frameworks within the company, resulting
in unfocused management of those risks that may hinder the achievement of business

objective (Okpara, 2010).

2.5 Establishing the Dividend Policy

Research on dividend payout started in 1956 with the seminal research work of Lintner
(1956). Subsequently, Miller and Modigliani (1961) and Black (1976) developed theory
on dividend payout. In their seminal work, Miller and Modigliani (1961) argued that
given perfect capital markets, the dividend decision does not affect the firm value and is,
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therefore, irrelevant. However, most financial practitioners and many academics greeted
this conclusion with surprise because the conventional wisdom at the time suggested that
a properly managed dividend policy had an impact on share prices and shareholders’
wealth ( Adeyemi & Adewale (2005), Ajanthan (2013) and Sarwar (2013)). However, the
decision to pay dividends runs through many challenges before it is finalized. The board
of directors and the CEO face many challenges such as pressure from
shareholders/investors, debt covenants (e.g., firms cannot pay dividends if debt payments

have been skipped or defaulted), and financing needs of the firm.

Similarly, investors may or may not prefer dividends to capital gains; however, because
of the clientele effect, they almost certainly prefer predictable dividends. Given this
situation, how should firms set their basic dividend policies? In particular, how should a
company establish the specific percentage of earnings it will distribute, the form of that

distribution, and the stability of its distributions over time? (Brigham and Houston 2009).

2.5.1 Setting the Target Payout Ratio: The Residual Dividend Model, When a firm is
deciding how much cash to distribute to stockholders, it should consider two points: (1)
The overriding objective is to maximize shareholder value; and (2) the firm’s cash flows
really belong to its shareholders, so management should not retain income unless they
can reinvest those earnings at higher rates of return than shareholders can earn
themselves. On the other hand, internal equity (retained earnings) is cheaper than external
equity (new common stock); so if good investments are available, it is better to finance

them with retained earnings than with new stock (Brigham and Houston 2009).
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When a dividend policy is established, one size does not fit all. Some firms produce a
large amount of cash but have limited investment opportunities this is true for firms in
profitable but mature industries where few growth opportunities exist. Such firms
typically distribute a large percentage of their cash to shareholders, thereby attracting
investor clienteles who prefer high dividends. Other firms have many good investment
opportunities but currently generate little or no excess cash. Such firms generally
distribute little or no cash but enjoy rising earnings and stock prices, thereby attracting

investors who prefer capital gains (Brigham and Houston 2009).

According to Brigham and Houston (2009) for a given firm, the optimal payout ratio is a
function of four factors: Management’s opinion about its investors’ preferences for
dividends versus capital gains, the firm’s investment opportunities, the firm’s target
capital structure, and the availability and cost of external capital. These factors are
combined in what is call the residual dividend model. First, under this model, it is assume
that investors are indifferent between dividends and capital gains.

Then the firm follows these four steps to establish its target payout ratio: It determines
the optimal capital budget, given its target capital structure, it determines the amount of
equity needed to finance that budget, it uses retained earnings to meet equity
requirements to the extent possible and it pays dividends only if more earnings are
available than are needed to support the optimal capital budget. The word residual
implies “leftover,” and the residual policy implies that dividends are paid out of

“leftover” earnings.
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Dividend variations would also occur if earnings fluctuated. Because investment
opportunities and earnings vary from year to year, strict adherence to the residual
dividend policy would result in unstable dividends. One year the firm might pay zero
dividends because it needed the money to finance good investment opportunities, but the
next year it might pay high dividends because investment opportunities were poor and it
didn’t need to retain much. Similarly, fluctuating earnings would also lead to variable
dividends, even if investment opportunities were stable. Therefore, following the residual

dividend policy would almost certainly lead to fluctuating, unstable dividends.

This would not be bad if investors were not bothered by fluctuating dividends; but since
investors do prefer stable, dependable dividends, it would not be optimal to follow the
residual model in a strict sense. Therefore, firms should operate as follows:

Estimate earnings and investment opportunities, on average, over the next 5 or so years.
Use this forecasted information to find the average residual model amount of dividends
(and the payout ratio) during the planning period. Set a target payout policy based on the
projected data.

Thus, firms should use the residual policy to help set their long-run target payout ratios,

but not as a guide to the payout in any one year (Sequene, n.d).
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2.5.2 Factors Influencing Dividend Policy: In the opinion of Brigham and Houston
(2009), the factors involved in formulating dividend policy may be grouped into four
broad categories: Constraints on dividend payments, Investment opportunities,
Availability and cost of alternative sources of capital, and the effects of dividend policy.

(1) Constraints on dividend payments; Debt contracts often limit dividend payments to
earnings generated after the loan was granted. Also, debt contracts often stipulate that no
dividends can be paid unless the current ratio, times-interest-earned ratio, and other safety
ratios exceed stated minimums. Preferred stock restrictions, typically, common dividends
cannot be paid if the company has omitted its preferred dividend. The preferred
arrearages must be satisfied before common dividends can be resumed. Impairment of
capital rule, Dividend payments cannot exceed the balance sheet item “retained
earnings.” This legal restriction, known as the impairment of capital rule, is designed to
protect creditors. Without the rule, a company that is in trouble might distribute most of
its assets to stockholders and leave its debtholders out in the cold. (Liquidating dividends
can be paid out of capital; but they must be indicated as such, and they must not reduce
capital below the limits stated in debt contracts.) Availability of cash, Cash dividends can
be paid only with cash. Thus, a shortage of cash in the firm can restrict dividend
payments. However, the ability to borrow can offset this factor. (ii) Investment
Opportunities; Number of profitable investment opportunities, A firm that has a large
number of profitable investment opportunities will set a low target payout ratio and vice
versa if the firm has few good investment opportunities. Possibility of accelerating or

delaying projects, the ability to accelerate or postpone projects permits a firm to adhere
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more closely to a stable dividend policy. (iii) Alternative Sources of Capital; Cost of

selling new stock.

If a firm needs to finance a given level of investment, it can obtain equity by retaining
earnings or by issuing new common stock. If flotation costs (including any negative
signaling effects of a stock offering) are high, return will be well above normal return,
making it better to set a low payout ratio and to finance through retention rather than
through the sale of new common stock. On the other hand, a high dividend payout ratio is
more feasible for a firm whose flotation costs are low. Flotation costs differ among firms
for example, the flotation percentage is especially high for small firms, so they tend to set
low payout ratios. Ability to substitute debt for equity, a firm can finance a given level of
investment with debt or equity. As noted, low stock flotation costs permit a more flexible
dividend policy because equity can be raised by retaining earnings or by selling new
stock. A similar situation holds for debt policy: If the firm can adjust its debt ratio
without raising its WACC sharply, it can pay the expected dividend, even if earnings
fluctuate, by additional borrowing. Control, if management is concerned about
maintaining control, it may be reluctant to sell new stock; hence, the company may retain
more earnings than it otherwise would. If stockholders want higher dividends and a proxy

fight looms, the dividend might be increased.

However, in addition to the factors above, the decision to pay dividend may likely be
affected by the risk of takeover bids and the effects of dividend policy on liquidity and

solvency. This is because during the period of high inflation when the costs of replacing
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fixed and current assets are increasing it may well be that a firm’s previously determined
payout ratio cannot be maintained without jeopardizing its liquidity and even its

solvency (Seneque, n.d ).

2.6.0 Empirical Studies on Board Characteristics and Dividend Policy

Institutions should be headed by an effective Board composed of qualified individuals
that are conversant with its oversight functions. The existing CBN guidelines on
appointment to the board of financial institutions emphasized that only people of proven
integrity and who are knowledgeable in business and financial matters should be on the

Board.

The number of non-executive directors should be more than that of executive directors
subject to a maximum board size of 20 directors, and at least two (2) non-executive
board members should be independent directors (who do not represent any particular
shareholder interest and hold no special business interest with the bank) appointed by the
bank on merit. The Board should have full and effective oversight on the bank and
monitor its executive management. Hence the success of the board of directors depends
on the composition, structure, resources, diligence, and authority of the entire board, as
well as their working relationships with other participants of corporate governance.

There is a vast literature carrying the relationship between dividend policy or dividend
payout and corporate governance. Empirical evidence suggests that the countries with
stronger corporate governance mechanisms are better in response where outside investors

or small shareholders are concerned. However, Prior studies on the association between
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board characteristics and Dividend policy documented mixed results (Dehaene, Ooghe &
Young, 1998; Micah, 2006; Abdelsalam, El-Masry & Elsegini 2008; Gong, 2010;
Subramaniam & Devi, 2010; Wen & Jia, 2010; Likitratcharoen, 2011; Vineeta, 2011;
Batool and Javid, 2012; Alias, Rahim, Noor and Yaacob 2012; Mansourinia,
Emamgholpour, Rekabdarkolaei & Hozoori, 2013; Maniagi et al., 2013; Ajanthan, 2013;
Odia and Ogiedu, 2013; Hwang et al., 2013; Haye, 2013; Abor & Fiador, 2013; and

Kurawa & Ishaku, 2014;).

Dehaene and Ooghe (1998) empirically examined cross-sectional difference in the
composition of the board of directors and the impact of board composition on corporate
performance and dividend policy using a sample of 122 Belgian companies. The findings
revealed that the way the board of directors is composed, affects dividend policy. First,
companies with the smallest boards had significant lower payout ratios over the period
1993-1995 than firms with the largest boards. Second, the study discovered that dividend
yield of the listed companies in the sample is positively related to the relative importance

of inside directors in the board.

Abdelsalam, El-masery and Elsegeni (2008). examines the effect of board of directors’
composition and ownership structure on dividend policies in Egypt Using pooled cross-
sectional observations from the top 50 listed Egyptian firms between 2003 and 2005. The
findings reveal that there is a significant positive association between institutional
ownership and firm performance, and both dividend decision and payout ratio. The

results confirm that firms with a higher return on equity and a higher institutional
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ownership distribute higher levels of dividend. No significant association was found

between board composition and dividend decisions or ratios.

Batool and Javid (2012) conducted a study to examine the relationship between internal
mechanisms and external mechanisms of corporate governance and dividend policy for
100 manufacturing firms listed on Karachi Stock Exchange over the period 2003 to 2011
Using Lintner Partial Adjustment Model. The findings indicate that firms follow a
smooth dividend policy but are not considering the long term target dividend payout to
fix their dividend policy. The positive relationship between dividend yield and corporate
governance structures i.e. board composition, ownership structure, audit quality,
shareholder rights etc. indicate that firms implementing corporate governance strategies
pay higher dividends. The results suggest that firms earn and grow more they are capable
of paying dividends. It is concluded that good governance has strong influence on
dividend policy of listed manufacturing companies listed at KSE. In the same vein,
Mansourinia et al., (2013) found a significant and positive relationship between board
size and dividend policy. But significant relationship between the variables of board

independent and CEO duality with dividend policy of companies has not been observed.

Subramaniam and Devi (2010) investigate the relationship between Investment
Opportunity Set and dividend policy and if board size and board composition moderate
this relationship in an emerging economy context. The free cash flow theory is
empirically examined using a series of firm characteristics including size, return on

assets, duality and debt to assets. The results support the theory that high growth firms
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make lesser dividend payouts. Further, in the interaction between high growth firms and
board size and board composition, there is evidence to show that the negative relationship
between Investment Opportunity Set and dividend payout is weaker for firms with a
larger board size and with a corresponding larger number of independent directors
representing the board. Similarly, Mehrani, Moradi & Eskandar (2011) contends that

there is no significant relationship between managerial ownership and dividend payout.

Abor and Fiador (2013) examine the effect of corporate governance on firms’ dividend
payout policy in sub-Saharan Africa using a sample made up 27 Ghanaian firms, 177
Nigerian firms, 51 Kenyan firms, and 270 South African firms covering the period 1997-
2006, simultaneous panel regression model was employed. The results showed that board
composition and board size exhibit significantly positive relationship with dividend
payout in Kenya and Ghana, respectively. Institutional ownership positively influences
dividend payout among South African and Kenyan firms. In the case of Nigeria, all the
corporate governance measures show significantly negative effects on dividend payout.
The findings clearly suggest that, with respect to South Africa, Kenya and Ghana, good
corporate governance structures lead to high-dividend payout, probably due to easy
access to and low cost of external finance. However, in Nigeria, improving the
governance structures may be associated with high-earnings retention or low-dividend
payment in order to reduce cost of external finance. It is also reveal that in the case of
Ghana, dividend payout positively affects board composition, suggesting that Ghanaian
firms with high-payout tend to adopt good corporate governance structures in order to

ensure protection of shareholder interest.
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Ajanthan (2013) find out the linkages between corporate governance variables and
dividend payout of hotels and restaurant companies listed on the Colombo Stock
Exchange in Sri Lanka during 2008-2012. The results revealed that only CEO duality is
negatively related to dividend payout whereas board size; board independence; return on
assets and debt-to-total assets do not appear to be significantly related to the dividend
payout. The study recommends corporate governors to pay more attention on designing

effective dividend policy to maximize share holdersl] wealth.

Vineeta (2011) examine how a firm's propensity to pay dividends is related to board
independence and independent directors' tenure, number of board seats (busy) and equity
incentive compensation using data from 944 public companies in 2006. The findings
reveal a positive association between the propensity to pay and board independence and
director tenure, while a negative association between the propensity to pay and busy
directors and greater equity incentive compensation in the director pay structure. The
finding reveal a consistent results when the decision is to pay cash dividends or
repurchase shares and that equity incentive compensation in the independent director pay
structure is the most pervasive determinant across other dividend measures such as
dividend payout, total payout and repurchases. Overall, the findings suggest that the

characteristics of independent directors are important determinants of the payout policy.

Asamouh (2011) examines the effect of corporate governance on dividend policy in
Ghana using pooled cross-sectional observations from firms listed on the Ghana Stock

Exchange. It was revealed that board independence and CEO duality influence firms’
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dividend policy, Board size was not related to firm dividend policy, It was also found out
that higher return on equity relate to higher levels of dividend. The study concludes that

Compositions of Ghanaian boards are consistent with international best practices.

Alias, Rahim, Noor and Yaacob (2012) examines the direct and interaction effects of
firm’s characteristics such as board structure and capital structure on divided per share as
a proxy of firm’s performance. The fixed effect regression uses a sample of 361 non-
financial Malaysian listed firms over the period of 2002 to 2007. The decision made by
the board of directors which demonstrates duality role of Chairman cum Chief Executive
Officer and larger board size to pay dividend which demonstrate duality role of chairman
cum chief executive officer have negative effect on dividend payment but not outside
independent director(s). The interaction between selected board structures and capital
structure namely debt ratio reveals that duality weakens the negative effect of debt ratio
on dividend while independent directors strengthens the negative effect of debt ratio on
dividend payment. Overall, the study conclude that distributable income to shareholders
increases through a balanced financing decision between capital structure choice and

dividend payment made by the board of directors that possessed duality role.

