Vol. 12(1), pp. 1-11, January-March 2020

DOI: 10.5897/JA12019.0377

ACADEMIC
Article Number: 6BCBCOE62698 @ JOURNALS
ISSN 2141-6664 erpendyourknawledge
Copyright © 2020

Author(s) retain the copyright of this arficle Journal Of Accounting and Taxation

http://www.academicjournals.org/JAT

Full Length Research Paper

Effect of executive compensation and share ownership
on financial performance of listed deposit money banks
In Nigeria
Ibrahim Magaji Barde* and Ahmed Abubakar Zik-Rullahi

Department of Accounting, Faculty of Social and Management Sciences, Bayero University, Kano, Nigeria.

Received 12 November, 2019; Accepted 3 January, 2020

It has remained a paradox whether people will be motivated if they believe that strong effort will lead to
good performance and good performance will lead to desired rewards. Studies in this area have
reported conflicting findings. To this end, the study examines the effect of executive compensation and
share ownership on financial performance of listed Deposit Money Banks in Nigeria. Executive
compensation variables were proxied with Chief Executive Officer (CEO) Pay, Chairman’s
compensation and highest paid director, while percentage of shares owned by executive represent the
share ownership. Financial performance was measured using net interest margin. Robust Ordinary
Least Square regression technique was used for the estimation, while Stata 13 was employed as tool of
data analysis. Secondary source of data was utilized and were obtained from the annual reports and
accounts of the banks over the period 2007-2018. Robustness tests such as normality test of error term,
multicollinearity and heteroscedasticity tests were conducted to validate the results. The findings
reveal that, CEO Pay has significant positive effect on financial performance of banks, while chairmen
compensation and highest paid director have negative influence on financial performance of banks.
Furthermore, the increase in share ownership of the executives in the banking sector is an effective
means through which the financial performance of the banks could be enhanced. It is therefore
recommended that the management should tie the payment of CEO of the banks to performance. The
regulators such as Central Bank of Nigeria and Securities and Exchange Commission) should
encourage the banks management to be mindful when increasing the level of compensation paid to
chairmen and highest paid directors without commensurate share ownership in the banks by them as
they may become complacent towards encouraging increased financial performance.

Key words: Net interest margin, executive compensation, share ownership and pay-performance theory.

INTRODUCTION

Executive compensation is composed of the financial and executive from their firm for services rendered to the
non-financial compensation or rewards received by an organization (Farouk et al., 2015). Executive
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compensation differs substantially from typical pay
packages for either hourly workers or salaried
management and professionals in that executive pay is
heavily biased toward rewards for actual results. Hence if
a company underperforms, the executives typically
receive a smaller fraction of their potential pay.
Executives who are improperly compensated may not
have the incentive to perform in the best interest of
shareholders, which can be costly for those shareholders.
Series of empirical studies have been conducted to
assess executive compensation importance on
organizational financial performance.

However, there is still lack of agreement on the main
characteristic  of  executive  compensation and
performance concepts as to what it really represent
(Bebchuk et al., 2002). This may be due to the
vagueness and intangibility of the terms (Ferri and
Meber, 2009), its ambiguity (Eriksson, 2005) or simply to
the fact that, compared to other reward systems,
executive compensation appeared as a legitimate area of
inquiry in the main stream management literature in most
recent time in Africa (Denis et al., 2006).

The question on executive compensation and how
much to be paid is increasingly becoming a target by
media, shareholders, policy makers and government
regulators which saw the Central Bank of Nigeria (CBN)
in its prudential guidelines for deposit money banks
requiring all compensations and bonuses paid and
payable to executive directors of all banks including profit
sharing arrangements and share options to be fully
disclosed in the annual audited financial statements. It
has been questioned why executives continue to receive
bonuses and other benefits despite the fact that their
companies are making losses and decreasing
shareholder value (Aduda, 2011).

