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Abstract 

The objective of this paper is to explore the impact of corporate governance on continuous business 

operations and Bank performance indices in the Nigerian Banking Industry. To explore the relationship 

between Corporate Governance and Bank performance, a Pooled Least Squares Regression analysis was 

run on Eview Statistical Package based on the (2005 – 2009) financial data/report obtained from BGL 

2010 Banking Report and the financial reports and accounts of Nigerian Banks. The results of the analysis 

showed a negative interrelationship between corporate governance and bank performance.  

This study finds that there exist a negative interrelationship between corporate governance and bank 

performance. Hence this portends that the adoption and entrenchment of sound corporate governance and 

frameworks has significant effect on bank performance. 

This paper will increase understanding of the relationship of corporate governance and bank 

performance. 

Keywords: Corporate Governance, Bank Performance, Type of ownership. 

Introduction 

The primary purpose of the study is to investigate the impact of Corporate Governance on Bank 

Performance in Nigeria 

In order to achieve this major objective, some steps would be adopted such as examining the extent to 

which Nigerian Banks have incorporate sound corporate governance practices and the impact on their Bank 

performance indices. 

The study seeks to answer the following research questions in order to effectively accomplish the 

research objective: 

1. What are the variables influencing bank performance in Nigeria? 

2. What is the relationship between corporate governance variables and bank performance? 

3. To what extent does bank liquidity affects the relationship between corporate governance variables 

and bank performance? 

4. To what extent does bank activity mix affects the relationship between corporate governance variables 

and bank performance? 

5. To what extent does bank debt-equity ratio affects the relationship between corporate governance 

variables and bank performance? 

6. To what extent does bank loan-deposit ratio affects the relationship between corporate governance 

variables and bank performance?  

The importance of study starts from the fact that banks play a critical financial intermediation role in the 

Nigerian Financial System, hence failure of corporate governance principles would greatly impact on bank 

performance. 

This study will be of immense benefit to the Board Members, Managing Directors, various cadres of 

Management staff in the financial services industry in that it would assist them in adopting the best practices 

in corporate governance that would enhance their bank’s Corporate Performance.  
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Scope and limitations 

Corporate Governance and Bank performance are broad concepts that cannot be exhaustively dealt with 

in a work like this. Hence the focus of this research is to examine the impact of corporate governance on 

the Bank performance indices of Nigerian the banking industry. 

The time period that will be used for the data analysis will be limited to the 5 year financial period (2005 

– 2009) of Nigerian Banks based on available financial data. 

The aim of this research is to obtain a deeper understanding of how banks can adopt good corporate 

governance practice to ensure better Bank performance management strategies. 

Corporate governance is a field in economics that investigates how to secure efficient management of 

corporations by the use of incentive mechanisms, such as contracts, organizational designs and legislation. 

This is often limited to the question of improving financial performance, for example, how the corporate 

owners can secure that the corporate managers will deliver a competitive rate of return, (Encycogov's n.d.) 

15 Weaknesses in Corporate Governance of Banks in Nigerian: (1) Board squabbles, (2)Ineffective 

Board oversight functions, (3) Fraudulent and self-serving practices among members of the board, 

management and staff, (4) Overbearing influence of chairman or MD/CEO, (5) Weak internal controls, (6) 

Non-compliance with laid-down internal controls and operation procedures (7) Ignorance of and non-

compliance to Banking rules laws and regulations, (8) Passive shareholders.(9) Poor risk management 

practices resulting in large quantum of non-performing credits including insider-related credits, (10) Abuses 

in lending, including lending in excess of single obligor limit, (11) Sit-tight Directors, (12) Succumbing to 

pressure from other stakeholders, (13) Technical incompetence, poor leadership and administrative ability 

(14) Inability to plan and respond to changing business circumstances (15) Ineffective management 

information system. 

Effective corporate governance charter 

 

Source: Corporate Governance Charter - Adapted from: Kiel, G.C. and G.J. Nicholson, 2003, Boards that Work: A 

New Guide for Directors, Sydney: McGraw Hill.
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Bank performance 

Some financial ratios used to evaluate Bank Performance are Return on Average Asset (ROBT), Loan 

to Loss Ratio, Cost to Income Ratio, Capital Adequacy Ratio (CAR), and Liquidity 

The Central Bank of Nigeria (CBN) is the apex regulatory authority of the financial system. It was 

established by the Central Bank of Nigeria Act of 1958 and commenced operations in July 1959. Among 

its primary functions, the CBN promotes monetary stability and a sound financial system, and acts as banker 

and financial adviser to the Federal Government. It is the banker of last resort to licensed banks 24 and 

approves licences to financial institutions, which include Deposit Money Banks, Primary Mortgage 

Institutions, Microfinance Banks, Finance companies, Bureaus De Change, and Development Finance 

Institutions 

The work of (Rogers, 2008) indicated that Corporate Governance (Transparency, Trust and Disclosure) 

predicts 34.5 % of the variance in the general financial performance of Commercial banks in Uganda. The 

significant contributors to financial performance were openness and reliability.  

