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ABSTRACT

This study investigates the impact of corporate governance mechanisms on the share prices of
quoted commercial banks in Nigeria, focusing on the roles of board gender diversity, board size,
and independent directors. Using data from 60 observations across five quoted commercial banks
in Nigeria employing the Fixed Effects (FE), Random Effects (RE), and Robust (ROBUST)
regression models, the study evaluates how these governance variables influence financial
performance. The analysis also explores the moderating role of institutional quality in enhancing
the effects of corporate governance on share prices. The findings reveal that board size and
independent directors significantly impact share prices, with coefficients consistently significant
across all models. Specifically, larger boards and a higher proportion of independent directors are
associated with higher share prices, underscoring their role in enhancing decision-making,
oversight, and investor confidence. Conversely, board gender diversity does not statistically affect
share prices, suggesting that other factors may be more crucial in financial performance. The
interaction effects with institutional quality highlight that strong institutional frameworks can
amplify the positive impacts of independent directors and board size on share prices. However,
institutional quality does not significantly moderate the effects of directors' equity ownership or
gender diversity. These results suggest practical recommendations for banks, including optimizing
board size, prioritizing independent directors, and supporting gender diversity initiatives.
Additionally, enhancing institutional quality can further bolster the effectiveness of governance
practices. The study underscores the complexity of linking corporate governance to financial
outcomes and advocates for continued research to explore these dynamics in greater depth.
Keywords: corporate governance mechanisms, financial performance, gender diversity,
institutional quality, quoted commercial banks.
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INTRODUCTION

Sound corporate governance practices are generally acknowledged as essential to the sustainable
economic performance of nations and corporations. The financial crisis in the latter part of the 1990s
and 2000, which saw some of the most scandalous corporate collapses and fraud, has further
escalated the issue of corporate governance to the zenith of international discourse as a critical
component of global financial stability. According to Vaughn et al. (2006), corporate governance is
of particular concern in developing economies, where the infusion of international investor capital
and foreign aid is essential to economic stability and growth. Financial institutions, especially banks
and oil and gas firms, lead in driving corporate governance initiatives. This is because of their
indisputable contribution to national growth and economic welfare. Banks are adjudged to contribute.
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massively to the national GDP. Khaled (2019) opined that banks are very important institutions and
serve as the backbone of the financial sector, which plays a crucial role in developing different
economic sectors. Moreover, Ebimobowei (2022) opined that oil and gas revenue contribute about
90% of foreign exchange that supports GDP growth. However, weak corporate Governance has
adversely affected Africa and other developed countries, leading to global scandals and business
failures such as Worldcom and Enron. South Africa saw the collapse of one of their biggest listed
companies, Steinhoff. Before its collapse, Steinhoff was among the top 10 companies on the
Johannesburg Stock Exchange (Rossouw & Styan, 2021). In Ghana, weak corporate governance
led to the collapse of Capital Bank, DKM, Ghana Microfinance, and UT Bank. In Nigeria, poor
governance structure led to the collapse of various banks, including Oceanic Bank, Diamond Bank,
and recently Heritage Bank. These failures have led national governments to institute various
governance codes to secure stakeholders' interests, prevent abuse, and promote sustainable business
practices and performance. These steps have attracted the attention of researchers who have carried
out various studies seeking to ascertain how the adoption of sound corporate governance mechanisms
impacts the performance of companies as reflected in their market share value.

However, the connection between good governance practices and share prices remains a largely
unresolved puzzle. This uncertainty stems from the lack of consensus on how firms' governance
structures affect their stock performance (DeAngelo, 2021). The financial outcomes concerning
optimal share price determinants show a lack of unanimity on the theoretical foundations supporting
corporate governance decisions and their impact on share prices, complicating the relationship.
Consequently, share prices are influenced by various factors across sectors, industries, and countries
(Owiredu et al., 2020). For example, firm size, profitability, tangibility, and growth can yield
different results depending on the industry, sector, or even the level of economic development (Bajaj
et al., 2020b; Bolarinwa & Adegboye, 2020; Ezeani et al., 2021). While the determinants of share
prices have been continually revisited, determining the extent of their influence on firms and their
theoretical foundations has proven challenging. The debate over the optimal determinants of share
prices, shaped by corporate governance, remains inconclusive both theoretically and empirically.
Thus, insight into how the conflicting variables shape their application leads to inconsistent results.