In the recent years there has been a debate about the
level of compensation and the bonuses given to CEOs
triggering their rationality and justifications. One may ask,
are these CEOs being paid for their performance or is it
just a trend everyone is following? In the past we have
seen that the CEOs’ pay has been increased without
being justified by their performances (Ferri and Maber,
2009). They further asserted that countries like Britain
have developed new legislations like “say on pay’ to
control the pays of the chief executive officer and
influence it through the voice of the shareholders.

However, the debate of CEOs being paid exorbitant
sums is not a new one. Investors expect the CEO who is
being paid high to perform and prove his worth.
According to Deysel and Kruger (2015), the average
CEO compensation is about 209 times that of a typical
U.S factory worker. Although in other countries like
Germany and Japan, it is not that high (25 and 20 times
respectively), but still great disparity exists between the
two classes. Conventionally the executive compensation
had been linked to performance and it was deemed that
the high pay for a CEO (for his/her expertise) was

justified. But there has been an exponential increase in
all the pay levels of CEOs irrespective of their
performances (Deysel and Kruger, 2015).

It is also believed that when executives own large
shares in the organization in which they manage, their
interest may become aligned with that of other
shareholders and as such act in the best interest by
ensuring higher financial performance. Higher percentage
of shares held by executive directors is expected to
translate into higher return for them. With this in mind, the
executive will pursue increased financial performance in
order for their investment through share ownership to
attract higher return.

The decision to focus on the deposit money banks
(DMBs) stems from the point that the banking is one of
the vibrant sectors that drive the economy of Nigeria.
There is a need for adequate focus on such sector. Also,
the justification for choosing DMBs is premised on the
fact that, it is still an area with paucity of studies on this
topic also particularly in terms of investigating the banks
based on high and low levered categories.

The listed deposit money banks in Nigeria cannot be
exonerated from the bogus executive’s compensation as
witness in other parts of the world. Omoregie and
Kelikume (2017) argued that there is an increasing
interest towards the relationship between executive
compensation and bank performance in Nigeria in recent
years following the profligate lifestyle of some bank
executives. This has raised the question of whether the
banking sector performance justifies bank executives'
compensation. Hence, the need for this study to examine
the effect of executive compensation and share
ownership on financial performance of listed deposit
money banks in Nigeria. The findings from this study
contributed to both practice and theory. The study
importance emerged from the fact that the banking sector
plays a significant role in enhancing the country
economy, and providing critical services for people in
Nigeria. As such, the continuous existence and financial
strength is very paramount, hence the need for the study
in examining factors that enhances the banks financial
performance. The remaining part of the paper covers
empirical literature review and review of theory
underpinning the research. Methodology adopted was
also discussed followed by the results and discussion of
the findings. The paper ends with conclusion and
recommendations from the findings.

LITERATURE
FRAMEWORK

REVIEW AND THEORETICAL

Yamina and Mohamed (2017) examine the impact of
firms’ performance on executive compensation in France
with a sample of 90 companies included in the SBF 120
over 2004 and found that the level of total executive
compensation that is linked with relatively improved



performance. Yuan et al. (2017) examine the relationship
between financial characteristics; corporate governance;
executive compensation; say on pay votes and found that
there is a stronger association between high CEO pay
and low say-on-pay vote support for firms with negative
financial performance. It was documented that poor
performance in an organization is associated with
increase in the sensitivity of CEO pay. Adegoroye et al.
(2017)’s findings from majority of the studies show that
the executive compensation has a significant effect on
firms’ performance. Qiao and Wang (2016) examine the
effect of executive compensation of State-owned listed
companies on corporate financial performance of 80
companies in Shanghai and Shenzhen between 2013
and 2015 and it was found that a relationship exists
between executive compensation and financial
performance.

Lindstrom and Svensson (2016) examine if there is a
relationship between the top management variable
compensation and firms’ performance in Swedish context
and it was found that incentive systems of the top
management have no significant effect on firms’
performance. Rampling (2015) investigates the
relationship between executive director and CEOS’
remuneration and corporate performance of USA, UK
and Australia firms ending 2001 — 2012 of 305 public
listed companies. The results revealed that there are
significant relationships between corporate financial
performance and CEO remuneration. Kutum (2015)
reveals no significant relationship could be established
between CEO remuneration and bank performance
except a weak positive relationship with ROA. Buachoom
(2015)’s study shows that compensation of executives in
Thai firms corresponds to firms’ performance, and
compensation of executives leads to an improvement in
subsequent performance of Thai listed firms.