Statement of hypothesis 

The major arguments of this study are compressed in the following hypothesis:  

H0 - There is negative inter-relationship between corporate governance and bank performance.  

H1 - Better corporate governance will lead to better bank performance.  

Model specification 

Following Flamini, McDonald, and Schumacher (2009) among others, this study adopts a model of bank 

performance determinants to investigate the relationship between corporate governance and bank 

performance. Thus, the models to be adopted in this study are as follows:  

Model 1 

 

Where; 

ROBT  = Profitability (Return on Asset) of bank 

CAP  = Capital Adequacy Ratio 

LD  = Loan to Deposits Ratio 

LL  = Loan Loss Provisioning 

OWN = Ownership Structure 

LIQ = LIQ = Liquidity ratio of bank  

ACT  = ACT = Activity Mix  

SIZE  = Size of bank 

CI = Cost Income Ratio 

MP = Market Power of bank 

DE = Debt-Equity 

ADIV = Quoted Bank 

DLB = Controlling Interest 

MVB = Market to Book value 

STF = Staff Cost 

QB = Quoted Banks 

CTRI  = Controlling Interest 

D1 = = 1 for Private Locally-owned bank, and 0 for others 

α = = Intercept 

 = = Coefficient of parameters 

 = = Residual error 
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Model 2 

ROBT = α0 + 1CAP + 2LD 3LL + 4OWN + 5LIQ 6ACT + 7SIZE + 8CI 

9MP + 10DE 12CTRI +staff + MVB + 1 (3.1) 

Limitations of the methodology 

The limitations of this study arise from the fact that there is inadequate data needed to embark on a more 

rigorous study about the Nigerian banks. 

Also the regression model adopted was also constrained by limited time series data; hence an unbalanced 

pooled regression analysis was adopted. The limitations associated with Pooled Least Squares method of 

Panel Data Regression analysis is worthy of note as well. 

The limited scope of time, resources constituted another major constraint in the conduct of this research. 

The series of changes in the Nigerian Banking Industry in the intervening period constitutes a limitation as 

well. 

Despite these inherent limitations the results obtained largely conforms to the research findings of some 

other researchers in this and related field of study. 

A priori expectation of the relationship 

For the variables investigated in this study it is expected that Corporate Governance will have a negative 

relationship with Bank Performance.  

Analysis of data and interpretation of results 

ROBT = Profitability (Return on Asset) of bank 

  

CAP = Capital Adequacy Ratio 

 

LD = Loan to Deposits Ratio 

 

LL = Loan Loss Provisioning 

 

OWN = Ownership Structure 

 

LIQ = Liquidity ratio of bank  

 

ACT = Activity Mix 

 

SIZE = Size of bank 

 

CI = Cost Income Ratio 

  

Descriptive statistics and analysis 

Table below shows the summary statistics of all the variables used in the study which includes the 

following : Return on Assets (ROBT), Liquidity ratio (LIQ), Loan loss Provision(LL), Capital adequacy 

(CAP), Loan-deposit ratio (LD), Activity mix (ACT), Size of the bank (SIZE), Cost-Income Ratio (CI), 

Market power (MP), Debt-equity ratio (DE), Staff Cost (STAFF), Market to book value equity (MVB), 

Domestic or Foreign ownership (OWN), Controlling interest of at least 10% shareholding (CTRL) and 

Quotation Status (QB). 

The descriptive statistics indicates that whilst the mean performance of banks based on ROBT was about 

90% the Cost to Income Ratio (CI) absolute was about 67% and CAR about 16%, showing some 

relationship which is described further in the regression analysis. The negative skewness of the bank 
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performance indicators vis-à-vis the positive skewness of the Corporate Governance and variables are 

indicators of some interrelationships described further in the regression analysis. 
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Regression analysis and results 

The summary regression analysis and results for the study as depicted in Tables below is presented and 

analyzed in this section.  

Table 2. Regression results of bank performance model 

Dependent Variable: ROBT?  
Method: Pooled Least Squares 

Date: 02/09/12 Time: 12:06    
Sample: 2006 2008     
Included observations: 3    
Cross-sections included: 23    
Total pool (unbalanced) observations: 55   

      

Variable Coefficient 

Std. 

Error t-Statistic Prob.   

      
C 0.124474 0.026433 4.709068 0 * 

LIQ? -0.00311 0.006699 -0.46415 0.645  
LD? 0.0018 0.00675 0.266641 0.7911  
LL? -0.0262 0.114996 -0.22779 0.8209  
STF? -0.03385 0.03124 -1.08349 0.2849  
CAP? 0.042607 0.03193 1.334358 0.1895  
ACTV? -0.00541 0.004393 -1.23151 0.2251  
SIZE? -0.0023 0.002017 -1.13923 0.2612  
CI? -0.07941 0.022221 -3.57347 0.0009 * 

MP? 0.009617 0.0147 0.654241 0.5166  
DE? 0.000203 0.000311 0.654259 0.5166  
QB? -0.01492 0.006842 -2.18033 0.035  
OWN? 0.003872 0.004017 0.964057 0.3407  
CTRI? -0.00125 0.003239 -0.38464 0.7025  

