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Abstract: The study examined the effect of board diligence on financial performan-
ce of deposit money banks (DMBs) listed on the Nigerian Stock Exchange. Data of the 
10 selected DBMs were obtained from their annual financial statements from 2012 to 
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2018 using an ex post facto research design and purposive sampling technique. The 
data were analysed using inferential statistics and the hypothesis was tested using Ge-
neralised Method of Moment (GMM). It was found that board diligence has significant 
negative effect on financial performance of Nigerian listed DBMs. As regards the con-
trolled variables, only capital adequacy and firm size were found to positively and si-
gnificantly influence financial performance. Liquidity ratio was found to have direct 
but no significant effect on financial performance while nonperforming loan negatively 
and insignificantly affect financial performance. The study concludes that board dili-
gence reduces financial performance. It is therefore recommended that preference sho-
uld be given to the quality of board meetings and not the frequency of such meetings; 
and that issues that have implications on performance should be given utmost attention 
at board meetings. 

 Introduction

The consequential impact of the global financial crisis of 2007–2008 that 
hard hit global economy on the banking sector have highlighted the need for 
a more controlled operational environment, increased governance complexity 
and calls for effective monitoring by banks’ board of directors (Körner, 2017). 
A  unique corporate governance mechanism is a manifestation of dominant 
role of board of directors on performance and risk-taking behavior (Elyasiani 
& Zhang, 2015; Faleye & Krishnan, 2017). It is the expectation of both the share-
holders and regulators that boards should establish an effective risk monitor-
ing system so as to eradicate corporate misconduct and excessive risk taking 
(Kress, 2018). One of the ways by which the board discharges its monitoring 
and controlling responsibility is through board meetings. According to Jens-
en (1993), board meeting and its frequency are regarded as tools for enhanc-
ing the monitoring activity of directors, and it has implication on performance. 
Board meetings are unique component of board supervisory function as out-
standing issues and potential solutions relating to an entity are discussed at 
the meeting. It is thus being regarded as an essential component of good gov-
ernance (Vafeas, 1999; Conger, Finegold & Lawler III, 1998; Lipton & Lorsch, 
1992). Eluyela, Akintimehin, Okere, Ozordi, Osuma, Ilogho and Oladipo (2018) 
regards board meetings as avenue for effective coordination of opinions for at-
tainment of firms’ goals and objectives.

According to Kakanda, Bello and Abaa (2016), business survival and growth 
is a reflection of corporate performance. Marn and Romauld (2012) relate com-
pany’s performance to its efficient and effective utilization of its scarce re-
sources to accomplish its goals. Corporate performance is majorly measured 
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by the ability of company’s directors to maximize the wealth of the sharehold-
ers. Corporate financial performance is often measured in terms of profitabil-
ity. Profitability is conceptualized by Gatsi, Gadzo and Akoto (2013) as the final 
outcome of firms’ financing and investing activities, and as well as how man-
agement is able to optimize profitability via capital structure decision. Profit-
ability is commonly measured by five indices namely: return on asset, return 
on equity, return on capital employed, gross profit margin and net profit mar-
gin (Ilaboya, 2008).

In Accounting and finance literature, the nexus between board meetings’ 
frequency and financial performance has engendered series of arguments. Ba-
sically, there exist two schools of thoughts on the relationship. The first school 
of thought relates to those who are of the view that board in the fulfilment of 
its functions of setting strategy and monitoring of management requires fre-
quency of board meetings (Vafeas, 1999).This argument can be supported by 
the expected role of board meetings in reducing agency problem through the 
provision of avenue for monitoring and control which will assist in aligning the 
interest of the managers with that of shareholders. On the contrary, the sec-
ond school of thought are those that argued that board frequent meetings re-
sult to wasting management time and efforts, and waste of company’s scarce 
resources by placing financial burden such as travelling expenses and sitting 
allowance to directors on the company They conclude that it is the quality of 
meetings that improve performance and not the quantity (Ntim & Osei, 2011; 
Taghizadeh & Saremi, 2013; Oyerinde, 2014).