Hong et al. (2015) findings provide evidence identifying
corporate governance as a determinant of managerial
incentives for social performance. Demirer and Yuan
(2013) examine effect of executive compensation on
firms’ performance in the U.S. restaurant industry. Their
results also reveal that compensation in the form of
salary affects restaurant firms’ performance negatively.
Berthelot et al. (2013) results show that although the
tenure of independent directors has a positive impact on
senior executives’ compensation, it has no significant
impact on corporate financial performance. Manders
(2012) research shows that firms’ performance is
positively related to the percentage of compensation of
CEOs that is equity-based. It also found a much stronger
relationship between equity-based compensation and
companies’ performance than total compensation and
companies’ performance.

Oyerogba et al. (2016) results revealed that a significant
positive relationship exists between the directors’ cash
incentives, bonus issue of share and earnings per share.
The relationship between non cash incentive and earnings
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per share was insignificant implying that non-cash
incentive does not significantly influence earnings per
share of companies in Nigeria. Ruparelia and Njuguna
(2016) find a significant relationship between board
remuneration and DY, but not ROA, ROE, and EPS.
Ogbeide and Akanji (2016) find that executive
remuneration has negative but insignificant effect on
firms’ performance. Sheikh and Khursheed (2016)
investigate whether compensation (that is, salary, bonus
and allowances) offered to chief executive officers and an
executive affects the performance of Takaful (Islamic
insurance) companies in Pakistan. Their results indicate
that compensation offered to CEOs and executives is
statistically significant and negatively related to all
performance measures. Kyalo (2015) established that a
unit increase in executive compensation has a
commensurate decline in ROA for the firms to the extent
of 0.027. Based on the aforementioned reviews, the study
therefore hypothesized that:

Ho,: CEO Pay has no significant effect on the financial
performance of listed deposit money banks in Nigeria;
Ho,: Chairman compensation has no significant effect on
the financial performance of listed deposit money banks
in Nigeria;

Hos: Highest paid director has no significant effect on the
financial performance of listed deposit money banks in
Nigeria.

Ho,: Executive share ownership has no significant effect
on the financial performance of listed deposit money
banks in Nigeria.

Theoretical framework

The rationale behind pay-for-performance theory is that
connecting pay to performance can inspire people to
accomplish or manage more noteworthy performance
levels (Heneman and Werner, 2005). Along these lines,
various types of pay-for-performance plans have been
advanced (Park, 2008). The parts of CEO pay are
significantly heterogeneous in pay practice over firms and
industries. Most executive pay bundles contain four
fundamental segments: a base salary, a yearly bonus
connected to accounting performance, stock choices, and
long-term motivator plans. Additionally, executives take
an interest in employee advantage plans furthermore get
exceptional advantages, for example, life insurance and
supplemental executive retirement plans (Murphy, 1986).

The discussion over CEO remuneration mirrors an
observation that CEOs viably set their own pay levels. In
many organizations, the last choices over executive pay
are made by individuals outside the board of directors
who are definitely mindful of the irreconcilable
circumstances in the middle of managers and
shareholders over the level of pay. Be that as it may, the
CEOs and other top managers apply in any event some
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Table 1. List of variables and their measurements.

SIN  Variable Status Measurement Justification

1 NIM Dependent Net Inte.rest Income minus net interest paid divided by net Olalekan and Bodunde (2015)
interest income

2 CEO's Pay Independent  The pay of the CEO Kruger and Deysel (2015).

3 Chairman’s Compensation Independent  The compensation of the Chairman Ozkan (2011).

4 Highest Paid Director Independent  Pay of the Highest Paid Director Krauter and Sousa (2013)

5 Executive Share Ownership Moderator Number of S.h?res held by executive directors divided by Yan-Jun and Yan-Xin (2017)
total shares in issue.

