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Abstract

Issues surround the persistent increase in chietwtxe officers’ (CEO) pay of some Nigerian quoted
banks have been a subject of debate among stalebhodd touching whether the pay enhances or
deteriorates bank performance. In an attempt toaual the hidden facts around the pay, this study
examines the impact of CEO pay on performance sklected Nigerian quoted banks between 2005 and
2012, using a dynamic generalized method of mom@&@iM). The study reveals that the CEO pay
exerts significant but negative influence on baakfgrmance in Nigeria. This study therefore conelud
that rather than being an important corporate gawance mechanism to align the interests of CEO with
those of shareholders, the CEO pay of Nigerian egidianks is indeed part of agency problem in the
industry. Hence, this calls for appropriate and Wweluided incentives and compensation packages that

will align interests of bank chiefs with those lb&reholders.

1. Introduction

Separation of ownership from managerial controlpublicly traded firms has made corporate
governance a matter of necessity (Hdtt al., 2009). This is due to the likelihood of asymmetric
information which may give managers room to exhiiportunistic behaviour (Tost al., 2000).
Empirical studies (Johat al.,2010; Kim and Gu, 2005; Tost al.,2000; Agrawal and Knoeber, 1996;
Jensen and Meckling, 1976) have suggested aligmagagers’ interests with those of shareholders
through appropriate incentive packages, so asdpgbmanagers to act in the interest of sharehslder
Similarly, the importance of chief executive offise (CEO) compensation as one of the governance
mechanisms has continued to attract the attentfostakeholders across the globe (Conyon, 2014;
Demirer and Yuan, 2010; Hi¢t al.,2009). Many scholars have regarded CEO pay aschansm that is
put in place to align managers’ interest with thoshareholders (Amzalegs al.,2014; Zhou and Tian,
2009; Bucket al., 2008; Kim and Gu, 2005; Choo and Tan, 2004; Lewedeal., 1992; Jensen and
Murphy, 1990); while some others found it to beeothise (Fariaet al., 2014; Brookman and Thistle,
2013; Bebchulet al., 2011; Duffhues and Kabir, 2008; Brigh al., 2006). The empirical results of the
relationship have been highly inconclusive and mhix®leanwhile, buck of empirical studies on the
relationship between CEO compensation and firm goerdnce most especially from Europe and

emerging economies have stressed the importancEE@ pay as a reward for firm performance



(performance-based pay) rather than as an incetatiperform (Toskt al.,2000; Bucket al.,2008). The
existence of long-term incentives (equity incergjvéor manager such as stock options in Europe has
made it extremely difficult to separate reward fromativation (see Buckt al.,2008). Hence, majority of
empirical studies focused on the effect of firm fpegnance on executive/directors’ compensation
(performance-based pay), neglecting the effect h&f tompensation on performance (incentive to
perform). Meanwhile, executive directors of pubitraded firms in developing countries are usually
paid in cash not in form of long-term incentiveglsas equity-based pay. This gives ample oppoxtunit
to examine CEO pay as an incentive to perform rathen as a reward for performance (see Betcél.,
2008).

Besides, studies in this area from Sub-Saharamcafare sparse. Specifically, Hearn (2013a)
examined it for North Africa IPO firms; Hearn (20f)3oncentrated on West Africa; De Wet (2012), and
Scholtz and Smit (2012) focused on South Africauda (2011) only considered nine listed Kenyan
banks. Aside from the sparseness of the existindiet in Africa; these studies only examined the
determinants of executive/directors’ compensatioithout examining the impact of executive
compensation on firm performance. Having observes| there is a need to explore the likely effect o
executive compensation on performance of listesdiin Africa. Similarly, there have been persistent
and continued concerns from media, institutions actd/ist shareholders about what could be theceffe
of persistent increase in CEO pay of some Nigegaated banks on performance (Business World,
2012). However, only few studies (Olaniyan, 201@ssan and Ahmed, 2012) that examined the impact
of executive compensation on firm performance imgelia focused on non-financial firms without
exploring the possible effect of CEO pay on firmrfpamance. In view of this obvious gap, this study
focuses on financial firms in order to examine ¢ffilect of CEO pay on performance of quoted banks in
Nigeria.