Mansourinia, Emamgholpour, Rekabdarkolaei & Hozoori ( 2013 ) Investigate the effect
of board size, board independence and CEO duality on the dividend policy of listed
companies in Tehran Stock Exchange using a sample of 140 companies over the time
span of 2006-2010. Using F-Limer and Hausman tests, among the methods of common
effects, fixed effects and random effects for model fitting and hypotheses testing, the
fixed effects method was chosen. The results have shown that there is significant and
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positive relationship between board size and dividend policy. But significant relationship
between the variables of board independent and CEO duality with dividend policy of

companies has not been observed.

Odia & Ogiedu (2013) investigates payout policy, agency conflicts and corporate
governance in Nigeria. Using a sample of thirty (30) listed companies randomly selected
in the Nigerian Stock Exchange for the period 2006-2010, the panel OLS regression
results indicate that firms’ investment opportunities and leverage have significant impact
on the dividend payout. The corporate governance mechanisms comprising the CEO
shareholdings, directors’ shareholdings and the institutional ownership have positive but
non-significant impact on the dividend payout. This means that the insiders and
institutional ownership may not complete mitigate the agency conflicts associated with
effective dividend payout policy. The study recommends that a strong corporate
governance mechanism comprising more non-executive directors and institutional
ownership is recommended to mitigate the agency conflicts and improve the dividend

payout.

Maniagi et al (2013) examines corporate governance, dividend policy and performance of
banks listed on Nairobi security exchange for Syear period from 2007-2011.Their
findings reveals that dividend yield for banks listed on NSE is significant and positively
correlated to business risk and growth opportunities, the results also reveal that dividend
yield is positively correlated to CEO duality but negative and significant to board

independence as corporate governance proxies.
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In contrast, Kurawa & Ishaku (2014) conduct a study to evaluate the effect of corporate
governance on dividend policy of five commercial banks listed on the Nigerian Stock
Exchange over the period of 2003-2012. A panel data methodology (Random-effect GLS
regression technique) was employed for the analysis of data. The results reveal that
management equity holding has significant effect on dividend payout ratio, Board size
and CEO duality has insignificant effect, while board independence exhibit negative but
insignificant effect. The study recommended that to enhance the level of influence of
Corporate Governance on Dividend Payout Ratio to higher level in the Nigerian Banking
Industry, Management equity holding should be increased as this will make the

management to protect not only their interest but the interest of all stakeholders.

Micah (2006) conducted a study to examine Dividend policy, dividend initiations, and
governance the finding provides evidence that dividend policy is a substitute for weak
internal and external governance by focusing on a sample of firms that should pay
dividends. Specifically, predicted dividend payers with weak governance are significantly
more likely to pay dividends than are predicted dividend payers with strong governance.
Firms with weak governance also have significantly higher dividend initiation
announcement abnormal returns than other firms, consistent with the notion that dividend
policy is a substitute for other governance attributes and that the market prices the

decrease in agency costs resulting from the initiation of dividends.
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Farinha (2002) study Dividend Policy, Corporate Governance and The Managerial
Entrenchment Hypothesis: An Empirical Analysis to analyses the agency explanation for
the cross-sectional variation of corporate dividend policy in the UK by looking at the
managerial entrenchment hypothesis drawn from the agency literature. The findings
revealed a significant U-shaped relationship between dividend payout ratios and insider
ownership is observed for a large (exceeding 600 firms) sample of UK companies and

two distinct periods.

Mitton (2004), Adjaoud & Ben-Amar (2010) and Jiraporn et al. (2010) conclude that
dividends are an outcome of strong governance. This means that firms with higher
corporate governance ratings have higher dividend payout. However, regarding the
investors’ response to dividend level and the dividend policy of firms, Gugler and
Yurtaglu (2003) argue that dividend paying stocks are always preferred over non-
dividend paying stocks by investors and that the dividend paying stocks exhibit higher

returns, especially in down markets.

Gong (2010) examines the relationship between CEO compensation and shareholder
value added over CEO tenure. The research design exploits two fundamental attributes of
compensation and shareholder value added that both CEO compensation and shareholder
value added aggregate naturally over CEO tenure, and the expanding the interval over
which the two variables are measured is likely to result in a better match between CEO
compensation and value created by the CEO. CEO compensation was measured with

both ex post realized pay and ex ante pay-for-performance sensitivity. The findings
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indicate that CEOs earning higher aggregate realized pay create more shareholder value,
and higher average pay-for performance sensitivity during CEO tenure is associated with

higher aggregate market value changes and cumulative abnormal stock returns.

Alias, Abdulrahim, Nor & Yacoob (2012) examines the direct and interaction effects of
firm’s characteristics such as board structure and capital structure on divided per share as
a proxy of firm’s performance. The fixed effect regression uses a sample of 361 non-
financial Malaysian listed firms over the period of 2002 to 2007. The decision made by
the board of directors which demonstrates duality role of Chairman cum Chief Executive
Officer and larger board size to pay dividend which demonstrate duality role of chairman
cum chief executive officer have negative effect on dividend payment but not outside
independent director(s). The interaction between selected board structures and capital
structure namely debt ratio reveals that duality weakens the negative effect of debt ratio
on dividend while independent directors strengthens the negative effect of debt ratio on
dividend payment. Overall, the results suggest that distributable income to shareholders
increases through a balanced financing decision between capital structure choice and

dividend payment made by the board of directors that possessed duality role.

Hwang, Kim, Park, & Soopark (2013) studied Corporate Governance and Payout Policy
using a unique, comprehensive data set from a survey on corporate governance practices
among Korean listed firms, this paper shows that business group (chaebol) firms have
overall stronger governance practices but weaker shareholder rights and lower dividend

payout ratios than independent firms do. The finding also revealed that the adverse effect
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of chaebol firms’ weak shareholder rights on dividend payout ratios appears to exemplify
with the onset of the global financial crisis in 2008. In addition, the regression results
show that the positive correlation between good corporate governance practices and
dividend payout ratios is weaker among chaebol firms. Finally, the finding revealed that
improving corporate governance enhances payout policies over time but is statistically
significant only for independent firms. The study recommends that the entrenched control
by chaebol firm owners that stems from their control rights much above the cash flow
rights puts less weight on protecting minority shareholders, resulting in smaller

distributions of dividend payments.

Wen and Jia (2010) studied the dividend policies of bank holding companies (BHCs)
which have dispersed ownership in a regulated environment. The results revealed that
dividend is a countermeasure against agency problems in the banking industry. BHCs
with higher agency costs tend to have higher dividend yields. Dividend is negatively
related to ownership dispersion, indicating that firms with greater ownership dispersion
use dividends to reduce the agency problems caused by the lack of collective shareholder
actions. Dividend is negatively related to CEO ownership, CEO incentive pay and
institutional ownership, suggesting that dividends work as a substitute for these corporate

governance mechanisms in counteracting agency problems.

Likitratcharoen (2011) investigates the relationship between CEO reputation and firm’s
dividend payouts. The results show that reputable CEOs tend to make more investment

and pay lower dividends. These results support the overconfident hypothesis that
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reputable CEOs tend to be overconfident and use the funds to make more investment
rather than paying out dividends. The result also reveals that a manager-specific attribute,
1.e. reputation, has a significant impact on a crucial corporate outcome and the extent of

corporate dividend payouts.

Haye (2013) determine the relationship between the dividend policy of financial firms
and a number of ownership and board control variables as well as two governance
provisions, cumulative voting and staggered boards. The evidence indicates that firms
with lower CEO, institutional and hedge fund ownership pay higher dividends. Also,
cumulative voting has a greater impact on dividend policy than staggered boards. The
study recommends that firms adjust their dividend policy in response to control changes

caused by ownership structure and governance provisions.

Vineeta (2011) examine how a firm's propensity to pay dividends is related to board
independence and independent directors' tenure, number of board seats (busy) and equity
incentive compensation using data from 944 public companies in 2006. The findings
reveal a positive association between the propensity to pay and board independence and
director tenure, while a negative association between the propensity to pay and busy
directors and greater equity incentive compensation in the director pay structure. The
finding reveal a consistent results when the decision is to pay cash dividends or
repurchase shares and that equity incentive compensation in the independent director pay

structure is the most pervasive determinant across other dividend measures such as
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dividend payout, total payout and repurchases. Overall, the findings suggest that the

characteristics of independent directors are important determinants of the payout policy.

From the foregoing review, it is obvious that Financial Institutions needs to be headed by
an effective board composed of qualified people of proven integrity who are
Knowledgeable in business and financial matters and are conversant with board oversight

functions.

2.6.1 Empirical Studies on Institutional Shareholdings and Dividend Policy

Institutional ownership plays an important role in the decision to pay dividends. The
ownership and control structure of the firm affects its dividend payout strategies. Where
institutional ownership (i.e., high percentage shareholding by institutions such as mutual
fund companies, pension funds, or endowments) is high, these stakeholders try to control
the agency problem by controlling the dividend payout decision. Ranti, (2013) explain
that the basic motivation for the agency models of dividends is that unless a firm’s profits
are paid out as dividends, corporate managers may divert the cash flow for personal use
or pursue unprofitable investment projects. Dividend payout can be seen as a means to
reduce the free cash flow that managers can use at their own discretion (Jensen and
Meckling 1976). As a consequence, outside shareholders may have a preference for

dividends over retained earnings.

Liu (2002) conclude that firms with greater institutional ownership and stronger outside

board control enjoy lower bond yields and higher ratings on their new bond issues.
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Similarly, Abdelsalam et al., (2008) uncover a significant positive association between
institutional ownership and firm performance, and both dividend decision and payout
ratio. The results confirm that firms with a higher return on equity and a higher
institutional ownership distribute higher levels of dividend. Similarly, Thanatawee (2013)
found that higher institutional ownership increases both the likelihood and magnitude of

dividend payouts based on a sample of Thai firms.

Short, Zhang & Keasey (2002) and Moh’d et al. (1995) identifies a positive association
between institutional shareholdings and dividend payout. In the same vain Demeh &
Mohammed, (2013) provide an empirical evidence on the importance of one CG
measure, institutional ownership concentration or top shareholders, on bank‘s DPR.
While Odia & Ogiedu, (2013) contends that institutional ownership have positive but
non-significant impact on the dividend payout. This means that the insiders and
institutional ownership may not complete mitigate the agency conflicts associated with

effective dividend payout policy.

Dharmastutil & Wahyudi (2013) provided additional evidence that the external corporate
governance which was measured through the existence of institutional ownership and
debt holder has a higher effectiveness than internal corporate governance which was
measured by the independent commissioner’s ratio towards the corporate performance.

Contrary to the above, Wen & Jia (2010) found dividends to be negatively related to
institutional shareholdings. Mehrani, Moradi & Eskandar (2011) provide empirical

evidence that Institutional ownership was negatively associated with dividend payout.
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This indicates that the presence of institutional investors results in less usage from
dividend as a signal for good corporate performance. However, the findings revealed
positive relationship between dividend payout and concentrated institutional ownership.

In the same vein, Obradovich & Gill (2013) confirm that the decision to pay dividends is
a negative function of institutional ownership. Similarly, Batool and Javid (2014)
discovered an insignificant relationship between institutional ownership, independent
Commissioner with dividend policy. This finding do not support the hypothesis causing
institutional shareholders to take over the rights of minority shareholders and this has
weakened their power of dividend, and the independent commissioner do not behave as
they are supposed to, meaning that they are not independent as their name suggests,

which leads them to feel unnecessary to build of firm reputation through dividend policy.

Base on the above review the institutional ownership have positive but non-significant
impact on Dividend Payout as a result, institutional ownership may not completely

mitigate the agency conflicts associated with effective dividend payout policy.

2.6.2 Empirical Studies on Ownership Concentration and Dividend Policy

The previous practice of free, non-restrictive equity holding has led to serious abuses by
individuals and their family members as well as governments in the management of
banks. However, to encourage a private sector-led economy, holdings by individuals and
corporate bodies in banks should be more than that of governments. It is also recognized

that individuals who form part of management of banks in which they also have equity
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ownership have a compelling business interest to run them well. Such arrangements

should be encouraged.

Ownership structure is an influential factor on firm policies and one of these policies is
dividend policy. Therefore, a significant relationship between ownership structure and
dividend policy is expected. However, the empirical evidence on the relationship between
ownership concentration and dividend payout is mixed. Rozeff (1982), Schooley, Lee &
Barney (1994) and Mohammed, Perry & Rimbey (1995) find that dividend payout
significantly increases with ownership diffusion, as measured by the natural log of the
number of common stockholders. Ahmed & Javid (2010) provide results that consistently
support the potential association between ownership structure and dividend payouts of
Pakistani listed firms of Karachi Stock Exchange 100 index non financial sector. Nasrum
(2013) uncover a positive relationship between ownership structure and dividend payout
policy. Similarly, Demeh & Mohammed (2013) uncover a strong evidence on the
importance of one simple CG measure, i.e. institutional ownership concentration or top
shareholders, on bank‘s DPR. Thanatawee (2013) also finds that the likelihood of a
dividend payout is positively associated with ownership concentration and the percentage
of stock held by the largest shareholder, particularly if the largest shareholder is an

institution.

However, Shleifer & Vishny (1997) contend that firms with large shareholders in
controlling positions may divert resources from smaller, non-controlling shareholders by

paying lower dividends, maintaining higher asset balances and using those assets for a
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variety of reasons, such as private perquisite consumption, selling assets to themselves or
other controlling interests at favorable prices, and other activities detrimental to non-
controlling shareholders. In this case, large shareholders exacerbate the agency costs of
equity to the detriment of smaller, non-controlling shareholders. similarly, Gugler &
Yurtoglu (2003) contend that Dividends signal severity of the conflicts between the large
controlling owner and small outside shareholders, larger holdings of the largest owner to
reduce, while larger holdings of the second largest shareholder to increase the dividend to
increase the dividend payout ratio. Their study call for better minority shareholder rights

protection and increased transparency in the course of European Capital market Reform.

Zeckhauser and Pound (1990) found that dividend payout significantly decreases in the
presence of large shareholdings. Mancinelli & Ozkan (2006) uncover a significant
negative relationship between dividend payouts and the voting power of the largest
shareholder using a sample of Italian firms. Oskar et al (2007) revealed that concentrated
share ownership as well as the deviation from the one-share one-vote principle leads to a

reduction of the payout dividend ratio.

Renneborg & Trojanowski (2007) uncover a negative relationship between dividends and
large-block holdings, in particular for financial institutional ownership. Harada &
Nguyen (2006) identify a significant negative relationship between ownership
concentration and dividend payout for Japanese firms. Arshad, Yasir, Amjad & Usman
(2013) study did not purely support the potential association between ownership structure

and dividend payout policy and dividend decision. In the same vein Ehsan, Tabassum,
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Akram & Nasir (2013) revealed that insider ownership and individual ownership both
have a significant negative influence on dividend payments.

Most of these researches support the view of dividends as a substitute control mechanism
and as a signaling mechanism. However, both Zeckhauser & Pound (1990) and Ullah,

Fida, & Khan (2012) find no such relationship between institutions and dividend policy.