Nigeria banking sector provides a pertinent background for investigation of 
board diligence and financial performance for considerable number of reasons- 
first, the Nigerian banking sector serves as the fulcrum for other sectors of the 
economy as it provides the finance needed by them. This it does by mobilizing 
funds from surplus to deficit ends. Thereby, facilitating production, trade and 
capital formation that resulted in sustainable job creation, and economic devel-
opment. Second, the sector currently accounts for about 32% of the entire mar-
ket capitalisation on the Nigerian Stock Exchange. This further emphasises the 
significance of the sector in the country. Studies aimed at ensuring sustainabil-
ity of the sector’s current status are therefore considered worthwhile. 

Prior literatures in the Nigerian context have majorly focused corporate 
governance and financial performance in general (Umar & Sani, 2020; Oyedo-
kun, 2019; Ilaboya & Obaretin, 2015). The relationship between board meet-
ings and financial performance has not been given the required attention in 
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Nigeria, particularly in the banking system. As observed, the only recent study 
that specifically addressed the issue of board meetings and financial perfor-
mance in the country’s banking system is that done by Eluyela et al. (2018). 
Whereas, the referenced study provides a good head start, some gaps are how-
ever observed in the work. First, the data employed in the study span from 
2011 to 2016. This is considered not expansive enough and requires more am-
pleness. Second, the study views the nexus between board meetings and finan-
cial performance from static perspective using regression analysis, third, most 
variables that are likely to influence profitability other than board meetings 
(such as liquidity, non-performing loan and capital adequacy) were not includ-
ed in the study’s model. This may produce contentious results and thus; ne-
cessitates a re-examination. This paper therefore investigates board diligence 
and financial performance of Nigerian DBMSs from 2012 to 2018 using GMM on 
a model that incorporates other predictor variables. 

Literature review

Conceptual review

Board meetings and financial performance 

Board diligence in this study is a proxy for board meeting. Board meeting is an 
important component of corporate governance as it provides an avenue for di-
rectors on the board to deliberate on various corporate issues and make stra-
tegic decisions that are germane to the success of a company and attainment of 
its overall objectives. According to Eluyea et al. (2018), regular board meeting 
is an internal issue which is at the discretion of chairman of board. This is so 
given that there is no explicit governance law stipulating the maximum num-
ber of meetings. Whereas, most governance codes usually indicate minimum 
of four board meetings per annum without any threshold on the maximum 
time such meetings can be held, the relationship between frequencies of board 
meetings on companies’ financial performance remains debatable. Empirical 
studies on board meetings and financial performance have produced conflict-
ing evidences. While a strand of the studies found evidences for positive re-
lationship between board diligence and finance performance (Eluyera et al., 
2018; Ntim & Osei, 2011; Irshad & Ali, 2015), other studies hold the view that 
the relationship between them are negative (Johl, Johl, Subramaniam & Cooper, 
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2013, Amran, 2011). According to Chorsch and Maclver (1989) cited in Ilaboya 
and Obaretin (2015), board meetings frequency is discouraged as it is believed 
to engender waste in the use of organization resources on activities that are 
counterproductive.

Theoretical framework

The popular agency theory is the relevant theoretical framework for this study. 
The agency problem is the outcome of separation of ownership from manage-
ment. This occurs where agents (managers) are appointed by principals (share-
holders) to run and manage the business on their behalf. As principals are un-
able to directly observe the behaviour of agents, there arises conflict of interest 
where managers are tempted to pursue their own self-aggrandizing goals as 
against those of their principals. According to Eluyela et al. (2018), the agents 
are appointed and corporate governance mechanism instituted so as to ensure 
creation of a disciplined atmosphere, setting of timely and achievable strategic 
plan and effective control of the management so as to maximize shareholders 
wealth through improved financial performance. Ntim and Osei (2011) argued 
in favour of regular board meetings indicating that such meetings enhance 
board advisory, controlling and monitoring capacities and thus ensure disci-
pline so as to improve organizational performance.