6 Firm Size Control Customers’ Deposit Olalekan and Bodunde (2015).

Table 2. Descriptive statistics.

Variables Min Max Mean Std. Dev. Sktest Swilk
NIM 28.19 85.00 60.56 11.38 0.0537 0.02501
CEOP 15.63 22.14 19.35 0.960 0.0023 0.00555
CCOM 13.01 18.09 16.36 1.025 0.0225 0.00021
HPDI 13.99 19.68 17.87 0.818 0.0000 0.00022
ESOW 0.0001 0.347 0.069 0.078 0.0000 0.00000
FSz 18.35 22.13 20.42 0.86 0.0924 0.12134

Source: Descriptive Statistic Results Using STATA 13.

impact on the level and on the structure of their pay
(Jensen and  Murphy, 1990). Moriarty (2009)
demonstrated that CEOs are, actually, not paid like civil
servants, but rather that there is a solid relationship
between firms’ performance and CEO compensation. It is
additionally enticing to recommend that these issues can
be explained by better compensation conspires or
enhanced strategies to connection CEO pay to stock
performance (Nulla, 2015).

METHODOLOGY

The study adopted the Ex-post facto research design. The design
for the study is considered appropriate, in that, it is better in
determining the effect of executive compensation on financial
performance in our study which permitted prediction. The
population of the study was the fourteen listed deposit money
banks in Nigeria listed on the Nigeria Stock Exchange (NSE) as at
December 31%, 2018. Census approach was adopted by using the
entire population to achieve a desirable of precision. This study
utilizes secondary data source and data were obtained basically
from the published annual reports and accounts of the listed
Deposit Money Banks in Nigeria. The robust ordinary least square
regression was used. To validate the results from the regression,
robustness tests which include multicolinearity test, normality test,
heteroscedasticity test and normality test of the standard error were
estimated.

Model specification

The following models have been developed following the literatures

reviewed in respect of the variables. First the model showing direct
relationship between the independent variable and dependent
variable is presented and followed by the models where the
independent variables were moderated with share ownership as
against financial performance.

NIM; = B, + BiCEOP; + B,CCOM; + Bs HPDI; + Bs TCOM; +
BsESOW: + BeFSZit + €it

Where:

NIM= Net Interest Margin (Financial Performance), TQ= Tobin’'s Q
(Financial Performance), CEOP= CEO Pay, CCOM= Chairman’s
Compensation, HPDI= Highest Paid Director, TCOM=Total
Compensation, ESOW= Executive Share Ownership, FSZ= Firm
Size, e= Error term, i and t = banks i and year t.

RESULTS AND DISCUSSION
Descriptive statistics

Hejase and Hejase (2013) posit that “Descriptive Statistics
deals with describing a collection of data by condensing
the amounts of data into simple representative numerical
quantities or plot” (p. 272) (Table 1). The descriptive
statistics obtained in this research are presented in Table
2 showing the minimum, maximum, mean, Standard
deviation, Skewness, Kurtosis and Shapiro wilk of the
variables of the study. Data used in this research which
were mostly in Naira were converted. For the purpose of
analysis, the raw data (Naira) were used.

Table 2 shows the minimum value for financial



Table 3. Correlation matrix.
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Variables NIM CEOP CCOM HPDI ESOW FS
NIM 1.0000

CEOP 0.1684* 1.0000

CCOM -0.1742* 0.0501 1.0000

HPDI -0.2232* 0.1881* 0.0602 1.0000

ESOW 0.2217* -0.0137 -0.1112  -0.0468 1.0000

FS 0.1185 0.3692* -0.1320  0.5356* 0.1302 1.0000

5

* 5% level of significance.

performance proxied with net interest margin (NIM) which
is 28.19 implying that the least value for financial
performance was 0.2819 within the banks and period.
When compared with the highest level of financial
performance, it depicts that NIM was at its highest to the
tune of 0.85. The mean value further substantiates the
fact that financial performance measured using net
interest margin was high within the study period. CEO
pay recorded a minimum value of 15.63 and maximum
value of 22.14, implying that within the banking sector
and the study period, there were banks that pay their
Chief executive officer below a million naira indicating the
least pay. While the highest pay for CEOs was about 4
million naira within the study period.