However, according to the outcome model, governance provisions that enhance the legal
protection of minority shareholders make it easier for those shareholders, perhaps through
improved board representation, to prevent wealth expropriation by insiders. The
enhanced influence that accrues to minority shareholders resulting from greater legal
protection enables them to extract higher dividends. Conversely, the substitution model
asserts that managers for firms with weak legal protection will pay more dividends in
order to develop a reputation of not expropriating shareholder wealth. The substitution
model contends that firms with better legal protection and improved shareholder rights

are less reliant on dividends as a control mechanism.

Adjaoud & Ben-Amir (2010) find that stronger shareholder rights lead to higher
dividend payments, also supporting the outcome hypothesis. In contrast, Jiraporn, Kim &
Kim (2010) employ a governance index that incorporates 28 governance provisions to
proxy the strength of shareholder rights and find that firms that score high marks on the
governance index (i.e., weak shareholder legal protections) pay more dividends, a result
supporting the substitution model. & Haye (2013) also provide evidence supporting the

substitution model.
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2.7 Theoretical Framework

Several theories have emerged to explain CG and Corporate Dividend Policy. Among
these theories include the Catering Theory, Dividend irrelevant theory, Transaction cost
theory, Signaling hypothesis, Clientele Effect Theory, and the Agency theory. These

theories are briefly explained below.

2.7.1 Dividend Irrelevant Theory: Miller and Modigliani (1961) proposed that dividend
policy is irrelevant to the shareholder. That stockholder wealth is unchanged when all
aspects of investment policy are fixed and any increase in the current payout is financed
by fairly priced stock sales. The main assumption is that there is 100% payout by
management in every period. Other assumptions includes, there exist perfect capital
markets. That is, no taxes or transactional cost, market price cannot be influenced by a
single buyer or seller and that there is free and costless access to information about the
market. The investors are rational and that they value securities based on the value of
discounted future cash flow to investors. The managers act as the best agents of
shareholders and that there is certainty about the investment policy of the firm with full
knowledge of future cash flows. In the light of the foregoing, they concluded that the

issue of dividend policy is irrelevant.

However, the Proponents of Gordon and Walter argued that dividend policy affects value
of a firm. Thus a change in dividend payout will bring about a change in market value of
a firm. Hence there must be an optimum payout ratio.ie one that gives maximum market

price (Pandey 2005).
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2.7.3 Transaction Cost Theory: Transaction Cost is an important theory which was
initiated by Rozeff 1982 who assumed that if high dividend is paid then the agency cost
incurred would be lowered. However, he added that if the company paid high dividends,
then the transaction cost would be increased. Transaction cost theory indicates that firms
incurring large transaction costs will be required to reduce dividend payouts to avoid the

costs of external financing. (Al-Kuwari 2009).

2.7.4. Signaling Hypothesis: The hypothesis assumes that dividends function as a signal
of expected cash flows. Despite the tax disadvantage of paying dividends, management
still go ahead to pay dividends to send a positive signal about the firm’s future prospects.
Miller and Rock 1985 as sighted in (Elisabet 2005) developed the signaling theory
classical model which indicated that dividend will act as a signal of the firm future
prospects and expected cash flows under imperfect information. Management who look
after the firm tends to have more precise and timely information about the firm than
outside investors. This therefore creates a gap between managers and investors, to bridge
this gap, management use dividend as a tool to convey private information to
shareholders see Al-Malkawi (2007). Pettit (1972) observed the amount of dividend paid
seem to carry great information about the prospects of a firm, this can be evidenced by
the movement of share price. An increase in dividend may be interpreted as good news
and brighter prospects and vice versa. But Lintner (1956) observed that management are
reluctant to reduce dividend even when there is the need to do so. And only increase
dividend when it is believed that earnings have permanently increased. Hence they use

dividend as a tool to convey private information to shareholders.
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2.7.5. Clientele Effect Theory: Different pattern of dividend payment will be preferred
by different investors this can be referred to as Clientele effects. The old investors would
prefer firms that pay cash dividend to those that retain the funds leading to capital
appreciation. While high income stockholders would prefer stock dividend and capital
appreciation of their investments to cash dividends so as to minimize tax effect (Ahmad
& Carlos, 2008).

Investors tend to prefer stocks of companies that satisfy a particular need. This is because
investors face different tax treatment for dividends and capital gains. And also face some
transaction cost when they trade securities. Modigliani and Miller (1961) argued that for
these cost to be minimized, investors tend towards firms that would give them those
desired benefits. Likewise firms would attract different clientele based on their dividend
policies. Though they argued that even though clientele effect may change a firms
dividend policy, one clientele is as good as another, therefore dividend policy remains
irrelevant. Al-Malkawi (2007) affirms that firms in their growth stage, which tend to pay
lower dividend would attract clientele that desire capital appreciation, while those firms
in their maturity stage which pay higher dividends attract clientele that require immediate

income in the form of dividend.

2.7.6. Bird in Hand Theory: Al-Malkawi (2007), asserts that in a world of uncertainty
and information asymmetry, dividends are valued differently from retained earnings
(capital gains). “A bird in hand; (dividend), is worth more than two in the bush; (capital

gains)”. Due to uncertainty of future cash flow, investors will often tend to prefer
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dividends to retained earnings. Though this argument has been widely criticised and has
not received strong empirical support, it has been supported by Lintner (1956). The main
assumptions are; that investors have imperfect information about the profitability of a
firm. And that cash dividends are taxed at a higher rate than when capital gain is realized
on the sale of a share. Also that dividends function as a signal of expected cash flows.
Despite the tax disadvantage of paying dividends, management still go ahead to pay
dividends to send a positive signal about the firm’s future prospects (Chikashi 2010). The
cost of this signaling is that cash dividends are taxed higher than capital gains. While
some investors would rather have capital gains to cut down on tax impact others may
want dividend because of immediate cash requirement. He also assumed that assets in
which management invest in, outlive the stay of management in position, and that

ownership of the assets is transferred to other management overtime.

2.7.7 Agency Theory: It is a known fact that the principal-agent theory is generally
consider the starting point for any debate on the issue of CG emanating from the classical
thesis on The Modern Corporation and Private Property by Berle and Means (1932). The
fundamental agency problem in modern firms is primarily due to the separation between
finance and management. Modern firms are seen to suffer from separation of ownership
and control and therefore are run by professional managers (agents) who cannot be held
accountable by dispersed shareholders. In this regard, the fundamental question is how to
ensure that managers follow the interests of shareholders in order to reduce cost

associated with principal-agent theory?
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The agency problems may arise when management decisions or actions flow from non-
value or trivial maximizing strategies (Dockery, Herbert & Taylor, 2000) for instance,
management may seek to increase the size of the firm for the sole purpose of empire
building ( Marris, 1964), or they may seek to diversify the firm’s portfolio in order to
increase their own security. Furthermore, the managerial entrenchment thesis suggests
that the separation of ownership and control offers managers an array of discretionary

behaviours, including shirking (Jensen & Meckling, 1976).

Agency cost is the cost of the conflict of interest that exists between shareholders and
management see Ross et al (2008). This arises when management act on their behalf
rather than on behalf of shareholders who own the firm. This could be direct or indirect.
Though this is contrary to the assumptions of Modigliani and Miller (1961), who
assumed that managers are perfect agents for shareholders and no conflict of interest exist
between them. This is somewhat questionable, as the owners of the firm are different
from the management. Managers are bound to conduct some activities which could be
costly to shareholders such as undertaking unprofitable investments that would yield
excessive returns to them, and unnecessarily high management compensation ( Al-
Malkawi (2007). These cost are borne by shareholders, therefore shareholders of firms
with excess free cash flow would require high dividend payment instead. Agency cost
may also arise between shareholders and bondholders, while shareholders require more
dividends, bondholders require less dividends to shareholders by putting in place debt
covenant to ensure availability of cash for their debt repayment. Easterbrook (1984) also
identified two agency cost; the cost of monitoring of managers and the cost of risk
aversion on the part of managers.
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In further discussion of agency relationships and cost (Jensen and Meckling, 1976)
describe agency relationship as a contract under which one or more persons (principal)
engage another person (agent) to perform some service on their behalf, which involves
delegating some decision-making authority to the agent. In this scenario, there exists a
conflict of interests between managers or controlling shareholders, and outside or
minority shareholders leading to the tendency that the former may take advantage of the
firm's resources and be less interested to pursue new profitable ventures. Agency costs
include monitoring expenditures by the principal such as auditing, budgeting, control and
compensation systems, bonding expenditures by the agent and residual loss due to
divergence of interests between the principal and the agent. The share price that
shareholders (principal) pay reflects such agency costs. This study adopts agency theory

as the theoretical basis for explaining CG and Bank dividend policy.

2.8 The Nigerian Banking Industry

The Nigerian banking sector could be said to have thrieved over the years: witnessing
changes in governments and their accompanying policies which have egged and spurred
its growth and development bringing it to the remarkable pedestal, international acclaim
and goodwill it presently enjoys. Symptoms of distress in the Nigerian financial system
was first officially pointed out by the World Bank team that examined the financial sector

before the NDIC Decree No 22 of 1988 took off in February 1989, since then, effort has
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been made by the CBN to set policies that will restore public confidence in the Nigerian

Banking Industry (CBN, 2006; and Michael 2011).

The interest in dividend policy of banks has become stronger as a result of the recent
financial crisis; investors have started to desire high current dividends to meet their
socioeconomic needs and CG is one of the ways to protect minority shareholders, hence

the choice to determine the extent to which CG influence Bank Dividend Policy.
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CHAPTER THREE

RESEARCH METHODOLOGY

3.1 Introduction

This chapter presents the research methodology employed in conducting this research
work which includes the research design, the population of the study, the sample size,
sampling technique and the sources and methods of data collection used. It also explains
the variables of the study and their measurement and the statistical tools for the analysis

of data.

3.2 Research Design

This study adopted ex-post facto research design because the study entails the use of
annual report and accounts of the quoted Deposit Money Banks under study; this is in
view of its relative importance to the actualization of the research objective which is to
evaluate the relationship between corporate governance and dividend policy in the

Nigerian Banking industry.

3.4 Population of the Study

The population of this study consists of all the quoted Deposit Money Banks in the
Nigerian stock exchange as at 2014. And the study will covers a period of ten years
between 2004 and 2013. Table One contained the list of all the banks quoted on the

Nigerian Stock Exchange, and their years of listing.
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Table 1: Population of the Study

S/N Bank Name Year of Incorporation | Year of Listing
1 UBA 1961 1970
2 Union Bank 1969 1970
3 FBN 1969 1971
4 Wema Bank 1969 1991
5 Starling Bank 1960 1993
6 GTB 1990 1996
7 Access Bank 1989 1998
8 Zenith Bank 1990 2004
9 FCMB 1982 2004
10 Stanbic IBTC 1989 2005
11 Fidelity Bank 1987 2005
12 Diamond Bank 1990 2005
13 SKY Bank 1989 2005
14 Unity Bank 1987 2005
15 Eco Bank 1980 2006

Source: Generated by the Researcher from the NSE 2012/2013 Fact book.
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3.5 Sample Size of the Study

All the banks were used in this study for wider coverage. This is done to; apart from the
fact that the required data for all the banks are available, this will provide wider range of

generalizing the findings as previous studies in this area covered fewer banks.

3.6 Sources and Method of Data Collection

The aim of this study is to examine the effect of CG on Dividend policy of all listed
Deposit money banks in Nigeria. The reliability of a report on any study would depend
largely on the accuracy of data collected and the methods used in conducting the research

work.

In line with the aim of this study and based on the significance of the secondary data to
the research topic, the study utilize the secondary source of data. Data were obtain from
the annual reports and accounts of all the Deposit money banks quoted in the Nigerian

stock exchange covering the period of ten years from 2004 to 2013.

3.7 Variables of the Study

The variables of the study comprises of dependent variables, independent variables, and
control variables and their measurements. The dependent variable is Dividend Payout
Ratio (DPR), the independent variables includes the Board Size (BS); Board
Independent (BI); Chief Executive Officer Duality (CEOD); Management Equity
Holding (MGTEH); Institutional Shareholding (INS); Ownership Concentration

(OWNC) and Management Meeting (MGT.M) while the control variables includes the
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Bank size which is measured as the Natural logarithm of the total asset of the Bank
(SIZE) and Risk which is measured as the standard deviation of earning before tax of the

last three years (RISK).

3.7.1 The Dependent Variable and its Measurement

Dividend Payout Ratio (DPR) was use as a proxy for dividend policy and was obtained
by dividing dividend per share by Earnings per share. This is due to the fact that CG is
one of the ways to protect minority shareholders, the dividend payout ratio takes into
consideration both dividend payout and dividend retention. Therefore, DPR must be
employed in describing the allocation of minority investors’ rights through dividend and
this is consistent with the study of Sunjata, 2006; Dharmastuti & Wahyudi, 2012; Dameh
& Mohammed, 2013; Wu, 2013; Batool & Javid, 2014; Kurawa & Ishaku, 2014; and

Haye, 2014.

3.7.2 The Independent Variables and their Measurement

CG is the independent variable. The measure of the variables which is consistent with the
study of Batool and Javid, (2014), Obradovich & Gill (2013), Maniagi et al (2013),
Demeh and Mohammed (2013), Kurawa & Ishaku (2014) and Haye (2014) is explained

below.

Board Size (BS):- is the total number of members of the board of directors

Board Independence (BI):- this is the proportion of non-executive directors sitting on
board with the executive directors. The number of non-executive directors should be

more than that of executive directors subject to a maximum board size of 20 directors
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(CBN 2006). A positive relationship is expected between the proportions of outside
directors in a company as outside directors are better able to challenge the CEOs. It is
basically in recognition of the outside directors’ role that in the UK a minimum of three
outside directors is required on the board; in the US, at least two-thirds of the board of

directors must be outside directors (Sanda, Mikailu & Garba 2005).

Chief Executive Officer Duality (CEOD):- this exists when the same individual plays
the roles of CEO and chairman of the bank. Consistent with the previous study, a dummy

variable taking a value of 1 for firms with CEO as chairman otherwise 0.

Management Equity Holding (MGT EH):- the management equity ownership was
measured by the proportion or percentage of equity ownership of executive directors.
This includes direct and indirect equity holding of the directors in the bank. The higher
the proportion of the management equity ownership, the better in terms of the going
concern of the bank as the management would do anything legally possible to protect not
only their economic interests but also the general economic interests of the entire

shareholders (Iskandar, 2011).

Ownership Concentration (OWNC):- This refers to the amount of stock owned by
large shareholding with at least 2 percent of equity ownership within the bank. This is
considered to be significant since an equity holding of 10 per cent and above by any

investor is subject to CBN’s prior approval.
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A higher level of ownership concentration or more block holders suggest a stronger
monitoring power from investors over a firm’s managerial decisions because of the
incentives from these owners to proactively safeguard their investment. Ownership with
significant amount of shares may take aggressive actions, either directly or indirectly,
over firm decisions such as the election of board members and replacement of CEO or
poor management with their voting power. As such, ownership concentration can be an
external governance mechanism that helps reduce the likelihood of managerial
opportunism because managers and boards of directors are more likely to take into

accounts the preferences and interest of large shareholders (Iskandar et al 2011).