While several scholars have focused on the influence of corporate governance in determining firm
performance and share prices (Akinto, 2021; Ozil, 2021; Ehikioya et al., 2021), others consider board
structure or composition, CEO characteristics, board diversity, and the management team's actions
and inactions (Garcia & Herrero, 2021; Ali et al., 2021; EImoursy, 2020; Ozil, 2021), as well as how
these factors impact bank share prices. Although the Nigerian economy is still classified as emerging
in the global market, it is difficult to generalize findings from other countries regarding the extent to
which corporate governance influences share prices (Lartey et al., 2021; Martin-Flores & Petit-
Romec, 2021). The role of institutional quality in determining share prices cannot be overlooked.
Institutional quality encompasses factors such as the rule of law, regulatory quality, and the control
of corruption, which directly impacts investor confidence and firm performance (Winful, Sarpong &
Agyei-Ntiamoah, 2016). High institutional quality ensures that firms operate in a predictable and
stable environment, thereby reducing risks associated with regulatory changes and corruption
(Nguyen & Dao, 2022). For banking companies in Nigeria, strong institutional frameworks can
enhance corporate governance practices, leading to more transparent and accountable management.
This positively influences investor perceptions and share prices, as investors are more likely to invest
in firms operating within robust institutional frameworks.
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Despite the large quantity of studies on corporate governance and firm performance in developed
nations (Attaoui et al., 2021; Ayala & Blazsek, 2021; Ezeani et al., 2021; Garcia & Herrero, 2021;
Gyimabh et al., 2021; Lartey et al., 2021; Martin-Flores & Petit-Romec, 2021). This disparity makes
it challenging to draw firm conclusions about industrialized nations' findings and forecast financial
actions in emerging markets. Understanding corporate governance in emerging economies like
Nigeria is crucial for developing effective strategies, considering local market dynamics and
regulatory environments. Recent academic focus has been on factors influencing firm performance,
encompassing firm-specific, industry-specific, and nation-specific factors like profitability, asset
tangibility, growth opportunities, firm risk, dividend policy, firm size, and leverage (Grabinska et al.,
2021; Bolarinwa & Adegboye, 2020; Miglo, 2020; Ezeani, 2019). Comparative research has linked
optimal firm performance with the efficacy of corporate governance, highlighting elements such as
board composition, CEO characteristics, gender diversity, board independence, and management age
range. These factors interact significantly in formulating and implementing policies regarding debt
and equity choices, which are essential for firms' financial stability and growth.

Studies on the relationship between corporate governance and firm performances have explored the
impact of various intervening variables of corporate governance, including gender diversity (Zaid et
al., 2020; Garcia & Herrero, 2021), board attributes (Ali et al., 2021; Ali et al, 2021b; Garcia &
Herrero, 2021; Tahir et al., 2020), board quality (Gyimah et al., 2021; Nguyen et al., 2021), board
composition and characteristics (Ezeani et al., 2021; Grabinska et al., 2021; Lartey et al., 2021), and
board ownership structure (Ibrahimy & Aidi, 2021). However, these studies have often shown limited
application of corporate governance factors and produced inconsistent conclusions, reflecting diverse
empirical and theoretical foundations. This inconsistency indicates a gap in understanding the
relationship between corporate governance and market shares of the banking industry. This research
seeks to fill this gap by analysing how corporate governance mechanisms such as board size, gender
diversity, independent directors, and directors' equity ownership influence share prices in Nigerian
commercial banks, considering the moderating effects of the quality of institutional indicators and
spanning the period from 2011 to 2023 in Nigeria. Thus, this study aims to examine the effects of
corporate governance mechanisms on the share prices of quoted commercial banks in Nigeria.

LITERATURE REVIEW

Theoretical review

Several theories have been used to explain the connection between good corporate governance and
firm share price. However, this study is underpinned by the Agency theory.

Agency theory

The agency theory was propounded following a publication in 1976 by Michael Jensen and William
Meckling, who identified elements from the theory of agency when considering the theory of the
firm. Agency Theory deals with the relationships between principals (shareholders) and agents
(company management), focusing on how conflicting interests between these stakeholders can lead
to agency costs that impact firm performance and shareholder value. At the heart of this theory is the
idea that corporate governance mechanisms, such as ownership structure, board independence, and
CEO duality, serve as key tools to align the interests of management with those of shareholders,
potentially enhancing firm value and, consequently, share prices (Jensen & Meckling, 1976; Fama
& Jensen, 1983). This theoretical base is especially relevant to studies focusing on the influence of
corporate governance on the share prices of quoted banks, as it provides a prism through which to
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assess how governance mechanisms can mitigate agency conflicts, thus improving investors' value
reflected in share prices.

Agency theory is more relevant in emerging markets such as Nigeria and South Africa. These
countries' unique regulatory environments and economic conditions accentuate the need for a deeper
investigation into how governance practices are implemented and their effectiveness in reducing
agency costs (Adegbite, 2015). Moreover, by considering institutional quality as a moderator, one
can explore the dynamics between corporate governance and share price movements, illustrating the
adaptability of agency theory to diverse market conditions and economic environments.

Empirical review

Many researchers have shown tremendous interest in studying the nuanced relationship between
Corporate Governance and bank performance and the impact on companies' share prices. Generally
speaking, banks are considered the most important financial institutions in a country due to their
robust financial intermediation role and capacity to mobilise depositors' funds for their operations.
The nexus between corporate governance mechanisms and the performance of banks is a highly
debated topic with mixed and sometimes incomplete findings.

Wilson and ThankGod (2021) found that CG mechanisms such as the board of directors and the
whistle-blowing policy positively and significantly impact banks' financial performance. In contrast,
risk management and financial performance did not show a significant association. Al-Amin (2023),
using a sample of 20 commercial banks listed on the Dubai Stock Exchange, reveals that
shareholders' rights and significant ownership have a negative but minimal impact on share prices,
while the company board of directors and the role of stakeholders all have a positive and significant
effect on share prices.

In a study examining the effect of the main determinants of firm performance, as well as the
relationships between firm performance and board structure—which includes board diversity, board
size, and board independence—EImoursy (2020) reviewed UK companies listed on the London
Stock Exchange (LSE) from 1999 to 2016 using a panel regression model. The study's results
demonstrated that board size has a significant positive relationship with decisions related to debt
financing, while firm size and tangibility, acting as moderating variables, also have a significantly
positive relationship to the firm's leverage, aligning with the trade-off theory. The study's focus on a
developed economy like the UK makes generalizing findings to other countries challenging.