Also, previous studies on executive compensatioNigeria have ignored the potential endogeneity
problem; and the relationship between CEO pay amd performance often attracts the problem of
simultaneity bias. This is because “CEO pay maydtermined by performance and performance might
in turn be determined by CEO pay” (Doucouliaggsal., 2012). So, this study has advantage over
previous studies in Nigeria as it adopts instruralenariable estimation technique which is capalfle o
handling the problem of dynamic endogeneity (Win&tkal.,2012; Bucket al.,2008; Wooldridge, 2001;

Arellano and Bond, 1991; Arellano and Bover, 19@5)rder to forestall spurious estimates.



The remainder of the paper is organized as follddextion 2 addresses the issues relating to review
of both theoretical and empirical literatures. &ett3 critically examines data description and
methodology adopted in the work. Section 4 dealh wmpirical results where descriptive statistics,
panel unit root tests and thorough discussionrafifigs are examined. Finally, section 5 providésief
conclusion.

2. Literature Review

2.1Theoretical Issue

Empirical studies on the relationship between CE® and firm performance are often situated in
agency theory (Jensen and Murphy, 19%grawal and Knoeber, 1996; Murphy, 1999; Kim and, Gu
2005; Hittet al., 2009; Johret al., 2010; Gregget al., 2011; Brookman and Thistle, 2013). In fact, the
heartbeat of principal-agent theory is the CEO pasgformance relation (Kaplan, 1994). So, this stisdy
deeply rooted within the framework of agency thednypublicly traded firms, the issue of separatodn
ownership from managerial control often createspibiential for conflicts of interest between manage
and shareholders (Higt al., 2009; Ozkan, 2007; Tost al., 2000). This situation gives managers
opportunity to exhibit opportunistic behaviour aetdetriment of shareholders’ interests (Tesial.,
2000). In view of this problem which is tagged fpnipal-agent problem” (Garen, 1994), the issueas¥ h
to motivate executive directors (agent) to achia best interest of the shareholders (principad)deen a
phenomenal issue across the globe in financial @o@s, most especially in the realm of corporate
governance. Agency theory shows that compensatigedon firm performance is a means by which
incentives can be provided to executives to acthim interest of shareholders (Al al., 2005).
Specifically, thetheory suggests that CEO compensation is an imuont@tivation mechanism to the
CEO to improve corporate performance. In the samee df thought Jensen and Murphy (1990) hinted
that the rationale for executive pay packages igite the manager incentives to select and implémen
actions that will increase shareholders’ wealthisT8hows that CEO pay may serve as an incentive to
enhance firm performance (Buak al., 2008; Choo and Tan, 2004). In view of this aseeriit is
evidently clear that CEO pay can be designed teesas an incentive to CEO to improve firm
performanc€CEO pay — firm performance) and this is functionally expressed as follows:

Firm performance = f(CEQ DAY) ... e cev cee ve ces e en eee eie eae eae en aen een ee wte vee e aen 2en wee wne see see e een eee (1)
So, the functional relationship expressed abowsvsimow CEO pay relates to firm performance

with a view to serving as an incentive to motivateO to improve firm performance.