Institutional Shareholdings (INS):- the ratio of stock owned by institutions (Maniaga et

al. 2013; Demeh & Mohammed (2013) and Obradovich & Gill; 2013).

Management Meeting (MT):- the number of Board meetings held per year (Maniaga et
al. 2013). According to CBN Code of CG the Board members are expected to have a

minimum of four board meeting per year.

3.7.4 Control Variables

Bank Size: Measured as the natural log of total assets. This is in accord with many other
studies, including, Adjaoud & Ben-Amir (2010), Thanatawee (2013), Batool & Javid,
(2012), Obradovich & Gill (2013), Wu, (2013), Toby (2014), and Haye (2014). Such
control is necessary because larger firms should have a lower risk of bankruptcy and,

therefore, a greater ability to pay dividends. Also, larger firms generally have greater
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access to the capital markets and are presumably better able to raise external financing
which reduces their dependence on internally generated funding and allows for higher
dividend-payout ratios (Holder, Langrehr & Heter (1998); Al-Malkawi, (2007); Al-
Kuwari (2009) and (Afza & Mirzan 2010) found a significantly positive relation between
the two. On the contrary, in some countries the size of the firm has a negative influence
on dividends; large firms want to meet investment needs internally rather than externally,
they hold funds under their control rather than distributing dividends (Ahmed & Javed ,

2009).

Business Risk: Measured as the standard deviation of earnings before interest and tax for
the last three years. It is a potential factor that may affect dividend policy, high levels of
business risk make the relationship between current and expected future profitability less
certain. Consequently, it is expected that firms with higher levels of business risk will
have lower dividend payments. This is consistent with the study of (Kania and Bacon
(2005); Gill, Biger and Tibrewala (2010); Hussainey, Mgbame & Aruoriwo (2010); and
Maniagi et al. (2013)). Many researchers argued that the uncertainty of a firm’s earnings
may lead it to pay lower dividends because volatile earnings materially increase the risk
of default ( Hussainey, Mgbame & Aruoriwo 2010; and Maniagi et al. 2013). In addition,
field studies using survey data (e.g. Lintner, 1956) reported compelling evidence that risk
can affect dividend policy. In these surveys, managers explicitly cited risk as a factor that

influences their dividend choice.
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3.8 Technique of Data Analysis and Model Specification

Given the objective of the study and following the works of Farinha, (2002); Gugler &
Yurtoglu, (2003); Bebczuk, (2005); Ricado, (2005); Micah (2006); Sung, Chang, Kang &
park, (2009); Kouki & Guizani, (2009); Zhang, (2008); Ahmad & Javid (2010); Jiraporn,
Kim, Young & Kim (2010); Subramaniam and Devi, (2010); Wen and Jia, (2010);
Asamoah (2011); Awotunde, Kehinde & Somoye, (2011); Abor and Fiador, (2012 );
Hwang, Kim, Park & Soo (2013); Ajanthan, (2013); Obradovich, John and Gill, (2013);
Odia and Ogeidu, (2013); Nasrum, (2013); Wu, (2013); Daradkah & Ajlouni, (2013);
Maniagi, et al. (2013); Dameh, and Mohammed, (2013); Batool & Javid (2014); and
Kurawa & Ishaku, (2014). Panel data analysis was employed as it will help to explore
both cross-sectional and time series data simultaneously. Stata Version12.0 was used for

the analysis; this is consistent with the study of Kurawa & Ishaku, (2014).

3.8.1 Descriptive Statistics

Descriptive statistics was used to compute the summary of statistics that will describe the
central tendency, as well as, how the data spread out around this value. This tool is used
to describe the dependent and independent variables of the study by computing the Mean,
Median, Maximum, Minimum and Standard Deviation of the variables. This is consistent
with the study of Dameh, and Mohammed, (2013); Batool & Javid (2014); Yulianto

(2014); and Kurawa & Ishaku, (2014).
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3.8.2 Correlation

Pearson correlation technique was used to establish the nature of the relationship between
CG and Dividend Payout Ratio. This shows the strength of the relationship between the
independent variables among themselves and the dependent variable. This is consistent
with the study of Dameh, and Mohammed, (2013); Batool & Javid (2014); Yulianto

(2014); and Kurawa & Ishaku, (2014).

3.8.3 Multiple Regressions

In order to determine the variation in dependent variable (Dividend Payout Ratio) due to
variation in any of the independent variables (Board characteristics, Ownership
concentration and Institutional shareholdings) multiple regression was employed. This is
because multiple regressions explain the variation in dependent variable due to the
variation in any of the independent variables. However, since panel data analysis was
used in this study, the system of pooled regression is subject to heterogeneity bias and
therefore the fixed effect and random effect regression was computed as well.

The pool Ordinary Least Square (OLS) is anchored on the assumption that there is no
group or individual effects among the firms, the Fixed Effect Model (FEM) takes into
consideration the individuality of each firm or cross-sectional unit included in the sample
by allowing the intercept to vary for each firm while assuming that the slope coefficients
are constant across firms and the Random Effect Model (REM) assume that the
individual or group effects are uncorrelated with other explanatory variables and can be

formulated.
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However, to test for panel-data model heterogeneity, testing both fixed and random
effect. F-test was performed as support for choice between pooled regression models and
fixed-effects models, Hausman test was used to decides between fixed and random
effects models while Breusch and Pagan Lagrangian multiplier test (LM) was used to
decides between random effects model and Pooled regression. The multiple regressions

was use to test hypothesis one, two, and three of the study.

3.8.4 T-test: Paired Two Sample for Means

The paired two samples for means, or t-test, was used to assess the difference between
the means of DPR of listed deposit money bank for pre-and- post CBN Code of CG
periods. This type of test is usually referred to as “before and after” analysis. This method
not only show the differences between the means of the DPR of listed deposit money
bank in Nigeria for the two periods, but also makes it possible to know which side of the
pair of the periods is better in distributing earnings to shareholders.

The mean of the sets of variables was compared in order to ascertain if the average differs
from zero. The advantage of this method is that it makes it easier to detect the differences
which exist between the pre and post CBN Code of CG periods, so as to establish which
period is better in distributing earnings to shareholders. The t-test will be used to test
hypothesis four of the study.

Therefore, the general model based on the variables of the study which is a modification
of (Maniagi et al; Demeh & Mohammed 2013; and Kurawa & Ishaku 2014) is stated

thus:
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DPRit = o BBlit + B,BSit + B;CEODit + PsMGT.EHit + PsMTit + BsSIZEit +

BoRISKItFE. .. uuiee e e equation (1)
DPRit = o B;INSit + B,SIZEit + BsRISKit + € ......ccooviiiiiiin equation (i)
DPRit =a BOWCit + B,SIZEit + B3RISKit+ € .....ooovveiniannnni. equation (iii)
Where: (1) Denotes a bank, and (t) a year

DPRit is Dividend Payout Ratio

BS is Board Size

BI is Board Independence

CEOQOD is Chief Executive Officer Duality

MGT. EH. Is Management Equity Holding

INS is Institutional Shareholdings

OWC is Ownership Concentration

MT is Management meeting

Bank size: is the natural log of total assets.

Risk: is the standard deviation of earning before tax

€ 1S error term
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CHAPTER FOUR

RESULTS AND DISCUSSION

4.1 Introduction

This chapter presents analyses and interprets the data generated for the study. The data
relating to each of the statistical hypotheses of the study were presented and analyzed. The
variables for measuring both CG and DPR are collected from the annual reports and accounts
of the Banks sampled listed on the Nigerian Stock exchange to determine the effects of the
independent variables on the dependent variable. The chapter starts with the preliminary
analysis of the sample using descriptive statistics, correlation and then the regression result of
the dependent variable (DPR) and the independent variable (Board size, board independence,
CEO duality, managerial equity holding, Ownership Concentration, Institutional
shareholding and meetings board meetings,). The robustness test carried-out were first
presented and then followed by the descriptive statistics, correlation, regression results of CG

and DPR and t-test.

The hypotheses of the study was tested and inferences there from. In addition, the

implications of the findings were explained.

4.2 Robustness Test of Independent and Dependent Variables

The robustness test was conducted in order to improve the validity of all statistical inferences
for the study. The tests include Multicollinearity, Breusch-pagan for heteroscedasticity,
hausman specification and P- plot. These are discussed below.

(i) Multicollinearity Test: Multicollinearity is a statistical phenomenon in which two or

more predictor variables in a multiple regression model are highly correlated (Samaila 2014).
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In this situation the coefficient estimates may change erratically in response to small changes
in the model or the data. Multicollinearity does not reduce the predictive power or reliability
of the model as a whole, at least within the sample data itself; it only affects calculations
regarding individual predictors (Wikipedia 2015). A high degree of multicollinearity can also
cause computer software packages to be unable to perform the matrix inversion that is
required for computing the regression coefficients, or it may make the results of that
inversion inaccurate. Therefore, multicollinearity test is carried out to check whether there is
a correlation between independent variables which will mislead the result of the study. The
results show that the variance inflation factor (VIF) is less than 10 which indicate absence of

multicollinearity (See appendix A, B and C).

(ii) Heteroskedasticity Test: The test is conducted to check whether the variability of error
terms is constant or not. The presence of heteroskedasticity signifies that the variation of the
residuals or term errors is not constant which would affect inferences in respect of beta
coefficient, coefficient of determination (R2), t-statistics and F-statistics of the study. Test of
heteroskedasticity ensures that the regression fits all the values of the independent variables
and this is possible only if the residuals do not vary with independent variable and therefore
are random in nature. The result of the heteroskedasticity test reveals that there is presence of
heteroskedasticity in the first, second and third model because the probability of the chi
square is 0.0005 in the first model, 0.0002 in the second model and 0.0000 in the third model
(See Appendix A, B and C).This was later corrected through the OLS robust test. Robust
estimation should be considered when there is a strong suspicion of heteroskedasticity or

where it exists (Samaila 2014).
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(iii) Hausman Specification Test: Since there is a trade-off between the efficiency of the
random effect approach and the consistency of the fixed effect approach, hausman
specification test was performed to decide between fixed or random effect models. It
basically tests whether the unique errors (term error) are correlated with the regressor. The
fixed effects regression represent a common, unbiased way of controlling for omitted
variables in a panel set. An important assumption of the fixed effect model is that those time-
invariant characteristics are unique to the individual firms and should not be correlated with
other firm’s characteristics (Abubakar, 2013). It removes the effect of those time-invariant
characteristics from the predictor variables in order to assess the predictors’ net effect.

Unlike the fixed effects, the random effects assume that the variation across entities is
random and uncorrelated with the independent variables included in the model. Thus, an
essential assumption for selecting the random effect estimation is that the unobserved
heterogeneity should not be correlated with the independent variables. The role of Hausman
test is to check for strict exogeneity. If no correlation is found, random effects should be

employed but if correlation exists, fixed effects should be employed.

The result of the hausman test for the first, second and third model reveals that they are
correlated because the chi-square probability (0.0000), (0.0059) and (0.0024) respectively
and is significant When the dividend payout ratio was used as a proxy for dividend policy

which guide us to interpret the result of the fixed effect model (See appendix A, B and C).

iv) Normality Test of the Dependent Variable: To check for data normality or the
distribution pattern of the research data, the research uses normal probability plot. The

normal p-plot of the regression standardized residual (Appendix D) indicates a good fit and
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affirms the normality of the research data. The results of the tests therefore suggest the data
of the research did not differ significantly from a normal distribution, as evidenced by the

normal probability plot.

The discussion in this subsection has therefore considered the data of the research with a

view to establishing its accuracy and reliability. The test of data normality,
heteroskedasticity, multicollinearity and Hausman specification gives concrete evidence that
the regression data is free of regression errors capable of invalidating the research’s

regression assumptions. This makes the regression estimates reliable and enhances its

accuracy.

Table 4.1 Normality test

Model Multicollinearity | Heterokedasticity | Husman test P-Value
VIF test test

One 1.21 0.0005 0.0000 0.0115

Two 1.04 0.0002 0.0059 0.0586

Three 1.01 0.000 0.0024 0.0792

Source: Generated by the Author from the Annual Report Data of the DMB’s

Table 4.1 shows absence of multicollinearity as the variance inflation factor (VIF) test is less than
five in all the three models, heterokedasticity test revealed a presence of autocorrelation which
has been taking care of by conducting a robust test, husman test revealed a p-value of less than
5% meaning that fixed effect regression model fits the data, while the p-value of the robust test
revealed 0.0115 for model one which is statistically not significant, 0.0586 for model two which

is statistically significant and 0.0792 for model three which is statistically significant.
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4.3 Analysis of Data
This section presents the results of the analysis conducted on the data collected from the
annual report. The descriptive statistics, correlation, regression and t-test results are presented

in the subsequent sub sections.

4.3.1 The effect of Board Characteristics on Dividend Payout Ratio
This sub section presents the descriptive statistics, correlation and regression results of the

dependent and independent variables.

4.3.2 Descriptive Statistics

Table 4.1 provides summary of statistics for the variables of the study. The summary
statistics include measures of central tendency, such as mean, measures of dispersion (the
spread of the distribution) such as the standard deviation, minimum and maximum of both
the dependent variable and explanatory variables. The table shows the summary statistics of
the dependent and independent variables in order to effectively appreciate the nature of the
results. The descriptive statistics analyzes the basic feature of CG and DPR. It provides a

basic insight into the nature of the data upon which analysis is done.

Table 4.2 Descriptive Statistics of the Variables

Model 1
Variables Obs. Mean StdDev. Min Max
DPR 150 0.311835 0.321924 0 2.647
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BS 150 13.62667 3.182474 6 20

BI 150 0.6238119 0.825035 0.429 0.909
CEOD 150 0.133333 0.1150819 0 1
MGT.EH 150 0.1355611 0.1326667 0.001 0.6897
BTM 150 6.34 2.492485 4 16
SIZE 150 11.6504 0.5131716 10.329 12.5878
RISK 150 4.040048 2.806655 1.0021 9.99408

Source: Generated by the Author from the Annual Report Data of the DMB’s

Table 4.2 shows the mean of 13.6 for board size meaning that the average size of the board of
listed banks in Nigeria is approximately 14 members with the minimum and maximum of 6
and 20 members respectively. The mean of the board independence is 0.624 meaning that
62.4% of board members consists of non-executive directors which is good representation, on
the CEO duality is almost all the banks has their chairman separate from the CEO. The
position of chairman and CEO is not separated in Diamond bank in the year 2004 and First
city monument bank in the year 2005. However, the standard deviation of 0.12 indicates that
the power is adequately separated between the board chairman and the CEO. Management
equity ownership is approximately 13% this is insignificant and might contribute to bad
governance since the management equity ownership is low and the standard deviation of
0.133 signifies that managerial shareholding among the directors of the banks is not diverse.
On the average, 6 meetings were held by the boards of the listed banks in each financial year.
A standard deviation of 2.49 is an indication that the firms vary in the number of meetings
they held during the period. This can be seen from the minimum of 4 and maximum of 16
meetings held but is still within the provision of 2006 CBN code of corporate governance

which require the board to meets at least once in every four month.
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Size, measured by the natural logarithm of total assets has a mean of 11.65, but the standard
deviation of 0.51 suggests a considerable level of dispersion in size during the period while
Risk, measured by the standard deviation of earnings before tax for the last three years has a
mean 4.04, the minimum and maximum of 1.0021 and 9.99408 respectively. The standard
deviation of 2.8 is an indication that the risk vary within the study period which might be as a
results of the 2005 consolidation and 2008-2010 economic meltdown. Similarly, Dividend
Payout Ratio has a mean value of 0.312 a minimum and maximum of 0 and 2.647 with a
standard deviation of 0.32. This implies that the Dividend payout ratio among the banks

during the period varies perhaps is as a result of the reasons above.