A study by Ali et al. (2021a) also explored the effects of corporate governance, firm age, and top
management experience on the performance of firms listed on Borsa Istanbul, Turkey. The research
utilized a regression model analyzing non-financial listed firms in Pakistan from 2013 to 2017. The
findings reveal that board size, foreign directors, and firm size have statistically significant and
positive effects on leverage, aligning with the trade-off theory predictions. They noted that larger
board sizes can lead to prolonged decision-making and increased conflicts, weakening corporate
governance practices and resulting in higher equity value. In addition, ownership concentration was
considered an important influence on equity performance.

As it is positively correlated with leverage (Sewpersadh, 2019). In investigating how diversification
influences the relation between corporate governance and the firm performance of firms in the United

Eyo & Akeh (2024). Corporate governance mechanisms and share prices of quoted ...
www.cjobaf.com



Calabar Journal of Finance and Banking VVolume 5, Issue 1 (2024) 70

States (U.S.) from 1998 to 2014 using baseline panel regression, the study concluded that corporate
governance has opposite effects on financial performance depending on whether a firm is diversified
or focused. Therefore, entrenched managers, who own shares in the firms, take advantage of better
access to debt finance and use more leverage to improve firm value. Importantly, it therefore also
predicts that leverage will decrease as governance improves.

On board gender diversity attributes, Zaid et al. (2020) examined the nexus between board attributes
and a firm's financing decisions of non-financial listed firms in Palestine, moderated by gender
diversity, and how board characteristics affect a company's performance decisions. The results
indicate that the impact of board size and board independence is more positive under a high level of
gender diversity. In contrast, gender diversity positively and significantly impacts a firm's capital
value and moderates the nexus between board characteristics and a firm's debt level. The findings
align with Nguyen et al. (2021), who found that the proportion of female directors on the board
positively and significantly influences the speed of adjustments of optimum equity structure.

Previous studies have revealed that independent directors influence firm performance. Lartey et al.
(2021) found that co-opted independent directors are positively associated with financial
performance. The study evaluates the monitoring effectiveness of both non-co-opted and co-opted
independent directors regarding firm performance decisions, using data from US firms over the
period from 1996 to 2015.

Similarly, Ezeani et al. (2021) examined the impact of board characteristics on the firm performance
dynamics of Japanese, German, and French firms, which are classified as bank-based economies with
a different (stakeholder-oriented) corporate governance (CG) approach. They found that outside
(independent) directors have a positive relationship with market leverage in Japan. Likewise, Ali et
al. (2021b) explored the effect of corporate governance, firm age, and top management experience.
Their results show that firm size, age, and board independence are statistically significant and
positively related to the firm's leverage, which aligns with the predictions of trade-off theory.

McGuinness (2021) found that independent director representation and board gender diversity are all
insignificant in explaining share growth. This follows a study on assessing the evolution of firm
performance for Chinese firms as they transition from non-listed to seasoned publicly traded entities.
Similarly, Fasua et al. (2020) used the random effects regression method to examine the impact of
structure, management, and ownership concentration on the performance of Nigeria's listed
agricultural firms from 2009 to 2019. The results showed that managerial ownership and ownership
concentration have no significant effect on performance. The study implies that firm performance
remains unchanged regardless of the degree of managerial ownership. This contradicts the analyses
of Ibrahimi and Aidi (2021) and Grabinsky et al. (2021).

In the study by Farooq & Pashayev (2019) on the asymmetric impact of various board characteristics
on the firm performance of non-financial firms in six European countries between 2008 and
2014, the quantile regression method was used to explore the firm performance of conditional
quantiles. The study's results indicate the asymmetric impact of board characteristics on the firm
performance at different points of the conditional distribution of capital structure.

In the analyses of the influence of company boards on corporate policies, PeiZhi and Ramzan (2020)
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investigated the influence of board structure on corporate governance, profitability, and firm
performance of 254 listed companies on the stock exchange of Thailand. Analyzing data based on
the multiple indicators and multiple causes (MIMIC) model revealed that the board structure of
independent directors, directors' relatives, and corporate governance disclosure positively influence
profitability and share value. The study noted that good corporate governance drives performance
and performance choices.

Other studies have also revealed negative outcomes despite the significant positive relationship
between corporate governance variables and equity value. Grabinsky et al. (2021) found that board
size negatively and significantly influences firm performance after reviewing the impact of corporate
governance on the performance of companies in the energy industry in Poland using OLS regression
models. The study concluded that agency theory is less applicable to energy companies due to their
high proportion of fixed and tangible assets and low share of intangible assets. In contrast, the
pecking order theory is most useful in the energy sector. The trade-off theory has little impact due to
a lack of significant bankruptcy risk. Regarding gender diversity and firm leverage, Garcia & Herero
(2021) found that women directors have a negative relationship with leverage, cost of debt, and debt
maturity. Additionally, having a small, independent board with a high ratio of women directors
reduces the likelihood of financial distress. The study investigated whether board gender diversity
influences firms' capital structure, cost of debt, and debt maturity by examining a sample of 1,416
non-banking European listed firms from 2002 to 2019 using dynamic panel data estimation.
Theoretically, the study aligns with agency theory, suggesting that increased monitoring by female
directors reduces default risk and acknowledges gender behavioral differences in leadership
positions.