Chairman’s compensation had a minimum value of
N1,500,000 and a maximum value of N6, 600,000
implying that the lowest amount paid by banks to their
chairman on board of directors was at one million five
hundred thousand naira; the highest amount paid to the
chairman of the board within the study period stood at
about six million naira. Highest Paid Director had a
minimum value of N1,700,000 and a maximum value of
N6,850,000 implying that there was a board of directors
whose least pay amongst the highest paid director stood
at one million, seven hundred thousand Naira, while, the
highest amount recorded for highest paid director
amongst the board members was about six million naira.

Executive share ownership recoded a minimum value
of much less than 1% and a maximum value of 34.7 for
all the banks within the study period. The mean value of
about 6.9 implies that, on the average, most of the banks
directors occupy at least 7% of the entire shares held in
the banks within the study period. The p-value from the
Jacque Bera test for normality indicates that only highest
paid director and executive ownership variable are
normally distributed. This does not in any way affect the
inferences to be made from the result.

Correlation analysis
Table 3 shows the Pearson’s correlation values between

the dependent and the independent variables. It also
shows the relationship amongst the independent

variables. Table 3 shows that financial performance
represented with NIM is positively correlated with Chief
Executive Officer Pay to the tune of about 17%. This
implies that financial performance has direct correlation
with CEO Pay. Chairman’s compensation is found to
have negative relationship with financial performance to
the tune of 17% which imply an indirect correlation
between the two variables. Financial performance
recorded a negative relationship with highest paid
director variable at a magnitude of 22%. This shows a
correlation between the two variables moves in opposite
direction. Executive share ownership has a positive
correlation with financial performance of banks in Nigeria
thus implying a direct relationship at a magnitude of 22%.
Firm size has positive correlation with financial
performance at a magnitude of about 11% implying direct
relationship between firm size and financial performance.

Generally, the relationships among the independent
variables of the study were found to be mostly
insignificant as expected. Therefore, on the overall,
according to Cassey and Anderson (1999), to establish
the presence of multicolinearity, the Variance Inflation
Factor (VIF) and tolerance values were estimated
(Appendices figures), and thus indicate absence of
multicollinearity. To further substantiate this position, the
mean VIF of 1.29 was used and it indicates that
multicollinearity is not a problem. The allowable VIF is
that it must be consistently less than 10 in all situations to
be adjudged free from multicolinearity problem. VIF
results are similar to what Chehimi et al. (2019) obtained
in their research, values of VIF (as shown in this paper’s
Appendix) show that these do not exceed 2 indicating no
multicollinearity presence. Therefore, “there is no
correlation or bidirectional relationship among the
predictor variables, and all the predictor or explanatory
variables are suitable to form a causal relationship using
regression” (p.1911).

Presentation and interpretation of regression results
This section presents the regression results of the

parsimonious models of the study. This is followed by its
interpretation,  analysis, discussion and test of
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Table 4. Summary of Regression Result (Robust OLS) Model I.

Variables Coefficient Z-Statistics Prob. Value Cumulative results
Constant 74.4 7.09 0.000

CEOP 9.28 2.40 0.018

CCOM -7.26 -1.50 0.137

HPDI -1.75 -3.70 0.000

ESOW .011 2.59 0.010

FSZ 3.09 231 0.022

R 0.1882
F-Statistics 5.53

F-Sig 0.0001

Source: Result output from STATA 13.

hypotheses. The cumulative R? of 0.1882 for the study
model, which is the coefficient of determination, gave the
proportion of the total variation in the dependent variable
as explained by the independent variable jointly (Table
4). Hence, it is signified that 18.82% of the total variation
in financial performance of listed Deposit Money Banks in
Nigeria is accounted for by the variation in CEO pay,
Chairman Compensation, highest paid director, executive
ownership and the total assets of the banks.