Empirical review and development of hypothesis

Eluyela et al. (2018) using fixed effect regression on data of 15 sampled DBMs 
from 2010 to 2016 found among others that board meetings has positive insig-
nificant effect on financial performance. Hanh, Ting, Kweh and Hoanh (2018) 
selecting 94 firms quoted in Ho Chi MinhStock Exchange from 2013 to 2015 
found that board meetings negatively affect profitability. Araoye and Olatun-
ji (2019),on the investigation of board meetings and financial performance of 
15 selected insurance companies from 2006-2017 found evidence for negative 
and insignificant effect of board meetings on financial performance. Urhoghide 
and Omolaye (2017) found that board diligence has no significant positive ef-
fect on profitability of oil and gas companies in Nigeria. Akpan (2015) using 
data of 79 quoted Nigerian companies from 2010 to 2012 and using regression 
analysis also reveals that board meetings, directors` equity and board size are 
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negatively significant on profitability. Other findings from the referenced study 
are that Audit committee meetings are positively significant, while gender di-
versity and board age are not significant on profitability (measured by ROE). 
Al-Daoud, Saidin and Abidin (2016) using GMM on data of 118 listed Amman 
companies from 2009-2013 found that board meetings positively influence 
profitability. In contrast, Johl, Kaur and Cooper (2015) focusing on 700 listed 
companies in Malaysia for 2009 found that board diligence has negative effect 
on performance. Ilaboya and Obaretin (2015) reported positive insignificant 
influence of board diligence on financial performance of Nigerian quoted food 
and beverages companies. Emanating from the mixed findings from the studies 
mentioned is the formulation of this study’s hypothesis as: 

H01: Board diligence has no significant effect on financial performance of Ni-
gerian DBMs.

Methodology

Sample

10 DBMs represent the study’s sample. 15 DBMS were listed on the Nigerian 
Stock Exchange. The 10 banks were purposively selected while an ex post facto 
research design was used.

Source of data

Secondary data obtained from the annual reports and accounts of the sampled 
bank were utilized. 

Measurement of variables

The only dependent variable is financial performance which is measured by 
ROA. This is defined as the proportion of profit after tax to total asset. Several 
researchers like Sanyaolu, Siyanbola, Gbadebo and Makinde (2019) have prox-
ied profitability by ROA in their study. One independent variable is used by the 
study as a surrogate for board diligence. This is the number of meetings held in 
an accounting year by the directors on the board. Furthermore, four variables 
are used as control variables. These variables are believed to be potential de-
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terminants of ROA. They are: capital adequacy which is measured as propor-
tion of equity capital to total asset, loan to deposit ratio which is measure as 
the ratio of bank loan to total asset, non-performing loan ratio which is the pro-
portion of non- performing loan to total loan and bank size which is the natural 
logarithm of banks’ total asset.

Method of data analysis

The analyses of the study involve descriptive, correlation and generalized 
methods of moment. The GMM is appropriate when the number of observations 
exceed time series. The statistical package employed for the study is E-views 9.

Model specification

Y = F(X)	 (1)

Where
Y = financial performance
X = board diligence

ROA = F (BD, CAR, LDR, NPLR & FSZ)	  (2)

ROAit = β0+β1ROAit-1 + β2BDit + β3CARit + β4LDRit + β5NPLRit+β6FSZ+ eit	 (3)

Where;
ROAit = return on asset of firm i in period t;
ROAit-1 = previous year return on asset of firm i in period t;
BDit = board diligence of firm i in period t;
CARit = capital adequacy ratio of firm i in period t;
LDRit = loan to deposit ratio of firm i;
NPLRit = nonperforming loan ratio of firm i in period t;
SZit = firm size of firm i in period t;
β0 = intercept term;
β1- β4 = regression coefficient of the independent variable;
eit = stochastic error term.
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Descriptive statistics 