On independence of the director, contrary to its finding of a positive relationship with leverage in
Japan, Ezeani et al., (2021) also found that outside director is negatively related to market leverage
in Germany and France, while board size is negatively related to the market and book leverage in all
three countries of Japan, Germany, and France. Similarly, Ali et al. (2021a) found similar results
from their analysis of the relationship between board independence and leverage.

In a study on the impact of ownership structure on financial performance, Ibrahimy & Aidi (2021)
conducted a study to examine the relationship between ownership structure and firm performance of
the manufacturing sector in Malaysia with one of the focuses being the impact of managerial
shareholdings (MSO), on firm performance decision to alleviate the agency problem due to
separation of ownership and control. The study found a negative relationship between managerial
shareholdings and equity performance. It also found that some controlled variables, like the firm's
size, are significantly negatively correlated with share structure. This result supports the pecking
order theory, which prefers internal funding to external support; hence, the firm will opt for equity
financing over debt financing.

Other attributes of corporate governance's influence on firm performance, as investigated by
Elmoursy's (2020) results, indicated that board independence and diversity negatively and
significantly influence debt financing. The study recognised an important factor: uncertainties
created by shareholders who ignore the board decisions because of the non-alignment of interest
occasioned by information asymmetry. Similarly, Ahmed (2019) investigated the relationship
between three variables: capital structure, ownership structure, and corporate governance, focusing.
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on SMEs in Ghana. The study used a regression model to analyse data on SMEs from 2010 to 2016.
The result of the study was mixed, with all positive relationships for all corporate governance
variables except for board size. The study concluded that ownership and corporate governance affect
the financing mix of SMEs in Ghana. Based on this result, it would be argued that SMEs with good
management practices in board composition and ownership, accounting, and effective resource
controls may experience good performance.

Nguyen et al., 2020), used 247 non-financial listed companies on the Ho Chi Minh Stock Exchange
[HOSE] in Vietnam over five years from 2014 to 2018 to ascertain the impact of corporate
governance on stock price synchronicity and found that there is a positive impact of board size and
foreign ownership but the negative impact of managerial ownership on stock prices. Uwuigbe (2013),
using a sample of 30 companies listed on the NSC and analyzing using regression correlation, found
that ownership structure has a negative association with share price. In contrast, the audit committee
is positively related to share price. However, Osamwonyi & Ogbeide (2015) sampled 20 companies
quoted in the Nigerian Stock Exchange between 2008 and 2012 using secondary data obtained from
financial statements and analysed using ordinary least squares regression and found that audit
committee size does not exert any significant impact on share price. Meanwhile, ownership
concentration significantly impacts share price, while changes in ownership concentration have a
significant impact on share price.

Despite extensive research on corporate governance and its impact on share prices, significant gaps
remain, particularly concerning the effects in different sectors within emerging markets like Nigeria.
While numerous studies have examined corporate governance in general, there is a lack of focused
research comparing its specific mechanisms—such as board size, gender diversity, independent
directors, and directors' equity ownership—in the banking sector. This sector operates under different
regulatory frameworks and faces distinct operational challenges, necessitating an understanding of
the nuanced impacts of governance practices on share prices.

METHODOLOGY

The ex-post facto research strategy was chosen for this study per Gujarati's (2003) assertion that it is
one of the best research methods for finding the cause-and-effect relationship between the
independent and dependent variables to demonstrate a causal link among them. The study involves
five (5) quoted commercial banks listed on the Nigerian stock exchange between 2011 and 2023.

Model specification

The essence of this research was to examine the effect of corporate governance on the share prices
of selected quoted banks in Nigeria. To realize this objective, this study augmented the model
presented in Prabowo et.al (2020), which captured three variables of corporate governance as
follows:

SPiy = ag + P1IND; + BoINS; + B3DDS; + €4 1)

Where:

SP = Stock Prices of respective banks and oil and gas companies in Nigeria,

IND = independent directors proxied by the percentage of the number of independent directors to
the total number of directors at 'l' at the time 't
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INS = institutional ownership, which is proxied by non-board member share ownership.
DDS = directors' equity ownership. Measured as a proportion of outstanding shares owned
collectively by all directors.

The above model was augmented to accommodate variables such as board size, gender, board
diversity, and independent directors, thus dropping institutional ownership due to the
unavailability of data. The research also considered institutional quality as a control variable. By
incorporating institutional quality into the analysis, the study thus isolates the specific effects of
the governance mechanisms on share prices, ensuring that institutional trends do not confound the
results.

Therefore, the augmented model is presented as follows:

Where,

SP = Stock Prices of selected quoted commercial banks in Nigeria,

IND = independent directors proxied by the percentage of the number of independent directors to
the total number of directors at 'i at the time "t

BDS = board size,

GBD = gender board diversity,

INS represents Institutional Quality.

a is the intercept,

| and t represent firm and time individually,

B1... Psare the coefficients of the independent variables, and e is the error term.

The augmented model presented in this research is justified by its comprehensive approach to
capturing the multifaceted nature of corporate governance and its impact on share prices. By
including variables such as board size (BDS), gender board diversity (GBD), and independent
directors (IND), the model addresses key aspects of corporate governance that are crucial for firm
performance. Board size is significant, as it reflects the capacity for diverse input and effective
oversight. In contrast, gender board diversity is increasingly recognized for promoting various
perspectives and improving decision-making processes. Independent directors ensure that
decisions are made in the best interest of shareholders, free from internal conflicts of interest.
These variables collectively provide a robust framework for analyzing how governance structures
influence share prices.