Table 4.2.1 Descriptive Statistics of the Variables

Model 2

Variable | Obs. | Mean | StdDev. | Min | Max

DPR 150 | 0.3118 | 0.3219 |0 2.647

OwWC 150 | 0.4169 | 0.2165 |0 0.856

SIZE 150 | 11.650 | 0.5132 | 10.33 | 12.588

RISK 150 | 4.0400 | 2.8067 | 1.002 | 9.994

Source: Generated by the Author from the Annual Report Data of the DMB’s

Model 3

Variable | Obs. | Mean StdDev. | Min | Max

DPR 150 | 03118 |0.32192 | 0 2.647

ISR 150 | 0.2657 |0.1722 |0 0.976

68



SIZE 150 | 11.6504 | 0.5132 | 10.33 | 12.59

RISK 150 | 4.04004 | 2.80666 | 1.002 | 9.994

Source: Generated by the Author from the Annual Report Data of the DMB’s

Table 4.2.1 shows the mean of 0.417 meaning that on average 41.7% of stock ownership of
the listed banks in Nigeria is concentrated on few individuals and the standard deviation of
0.322 signifies that ownership concentration among the banks is not diverse. The mean value
for the institutional shareholdings is 0.266 meaning that on average 26.6% of the stock
ownership of the listed banks in Nigeria is owned by institutional shareholders. Size,
measured by the natural logarithm of total assets has a mean of 11.65, but the standard
deviation of 0.51 suggests a considerable level of dispersion in size during the period while
Risk, measured by the standard deviation of earnings before tax for the last three years has a
mean 4.04, the minimum and maximum of 1.0021 and 9.99408 respectively. The standard
deviation of 2.8 is an indication that the risk vary within the study period which might be as a
results of the 2005 consolidation and 2008-2010 economic meltdown. Similarly, Dividend
Payout Ratio has a mean value of 0.312 a minimum and maximum of 0 and 2.647 with a
standard deviation of 0.32. This implies that the Dividend payout ratio among the banks

during the period varies perhaps is as a result of the reasons above.

4.3.3 Correlation Matrix
The correlation between the dependent and independent variables are presented in Table 4.2. The
correlation matrix table shows the relationship between all pairs of variables in the regression model;

the relationship between all explanatory variables individually with explained variable and the
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relationship between all the independent variables themselves. This gives an insight into the
magnitude of the pairs of the independent variables.

Table 4.3 Correlation Matrix of the Dependant and Independent Variables- Model 1

VARIABLES | DPR | BS BI CEOD | MGT.EH | BTM | SIZE | RISK | VIF
DPR 1.0000

BS 0.1749 | 1.0000 1.34
BI -0.159 | -0.123 | 1.0000 1.08
CEOD -0.011 | -0.115 | -0.002 | 1.0000 1.06
MGT.EH 0.0589 | -0.139 | 0.1053 | 0.0555 | 1.0000 1.24
BTM -0.105 | 0.0626 | -0.155 | -0.109 | -0.0973 1.0000 1.07
SIZE 0.1759 | 0.4766 | -0.131 | -0.196 | -0.4160 | 0.1122 | 1.0000 1.62
RISK -0.002 | 0.0164 | -0.159 | -0.099 | 0.0491 0.0727 | 0.0783 | 1.0000 | 1.05

Source: Generated by the Author from the Annual Report Data of the DMB’s

Table 4.3 shows the correlation coefficients on the relationship between the dependent
variable (DPR) and independent variables (Board size, Board independent, CEO duality,
Management equity holdings, Board meetings, Size and Risks). The values of the correlation
coefficient range from -1 to 1. The sign of the correlation coefficient indicates the direction
of the relationship (positive or negative), the absolute values of the correlation coefficient
indicates the strength, with larger values indicating stronger relationships. The correlation
coefficients on the main diagonal are 1.0, because each variable has a perfect positive linear

relationship with itself.

The correlation results presented in table 4.3 also indicate that three of the explanatory
variables Board size, Management equity holdings and Size are positively correlated with the
Dividend Payout Ratio variable while Board independent, CEO duality, Board meetings, and
Risks are negatively correlated with the Dividend Payout Ratio. Similarly, the relation

between some of the explanatory variables is positive and some negative. However,
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Collinearity which is a situation where two of the independent variables are related, and
multicollinearity an instance where more than two of the independent variables or predictors
are correlated implies interdependence among the predictors or independent variables and if
high in magnitude, adversely affects the predictive ability of the independent variables. To
determine the presence of collinearity problem, a Variance Inflation Factor (VIF) test was
carried out, the results of which provide evidence of the absence of collinearity. This is
because the results of the VIF test ranges from a minimum of 1.05 to a maximum of 1.62 VIF
of 5.00 can still be a proof of absence of collinearity (Doane & Steward 2007, Muhammad
2009, Barde 2009 cited in Samaila 2014). Hence, the predictive ability of the independent
variables is not adversely affected by the relationship.

Similarly, Table 4.4 presents the correlation between the dependent and independent
variables of the second regression model i.e when the Ownership Concentration is used as a

proxy of the independent variable. The correlation matrix and the VIF are presented below.

Table 4.4 Correlation Matrix of the Dependant and Independent Variables- Model 2

VARIABLES | DPR OwWC SIZE RISK VIF
DPR 1.0000

OoOwC -0.0203 1.0000 1.05
SIZE 0.1759 -0.1845 1.0000 1.04
RISK -0.0020 -0.1250 0.0783 1.0000 1.02

Source: Generated by the Author from the Annual Report Data of the DMB’s

Table 4.4 shows the correlation coefficients on the relationship between Ownership
Concentration, Size and Risk on one hand and DPR on the other hand. The results show that
Ownership Concentration and Risk are negatively correlated with DPR while Size appeared
to be positively correlated with DPR. The correlation coefficients on the main diagonal are
1.00, because each variable has a perfect positive linear relationship with itself. On the other

hand, Size and risk being the control variables are positively related between themselves but
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negatively related Ownership Concentration. The VIF that range from 1.02 to 1.05 further
indicates an absence of multicollinearity between the explanatory variables of the study.

Hence, the findings of the study can be relied upon.

Table 4.5 Correlation Matrix of the Dependant and Independent Variables- Model 3

VARIABLES | DPR ISR SIZE | RISK | VIF
DPR 1.0000

ISR 0.0518 | 1.0000 1.01
SIZE 0.1759 | 0.0062 | 1.0000 1.01
RISK -0.0020 | -0.0594 | 0.0783 | 1.0000 | 1.01

Source: Generated by the Author from the Annual Report Data of the DMB’s

Table 4.5 shows the correlation coefficients on the relationship between Institutional
shareholdings, Size and Risk on one hand and DPR on the other hand. The results show that
Institutional shareholdings and Size are positively correlated with DPR while Risk appeared
to be negatively correlated with DPR. The correlation coefficients on the main diagonal are
1.00, because each variable has a perfect positive linear relationship with itself. On the other
hand, Size and risk being the control variables are positively related between themselves. The
VIF that range from 1.01 to 1.01 further indicates an absence of multicollinearity between the

explanatory variables of the study. Hence, the findings of the study can be relied upon.

4.3.3 Regression Results on Board characteristics and Dividend Payout Ratio
Table 4.5 shows the regression results of Ordinary Least Square (OLS), Random Effects

(RE) and Fixed Effects (FE). The dependent variable used in this model is the Dividend
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Payout Ratio. Although the three results are shown, however, analysis and interpretation
would only be made on the OLS and FE as the Hausman test suggests FE more efficient.

The summary of the regression result obtained from the model of the study

DPRi= o+ B,BSii+ B.BI + B.CEODi+ BMGTEH: + B.BTMi + B,SIZEit+ B.RISKit + it

Where:

Denotes a bank, and (t) a year

DPRit is Dividend Payout Ratio

BS is Board Size

BI is Board Independence

CEOD is Chief Executive Officer Duality

MGT. EH. Is Management Equity Ownership

INS is Institutional shareholdings

OWC is Ownership concentration

MT is Management meeting

Bank size: is the natural log of total assets.

Risk: is the standard deviation of earning before tax

€ is an error term assumed to satisfy the standard OLS assumption/ Ut = Gaussian White
Noise (Stochastic error term)

B1- B7=partial derivatives or the gradient of the independent variable.

o = Parameters to be estimated (is the average amount the dependent variable increases when

the independent increases by one unit, other independents variables held constant).
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Table 4.6 Regression Result

OLS Robust RANDOM FIXED
Ind var. Coefficient | Std error | t p>/z/ | Coefficient | Std error | t p>/z/ | Coefficient | Std error | T p>/z/
CONSTANT | -0.331079 | 0.68595 | -0.54 | -0.54 | 0.00937 0.75327 [ 0.01 | 0.990 | 1.06788 0.807544 | 1.32 | 0.188
BS 0.008434 | 0.00675 | 1.25 | 0.214 | 0.11607 0.00957 | 1.21 |0.225 ] 0.22092 0.10444 |2.12 | 0.036
BI -0.614510 | 0.26927 | -2.28 | 0.024 | -0.64219 0.33004 | -1.95]0.052 | -0.65691 0.362511 | -1.81 | 0.072
CEOD 0.0205804 | 0.84156 | 0.24 | 0.807 | 0.06203 0.22989 |0.27 [0.786 | 0.16694 0.22529 10.74 | 0.460
MGT.EH 0.383083 | 0.18271 |0.21 | 0.834 | 0.00927 0.22901 | 0.04 | 0.969 | 0.890724 | 0.294579 | -0.30 | 0.763
BTM -0.174777 | 0.00829 | -2.11 | -2.11 | -0.01688 0.01079 |-1.56 [ 0.118 | -0.015008 | 0.011298 | -1.33 | 0.186
SIZE 0.0884464 | 0.05202 | 1.70 | 1.70 | 0.05706 0.65137 | 0.88 |0.381 | -0.45181 0.713798 | -0.63 | 0.528
RISK -0.003408 | 0.01199 | -0.28 | -0.28 | -0.00368 0.00928 | -0.04 | 0.692 | -0.00394 0.009197 | -0.43 | 0.669
R Square 0.2776
Ajd. R Square | 0.3761
F- Value 2.71
P- Value 0.0051
R Squared:
Within
Between 0.0569 0.1774
Overall 0.1358 0.0064
F-Value 0.0755 0.048
P-Value 0 2.81

0.1455 0.1616

Source: Generated by the Author from the Annual Report Data of the DMB’s
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The OLS regression robust results displayed in table 4.6 reveal the cummulative R2 (0.278)
which is the multiple coefficient of determination gives the proportion or percentage of the
total variation in the dependent variable explained by the explanatory variables jointly.
Hence, it signifies that 27.8% of total variation in DPR of listed Nigerian Deposit Money
Banks is caused by their Board size, Board independent, CEO duality, Management equity
holdings, Board meetings, Size and Risks of the banks. Similarly, the P-Value is 0.0051 and
the result of the F- statistics value of 2.71 implies that the model is fit and significant at 5%
considering the rule of thumb of 2(Hassan & Abubakar 2012 cited in Samaila 2014).
Therefore, the model is fit and the explanatory variables are properly selected, combined and
used as substantial value of the Dividend payout ratio is accounted for by the explanatory
variables.

The regression results as shown in table 4.6 indicate that board size in both OLS robust and
FE has positive relationship and statistically significant at 5% level of significance. This
implies that as the BS increase, the DPR increases. This is consistent with the findings of Gill
& Obradovich (2012); Mansourinia et al (2013) and Kurawa & Ishaku (2014). The results
also indicate that board Independence in both OLS robust and FE has negative relationship
though statistically insignificant at 5% level of significance. This means that the more the
number of non-executive directors in the board, the less the dividend payout ratio. This
finding implies that nonexecutive directors do not consider it necessary to build up bank
reputation through dividend policy perhaps they consider the going concern of their bank
and so they need lower dividend payout ratio and retained earnings for future expansion

since the non-executive directors can challenge the decision of the executive directors.

78



This is consistent with the findings of Gill & Obradovich (2012); Maniagi et al (2013) and
Kurawa & Ishaku (2014) and Batool and Javid (2014) However, the results is contrary to the
findings of Subramaniam and Devi (2010) who conclude that dividend payout is weaker for

firms with a corresponding lower number of independent directors representing the

board.

The CEO duality in both OLS robust and FE has positive relationship with DPR. Meaning
that separation of power between the chairman and the CEO will lead to increase in DPR
though is not statistically significant at 5% level of significance. This is consistent with the
findings of Gill & Obradovich (2012); Mansourinia et al (2013) and Kurawa & Ishaku

(2014).

Board meetings have a negative relationship with DPR of the listed Nigeria DMB’s in both
OLS and FE regressions at 5% level of significance. This implies that frequency of meetings
exceeding the required meeting stipulated by CBN CCG implies that there issues which may
be peculiar to a particular bank which in turn decreases the DPR. The finding is contrary to

our expectation.

In summary, Board size in both OLS robust and FE has positive relationship and statistically

significant at 5% level of significance. This implies that as the BS increase, the DPR

Increases.
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The CEO duality in both OLS robust and FE has positive relationship with DPR. Meaning
that separation of power between the chairman and the CEO will lead to increase in DPR

though is not statistically significant at 5% level of significance.

Power separation is found to be significantly associated with DPR at 5% level of significance
in both OLS and FE models, although a positive sign is reported as expected. Board
independence which is the proportion of non-executive directors on the board is negatively
related and not significant at 5% with the DPR of listed Nigerian DMB’s. Furthermore,
managerial equity holdings is found to be positively significant at 5% level which means that
it is associated with the DPR of listed Nigerian DMB’s. The reported sign was not surprising.
Board diligence measured by the number of board meetings is found to be negatively related
to the DPR of listed Nigerian DMB’s at 5% level of significance. In view of the results
reported of board characteristics (board size, power separation, managerial equity holding,
board independence and board meetings), showing that all the variables excluding board
independence and board meetings have positive influence on the DPR of listed Nigerian

DMB’s. This provides evidence for the rejection of null hypothesis one of the study.