Table 1. Descriptive Statistics

ROA BD CAR LDR NPLR LASSET

 Mean  0.017003  6.228571  0.126438  0.699504  0.076550  20.98964

 Median  0.015478  5.500000  0.138145  0.703721  0.037300  21.04478

 Maximum  0.119833  11.00000  0.803866  1.277526  0.970000  22.44036

 Minimum -0.105138  4.000000 -0.607458  0.090703  0.010000  17.87634

 Std. Dev.  0.026249  2.001242  0.144500  0.194458  0.129430  0.959320

 Skewness -0.840209  0.895472 -1.131955 -0.071494  5.085210 -0.763573

 Kurtosis  11.91711  2.943950  19.56902  3.959868  33.94428  3.464079

 Jarque-Bera  240.1542  9.364313  815.6680  2.746896  3094.542  7.111902

 Probability  0.000000  0.009259  0.000000  0.253232  0.000000  0.028554

 Sum  1.190179  436.0000  8.850659  48.96525  5.358500  1406.306

 Sum Sq. Dev.  0.047542  276.3429  1.440747  2.609150  1.155902  60.73950

 Observations  70  70  70  70  70  70

S o u r c e : authors computation (2020) using E-view 9.

The table above shows the statistical attributes of the variables of the study. 
ROA is averaged 0.017 with a minimum of -0.105 and maximum of 0.12. Board 
diligence has a mean value of 6.2 and ranges from 4 to 11. Capital adequacy ra-
tio is averaged 12.6% and varies from -60.7% to 80.3%. Loan to deposit ratio is 
averaged 70% with a minimum of 9.1% and maximum of 128%. Nonperforming 
loan ratio has a 7. 7% and ranges from 1% to 0.97%. Size has an average value of 
20.98964(log inverse) and varies from 17.87634 to 22.44036. As to the normal-
ity of the variables all but loan to deposit ratio are normally distributed as the 
probabilities of their Jarque-Bera are significant at 5%. As to the kurtosis, only 
Board diligence is found to be platykurtic as the value is below the threshold of 
3 while all others are leptokurtic.
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Correlation analysis

Table 2. Correlation Matrix

ROA BD CAR LDR NPLR SIZE

ROA  1.000000

BD -0.143007  1.000000

CAR  0.772339 -0.096595  1.000000

LDR  0.083054  0.187795  0.041841  1.000000

NPLR -0.099053 -0.026266  0.075893  0.296981  1.000000

SIZE  0.322073  0.204254  0.061189  0.142097  -0.126410 1.0000

S o u r c e : authors computation (2020) using E-view 9.

The table above shows the correction among all the variables of the study. 
As it is shown above, none of the variables has a correlation coefficient in excess 
of 0.80. As such, there is no problem of auto correlation.

Result 

The adjusted R-Square of 0.636 implies that almost 64% variation in profitabil-
ity is explained by the dependent and control variables included in the study’s 
model. This indicates the level of precision of the model. The J-statistics value of 
46. 0 with corresponding probability of 0.000 implies that the model as a whole 
is statistically significant at 1% level of significance. The Durbin Watson value 
of 1.827 shows that there is no problem of autocorrelation. We found that last 
year profitability does not significantly drive current year profitability though, 
it is found to be positive. This may be an indication of low retention ratio to fi-
nance the growth potential of DBMs. 

Contrary to our expectation, board diligence exert significant negative in-
fluence on profitability with a t-value of (-2.153279) which implies that increase 
in board meetings frequency will significantly reduce profitability. This find-
ing aligns with Johl et al. (2013) which indicates that increase in board meet-
ings frequency amounts to wasting of hard earned productive resources on 
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unproductive activities. It is therefore imperative for banks to hold optimum 
meetings as too much board meetings frequency could lead to wasting quality 
time and efforts (Ilaboya & Obaretin, 2015). This outcome is in line with that of 
Hanh et al. (2018); Johl, Kaur and Cooper (2015); Akpan (2015) who found sig-
nificant negative effect of board meetings on profitability while it contradicts 
findings by Ilaboya and Obaretin (2015) that found positive but insignificant 
impact of board meetings on profitability. Thus, the null hypothesis H01 that 
board diligence has no significant effect on financial performance of Nigerian 
DBMs is rejected.

In an attempt to avoid spurious result, other variables outside board meet-
ings such as capital adequacy, loan to deposit ratio, non-performing loan ratio 
and bank size were introduced as control variables. Capital adequacy shows 
significant positive effect on profitability with a t-value of 5.310391.This means 
that banks’ capital strength is a significant driver of profitability. This finding 
corroborates that of Sanyaolu et al. (2019). The implication of this finding ac-
cording to Sanyaolu et al. (2019) may be due to the fact that capital adequacy 
may afford banks the opportunity of having sufficient fund to finance loan re-
quests of customers and as well, being able to invest in new technology that re-
duces operational cost. 