Furthermore, including institutional quality (INS) as a control variable enhances the model's
robustness by accounting for broader institutional factors affecting firm performance. Institutional
quality encompasses factors such as the rule of law, regulatory effectiveness, political stability,
Rule of law, accountability, and control of corruption. High institutional quality supports a stable
business environment, fostering investor confidence and potentially leading to higher share prices.
Incorporating this control variable ensures that the analysis isolates the specific effects of corporate
governance mechanisms from broader institutional influences.

Lastly, the model's structure, which involves regressing stock prices (SP) on multiple governance
variables and institutional quality, aligns with established financial and governance research.
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methodologies. This alignment ensures that the results are comparable with existing studies and
that the findings can contribute meaningfully to the ongoing discourse on corporate governance
and firm performance. By capturing a comprehensive set of variables and controlling for
significant external factors, the model provides a nuanced and detailed understanding of how
corporate governance influences share prices in the context of the Nigerian banking sector. This
thorough approach enhances the reliability and validity of the research findings, significantly
contributing to the field.

Estimation and analytical techniques

Several studies have used panel data to examined the effect of corporate governance on stock price,
which multiple observations comprising of both cross sectional and time dimensions (Nooitgedagt,
2020; Ezeani, 2019; Bolarinwa &Adegoke, 2020), In this study, the effect of heteroskedasticity
that can be attributed to temporal and cross-sectional effects in the data set was addressed using
the robust least square regression. Numerous robustness tests were run on the data, including the
panel data regression. The estimation results were evaluated using a series of significance tests (t-
tests) and overall statistical significance tests (F-tests), and the coefficient of determination was
used to measure how well the model fit the data (R-squared). The analysis was carried out using
the STATA-16 software suite.

Apriori expectations

Understanding the expected relationships between corporate governance mechanisms and share
prices is crucial for setting a baseline for empirical analysis. The apriori expectations in this study
are based on existing theories and empirical research, providing a framework to anticipate the
direction and nature of these relationships. The presence of independent directors on a company's
board is generally expected to have a positive impact on share prices. Positive (+) effective
oversight and reduction of agency problems should lead to higher share prices, while the impact
of board size on share prices is more complex and can be either positive or negative, thus, the
expected sign for board size is indeterminate and can be either be positive or negative, depending
on the specific dynamics of each firm. Positive (+) or Negative (-); Diverse perspectives might
enhance performance, but excessive size could hinder decision-making. Similarly, gender
diversity on corporate boards is anticipated to affect share prices positively. Therefore, it is
expected that companies with greater gender diversity on their boards will experience positive
impacts on their share prices. Gender Board Diversity (GBD): Positive (+); Diverse boards can
improve decision-making and innovation. Institutional quality is one critical control variable
encompassing factors such as the rule of law, regulatory effectiveness, and control of corruption.
High institutional quality provides a stable and predictable business environment, which fosters
investor confidence. A robust institutional framework can enhance corporate governance practices,
reduce risks, and promote long-term firm performance. Thus, better institutional quality is
expected to influence share prices positively. Institutional Quality (INS): Positive (+); A stable
business environment supports better governance and firm performance. These apriori
expectations set the stage for testing the hypothesized relationships in the augmented model,
providing a basis for understanding how different aspects of corporate governance influence share
prices in the Nigerian context. By empirically validating these expectations, this study aims to
contribute to the broader discourse on corporate governance and firm performance in emerging
markets.
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DATA ANALYSIS, RESULTS, AND DISCUSSIONS

The summary statistics presented in Table 1 provide an overview of seven variables across 60
observations, offering insights into their central tendency, dispersion, and range. The variables
include Share Prices (SP), Independent Directors (IND), Board Size (BDS), Gender Board
Diversity (GBD), and Institutional Quality (INS). Starting with Share Prices (SP), the mean value
is 0.3888, with a substantial standard deviation of 12.012, indicating considerable variability
among the observations. The minimum and maximum values range from 2.2763 to 175.247,
reflecting a wide span in share prices. For Independent Directors (IND), the mean is relatively low
at 0.1019, with a standard deviation of 7.4434, suggesting notable differences in the proportion of
independent directors. The values range from 0 to 24.4108, highlighting variability in board
composition across the observations. Board Size (BDS) has a mean value of 2.2567 and a small
standard deviation of 0.2545, indicating consistency in the size of boards. The range is narrower,
with values between 0 and 2.83321. Gender Board Diversity (GBD) shows a mean of 15.973 and
a standard deviation of 13.116, suggesting variability in gender diversity on boards. The minimum
value is 0, while the maximum reaches 71.4287, indicating a wide range in gender diversity. Lastly,
Institutional Quality (INS) has a mean of 22.981 and a standard deviation of 3.9192, indicating
moderate variability. The range of values, from -1.018 to 2.95577, reflects differences in the
quality of institutions. These summary statistics provide a comprehensive snapshot of the data's
central tendency, variability, and range for the variables under study.