2.2Empirical Evidences



Bulk of the studies on the relationship between C&fnpensation and firm performance, most
especially in Europe and emerging economies, cdratenon the aspect of performance-based pay; that
is the effect of firm performance on CEO pay (Anezpdt al., 2014; Lakhalet al., 2014; Fariaet al.,
2014; Balafas and Florackis, 2014; Khan and Vie@]3;Doucouliagoset al., 2012; Conyon and He,
2012; Sigler, 2011; Bebchuit al., 2011; Sigler, 2011b; Zhoet al., 2011; Aduda, 2011; Duffhues and
Kabir, 2008; Bucket al.,2008; Ozkan, 2007; Bric&t al., 2006, Kim and Gu, 2005). On the other hand,
there are handfuls of studies that examine the atnplaCEO pay on firm performance in publicly trdde
firms. Ahmedet al., (2014) examined the effect of CEO compensatiofiram performance in a sample
of U.S. firms, using ordinary least square (OLS)neation technique. The study established that CEO
compensation exerted significant and positive grfice on firm performance. Similarly, Kube’94 (1994)
studied within the framework of agency theory aod tipe similar result among U.S. firms. Upneja and
Ozdemir (2014) also found significant positive impaf CEO contemporaneous cash-compensation on
firm performance.

On the contrary, Khan and Vieito (2013) found thgact of CEO pay on firm performance in a
sample of U.S. firms between 1992 and 2004 to gmeifssantly negative. This strongly contradicts the
tenet of agency theorysimilarly, evidences from empirical studies in Nigeseem to be at conflict.
While Olaniyan (2010) established negative effdcéxecutive compensation on firm performance in a
sample of 72 non-financial firm$jassan and Ahmed (2012) reported a positive impa@&xecutive
compensation on firm performance in a sample ofufeturing listed firm. The lack of consensus may
not be unconnected with the method of estimatidves€ studies adopted ordinary least square andl fixe
random effect estimation in their analyses wheeertiles of dynamic endogeneity were largely ignored
the role of dynamic endogeneity. Apart from theomgusiveness of previous studies that examined the
effect of CEO pay on firm performance, all the rethstudies in Nigeria focused on non-financiahir
This, however, is against the concern of activigkeholders about the impact of persistent incréase
CEO pay of some Nigerian quoted banks. Hence, ikexeneed for this study.

3. Methodology

3.1Data and Data sources

This study covers 8-year period between 2005 ant? Z0r 11 Nigerian quoted banks. These
premises form the basis for a balanced panel ddteng and it gives 88 firm-year observations. The
choice of 11 Nigerian quoted banks was informed detérmined by the availability of data. Meanwhile,

this can be justified because these 11 banks mepré&®% of the 22 quoted universal banks in Nigeria



These banks are: Access Bank, Diamond bank, Fardt,ld=irst City Monumental Bank, Guaranty Trust
Bank, Skye Bank, Stanbic IBTC Bank, Union Bank, tddiBank for Africa, Wema Bank and Zenith
Bank. The choice of these banks is not as a re$ahy special sampling procedure but it was infedm
by the need to accommodate as many banks and @lata ps possible, given available data. Annua dat
on variables such as annual CEO compensation, nggrrper share, total assets, board size, board
composition and total debt were sourced from thewuah Reports and Statement of Account of the
respective banks. The Annual reports were obtafred the Nigerian Stock Exchange and the African
Financials’ website.

3.2Model Specification

In an attempt to examine the effect of CEO pay amkiperformance in Nigeria. The trend in equation
(1) above is followed, while recognizing some otfetors that can also influence firm performance.
This study follows the studies of Kube’94 (1994grwack (1996), Agrawal and Knoeber (1996), Bhagat
and Black (2002), Sand# al., (2005), Kajola (2008), Kama and Chuku (2009), \Wknet al., (2012),
Obembeet al., (2010), Duke Il and Kamkpang (2011) and, Osuji &uita (2012) which examined the
impact of corporate governance mechanisms on fenfiopmance. Since CEO pay¥GEOP;;) is one of
the internal mechanisms of corporate governanaegends impacts on bank performan@&&RF;;) are
examined along with other governance mechanismh ascboard sizeLBDS;;), board composition
(BDC;t), leverage KEV;;) while bank size (BKS;;) which is a firm-specific characteristic entersaas

control variable. Following the trend in the emgadi literatures, the equation is specified as fedio
PERF; = 8y + 8,LCEOP;; + 8,LBKS; + 63LBDS;, + 84,BDCip + OsLEVie 4+ 1 + €ig evv v vve e v (2)