The Fisher Exact Statistics value of 5.53, for the model
which is significant at one percent, indicates that
executive compensation, share ownership and financial
performance model is fit. It implies that for any change in
executive compensation and share ownership of the
listed Deposit Money Banks in Nigeria, their financial
performance will be affected directly. The P-value of
Fisher exact test which is statistically significant at a level
of 0.0000 for the model implies that there is 99.9 percent
probability that the relationship among the variables were
not due to mere chance. As such, the results from the
regression can be relied upon. In addition, it implies that
the independent variables reliably predict the dependent
variable of the study.

CEO pay and financial performance

From Table 4, it was observed that the t-value for Chief
Executive Officer Pay (CEOP) was 2.40, while the
coefficient value was 9.28 with a significant value of
0.018. This signifies that CEO pay has a statistically
significant and positive effect on financial performance of
listed deposit money banks in Nigeria. This implies that
for every increase in the amount of pay to CEO on banks,
their financial performance will increase by the coefficient
value. This may be because compensation policy is one
of the most important factors in an organization’s success
which may likely shape the behaviour of the Chief
Executive Officers and also helps attract good and
competent CEOs. This invariably may lead to higher
performance. Based on the findings on the variable, the
null hypothesis is hereby rejected.

Chairman’s compensation and financial performance

The regression results revealed that Chairman
compensation, as shown in Table 4, have a t-value of -
1.50 and a coefficient value of -7.26 which is not
statistically significant at 5% level. This indicates that
chairman’s compensation has a negative but insignificant
effect on financial performance of banks. This implies that
for every increase in the amount of chairman’s
compensation of listed deposit money banks in Nigeria,
the financial performance of banks decreases
insignificantly by the coefficient value. This may be as a
result of the fact that most pay to chairman are done
based on increase in bank size. It is most likely that such
pays increase is pegged to bank size and therefore, this
translates into reduced performance. Based on the
findings in respect of the variable, the null hypothesis two
failed to be rejected.

Highest paid director and financial performance

The highest paid director variable has a t-value of -3.70
and a coefficient value of -1.75 which is significant at 1%
level. This shows that highest paid director has
statistically significant and negative effect on financial
performance of banks. This connotes that an increase in
the amount received by highest paid director on the
board; will decrease the level of financial performance of
listed deposit money banks significantly. This may
happen if the highest paid director does not contribute to
the financial wellbeing of the bank to justify its pay.
Ideally, the pay is expected to serve as motivation to do
more in terms of efficiency and effectiveness in service
delivery. Judging from the findings on the variable, the
hypothesis is rejected based on the evidence of impact of
the highest paid director on financial performance.

Executive ownership and financial performance

Executive ownership recorded a t-value of 2.59 and a



beta value of .011 which is significant at 1%. This
indicates that the executive ownership of banks is
statistically significant and positively influences their
financial performance. This implies that when the amount
of shares held by the board of directors’ increases, the
financial performance of banks increases significantly.
This may be attributed to the fact that when the amount
of shares held by managers is increased, their interest
may become more aligned with that of other minority
shareholders and thereby protect the interest of other
shareholders by engaging in activities that will bring
about higher return to his investment thereby benefitting
other minority share owners. This is expected to affect
the financial performance of banks positively. This finding
is in line with the studies of Oyerogba, Riro and Memba
(2016). However, it is in contrast to those of Abubakar et
al. (2018) and Adegoroye et al. (2017).

Bank size and financial performance

The size of the bank measured by their total assets
recorded a t-value of 2.31, while the coefficient, in
respect of bank size, is 3.09. This is significant at 5%
level. It signifies that bank size has statistically significant
and positive effect on financial performance of banks.
This implies that for every increase in the size of the
bank, the financial performance of listed deposit money
banks will increase by the coefficient value significantly.
This may be as a result of the fact that the level of activity
of a bank is important in enhancing its effectiveness in
improving performance and, hence, provide the much
needed room to accommodate the various executive

pays.