Table 1: Summary statistics

Variable Obs Mean Std. Dev. Min Max

SP 60 0.3888 12.012 2.2763 175.247
IND 60 0.1019 7.4434 0 24.4108
BDS 60 2.2567 0.2545 0 2.83321
DDS 60 8.3418 12.818 0 55.5556
GBD 60 15.973 13.116 0 71.4287
INS 60 22.981 3.9192 -1.018 2.95577

Source: Author's computation using Stata 16 SE, 2024

Correlation

The correlation matrix in Table 2 presents the pairwise correlations between the variables: Share
Prices (SP), Independent Directors (IND), Board Size (BDS), Gender Board Diversity (GBD), and
Institutional Quality (INS). The values range from -1 to 1, indicating the strength and direction of
the linear relationships between the variables. While the Share Prices (SP) have a negative
correlation of -0.0789 with Independent Directors (IND), suggesting a weak inverse relationship
between share prices and the proportion of independent directors. The correlation with Board Size
(BDS) is 0.0138, indicating a weak positive relationship. Share Prices (SP) also show a weak
positive correlation with Gender Board Diversity (GBD) at 0.0286. The correlation with
Institutional Quality (INS) is -0.331, indicating a moderate negative relationship.
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Table 2: Pairwise Correlation

Variables SP IND BDS DDS GBD INS
SP 1

IND -0.0789 1

BDS 0.0138 0.0386 1

DDS 0.0364  0.0421 0.2412 1

GBD 0.0286  0.0294 0.0265 0.1522 1

INS -0.331 0.2742 0.1125 0.0616 0.1194 1

Source: Author's computation using Stata 16 SE, 2024

Independent Directors (IND) show a weak positive correlation with Board Size (BDS) at 0.0386.
The correlation with Gender Board Diversity (GBD) is 0.0294, indicating a weak positive
relationship. However, the Independent Directors (IND) have a moderate positive correlation with
Institutional Quality (INS) of 0.2742. Board Size (BDS) has a weak positive correlation with
Gender Board Diversity (GBD) at 0.0265. The correlation with Institutional Quality (INS) is
0.1125, suggesting a weak positive relationship. Gender Board Diversity (GBD) has a weak
positive correlation with Institutional Quality (INS) at 0.1194. As reported in Table 4.2, the
correlation results show that no pair of variables is highly correlated. Thus, multicollinearity will
not be an issue in the model.

Unit Root test

The unit root test results in Table 3 assess the stationarity of seven variables using the Levin, Lin,
and Chu (LLC) and Im, Pesaran, and Shin (IPS) tests at both levels and first differences.
Stationarity is vital for time series data analysis to avoid spurious regression results. For Share
Prices (SP), the LLC test statistics at both levels (-5.3256) and first differences (-10.3438) are
significant at the 1% level, indicating that SP is stationary at both levels and first differences.
Similarly, the IPS test statistics at both levels (-2.2584) and first differences (-3.1373) are
significant at the 1% level, confirming the stationarity of SP. Independent Directors (IND) show
mixed results. The LLC test statistic at the level (-1.3938) is significant at the 10% level, and at
the first difference (-6.4748) it is significant at the 1% level, indicating that IND becomes
stationary after differencing. The IPS test statistic at the level (-0.1445) is insignificant, while at
the first difference (-3.9691) it is significant at the 1% level, confirming that IND is stationary after
first differencing. Board Size (BDS) is non-stationary at levels, as indicated by non-significant
LLC test statistics at both levels (3.5765) and first differences (3.2872). However, the IPS test
statistic at the level (1.4571) is not significant, while at the first difference (-1.6299) it is significant
at the 10% level, suggesting that BDS becomes stationary after differencing.
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Table 3: Unit Root test result.

LLC IPS
Variables LEVEL FIRST LEVEL FIRST
SP -5.3256%%** -10.3438%** -2.2584 % 3 ] 3773k
IND -1.3938* -6.4748%*** -0.1445 -3.9691 *#*
BDS 3.5765 3.2872 1.4571 -1.6299*
GBD -1.4937* -4.7171%%* -1.4743* -2.6368%#*
INS 10.2463 6.5413 -0.6215 -1.5465*

Note: * means 10% ** implies 5% and *** implies 1% significant level
IND-Independent Directors; BDS-Board Size; GBD-Gender Board Diversity; INS-
Institutional Quality (Average of all variables); SP-Share Prices

Author's computation using Stata 16, 2024

Gender Board Diversity (GBD) becomes stationary after differencing. The LLC test statistic at the
level (-1.4937) is significant at the 10% level, and at the first difference (-4.7171) it is significant
at the 1% level. The IPS test statistic at the level (-1.4743) is significant at the 10% level, and at
the first difference (-2.6368) it is significant at the 1% level, confirming the stationarity of GBD.
Institutional Quality (INS) is non-stationary at levels, with the LLC test statistics at both levels
(10.2463) and first differences (6.5413) not significant. The IPS test statistic at the level (-0.6215)
is insignificant, while at the first difference (-1.5465) it is significant at the 10% level, indicating
that INS becomes stationary after differencing.

The unit root test results indicate that only Share Prices (SP) were stationary at levels and first
differences. Other variables such as Independent Directors (IND), Board Size (BDS), Gender
Board Diversity (GBD), and Institutional Quality (INS) are non-stationary at levels but become
stationary at their first differencing. These results are crucial for further time series analysis to
ensure valid inferences.