Meanwhile, Doucouliagost al., (2012) in an attempt to analyze the relationsl@pwieen CEO pay and
firm performance posited that “CEO pay may be deteed by performance and performance might in
turn be determined by CEO pay”. They further adgtieat this situation might result in the potential
endogeneity problem. Also, Buek al., (2008) established bi-directional relationshipwestn executive
pay and firm performance. Based on these circurostam the literatures, it is obvious that estimgti
equation (2) above via ordinary least square (OSyvidely adopted fixed/random effects estimator
could result into the problem of simultaneity biakich is another source of endogeneity problem (see
Doucouliagoset al.,2012), because CEO pay (LCEOP) may not be trubgemrous in nature (Wintolkit

al., 2012). With respect to the problems identifiedayahis study follows Wintoket al., (2012) by
adopting a dynamic generalized method of momentdM({ panel estimator. This estimator was put



forward by Holtz-Eakiret al., (1988) and Arellano and Bond (1991), and furthevedoped by Arellano
and Bover (1995). The estimation technique is weiled to handle the endogeneity problem and capabl
of providing consistent and unbiased estimates (@/mye, 2001; Bucket al., 2008; Wintokiet al.,
2012; Doucouliagost al.,2012). Hence, equation (2) above is re-specifieal dynamic form as thus:

PERF,; = 84+ 8,PERF,;_, + 8,LCEOP; + 85LBKS;, + 8,LBDS;; + 6sBDC;; + SsLEV, + p;

All variables are as defined above whilgto 6, are coefficients of the respective variables. A&pis
the intercept term. However, the presence of laglggendent variable in equation (3) above rendaus p
ordinary least square (OLS), fixed or random effeappropriate because there may be linear coiwalat
between lagged dependent variaBl€RF;;._,) and firm-specific effecty;) [E(PERF;;_1,1;) # 0]. In an
attempt to overcome this problem, this study takiter Arellano and Bover (1995) to remove firm-
specific effect from the dynamic panel data modetquation (3). That is, to get rid BPERF;;_1, 1;) #

0 problem by forward demeaning transformation preessin view of this, equation (3) is re-specified

for each cross-sectional unit by averaging thisaiqun over time periods (t).

PERFF, = 8, + 6,PERF;_; + 6,LCEOP; + 8;LBKS; + 8,LBDS; + 8sBDC; + 8,LEV; + ;
Where:

PERFF; = T™1 Z PERF,; PERF,_, = (T — 1)! Z PERF,_,; LCEOP, = T™! Z LCEOP,, ; LBKS;

=T ZLBKSlt, LBDS, =T~ ZLBDSlt, BDC, =T~ ZBDClt, LEV,

T

=T~ ZLEVlt and § =T~ 126“

1
To complete the forward demeaning transformatioocgsses, the equation (4) is subtracted from

equation (3) and this process leads to the equéijooelow.

JE—
e

PERF;, = 6,PERF;,_, + 8,LCEOP, + 85LBKS; + 8,LBDS;; + 6sBDCy + S4LEV + &if v e . (5)



The variables in equation (5) are defined as fosklx)\HﬁFitz(PERFit—Wi); PﬁFit_1 =
(PERF,;_, — PERF,_,); LCEOP,, = (LCEOP,, — LCEOP,); LBKS;; = (LBKS;; — LBKS,)and so  on
while &, is also defined a$e;, — &). This within transformation is more efficient thalifferencing
transformation; asforward orthogonal deviation tends to work bettévart the first-differenced
transformation (Briderl, 2005; Hayakawa, 2009)sIbbvious that the problem of correlation between
firm-specific effect and lagged dependent varidides been dealt with in equation (5) but it creates

another problem of endogeneity: that is, correfati@tween lagged dependent variable and error term
[E(PERF;,_1, &) # 0]. As noted earlier the estimation technique to cwere this endogeneity problem

[E(PﬁFit_l, &) # 0] is GMM, taking clues from Arrelano and Bover (1995tudies (see Arellano and
Bond, 1991; Arellano and Bover, 1995; Ozkan, 20@/oldridge, 2001; Changt al., 2011) have
suggested using a lag of 2 or higher as good cHorciéne instrument variables. Similarly, Doucoglie

et al., (2012) opined that lagged values of explanatoayiables as instruments are fundamentally
significant in the analysis of corporate governaace agency issues.