      
R-squared 0.906797 Mean dependent var 0.030873  
Adjusted R-squared 0.877244 S.D. dependent var 0.021529  
S.E. of regression 0.007543 Akaike info criterion -6.72105  
Sum squared resid 0.002333 Schwarz criterion -6.21009  

Log likelihood 198.8289 

Hannan-Quinn 

criteria. -6.52346  
F-statistic 30.68451 Durbin-Watson stat 2.161276  
Prob(F-statistic) 0     

* Significant at the 5% level 

** Significant at the 10% level 

The table shows the results of Model I – estimating the relationship between corporate governance 

variables and bank performance for all banks. The result in Table 4.1 shows that CI and QB are both 

negative and significant at the 5% level while all other variables are insignificant. This appears to show that 

Cost-income ratio and Quotation status of banks negatively influence bank performance. 
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This result also confirms the first hypothesis (H10), which states that there is a negative inter-relationship 

between bank performance and cost to income ratio. 

In the model, R squared was 0.90, meaning about 90% of the variance in ROBT is explained by the 

model. 

Whilst an Adjusted R-squared 0.88, meaning about 88% of the variance in ROBT is explained by the 

model 

Durbin-Watson stat of 2.0757 indicates that serial autocorrelation does not exist amongst the variables. 

Durbin-Watson should be between 1.5 and 2.5 indicating the values are independent 

Hence there is the need to manage these variables in order to attain unto a very higher levels of bank 

performance. 

Summary of findings  

The regression results obtained from this study largely confirms the hypotheses of this study that: 

 Better corporate governance and would improve Bank performance measures in respect of banks. 

 Better corporate governance is facilitated ensuring that the variables in the corporate governance 

regression model are well managed by the entity. 

 Conclusions and recommendations 
This study examined the impact of corporate governance on bank performance. The study attempted to 

answer questions towards determining to what extent the following variables: liquidity, loan loss ratio, and 

activity mix, staff cost, market power, market-to-book value ratio, capital adequacy, cost-income ratio, 

ownership, controlling interest and debt-equity ratio a measure of corporate governance and bank 

performance in the Nigerian banking industry.  

Using data over the period of 2005 to 2009, the study used pooled regression technique to determine the 

impact of corporate governance on bank performance. 

The findings of this study showed that corporate governance has a negative effect on bank performance; 

sound corporate governance framework would lead to improved Bank performance indices.  

The findings of this study further confirm the hypothesis that better corporate governance leads to better 

performance. 

Implication of findings  

The implications of these empirical research findings are significant in nature.  

The Banks’ board and management should be actively involved in managing all the variables that are 

both qualitative and quantitative measures of corporate governance and bank performance. 

It is a cursor that the regulatory bodies such the Central Bank of Nigeria (CBN), Nigerian Deposit 

Insurance Corporation (NDIC) should overhaul their bank supervisory and regulatory framework with the 

objectives of preventing corporate banking failures that are a resultant effect of corporate governance and 

banks performance; 

Various stakeholders in the banking industry – depositors, customers, shareholders, etc, should be 

involved in various degrees and levels to ensure that unethical and unwholesome practices that are risky in 

nature are curbed before they become a contagion on the entire system and resulting in grave losses; 

Recommendations 

 The regulatory bodies in the Nigerian Financial System should constantly review the level of banks 

compliance with Corporate Governance Codes; 

 In similar vein various measures should be adopted by regulatory bodies to ensure compliance by 

banks as regards corporate governance codes; 

 The banks that is the focus of this study should review their present corporate governance framework 

and their indices of Bank performance as the starting point; 
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 Beyond adopting the letter of corporate governance codes, the board and management of the banks 

should institute a culture wherein sound governance measures is seen adopted as a corporate way of 

life; 

 The board and management of banks should review the various indices of Bank performance in the 

light of corporate governance frameworks, since this impact on banks’ performance, survival in the 

corporate landscape. 

Corporate governance can be a powerful lever for change throughout the banking industry. Archimedes, 

the great mathematician once says that, given firm place to standard with a lever he could move the earth. 

If the same lever of corporate governance is pulled throughout the nation’s economy, we can expect some 

movement to change organizational cultures throughout the Banking sector. 

The leading institution in all sectors of the national economy should embrace corporate governance. 

Stock Exchange and Capital Markets authority can influence the listed purpose especially through listing 

requirements and annual reports. The central bank can enforce corporate governance on licensed 

commercial bank that in turn would similarly do so unto her corporate customers and state enterprises, 

thereby stopping fiscal herm phage and encouragement there are real contributions to GDP, and in the 

private sector to a dynamic enterprise, culture and increased performance and profitability of private 

companies leading both increase export and increase rate of GDP growth 

Conclusions 

This study examined the impact of corporate governance on bank performance in the Nigerian banking 

industry. Various recommendations were proffered to regulatory bodies, board members and management 

of banks such that if adopted would ensure survival, stability, and sustained profitability of the Nigerian 

Banking Industry in the national and global corporate landscape. 
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