Test of hypothesis

The number of observations is 60 for the model, and the R-squared value for the fixed effect (FE)
model is 0.765, indicating that the independent variables explain approximately 76.5% of the
variance in share prices. Year dummies are included in the model to control for year-specific
effects. The number of companies analysed differs, with the FE and ROBUST models including
five, while the RE model includes five companies.
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Table 4: Effect of corporate governance on the Share Prices of selected quoted
Financial Institutions in Nigeria

VARIABLES (FE) (RE) (ROBUST)
L.SP -0.0582 % -0.0670%** 0.0176
(0.02406) (0.0214) (0.0522)
IND 2.845%** 4.272%** 0.0971%%*x*
(5.566) (6.417) (1.123)
BDS 0.123%* 0.0528%** 0.0251**
(0.166) (0.0158) (0.0221)
GBD 0.217 -0.281 -1.865
(0.786) (0.914) (1.184)
INS 1.294 %% 1.124%** 0.138%**
(1.131) (920.9) (0.367)
Constant 0.246 0.247 0.246
(2.588) (2.588) (2.588)
Observations 60 60 60
R-Square 0.765 - -
Year Dummies Yes Yes Yes
Number of companies (n) 5 5 5

Note: Robust standard errors in parentheses, *** p<0.01, ** p<0.05, * p<0.1.
IND-Independent Directors; BDS-Board Size; GBD-Gender Board Diversity; INS-
Institutional Quality (Average of all variables); SP-Share Prices

From the result in Table 4, gender board diversity (GBD) does not have a statistically significant
effect on share prices in any of the regression models. This is evident from the coefficients for
GBD across the Fixed Effects (FE), Random Effects (RE), and Robust (ROBUST) models. In the
FE model, the coefficient for GBD is 0.217, suggesting a slight positive impact, but this effect is
not statistically significant. Similarly, the RE model shows a coefficient of -0.281, indicating a
small negative impact, which is insignificant. The ROBUST model yields a more pronounced
negative coefficient of -1.865, but the result is not statistically significant. Therefore, gender
diversity significantly impacts the share prices of quoted commercial banks in Nigeria.

The lack of statistical significance across all models suggests that gender diversity on the boards
of these financial institutions does not have a clear or consistent impact on their share prices within
the sample period analysed. This result may indicate that other factors or aspects of corporate
governance have a more direct and measurable effect on financial performance than gender
diversity. It is important to consider several possible reasons for this lack of significant impact.
Firstly, the sample size of 5 companies may be too small to capture the effects of gender diversity
adequately. Additionally, the impact of gender diversity might be more nuanced and influenced
by other mediating variables not included in the models, such as the specific roles and influence
of women on the board, the overall board dynamics, or the cultural context within which these
companies operate. This finding correlates with that of Sewpersadh (2019), Vijayakumaran &
Vijayakumaran (2019), Ji et al. (2020), and Zaid et al. (2020), who affirm that gender diversity is
crucial to the equity performance of firms.
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Furthermore, while gender diversity is widely recognized as a beneficial practice for enhancing
board decision-making and fostering diverse perspectives, its direct effect on financial
performance may not be immediately apparent regarding share prices. It is possible that the
benefits of gender diversity manifest in other areas, such as improved corporate reputation,
employee satisfaction, or long-term strategic planning, which may not be directly captured in
short-term share price movements. Overall, while gender diversity on boards is a critical aspect of
good corporate governance and inclusivity, its direct influence on share prices within these
Nigerian financial institutions does not appear significant based on the available data and models.
This finding underscores the complexity of linking corporate governance practices to financial
outcomes. It suggests further research to explore the broader implications and benefits of gender
diversity in corporate settings.

Board size (BDS), on the other hand, positively impacts share prices, as evidenced by the
coefficients across the three models: Fixed Effects (FE), Random Effects (RE), and Robust
(ROBUST). In the FE model, the coefficient for board size is 0.123, indicating that an increase in
board size by one unit is associated with a 0.123 unit increase in share prices. This relationship is
statistically significant at the 5% (p<0.05). Similarly, in the RE model, the coefficient is 0.0528;
in the ROBUST model, it is 0.0251, which is also significant at the 5% level. Hence, signifying a
significant relationship between board size and the share prices of quoted commercial banks in
Nigeria. The consistent positive and significant impact of board size on share prices across all
models underscores the importance of an adequately sized board in enhancing the financial
performance of financial institutions. This result correlates with Sheikh (2019) and Ali et al.
(2021b), who found a positive relation between board size and firm performance. This finding
highlights the value of ensuring that boards have enough members to provide diverse insights,
robust oversight, and strong stakeholder engagement while avoiding the pitfalls of excessive size.