Meanwhile, empirical studies (Holtz-Eaket al., 1988 and Buclet al, 2008) have shown that
when the number of cross-section (N) is greater tha number of time series observation (T), &stie
case in this study (N = 11 > T = 8), the problemnoh-stationarity of variables which is prevalemt i
time-series data may also surface in panel datiysasaln order to forestall spurious estimates tstiudy
conducts the panel unit root tests to examine thgosarity property of the variables with a view t
determining appropriate estimation technique, ubioidp Levin, Lin and Chu’s t-test and Im, Pesanad a
Shin’s Wald test. This also goes in line with tlesextion that one of the requirements for using the

dynamic panel data model is that all variables rbesttationary (Chang, Huang and Yang, 2011).

3.3Description and Measurement of Variables

1. CEO Pay (LCEOP): This is defined as the annual pay of the chiefcetive officer/managing
director of the respective banks. It is measurethbyog of annual CEO pay.

2. Earnings per Share (EPS) This is an accounting-based measure of performdhécs defined as
earnings per unit of ordinary shareholding and inieasured as the profit attributable to ordinary
shareholders of the Bank divided by the weightegraye number of shares outstanding during
the period.

3. Bank Size (LBKS} This is defined in terms of total assets owne@#agh bank. It is measured by
the log of total assets of the respective banks.



4. Leverage (LEV): This is debt ratio and it is defined and measimgthe ratio of total liabilities to
total assets.

5. Board Size (LBDS) This is the number of individuals on the main foodt is measured by the
log of total board size.

6. Board Composition (BDC) This is measured by the proportion of non-exeeudiirectors on the
board.

4. Empirical Results

4.1 Descriptive Statistics

The descriptive statistics of all the pertinentiahles in this study are presented in Table 1 be®w
average, the average CEO pay of the 11 quoted baiN7.53 million (US$297,062.5) and the median
is ¥30.402 million (US$190,012.5). For the entire stadperiod, the highest paid CEO receig53
million (US$2.206 million) while least paid CE@etsN3.868 million (US$24,175). Also, bank size
indicates that the biggest bank has assets woltle wd3,186.128 billion (US$19,913.3 million) while
the bank with least assets value stands3t.991 billion (US$199, 943.75). The average ofkbsize is
N789.059 billion ($4,931.62 million) and median ofworth ¥620.982 billion (US$3,881.14 million).
The overall average value of earnings per shai® i82K. The earnings per share (bank performance)
range between-1266K and 830K while the median8i26K. It is evidently clear that the bank with
highest board member has 20 members on board wWigldank with lowest board members has 6.
Average board size is approximately 14. The beardposition indicates, on average, that 59% of doar

members are non-executive directors. The bank hwghest proportion of non-executive members on

Table 1: Summary of Descriptive Statistics

| Mean Median max Min Std. Dev. |\
CEO PAY 47.530 30.402 353 3.868 54.444
@ 'Million)
Bank Size 789.059 620.982 3186.128 31.991 644.044
@'Billion)
Earnings Per Share 77.32 78.26 830 -1266 213.62
(in Kobo)
Board Size 13.85 14 20 6 3.05
Board Composition 0.59 0.57 0.92 0.33 0.09
(%0)
Leverage 0.82 0.84 0.99 0.00 0.12

Source: Authors' Computations, 2015



board has 92% while the bank with least proportibnon-executive directors on board has 33%. Lastly
average value of leverage is 82%. This shows 83&b of total assets of the 11 quoted banks were
financed with debt. The bank with highest leverhgs 99% while the one with lowest debt ratio h@8 0.
%.