Robustness tests

This section presents the results from the robustness
tests conducted. The robustness tests include:
heteroscedascticity test, multicolinearity test and normality
test of error term.

Heteroscedasticity test

Results obtained from the heteroscedasticity tests
conducted for the regression indicates heteroskedasticity
was not present among the panel of the study. This
makes the interpretation of Robust Ordinary Least
Square (OLS) because of the non-violation of one the
essential assumptions of OLS. According to Chehimi et
al. (2019), “If sig-value is less than 0.05, reject the null
hypothesis. In this case Breusch-Pagan P=0.87 (Sig P >
a = 5%), therefore accepting the Null hypothesis and
heteroscedasticity is not present. Therefore, the variance
of the errors from the regression is not dependent on the
values of the independent variables” (p. 1914).
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Normality of the error term (Kernel density)

Normality of the error term was conducted using the
kernel density estimate and was found to be tolerably
mild and neither skewed to the left or right. It also shows
Peakedness of the distribution and the diagram lie almost
at the centre of the distribution (See Appendix).

Multicolinearity test

The Variance Inflation Factor (VIF) and the Tolerance
test estimated were found to be consistently smaller than
ten and one respectively for all the variables (Appendices
figures) indicating that multicolinearity was not a problem
(Tabachnick and Fidell, 1996).

CONCLUSION AND RECOMMENDATIONS

From the presentation of results, interpretation, analysis
and discussions, the study reached the following
conclusions that:

(i) High payment to chief executive officers of banks is
associated with increased financial performance.

(ii) High compensation to chairmen of the banks’ board is
a not guarantee for increased financial performance as it
allows the chairman to become complacent over its
oversight functions to attract higher performance to the
bank.

(i) Highest paid director compensation increase is
associated with less financial performance of listed
deposit money banks in Nigeria. Most of the directors
who received highest pay are foreign directors; their
inability to influence financial performance positively
could be their low interest in the banks in terms of share
ownership.

(iv) Increase in share ownership of the executives in the
banking sector is an effective means through which the
financial performance of the banks could be enhanced.
This is because the executive high ownership interest in
the banks makes them become aligned with that of the
minority shareholders thereby protecting interest of the
bank by pursuing higher return via increased financial
performance.

Following this conclusions, the following
recommendations are made in order to enhance financial
performance of listed Deposit Money Banks in Nigeria.

(i) On the payment of CEO of the banks, the
management should tie their pay to performance. This is
expected to increases the level of performance by CEO
since their pay is tied to performance.

(i) The regulators such as Central Bank of Nigeria and
Securities and Exchange Commission) should encourage
the banks management to be mindful when increasing
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the level of compensation paid to Chairmen as this may
make them become complacent towards encouraging
increased financial performance.

(iii) On highest paid directors, the management should
decrease the amount paid to them as compensation and
increase their ownership stake as this is expected to
enhance the financial performance. The banks should
give a condition of increased performance as a basis to
get higher pay in order to encourage the directors to do
more in attracting their performance.
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xtset i1d year, yearly
panel variable:
time variable:

delta:

id (strongly balanced)
year, 2007 to 2018

1 year

Barde and Zik-Rullahi

. xtsum nim ceop ccom hpdi esow fsz
Variable Mean Std. Dev. Min Max Observations
nim overall 60.56846 11.38745 28.19312 85.00183 N = 168
between 7.035094 48.53602 71.48807 n = 14
within 9.134633 31.29422 85.45638 T = 12
ceop overall 19.35485 .9605896 15.63699 22.14953 N = 168
between .613914 18.61526 20.35548 n = 14
within .7554251 16.37658 22.09597 T = 12
ccom overall 16.36031 1.025568 13.01478 18.0947 N = 168
between .6814414 15.20312 17.51174 n = 14
within .7861383 13.58417 18.70886 T = 12
hpdi overall 17.8735 .8180742 13.99783 19.68198 N = 168
between .493065 17.08102 18.69663 n = 14
within .6649403 14.79031 20.01884 T = 12
esow overall .0693662 .0786224 .0001705 .3471054 N = 168
between .0514351 .0103294 .1546125 n = 14
within .0609112 -.0655332 .303697 T = 12
fsz overall 20.42855 .861107 18.35943 22.13569 N = 168
between .6678305 19.10124 21.45408 n = 14
within .5699866 17.99635 22.3278 T 12
sktest nim ceop ccom hpdi esow fsz
Skewness/Kurtosis tests for Normality
joint