Similarly, independent directors (IND) have a positive and significant influence on share prices
across all models in the study, underscoring their critical role in corporate governance. The
coefficients for independent directors are 2.845 in the Fixed Effects (FE) model, 4.272 in the
Random Effects (RE) model, and 0.0971 in the Robust (ROBUST) model, all significant at the 1%
level (p<0.01). This consistent significance across various modeling approaches highlights the
robustness of the relationship between the presence of independent directors and higher share
prices. Therefore, independent directors significantly impact the share prices of quoted commercial
banks in Nigeria. Independent directors are crucial because they bring unbiased perspectives to the
board. Unlike executive directors, who are involved in the company's day-to-day management,
independent directors do not have direct operational responsibilities, allowing them to provide
objective oversight and guidance. This independence helps ensure that the board's decisions are
made in the best interests of the shareholders, free from potential conflicts of interest that might
affect insiders. The presence of independent directors also strengthens the board's oversight
function. Independent directors often serve on key committees, such as audit, risk, and
compensation committees, where their impartiality and expertise are vital for thorough scrutiny
and accountability. Effective oversight can prevent management malpractices, reduce risks, and
ensure the company's strategies are sound and sustainable, contributing to improved financial
performance. These results align with Lartey et al. (2021), Ezeani et al. (2021), and Ali et al.
(2021b), whose findings show that independent directors are positively associated with financial
leverage.
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Independent directors can enhance decision-making processes within the board. Their diverse
backgrounds and experiences provide valuable insights and alternative viewpoints, leading to more
comprehensive and well-rounded discussions. This diversity of thought improves strategic
planning and operational decisions, ultimately benefiting the company's performance and market
valuation. The positive impact of independent directors on share prices reflects how their presence
signals strong governance practices to the market. Investors often view the appointment of
independent directors as a commitment to transparency, accountability, and integrity. This
perception enhances investor confidence, attracts investment, and supports higher share prices. A
board with a significant proportion of independent directors is often seen as more credible and
reliable, which can be crucial in maintaining and boosting the company's market value. The
significant positive coefficients for independent directors across all models emphasize their
importance in enhancing the share prices of financial institutions. Independent directors contribute
to unbiased oversight, improved decision-making, and strong governance practices, all critical for
corporate success and investor confidence. Their presence on the board is key in driving better
financial performance and higher market valuation for the company.

Table 5: Influence of Institutional Quality on the Effect of corporate governance on
the Share Prices of Selected quoted Financial Institutions in Nigeria.

VARIABLES (FE) (RE) (ROBUST)
L.SP -0.252%** -0.167** 0.822
(0.748) (0.784) (0.630)
IND -4.906* -3.436* 0.429
(3.190) (1.900) (0.931)
BDS -0.243 -0.817 0.440
(0.322) (0.204) (0.275)
GBD -0.404 -0.558 1.161
(0.618) (0.647) (1.211)
INS 579.5% 305.2%* 0.590**
(418.0) (163.2) (0.256)
IND*INS 1.126** 2.161%** 2.143%**
(2.119) (2.157) (3.843)
BDS*INS 1.719%* 3.139%* 3.128%*
(295.0) (363.2) (245.0)
GBD*INS 2.722% 1.125%* 1.134%*
(1.099) (1.215) (1.219)
Constant -15.41
(9.449)
Observations 60 60 60
Year Dummies Yes Yes Yes
Number of code 5 5 5

Note: Robust standard errors in parentheses, *** p<0.01, ** p<0.05, * p<0.1.

Table 5 illustrates the moderating effect of institutional quality on the relationship between corporate
governance mechanisms and the share prices of quoted commercial banks in Nigeria. The interaction
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effects of institutional quality on the relationship between corporate governance variables and share
prices reveal significant positive impacts for independent directors (IND) and board size (BDS). For
independent directors, the interaction term (INDINS) shows coefficients of 1.126 in the FE model,
2.161 in the RE model, and 2.143 in the ROBUST model, all significant at either the 5% or 1%
level. This indicates that institutional quality significantly enhances the positive influence of
independent directors on share prices. Similarly, the interaction term for board size (BDSINS)
presents coefficients of 1.719 in the FE model, 3.139 in the RE model, and 3.128 in the ROBUST
model, all significant at the 5% level, suggesting that institutional quality also amplifies the positive
effect of board size on share prices. However, gender board diversity (GBD) interacts positively
with institutional quality, as the interaction term (GBD*INS) reveals coefficients of 2.722 in the FE
model (significant at the 10% level), 1.125 in the RE model, and 1.134 in the ROBUST model (both
significant at the 5% level). This suggests that institutional quality enhances the positive impact of
gender diversity on share prices. Overall, these findings highlight the critical role of institutional
quality in strengthening the effectiveness of specific corporate governance practices in improving
financial performance.

CONCLUSION AND RECOMMENDATIONS

In conclusion, the study provides critical insights into the interplay between corporate governance
mechanisms and institutional quality on the share prices of quoted commercial banks in Nigeria.
By analysing various aspects of corporate governance, including board gender diversity, board
size, and independent directors, the research identifies key factors influencing financial
performance and market valuation. The findings offer a nuanced understanding of how these
governance practices impact share prices and highlight the significance of institutional quality in
moderating these relationships.

The analysis of board gender diversity reveals that it does not significantly impact share prices
across the different models used. Despite the importance of gender diversity in promoting
inclusivity and enhancing decision-making within boards, the study finds that its direct effect on
financial performance is not apparent within the sample period. This suggests that other
governance factors may play a more immediate role in influencing share prices or that the benefits
of gender diversity might be reflected in other dimensions of corporate performance not captured
by short-term share price movements.

In contrast, board size is shown to have a consistently positive and significant effect on share
prices. Larger boards appear to contribute positively to financial performance due to their ability
to offer a broader range of expertise, better oversight, and improved stakeholder engagement. This
finding underscores the importance of having an adequately sized board to enhance decision-
making and governance. However, it also highlights the need to avoid excessively large boards
that could face coordination challenges and slow decision-making.

The study also finds that independent directors strongly and positively impact share prices.
Independent directors provide unbiased oversight, improve governance practices, and enhance
decision-making processes. Their presence on the board signals a commitment to transparency and
accountability, which can boost investor confidence and lead to higher share prices. This result
emphasizes the critical importance of including independent directors to drive better financial
performance and market valuation.
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