4.3.3 Regression Results on Ownership Concentration and Dividend Payout Ratio

Table 4.6 shows the regression results of Ordinary Least Square (OLS), Random Effects
(RE) and Fixed Effects (FE). The dependent variable used in this model is the Dividend
Payout Ratio. Although the three results are shown, however, analysis and interpretation
would only be made on the OLS and FE as the Hausman test suggests FE more efficient.

The summary of the regression result obtained from the model of the study

DPRit = a BOWCit + B,SIZEit + BsRISKit + €  as presented in Table 4.6.
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Where:

Denotes a bank, and (t) a year

DPRit is Dividend Payout Ratio

OWC is Ownership concentration

Bank size: is the natural log of total assets.

Risk: is the standard deviation of earning before tax of the last three years

€ is an error term assumed to satisfy the standard OLS assumption/ Ut = Gaussian White
Noise (Stochastic error term)

B1- B3 =partial derivatives or the gradient of the independent variable.

o = Parameters to be estimated (is the average amount the dependent variable increases when

the independent increases by one unit, other independents variables held constant).
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Table 4.6 Regression Result

OLS Robust Random Fixed
Ind var. Coefficient | Std error | t p>/z/ | Coefficient | Std error | Z p>/z/ | Coefficient | Std error | T p>/z/
Constant -0.9967 0.5496 | -1.81 | 0.072 | -0.5720 0.6255 | -0.81]0.418 | 0.3264 0.6653 |0.49 | 0.62
Owc 0.1624 0.1252 [ 0.13 ] 0.89 | 0.0617 0.1352 | 0.46 | 0.648 | 0.2280 0.167 1.37 10.174
SIZE 0.1123 0.0473 | 2.37 |10.019 | 0.0686 0.5305 1.29 | 0.196 | -0.0091 0.0573 | -0.16 | 0.87
RISK -0.00168 0.1178 | -0.14 ] 0.887 | -0.0015 0.0091 | -0.16 | 0.87 | -0.008 0.0089 | -0.09 | 0.93
R-Square | 0.0313
Ajd. R2 0.32008
F- Value | 2.54
P- Value 0.0586
R Squared:
Within
Between 0.097 0.143
Overall 0.3977 0.084
F-Value 0.281 0.13
2.69
P-Value 0.592

Source: Generated by the Author from the Annual Report Data of the DMB’s
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The OLS regression robust results displayed in table 4.7 reveal the cummulative R2 (0.0313)
which is the multiple coefficient of determination gives the proportion or percentage of the
total variation in the dependent variable explained by the explanatory variables jointly.
Hence, it signifies that 3.13% of total variation in DPR of listed Nigerian Deposit Money
Banks is caused by their concentrated ownership, Size and Risks of the banks. Similarly, the
P-Value is 0.0586 and the result of the F- statistics value of 2.54 implies that the model is fit
and significant at 5% considering the rule of thumb of 2(Hassan & Abubakar 2012 cited in
Samaila 2014). Therefore, the model is fit and the explanatory variables are properly
selected, combined and used as substantial value of the Dividend payout ratio is accounted

for by the explanatory variables.

The regression results as shown in table 4.6 indicate that ownership concentration in both
OLS robust and FE has positive relationship which is not statistically significant at 5% level
of significance. This is consistent with the findings of Gill & Obradovich (2012); and
Kurawa & Ishaku (2014). The results also indicate that size in both OLS robust and FE has
positive relationship and statistically insignificant at 5% level of significance. This is
consistent with the findings of Gill & Obradovich (2012); Maniagi et al (2013) and Kurawa
& Ishaku (2014). However, the result is contrary to the findings of Harada & Nguyen
(2006), Renneborg & Trojanowski (2007), and Ehsan, Tabassum, Akram & Nasir (2013)
as they have all found out a significant negative relationship between ownership
concentration and dividend payout. Likewise, Arshad, Yasir, Amjad & Usman (2013)
study did not purely support the potential association between ownership structure and

dividend payout policy and dividend decision. In view of the results reported on ownership
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concentration showing a positive influence on the DPR of listed Nigerian DMB’s. This

provides evidence for the rejection of null hypothesis two of the study.

4.3.3 Regression Results on Institutional Shareholding and Dividend Payout Ratio
Table 4.8 shows the regression results of Ordinary Least Square (OLS), Random Effects
(RE) and Fixed Effects (FE). The dependent variable used in this model is the Dividend
Payout Ratio. Although the three results are shown, however, analysis and interpretation
would only be made on the OLS and FE as the Hausman test suggests FE more efficient.
The summary of the regression result obtained from the model of the study
DPRit = o B;INSit + B,SIZEit + B;RISKit + ¢
Where:
Denotes a bank, and (t) a year
DPRit is Dividend Payout Ratio
OWC is Ownership concentration
Bank size: is the natural log of total assets.
Risk: is the standard deviation of earning before tax
€ is an error term assumed to satisfy the standard OLS assumption/ Ut = Gaussian White
Noise (Stochastic error term)
B1- B3 = partial derivatives or the gradient of the independent variable.
o = Parameters to be estimated (is the average amount the dependent variable increases when

the independent increases by one unit, other independents variables held constant).
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Table 4.8

Regression Result

OLS Robust RANDOM FIXED

Ind.var. Coefficient | Std error | T p>/z/ | Coefficient | Std error | T p>/z/ | Coefficient | Std error | T p>/z/
Const nt -0.998 0.622 -1.60 | 0.111 | -0.998 0.596 -1.67 | 0.097 | 0.523 0.660 0.79 | 0.429
Isr 0.0934 0.174 0.54 | 0.592 | 0.0934 0.4524 ] 0.61 | 0.541 | 0.4613 0.2005 | 2.30 | 0.023
SIZE 0.1108 0.0502 | 2.21 |0.029 ] 0.1108 0.0512 | 2.16 | 0.032 | -0.0290 0.575 -0.50 | 0.616
RISK -0.0015 0.0124 |-0.2 ]10.96 |-0.0015 0.0094 | -0.16 | 0.875 | 0.0008 0.0089 ] 0.09 | 0.928
R Square 0.0337

Ajd. R Square | 0.3197

F- Value 231

P- Value 0.0792

R Squared:

Within 0.153 0.0389

Between 0.0513 0.0810

Overall 0.0229 0.033

F-Value 1.70 2.97

P-Value 0.1705 0.1542

Source: Generated by the Author from the Annual Report Data of the DMB’s
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The OLS regression robust results displayed in table 4.8 reveal the cumulative R2 (0.0337)
which is the multiple coefficient of determination gives the proportion or percentage of the
total variation in the dependent variable explained by the explanatory variables jointly.
Hence, it signifies that 3.4% of total variation in DPR of listed Nigerian Deposit Money
Banks is caused by their institutional shareholding, Size and Risks of the banks. Similarly,
the P-Value is 0.0792 and the result of the F- statistics value of 2.31(robust) and p-value of
0.154, F-test value 2.97 (FE) implies that the model is fit and significant at 5% considering
the rule of thumb of 2(Hassan & Abubakar 2012 cited in Samaila 2014). Therefore, the
model is fit and the explanatory variables are properly selected, combined and used as

substantial value of the Dividend payout ratio is accounted for by the explanatory variables.

The regression results as shown in table 4.6 indicate that institutional share holdings in both
OLS robust and FE have positive relationship though not statistically significant at 5% level
of significance in OLS robust; this means that the institutional ownership may not
completely mitigate the agency conflicts associated with effective dividend payout
policy. This is consistent with the findings of Short, Zhang & Keasey (2002) and Moh’d et
al. (1995) that identifies a positive association between institutional shareholdings and
dividend payout. Demeh & Mohammed (2013) and Thanatawee (2013) who conclude
that higher institutional ownership increase both the likelihood and magnitude of
dividend payouts. However, this finding is contrary to the findings of Wen & Jia (2010)
who found dividends to be negatively related to institutional shareholdings. Mehrani,
Moradi & Eskandar (2011) that provide empirical evidence that Institutional ownership
was negatively associated with dividend payout. And Obradovich & Gill (2013) who

confirmed that decision to pay dividends is a negative function of institutional ownership.

86



The results also indicate that size in both OLS robust and FE has positive relationship and
statistically insignificant at 5% level of significance. This is consistent with the findings of
Gill & Obradovich (2012); Maniagi et al (2013) and However, the result is contrary to the
findings of Subramaniam and Devi (2010) who conclude that size is negative and
significance. In view of the results reported on ownership concentration showing a positive
influence on the DPR of listed Nigerian DMB’s. This provides evidence for the rejection of

null hypothesis two of the study.

4.4 The Pre and Post CBN CCG 2006 on Dividend Policy of listed Nigerian DMB’s

This section presents the test results of the paired sample test made to compare the DPR of
the listed Nigerian DBM’s between the pre CBN CCG and post CBN CCG periods. The
Paired-Samples t test procedure compares the means of the variable that represent the DPR of
same group of listed DMB’s at different times ( i.e before and after the CBN code of CG).
The mean values for the two periods are shown in the Paired Samples Statistics in table 4.8.
Table 4.9 Paired Statistics of DPR of Listed Nigerian DMB’s

Paired Samples Statistics

Std. Std. Error
Mean N Deviation Mean
Pair 1 Predpr |.3517 30 18657 .03406
Posdpr |.2679 30 25110 .04585

Source: Generated by the Author from Annual Report Data of Nigerian DBM’s using SPSS
16.0
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The Paired Samples t-test compares the means for the two periods, it is important to know what
the mean values are. The results from table 4.9 show a mean of 0.3517 for Pre-DPR before CBN
CCG 2006. This figure is higher than the mean value of 0.2679 after the CBN CCG which
implies that the average DPR of listed Nigerian DMB’s has reduced by a decrease of 23.83% in
the mean after the introduction of the CBN CCG 2006. Perhaps is as a result of the financial
crisis that seriously disturbed the Nigerian Banking Industry during post consolidation period and
the 2008/2009 world economic meltdown might be the reason for the declined in the DPR as
many banks are operating at loss during the period.

Similarly, table 4.8 shows that both the standard deviation and standard error mean has increased
from 0.18657 and 0.03406 (before) to 0.25110 and 0.04585 (after) respectively signifying higher

risk of paying dividend after the introduction of the CBN CCG 2006.

Table 4.10 Paired Samples Correlations

N Correlation |Sig.

Pair 1  predpr & posdpr |30 .301 .106

Source: Generated by the Author from Annual Report Data of Nigerian DBM’s using

SPSS 16.0

Table 4.10 shows the value of the correlation coefficient and the significance value for
each pair of variables used in the Paired Samples t test procedure. Since the two variables
should represent the same group at different times or two related groups, the correlation

be fairly high and the significance value low (typically less than 0.05). From the table, the
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correlation figure of 0.301 indicates a weak negative relationship between the DPR of the
listed Nigerian DMB’s before and after the CBN Code of CG 2006. The significance

level of 0.106 is greater than 0.05 indicating that the correlation is not significant.

Table 4.11 Paired Samples Test

Paired Differences

95% Confidence Interval

Mean | Std. Std. Error | of the Difference t Df | Sig.
Deviation | Mean Lower Upper two
tail
Pair 1| .08388 | .26387 .04818 -0.0146 0.1824 1.741 129 | 0.92
predpr  —
posdpr

Source: Generated by the Author from Annual Report Data of Nigerian DBM’s using

SPSS 16.0

From table 4.11 a high level of significance value of 0.92 under the Sig ( 2-tailed) column
for the test (typically greater than 0.05) indicates that there is no significance difference
between the Dividend Payout Ratio of the listed Nigerian DMB’s before and after the
CBN CCG 2006. The confidence interval of 95%, -0.0146 lower limits and 0.1824 upper
limits, for the mean difference contains negative. This indicates that the difference in the
Dividend Payout Ratio between the two periods is not statistically significant.

Since the mean of the Nigerian listed DMB’s after CBN CCG 2006 for DPR has

changed, the significance value are high (0.106) and the confidence interval for the mean
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difference contain zero, then it can be concluded that there is no significant difference
between the means of DPR for the two periods. This implies that the post CBN CCG
2006 DPR of Nigerian DMB’s is not significantly different from the pre CBN CCG 2006
period. Hence, there is no significant negative decreased in the DPR of the listed Nigerian

DMB’s after the introduction of the CBN CCG 2006 by the Centeral Bank of Nigeria.

This, therefore, provides the basis for not rejecting the null hypothesis four of the study
that CBN Code of CG 2006 does not significantly impact on DPR of listed deposit

money banks in Nigeria. Thus Ho4 is accepted.

4.5 Implications of the Findings

The study has several theoretical, practical and regulatory implications. These
implications represent the contributions of the study which are expected to benefit the
existing body of knowledge within the accounting research. The findings have important
policy implications since they suggest the need to encourage applying CG principles by
financial institutions, Institutional shareholders and individual block-holders to provide
effective monitoring of dividend policy in the Nigerian Banking industry. This suggests
that similar efforts in other sectors, especially other financial institutions, would be
rewarding in controlling the management of dividend policy, to enhance the distribution

of wealth to the existing shareholders.

The study provides evidence to shareholders that board size and separation of power is

positively associated with DPR. In line with Jensen (1976), for an effective and unselfish
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board to be in place, the positions of the chairman and the CEO should be separated.
Investors, therefore, should expect lower DPR in situations where the role of chairman
and CEO is manned by one person, even though the CBN code of CG stipulate that the
responsibilities of the head of the Board, that is the Chairman, should be clearly separated
from that of the head of Management, i.e. MD/CEOQ, such that no one individual/related
party has unfettered powers of decision making by occupying the two positions at the

same time.

The result on managerial equity holdings indicating positive and significant relationship
with DPR this implies that the higher the proportion of the management equity
ownership, the better in terms of the going concern of the bank as the management would
do anything legally possible to protect not only their economic interests but also the
general economic interests of the entire shareholders (Iskandar, 2011). Investors
therefore, should be cautious in investing in banks where the managerial equity holdings

is high as that may increase Dividend payout ratio..

Furthermore, the effect of board independence on Dividend payout ratio as showed by
empirical evidence This finding implies that nonexecutive directors do not behave as they
are supposed to, meaning that they are not independent as their name suggests, which
leads them to feel unnecessary to build of bank reputation through dividend policy. The
above findings can have implications for banks shareholders as they are expected to note

the influence of separation of power, board independence, CEO duality, board meetings,
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managerial equity holdings, Ownership concentration, Institutional shareholdings, size

and Risk on such DPR.
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CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 SUMMARY

This chapter presents the summary of the major findings of the study, the conclusions
that are drawn there from and the recommendations that are proffered, with a view to
bringing about improvement in CG mechanisms and Dividend Policy of listed Nigerian
DMB’s. The chapter comprised of three sections. Section one provides the summary;
section two presents the conclusions and finally section three proffer recommendations

on the conclusions of the study.