Besides, the results of the Pearson correlatiomixniagtween variables are presented in the Table
2 below. The results show pairs of correlation leetvariables and it produces coefficients thatles®
than 0.5 (50%). The pair with highest coefficied#35) is between board composition and earnings pe
share. This is less than 50%. The evidence indidhgg the problem of multicollinearity is not adt in
this study. Similarly, as a robustness check, Vaealnflation Factors (VIF) is also used to further

confirm the authenticity of no multicollinearityhis evidence shows that the coefficients are f&s than

10. This is worked out using the conventional foim{tl/(l — rl-j)], wherer;; is pair of each correlation

Table 2: Pairwise Correlation Matrix

CEOP BKS EPS BDS BDC LEV
CEOP 1.000
BKS 0.162 1.000
EPS -0.082 0.203 1.000
BDS 0.135 0.432 0.257 1.000
BDC 0.276 -0.100 -0.435 -0.018 1.000
LEV -0.238 -0.294 0.149 0.113 -0.096 1.000

Source: Authors' Computation, 2015

coefficient (see Gujarati and Porter, 2009). Hawrnigically done this, it is very obvious that celation

coefficients among control variables do not suggestthreat of multicollinearity.

4.2 Panel Unit Root Tests
One of the fundamentals and requirements for usidgnamic panel data model is to ensure that the



Table 3: Summary of the Results from Panel Unit RaoTest

Variables Levin, Lin and Chu's t-test [LLC] Im, Pesaand Shin's Wald test [IPS]
(Level) (Assume common unit root process)  (Assumeidhghl unit root process)

Log of CEO pay (LCEOP) -28160.66*** -8670.90***
Log of Bank size (LBKS) -11.61%** -4.63***
Earnings per share (EPS) -6.13%** -1.94**
Log of Board size (LBDS) -10.63*** -1.95**
Board composition (BDC) -7.85%** -1.53**

Leverage (LEV) -5.32%** -2.02**

Note that *** and ** represent 1% and 5% signifité&vels respectively, given the null hypothesis:
LCEOP, LBKS, EPS, LBDS, BDC and LEV contain paml oot
Source: Authors' Computations, 2015

variables maintain stationarity properties (Changl.,2011); most especially when the number of cross-
sectional units is greater than the number of ts@ees observation (Buek al.,2008; Holtz-Eakiret al.,
1988) as it is the case in this study. In ordesidoertain the robustness of results, this studptaduanel
unit root test by Levin, Lin and Chu or LLC (200&)d Im, Pesaran and Shin or IPS (2003). The main
difference between the two is that the LLC assuamesmmon unit root test process while IPS allows fo
individual unit root process. The results of thesé root tests are presented in Table 3 below.rékalts
show that the variables contain neither individuaik root nor common unit root based on the prilesp

of Im, Pesaran and Shin’s (2003) Wald test andn,ehin and Chu’s (2002) test. The two tests rejedt
hypothesis that the variables contain the unit ppotess at 1% and 5% levels of significance. Hetiee
results depict that all the variables portray theignarity processes [that is, they are all iraéep of
order zero 1(0)] and as such, the issue pertaitonigsting for co-integration among the variabesiot
relevant in this study.

4.3 Discussion of Empirical Results on the Effect of EO Pay on Bank Performance

The results of the effect of chief executive offisg(CEO) compensation on bank performance in
Nigeria are presented and discussed in this secliois study adopts dynamic panel data model, using
dynamic generalized method of moments (GMM), folluyvthe footstep of Arellano and Bover (1995).
In using GMM, the reliability and validity of thestrument used matter a lot (see Wooldridge, 2001;
Arellano and Bond, 1991; Arellano and Bover, 198fsafe and Akinlo, 2013 and 2014). Lagged two of
all the explanatory variables are used as theunmsntal variables. Hence, to examine validity a th
instruments used, “J-statistic” and “instrumentkiaare examined. The results show that instrumankr
(30) is more than the number of parameters estamé® which indicates that Sargan test of over-
identifying restrictions can be conducted under rib# hypothesis that over-identifying restrictioase

valid. This is computed using “scalar pval = @ch{3eptatistic, k-p)” which generates the p-value of