We found direct but no significant influence of liquidity on profitability. This 
means that liquidity ratio is not an important driver of profitability in the Ni-
gerian DBMs. This outcome is in disagreement with that of Bagh, Razzaq, Azad, 
Liaqat and Khan (2017) that found direct and significant effect of liquidity ra-
tio on profitability. 

Non-performing loan exert negative but no significant influence on profit-
ability. This is consistent with our a priori expectation as non-performing loan 
is written off of profit and therefore, has tendency of reducing profitability. 
This outcome is however at variance with that of Annor and Obeng (2017) that 
found positive significant influence of non-performing loan on profitability. 

Size positively and significantly affects profitability. This is also in line with 
our expectation as larger banks may enjoy economies of scale that reduce aver-
age cost of operation and boost profitability. This is consistent with the finding 
of Rahman, Hamid and Khan (2015) that show that size is an important driver 
of profitability.
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Discussion and conclusion

The study examines the effect of board diligence on financial performance of 
10 selected listed DBMs from 2012 to 2018 using GMM. The major finding is 
that board diligence has significant negative effect on financial performance 
measured by return on asset. This finding is supported by those of Hanh et al. 
(2018); Johl et al. (2015); Akpan (2015) that reported significant negative ef-
fect of board diligence on profitability. As to the control variables, only two var-
iables- capital adequacy ratio and bank size exert positive significant influence 
on profitability, while loan to deposit ratio (liquidity ratio) and non-performing 
loan ratio were not found to be significant.

Empirical investigations have mainly focused on corporate governance and 
profitability in general, with very few studies that specifically addressed the 
issue of board diligence and profitability of Nigerian Deposit Money Banks. 
This study therefore examines the effect of board diligence on financial perfor-
mance of Nigerian DBMs from dynamic perspective. The study found evidence 
for board diligence exerting negative but significant effect on profitability. This 
finding could be linked to the fact that frequency of board meetings could lead 
to diversion of management times and efforts to unproductive activities and, 
as well as diverting firm scarce resources on irrelevant and unproductive ac-
tivities such as payment of high travelling and seating allowance to directors 
on the board, and as well as other associated costs of such meetings. Our study 
therefore recommends that quality of board meetings should be given priority 
and not the number of times such meetings are held. Also, important issues that 
are likely to translate to improved financial performance and maximization of 
shareholders wealth should be prioritized. 

Another dimension to the finding of this study has to do with the quality 
of boards in the sector under focus. Issues such as board diversity, calibre of 
board members and the relevance of their experience are germane to the qual-
ity of board decisions in their meetings. How much of impact board decisions 
can have on company’s financial performance is a function of members’ under-
standing of the operational issues relating to their company’s business. This 
also has to do with quality of board decisions particularly relating to opera-
tional and strategic issues affecting the business. Banking business in Nigeria 
appears so volatile with lots of inherent challenges such as inconsistency in 
government and regulatory policies, weak corporate governance regulations, 



 B oard diligence and financial performance… 157

endemic corrupt practices among others. Definitely this type of environment 
will require more than diligent boards for results. Experienced board mem-
bers, with diversity of gender, background among others are anticipated. 

As applicable on all studies, it is important to emphasize that our study has 
its own limitations. First, we examined board diligence and financial perfor-
mance of Nigerian DBMs, future researchers can extend the scope by focusing 
on the non-financial sectors and other non-bank financial institutions. Also, in-
clusion of variables such as ownership structure, audit committee meetings in 
future studies may produce better opportunity for generalization. 
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Appendix

Table 1. List of sampled Banks

S/N Name of Banks

1 GT Bank Plc.

2 UBA Plc

3 Access Bank Plc

4 Zenith Bank Plc

5 First Bank Plc

6 Sterling Bank Plc

7 Union Bank Plc

8 Fidelity Bank Plc

9 Wema Bank Plc

10 Unity Bank Plc

	 S o u r c e : authors’ compilation (2020).