This dissertation comprised of five chapters. The first chapter started with a background
in which concerns have been expressed about the large scale malpractices and abuse of
the system by the banks chief executive officers in Nigeria in the past, especially
following the recent incidence on the sacking of SMD’s of the major commercial banks
in 2009. The rising number of corporate failures, scandals and abuses such as Enron,
WorldCom, Cadbury, and Afribank, has precipitated the growing interest on the
governance structure of firms by academics, practitioners, investors, regulatory agencies,
policy makers, national and multilateral government bodies and a host of other
stakeholders. Apart from corporate scandals, there has also been a demand for CG
guidelines among international investors; this has led to the tendency for convergence in

the guidelines towards acceptable international norms.
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A number of studies have been conducted on Corporate governance and Dividend policy
at different times in developed, as well as, developing countries, most of which are well
documented in accounting and finance literature. Some of these studies includes that of
Farinha, (2002); Gugler & Yurtoglu, (2003); Bebczuk, (2005); Ricado, (2005); Micah,
(2006); Osker, Ivan, & Oleskandr, (2007); Sung, Chang, Kang & Park, (2009); Rubin and
Smith, 2009; Zhang, (2008); Ahmad & Javid (2010); Jiraporn, Kim, Young & Kim
(2010); Subramaniam and Devi, (2010); Wen and Jia, (2010); Asamoah (2011); Abor and
Fiador, (2012 ); Hwang, Kim, Park & Soo (2013); Ajanthan, (2013); Obradovich, John
and Gill, (2013); Odia and Ogeidu, (2013); Nasrum, (2013); Wu, (2013); Batool & Javid
(2014); and Yulianto (2014) . These empirical studies were conducted in the non-
financial sector. However, a number of studies have been conducted in the banking sector
by Maniagi, Denco, & Ondieke, (2013); Dameh & Mohammed, (2013) and Kurawa &
Ishaku, (2014). A lot has been done on this area but little is done in the Nigeria context
for instance the study of Abor and Fiador (2012) revealed that all CG measures shows
negative and significant effects on dividend payout. Micheal (2013) revealed an inverse
relationship between the needs and desires of shareholders and naira dividend paid, while
Odia and Ogiedu (2013) uncovered a positive but non-significant relation between CG
mechanisms and dividend payout. The study of Kurawa & Ishaku (2014) revealed that
management equity holding has significant effect on dividend payout ratio, board size
and CEO duality revealed positive but insignificant effect while board independence is

negative and insignificant.
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It is obvious that previous studies on CG and Dividend policy have revealed mixed
results; the current study attempts to address this imbalance. For example, (i) No previous
research exists on the effects of CG on Dividend policy that has covered a period
between 2004 and 2013; (ii) None of the previous studies on this area covered all the
quoted Nigerian Deposit Money Banks; (iii) None of the previous studies used a
combination of seven CG variables i.e ( board size, board independent, CEO duality,
Management equity holdings, Ownership concentration, Institutional shareholdings and
Board meetings) as CG mechanisms; (iv) None of the previous studies determine the pre
and post impact of CBN Code of CG on Banks dividend policy.

Considering the methodological innovation introduce in this study, it is hoped that it will
help resolve some of the mixed results in the literature. Again, it will bridge the gap left
by previous studies on the effects of CG on dividend policy of DMB’s.

In line with the problem statement, four research hypotheses were formulated in null
form with a view to testing them at the end of the study. Finally, the first chapter also
explained the scope of the study which covered only the listed Nigerian DMB’s on the
Nigerian Stock Exchange. The study also covered a period of ten years from 2004-2013.
Chapter two reviewed related literature on concepts, findings and theories related to the
subject matter of the study. The review revealed that CG is all about the manner in which
corporations are directed, controlled and manage in the best interest of owners that is
with a view to increasing shareholders value and meeting expectation of other
stakeholders. Thus, enabling CG be estimated as a function of board characteristics,
namely board size, board independent, CEO duality, managerial equity ownership, board

meetings, Ownership concentration and Institutional shareholdings.
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The studies reviewed revealed that result of the impact of CG on Dividend Policy have
remained mixed, both positive and negative. However, what is clear from the results of
the studies is that the impact of board characteristics, ownership concentration,
institutional shareholdings and control variables on the Dividend policy is not absolute
but relative and therefore inconclusive. Hence, it depends on the country, industry type,
as well as, the size of the organization. The separation of ownership from control results
in agency costs, this requires application of appropriate governance mechanism in order
to make the boards of directors appreciate that they owe a fiduciary duty to manage a
company effectively and efficiently in the overall best interests of the shareholders,
particularly and the shareholders, as a whole.

In examining the impact of CG on DPR of listed Nigerian DMB’s, seven theories are
found relevant. These are Dividend irrelevancy theory, Dividend relevancy theory,
Catering Theory, Transaction cost theory, Signaling hypothesis, Clientele Effect Theory,
and the Agency theory. It is believed that the theory which best explain this study is, the

agency theory.

Chapter three research methodology explained the relevant research tools that were
adopted for the study. It shows that ex-post facto research design was used in view of the
nature and purpose of the study. Similarly, the chapter explained that the population of
the study comprised all the fifteen DMB’s that are publicly listed on the floor of the
Nigerian Stock Exchange as at 31st December 2013. And all the fifteen DMB’s were
used as the sample for this study. Data was collected from the annual report and accounts

of the sampled for a period of 10 years, from 2004-2013.
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The study used balanced panel data from secondary sources only, because the core the
data needed for the analysis can be adequately and conveniently extracted from the
audited financial reports of the listed Nigerian DMB’s within the period of the study.
Multiple regressions were adopted to examine the model of the study. In addition, the
data generated were analysed using descriptive statistics and correlation using Stata
(version 12.0) and t-test using SPSS (version 16.0).

The chapter on results and discussions, presented, analyzed and interpreted the data
generated for the study. The result of which was used to test the hypotheses of the study.
The result of the analyses (Multiple regression, t-test, Pearson correlation coefficient and
descriptive statistics) led to the rejection of three and not rejecting of one null hypothesis.
Also, the results of robustness tests (multicollinearity, heteroskedasticity, Hausman
specification and Normal probability plot) were conducted in order to assess the validity

of all statistical techniques used for the study.

5.2 Conclusion
This study examines the effect of corporate governance on Dividend policy of listed
Nigerian Deposit Money Banks. Therefore, from the findings of the study, the following

conclusions where made;

1. There is positive and significant relationship between Board size and Dividend payout
ratio of the listed Nigerian Deposit Money Banks.
i1. Power separation has positive impact on DPR of listed Nigerian DBM’s. And power is

also adequately separated in the Nigerian Banking industry as there were only two cases
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of concentration of power of board chairperson and CEO in the hands of one person in

the period under review.

iii. There is a negative relationship between board independence and DPR of listed
Nigeria DMB’s. This finding implies that nonexecutive directors do not consider it
necessary to build up bank reputation through dividend policy perhaps they consider the
going concern of their bank and so they need lower dividend payout ratio and retained
earnings for future expansion since the non-executive directors can challenge the decision

of the executive directors.

iv. Managerial Equity Holding is positively related to Dividend Payout Ratio and the
relationship is statistically significant. This implies that the higher the proportion of the
management equity ownership, the better in terms of the going concern of the bank as the
management would do anything legally possible to protect not only their economic

interests but also the general economic interests of the entire shareholders.

v. Board diligence measured by the number of board meetings was found to have

negative impact on the Dividend payout ratio of listed Nigerian DMB’s

vi. There is positive relationship between Ownership concentration and Dividend payout

ratio of listed Nigerian DMB’s

vii. There is positive relationship between Institutional shareholding and Dividend payout

ratio of listed Nigerian DMB’s
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viil. The CBN Code of CG 2006 does not significantly impact on Dividend payout ratio

of listed deposit money banks in Nigeria.

5.3. Recommendations

The following are the recommendations that are made based on the conclusions of the
study;

1. In order to improve board efficiency and reduce agency problems, two-tier leadership
structure by separating the power of CEOs and the chairmen of boards be maintained by
the Nigerian Deposit Money Banks as this may increase the dividend payout ratio of the

listed Nigerian Deposit Money Banks.

ii. The appointment of independent directors on the board should be based on the their
reputation, accounting knowledge, standing in the society etc rather than emphasizing on
the proportion to total number of directors on the board. In order to have proper
monitoring by independent directors, CBN should also require additional disclosure of
financial or personal ties between directors (or the organizations they work for) and the

company or its CEO. By so doing, they will be more completely independent.

iii. The CBN should make it mandatory for banks to give a detailed disclosure and
explanations under CG especially where there is case of concentration of power of board
chairperson and CEO in the hands of one person as this will negatively affects dividend

payout ratio.
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iv. Directors on the board of Money Deposit Banks’ in Nigeria should be encouraged to
have more shares in the bank they manage. This will make the board more efficient, and
discourage managerial self-interest as this will make the management to protect not only their

interest but the interest of all stakeholders.

5.4. Frontier for Further Research

This research examines the effect of CG on Dividend Policy of listed Nigeria DMB’s and
has paved the way for further research in the area. The relationship between CG and
Dividend Policy in other sectors of the economy such as other financial sectors and
manufacturing requires research effort, especially as they are not covered in this work. In
addition, similar research can be conducted to examine other CG variables like executive

compensation and CEO tenure.

More so, there is also the need to conduct another research using a different source of

data, employing similarly or different CG and Dividend policy proxies.
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r(170);
. *(12 variables, 150 observations pasted into data editor)

. tsset bn yr

panel variable: bn (strongly balanced)
time variable: yr, 2004 to 2013

delta: 1 unit

. regress dpr bs bi ceod mgteh btm size risk

Source | SS df MS Number of obs = 150
+ F( 7, 142)= 1.71
Model | 1.19869332 7 .171241904 Prob>F = 0.1118
Residual | 14.2429322 142 .100302339 R-squared = 0.2776
+ Adj R-squared = 0.1322
Total | 15.4416255 149 .10363507 Root MSE = .31671

dpr| Coef. Std. Err.  t P>t [95% Conf. Interval]
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_cons| -.3310796 .7496595 -0.44 0.659 -1.813015 1.150856

. estat hettest
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Breusch-Pagan / Cook-Weisberg test for heteroskedasticity
Ho: Constant variance
Variables: fitted values of dpr
chi2(l) = 1230
Prob > chi2 = 0.0005

. regress dpr bs bi ceod mgteh btm size risk, vce(robust)

Linear regression Number of obs= 150
F( 7, 142)= 271

Prob>F = 0.0115

R-squared = 0.0776

Root MSE = 31671

| Robust
dpr| Coef. Std. Err.  t P>|t]  [95% Conf. Interval]
+
bs| .0084339 .0067598 1.25 0.214 -.0049289 .0217967
bi| -.6145104 2692782 -2.28 0.024 -1.146822 -.0821983
ceod| .0205804 .084156 0.24 0.807 -.14578 .1869409
mgteh | .0383083 .1827132 0.21 0.834 -3228812 .3994977
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risk | -.0034078 .0119904 -0.28 0.777 -.0271105 .0202949
_cons| -.3310796 .6185953 -0.54 0.593 -1.553926 .8917664

. estat vif
Variable | VIF 1/VIF
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size|] 1.62 0.617972
bs| 1.34 0.746777
mgteh | 1.24 0.808735
bi | 1.08 0.927141
btm| 1.07 0.934972
ceod| 1.06 0.942652
risk|  1.05 0.950894
+
Mean VIF| 1.21

. correlate dpr bs bi ceod mgteh btm isr size risk
(obs=150)

| dpr bs bi ceod mgteh btm isr size risk

dpr| 1.0000

bs| 0.1749 1.0000

bi| -0.1589 -0.1234 1.0000

ceod | -0.0110 -0.1146 -0.0015 1.0000

mgteh | -0.0589 -0.1387 0.1053 0.0555 1.0000

btm | -0.1048 -0.0626 -0.1554 -0.1095 -0.0973 1.0000

isr| 0.0518 -0.1240 0.1519 0.0273 -0.1832 -0.0880 1.0000

size| 0.1759 0.4766 -0.1313 -0.1962 -0.4160 0.1122 0.0062 1.0000
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. correlate dpr bs bi ceod mgteh btm size risk
(obs=150)
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Fixed-effects (within) regression

Number of obs = 150
Group variable: bn Number of groups = 15
R-sq: within =0.0774 Obs per group: min = 10
between = 0.0064 avg= 10.0
overall =0.0481 max = 10
F(7,128) = 153
corr(u_i, Xb) =-0.1622 Prob > F = 0.1616

dpr| Coef. Std.Err. t P>|t| [95% Conf. Interval]

+.

bs| 0.0220917 .0104438 2.12 0.036 .0014269 .0427566
bi| -0.6569109 .3625109 -1.81 0.072 -1.374201 .0603788
ceod | 0.1669357 .2252855 0.74 0.460 -2788302 .6127016
mgteh | 0.0890724 2945785 -0.30 0.763 -.6719463 .4938014
btm | -.0150077 .0112979 -1.33 0.186 -.0373625 .0073471
size | -.0451807 .0713798 -0.63 0.528 -.1864177 .0960564

risk | -.0039402 .0091967 -0.43 0.669 -.0221374 .0142571

_cons| 1.067876 .8075443 1.32 0.188 -.529988 2.665741

+.

sigma u| .16713398
sigma e | .29168923

rho| .24716567 (fraction of variance due to u_i)

F test that allu_i=0: F(14,128)= 2.81 Prob >F =0.0011

. estimates store fixed

. xtreg dpr bs bi ceod mgteh btm size risk, re

Random-effects GLS regression

Number of obs = 150
Group variable: bn

Number of groups 15

R-sq: within =0.0569 Obs per group: min = 10
between = 0.1358 avg=  10.0
overall = 0.0755 max = 10
Random effects u_i ~ Gaussian Wald chi2(7) = 1085
corr(u_i, X) =0 (assumed) Prob > chi2 = 0.1455
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dpr| Coef. Std.Err. z P>[z| [95% Conf. Interval]
+

bs| .0116066 .009565 1.21 0.225 -.0071404 .0303536

bi| -.642185 .3300392 -1.95 0.052 -1.28905 .0046799

ceod| .062029 .2279886 0.27 0.786 -.3848203 .5088784
mgteh | .0090269 .2290115 0.04 0.969 -.4398274 .4578813
btm | -.0168805 .0107863 -1.56 0.118 -.0380213 .0042603
size| .0570561 .0651367 0.88 0.381 -.0706095 .1847217
risk | -.003675 .0092889 -0.40 0.692 -.0218808 .0145309

_cons| .0093703 .753273 0.01 0.990 -1.467018 1.485758
+

sigma u| .05987747
sigma_e| .29168923
rho| .04043527 (fraction of variance due to u_i)

. estimates store random

. hausman fixed

---- Coefficients ----
| (b) B) (b-B) sqrt(diag(V_b-V_B))
| fixed random  Difference S.E.