0.1407. From this computation the null hypothesisver-identifying restrictions are valid. This iodtes
validity of the instruments used and the reliapilif the GMM estimates are confirmed. This simply
means that the instruments are not correlated evitbr terms; hence they are valid. Similarly, enicke
from the Wald test to examine the joint significaru the parameters showed F-statistic of 4105va#1
the p-value of 0.0000. This further confirms thieatglity of the model adopted.

Also, the results indicate that coefficient of poais year bank performance (proxy by earnings per
share, EPS, lagged by one) has negative and is@tisisignificant impact on the bank performanoe i
the current year at p-value less than 0.01. Thasvshthat previous bank performance is a significant
factor of the current bank performance but itsuefice is negative. In fact, the significance of the
coefficient of previous year bank performance alcated by the results, confirms the inappropriessn
of widely adopted ordinary least square (OLS) ameédirandom effects for this type of study (see
Wintoki et al.,2012).Meanwhile, the main focus of this study is to exagnihe influence of CEO pay on
bank performance in Nigeria. In view of this, theefficient of CEO pay (LCEOP, proxy by log of CEO
pay) exerts significant and negative influence ankbperformance at 1 percent level of significaides
result shows that the chief executive officers’ pamsation deteriorates shareholders’ value in Niger

banks; it further depicts the evidence of nonaligntrof interests of managers with those of shadss|

Table 4: Results from the Effect of CEO Pay on Bankerformance (PERF)
Dynamic Panel Generalized Method of Moment (Depeindariable: PERF)

Variable Coefficient t- Statistic Prob.
PERF(-1) -0.7272%** -37.6634 0.0000
LCEOP -1.4967*** -6.5934 0.0000
LBKS 1.7347%+* 3.0223 0.0040
LBDS 5.9433*** 6.3034 0.0000
BDC -18.7811*** -4.0599 0.0002
LEV 2.0098** 2.2565 0.0258
*** and ** denote 1% and 5% significant levels resgively
Instrument Rank =30
J-statistic =31.4705
Scalar pval =@chisq(31.4705, 30-6) = 07140
F-statistic (Wald Test) =4105.341
Prob (F-statistic) = 0.0000

Source: Authors' Computations 2015



This stands in contrast to the tenet of princiggra theory. These results raise a question agtiast
existence of explicit contractual arrangement thates CEO pay of Nigerian banks, given the faat th
the chief executive pay deteriorates the sharehsild@lue. This evidence supports the claim of bank
activist shareholders in Nigeria that “the way b= ke run today is too expensive and the incredible
salaries and allowances of bank chiefs constitutigg @rain on the banks” (Business World, 2012)eSé
findings support the study of Lakhat al., (2014) that CEO compensation was used as a tugneli
mechanism to expropriate shareholders insteadionfjltke corporate governance mechanism to converge
shareholders’ interests with those of managerso,Alsis study confirms the result of Khan and \deit
(2013).

Furthermore, size is one of the predominant fadtaas influence firm performance in the literature.
The results from Table 4 revealed that bank siZ&K&, proxy by log of total assets) is positive and
significant at p-value of 0.0040. These findingseia that the bigger the bank, the better the pevdoce.
This shows evidence of economy of scale in Nigebanks, and it indicates that bigger bank sizes
command confidence among depositors which coulg tieé banks to raise fund at cheaper costs.
However, this situation might have instigated bamlecutive directors to manoeuvre the compensation
processes by linking their pay to size rather tharformance, because size is more predictable than
performance (Tosetal., 2000). This result supports the findings of KQdeg(1994) and, Osuji and Odita
(2012). In addition, the coefficient of board s{z8DS, proxy by log of board size) shows positivela
significant influence on bank performance at Iéss1tl percent. This result proves that larger sard
better which indicates that the larger the bodre tetter the performance of the banks. This sugdfest
board members from different backgrounds bringhlioard different skills and professional expertis
which facilitate better decision making that entemank performance. This result is in line with the
studies of Sandatal., (2005), Kajola (2008), Kama and Chuku (2009)didie (2010) and, Duke Il and
Kamkpang (2011).