Variable Obs Pr (Skewness) Pr (Kurtosis) adj chi2(2) Prob>chi?2

nim 168 0.0030 0.0460 11.08 0.0039

ceop 168 0.0000 0.0003 28.16 0.0000

ccom 168 0.0000 0.0000 61.08 0.0000

hpdi 168 0.0698 0.8314 3.38 0.1844

esow 168 0.6579 0.0722 3.48 0.1757

fsz 168 0.3146 0.0237 5.94 0.0514
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. pwcorr nim ceop ccom hpdi esow fsz, star (0.05) sig
nim ceop ccom hpdi esow fsz
nim 1.0000
ceop 0.1684* 1.0000
0.0291
ccom -0.1742* 0.0501 1.0000
0.0239 0.5187
hpdi -0.2232* 0.1881* 0.0602 1.0000
0.0036 0.0146 0.4385
esow 0.2217* -0.0137 -0.1112 -0.0468 1.0000
0.0039 0.8604 0.1513 0.5466
fsz 0.1185 0.3692* -0.1320 0.5356* 0.1302 1.0000
0.1259 0.0000 0.0880 0.0000 0.0925
reg nim ceop ccom hpdi esow fsz
Source SS df MS Number of obs = 168
F( 5, 162) = 7.51
Model 1292.2004 5 258.44008 Prob > F = 0.0000
Residual 5573.79541 162 34.4061445 R-squared = 0.1882
Adj R-squared = 0.1631
Total 6865.99581 167 41.1137474 Root MSE = 5.8657
nim Coef. Std. Err. t P>|t] [95% Conf. Interval]
ceop 9.289974 4.308031 2.16 0.033 .7828359 17.79711
ccom -7.265678 4.597121 -1.58 0.116 -16.34369 1.812328
hpdi -1.755268 .4278926 -4.10 0.000 -2.600235 -.9103021
esow .0117897 .0050984 2.31 0.022 .0017219 .0218576
fsz 3.091945 1.368776 2.26 0.025 .389001 5.79489
_cons 74.44094 10.11161 7.36 0.000 54.47338 94.40849
hettest

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

Ho:

Variables:

chi2 (1)

Prob > chi2

0.

0.87
3508

fitted values of nim



. vif

Variable VIF 1/VIF
fsz 1.70 0.588421
hpdi 1.46 0.683674
ceop 1.18 0.849724
ccom 1.06 0.942381
esow 1.05 0.954849

Mean VIF 1.29

reg nim ceop ccom hpdi esow fsz, robust

Barde and Zik-Rullahi

Linear regression Number of obs = 168
F( 5, 162) = 5.53
Prob > F = 0.0001
R-squared = 0.1882
Root MSE 5.8657
Robust
nim Coef. Std. Err. t P>t [95% Conf. Interval]
ceop 9.289974 3.876055 2.40 0.018 1.635866 16.94408
ccom -7.265678 4.859526 -1.50 0.137 -16.86186 2.330505
hpdi -1.755268 .4738239 -3.70 0.000 -2.690936 -.8196007
esow .0117897 .0045536 2.59 0.010 .0027977 .0207818
fsz 3.091945 1.340141 2.31 0.022 .4455476 5.738343
_cons 74.44094 10.4944 7.09 0.000 53.71747 95.1644
. predict e
(option xb assumed; fitted values)
kdensity e
Kernel density estimate
{? -
—
fel
38 _
o
T T T T T
75 80 90 95

85
Fitted values

kernel = epanechnikov, bandwidth = 0.8118
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