+.

bs| .0220917 .0116066 0104851 .0041933

bi| -.6569109 -.642185 -.0147259 .1499609
ceod| .1669357  .062029 .1049067 .
mgteh | -.0890724 .0090269 -.0980994 1852841
btm| -.0150077 -.0168805 .0018728 .0033612
size| -.0451807 .0570561 -.1022368 0291938
risk | -.0039402 -.003675 -.0002652

b = consistent under Ho and Ha; obtained from xtreg
B = inconsistent under Ha, efficient under Ho; obtained from xtreg
Test: Ho: difference in coefficients not systematic
chi2(7) = (b-B)'[(V_b-V_B)N(-1)](b-B)
= 56.11
Prob>chi2 = 0.0000

(V_b-V_B is not positive definite)

. xttest0

Breusch and Pagan Lagrangian multiplier test for random effects
dpr[bn,t] = Xb + u[bn] + e[bn,t]

Estimated results:
|  Var sd=sqrt(Var)
+
dpr| .1036351 321924
e| .0850826 2916892
u| .0035853 .0598775

Test: Var(u)=0
chi2(1)=9.29
Prob>chi2= 0.0023
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. summarize dpr bs bi ceod mgteh btm size risk

Variable|  Obs Mean Std. Dev.  Min Max
+
dpr| 150 311835 321924 0 2.647
bs| 150 13.62667 3.182474 6 20
bi| 150 .6238119 .0825035 429  .909
ceod| 150 .0133333 .1150819 0 1
mgteh | 150 1355611 .1326667  .001  .6897

btm | 150 6.34 2.492485 4 16
size | 150 11.6504 5131716 10.329 12.5878
risk | 150 4.040048 2.806655 1.0021 9.99408

. correlate dpr bs bi ceod mgteh btm size risk
(obs=150)

| dpr bs bi ceod mgteh btm size risk
+

dpr| 1.0000
bs| 0.1749 1.0000
bi| -0.1589 -0.1234 1.0000
ceod | -0.0110 -0.1146 -0.0015 1.0000
mgteh | -0.0589 -0.1387 0.1053 0.0555 1.0000
btm | -0.1048 -0.0626 -0.1554 -0.1095 -0.0973 1.0000
size| 0.1759 0.4766 -0.1313 -0.1962 -0.4160 0.1122 1.0000
risk | -0.0020 0.0164 -0.1594 -0.0991 0.0491 0.0727 0.0783 1.0000
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Licensed to: STATAForAll
STATA

Notes:
1. (/m# option or -set memory-) 500.00 MB allocated to data
2. (/vi# option or -set maxvar-) 5000 maximum variables
running C:\Users\user\Desktop\Statal 1-Portable\profile.do ...unable to change to D:\Research\CRA\

r(170);
. *(7 variables, 150 observations pasted into data editor)

. tsset bn yr
panel variable: bn (strongly balanced)
time variable: yr, 2004 to 2013

delta: 1 unit

. regress dpr owc size risk

Source | SS df MS Number of obs = 150
+ F( 3, 146)= 1.57
Model | 483291544 3 .161097181 Prob>F = 0.1986
Residual | 14.958334 146 .102454342 R-squared = 0.0313
+ Adj R-squared = 0.0114
Total | 15.4416255 149 .10363507 Root MSE = .32008

dpr| Coef. Std.Err. t P>[t| [95% Conf. Interval]

+
owc| .0162404 .1240224 0.13 0.896 -.2288707 .2613515
size| .1123178 .0520751 2.16 0.033 .0093994 2152363
risk | -.0016812 .0094319 -0.18 0.859 -.0203219 .0169595
_cons| -.9966914 .6178998 -1.61 0.109 -2.217875 .2244922

. estat hettest
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Breusch-Pagan / Cook-Weisberg test for heteroskedasticity
Ho: Constant variance

Variables: fitted values of dpr

chi2(l) = 13.48

Prob > chi2 = 0.0002

. regress dpr owc size risk, vce(robust)

Number of obs= 150
F( 3, 146)= 2.54

Linear regression

Prob>F = 0.0586
R-squared = 0.0313
Root MSE = .32008

| Robust
dpr| Coef. Std. Err.  t P>t
+
owc| .0162404 .1251575 0.13 0.897 -231114 .2635948
size| .1123178 .0473117 2.37 0.019 .0188135 .2058221
risk | -.0016812 .0117811 -0.14 0.887 -.0249647 .0216023
_cons| -.9966914 .5495848 -1.81 0.072 -2.082861 .0894782

[95% Conf. Interval]

. estat vif

Variable | VIF 1/VIF
+
owc| 1.05 0.953658
size| 1.04 0.962849
risk| 1.02 0.981226
+
Mean VIF|  1.04

. Xtreg dpr owc size risk, fe

Fixed-effects (within) regression Number of obs = 150
Group variable: bn Number of groups = 15
R-sq: within =0.143 Obs per group: min = 10
between = 0.0836 avg= 10.0
overall =0.13 max = 10
F(3,132) =  0.64
corr(u_i, Xb) =-0.3641 Prob >F = 0.5922
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dpr| Coef. Std.Err. t P>|t| [95% Conf. Interval]

+
owc| 2279851 .1667964 1.37 0.174 -.1019546 .5579249
size | -.0091365 .0572989 -0.16 0.874 -.1224795 .1042064
risk | -.0007608 .0089463 -0.09 0.932 -.0184575 .0169359
_cons| .3262938 .6652725 0.49 0.625 -.989681 1.642269
+
sigma u| .1765724
sigma e | .2968951
rho| .26128589 (fraction of variance due to u_i)
F test that allu_i=0: F(14,132)= 2.69 Prob >F =0.0017
. estimates store fixed
. Xtreg dpr owc size risk, re
Random-effects GLS regression Number of obs = 150
Group variable: bn Number of groups = 15
R-sq: within =0.097 Obs per group: min = 10
between = 0.3977 avg= 10.0
overall =0.0281 max = 10
Random effects u_i ~ Gaussian Wald chi2(3) = 1.80
corr(u_i, X) =0 (assumed) Prob > chi2 = 0.6158
dpr| Coef. Std. Err.  z P>z  [95% Conf. Interval]
+

owc| .0616753  .1352123 0.46 0.648 -.2033359 .3266866
size| .0685977 0530488 1.29 0.196 -.035376 .1725715

risk | -.001453 0090645 -0.16 0.873 -.01921

9 .016313

_cons| -.5072014 .6256496 -0.81 0.418 -1.733452 .7190492

+.

sigma_u| .09005749
sigma e | .2968951
rho | .08425722 (fraction of variance due to u_i)

. estimates store random

. hausman fixed

---- Coefficients ----
| (b) B) (b-B) sqrt(diag(V_b-V_B))
| fixed random  Difference S.E.

+.

owc| .2279851 .0616753 1663098 0976661
size| -.0091365 .0685977  -.0777343 0216562

risk| -.0007608 -.001453 0006922

b = consistent under Ho and Ha; obtained fro
B = inconsistent under Ha, efficient under Ho; obtaine

m xtreg
d from xtreg

139



Test: Ho: difference in coefficients not systematic

chi2(3) = (b-B)'[(V_b-V_B)N(-1)](b-B)
= 12.47
Prob>chi2= 0.0059
(V_b-V_B is not positive definite)

. summarize dpr owc size risk

Variable|  Obs Mean Std. Dev.  Min Max
+
dpr| 150 311835 321924 0 2.647
owc| 150 .4169521 .2165088 0 .8557
size | 150 11.6504 5131716  10.329 12.5878
risk | 150 4.040048 2.806655 1.0021 9.99408

. correlate dpr owc size risk
(obs=150)

| dpr owc size  risk
+
dpr| 1.0000
owc | -0.0203 1.0000
size| 0.1759 -0.1845 1.0000
risk | -0.0020 -0.1250 0.0783 1.0000

Appendix C

140



/1 /11 /1 12 Copyright 2009 StataCorp LP
Statistics/Data Analysis StataCorp
4905 Lakeway Drive
Special Edition College Station, Texas 77845 USA
800-STATA-PC http://www.stata.com
979-696-4600 stata@stata.com

979-696-4601 (fax)

Single-user Stata license expires 31 Dec 9999:
Serial number: 71606281563
Licensed to: STATAForAll

STATA

Notes:
1. (/m# option or -set memory-) 500.00 MB allocated to data

2. (/vi# option or -set maxvar-) 5000 maximum variables

running C:\Users\user\Desktop\Statal 1-Portable\profile.do ...
unable to change to D:\Research\CRA\
r(170);

. *(6 variables, 150 observations pasted into data editor)

. tsset bn yr
panel variable: bn (strongly balanced)
time variable: yr, 2004 to 2013

delta: 1 unit

. regress dpr isr size risk
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Source | SS df MS Number of obs = 150

+ F( 3, 146)= 1.70
Model | .519894189 3 .173298063 Prob>F = 0.1705
Residual | 14.9217313 146 .102203639 R-squared = 0.0337

+

Adj R-squared = 0.0138
Total | 15.4416255 149 .10363507 Root MSE = .31969

dpr| Coef. Std.Err. t P>t| [95% Conf. Interval]

+.

isr| .093372 .1524101 0.61 0.541 -207843 .394587
size| .1107708 .0511963 2.16 0.032 .0095892 .2119523
risk | -.0014752 .0093772 -0.16 0.875 -.0200077 .0170574

_cons| -.99753 .5963325 -1.67 0.097 -2.176089 .1810291

. estat hettest

Breusch-Pagan / Cook-Weisberg test for heteroskedasticity
Ho: Constant variance

Variables: fitted values of dpr

chi2(l) = 23.67

Prob > chi2 = 0.0000

. regress dpr isr size risk, vee(robust)
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Linear regression Number of obs= 150
F( 3, 146)= 231
Prob>F = 0.0792
R-squared = 0.0337
Root MSE = .31969

| Robust
dpr| Coef. Std.Err. t P>[t| [95% Conf. Interval]

isr| .093372 1739142 0.54 0.592 -.2503425 .4370865
size| .1107708 .0502026 221 0.029 .011553 .2099886
risk | -.0014752 .0124352 -0.12 0.906 -.0260514 .023101
_cons| -99753 .6216648 -1.60 0.111 -2.226154 .2310945

. estat vif

Variable | VIF 1/VIF
+
risk| 1.01 0.990279
size| 1.01 0.993752
isr|]  1.00 0.996348
+
Mean VIF| 1.01

. xtreg dpr isr size risk, fe

Fixed-effects (within) regression Number of obs = 150
Group variable: bn Number of groups = 15
R-sq: within =0.1389 Obs per group: min = 10
between = 0.0810 avg= 10.0
overall =0.0103 max = 10
F(3,132) = 178
corr(u_i, Xb) =-0.4104 Prob>F = 0.1542

dpr| Coef. Std.Err. t P>t| [95% Conf. Interval]
+
isr| 4612755 2005139 2.30 0.023 .0646393 .8579118
size| -.0289368 .0574843 -0.50 0.616 -.1426464 .0847728
risk | .0008037 .0088749 0.09 0.928 -.0167518 .0183593
_cons| .5231897 .6597725 0.79 0.429 -7819056 1.828285
+
sigma u| .18746314
sigma e | .29316965
rho| .29021533 (fraction of variance due to u_i)

F test that allu_i=0: F(14,132)= 2.97 Prob > F = 0.0006
. estimates store fixed
. hasman fixed

unrecognized command: hasman
r(199);
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. xtreg dpr isr size risk, re

Random-effects GLS regression Number of obs = 150
Group variable: bn Number of groups = 15
R-sq: within =0.0153 Obs per group: min = 10
between = 0.0513 avg= 10.0
overall =0.0229 max = 10
Random effects u_i ~ Gaussian Wald chi2(3) = 2.88
corr(u_i, X) =0 (assumed) Prob > chi2 = 04107

dpr| Coef. Std.Err. z P>z [95% Conf. Interval]
+
isr| 204818 .1675109 1.22 0.221 -.1234974 .5331334
size| .0565943 .0528954 1.07 0.285 -.0470788 .1602675
risk | -.0009162 .0089824 -0.10 0.919 -.0185213 .0166889
_cons| -.3982134 .6134842 -0.65 0.516 -1.60062 .8041936
+
sigma_u| .09655202
sigma_e| .29316965
rho | .09785054 (fraction of variance due to u_i)

. estimaes store random
unrecognized command: estimaes
r(199);

. estimates store random

. hausman fixed

---- Coefficients ----
| (b) (B) (b-B) sqrt(diag(V_b-V_B))
| fixed random  Difference S.E.

+
isr| 4612755 204818 2564575 .1102084
size| -.0289368 .0565943 -.0855311 0225059
risk| .0008037 -.0009162 .00172

b = consistent under Ho and Ha; obtained from xtreg
B = inconsistent under Ha, efficient under Ho; obtained from xtreg

Test: Ho: difference in coefficients not systematic

chi2(3) = (b-B)'[(V_b-V_B)N(-1)](b-B)
= 14.40
Prob>chi2= 0.0024
(V_b-V_B is not positive definite)

. summarize dpr isr size risk

Variable | Obs Mean Std. Dev. Min Max
+
dpr | 150 311835 .321924 0 2.647
ist | 150 2656185 .1721555 0 976
size | 150 11.6504 5131716 10.329 12.5878
risk | 150 4.040048 2.806655 1.0021 9.99408

. correlate dpr isr size risk
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(obs=150)

| dpr isr size risk
+
dpr| 1.0000
isr| 0.0518 1.0000
size| 0.1759 0.0062 1.0000
risk | -0.0020 -0.0594 0.0783 1.0000
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T-TEST PAIRS=predpr WITH posdpr (PAIRED)

/CRITERIA=CI(.9500)

/MISSING=ANALYSIS.

Appendix D

T-Test
Paired Samples Statistics
Mean N Std. Deviation Std. Error Mean
Pair 1 predpr 3517 30 .18657 .03406
posdpr 2679 30 25110 .04585
Paired Samples Correlations
N Correlation Sig.
Pair 1 predpr & posdpr 30 301 .106)
Paired Samples Test
Paired Differences
95% Confidence
Mean Std. Std. Interval of the |t Df Sig.
Deviation | Error Difference two
Mean | Lower | Upper tail
Pair 1 predpr — | .08388 | .26387 .04818 | -0.0146 | 0.1824 | 1.741 29 0.92
posdpr
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Paired Samples Test

Paired Differences

95% Confidence Interval of the
Difference
Mean Std. Deviation Std. Error Mean Lower Upper t
Pair 1 predpr - posdpr .08388 .26387 .04818 -.01465 18241 1.741I
Paired Samples Test
Paired Differences
95%  Confidence Interval of the
Difference
Mean Std. Deviation Std. Error Mean Lower Upper t df
Pair 1 predpr — posdpr .08388 26387 .04818 -.01465 18241 1.741 29

Sig two tail 0.92 that is the last item on sig.
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Normal F[(dprl-m)/s]

Normal P-P Plot

Dependent Variable: DPR
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T T T
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Empirical P[i] = i/(N+1)
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