Moreover, the coefficient of board composition (BD@oxy by the proportion of non-executive
directors) exerts negative and significant influeran bank performance at p-value of 0.0002. This
suggests that an increase in the proportion ofex@tutive directors on board of Nigerian banks setod
make performance of the banks worse. This is ecgeéhat appointment of non-executive directors into
Nigerian banks’ board of directors might be foripcdl reason which does not help performance but
rather deteriorates the shareholders’ value. tihgious from the findings that the efficacy of adés

directors as governance mechanism in Nigerian lmigkiestionable. This finding is consistent witle th



studies of Yermack (1996), Agrawal and Knoeber @)98hagat and Black (2002), and Babatunde and
Olaniran (2009).

Contrarily, the findings indicate that leverageofpr by total debt as a ratio of total assets, LEV)
exerts positive and significant effect on bank perfance at p-value less than 0.05. This resulhis i
conformity with the agency theory, because leveragebe used as corporate governance mechanism to
put shareholders in a better position as debt leaelbe used for monitoring the managers (Jen$86,; 1
Agrawal and Knoeber, 1996; Osuji and Odita, 2012)view of this result, high leverage of 82%, on
average, in Nigerian banks seemed to have loweagedcy costs, reduced inefficiency and thereby ded t
improvement in bank’s performance on average. ¢, fiadis evident from these analyses that leverage
which is an external mechanism of corporate goveraaerves as necessary impetus to align the stgere
of managers with those of shareholders in Nigebanks. This study goes in line with the findings of
Agrawal and Knoeber (1996), Sanetaal., (2005) and, Osuji and Odita (2012).

5. Conclusion

In spite of the importance of CEO pay as a vital in the realm of corporate governance to bring
interests’ alignment between shareholders and GE®findings from this study emphasize that rather
than being a mechanism that would motivate the Cie@sirsue the shareholders’ interests, the CEO pay
of Nigerian banks deteriorates bank performancesadeholders’ value. This evidence shows that the
CEO pay worsens the poor corporate governanceiggadh the banking industry. This situation signal
nonalignment of interests between the CEO and bbhters of Nigerian banks. These findings support
the claim made by activist shareholders of Nigebanks that the incredible salaries and allowawtes
bank chiefs constitute a big drain on the bankss(Bss World, 2012). However, the conclusions drawn
from other governance variables showed that theaanhmf board size on bank performance was
significant and positive. This suggests that thieotifveness of board in terms of different skilisda
professional expertise which facilitate better dexis that enhance bank performance.

Meanwhile, the influence of board composition fdion of non-executive directors on board)
on bank performance was negative. This suggestapip@wintments of non-executive directors into bdoar
might be for political reasons rather than meriogr and integrity. Also, the findings revealed that
leverage exerted significantly positive influenae lmank performance. This proves that high leverEdge
Nigerian bank on average has lowered agency caxdsiced inefficiency and thereby facilitated bank
performance. The outcomes of the findings likewaseduced evidence that bank size has strong pesitiv

influence on bank performance in Nigeria. This shdkat the industry has started to reap the benefit



bank consolidation exercise that was introduce@d@5. It also depicts that the bigger the banks, th
better the performance. In a nutshell, there ideawce of economy of scale in Nigerian banks. Thdyst
therefore concludes that there should be a soamdefivork and appropriate contractual arrangement tha
will guide the CEO pay of Nigerian quoted banksorder to ensure better practices of corporate

governance in the industry.
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