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The main objective of this study was to examine the influence of board size on the financial
performance of listed companies within the East African Community (EAC) and make recommendations
on the board size that can enhance company financial performance within the EAC. The research
adopted a positivist paradigm in a quantitative analysis using non-probability sampling to select forty-
two listed companies listed on the EACs stock markets between 2008 and 2014. We developed our
hypothesis based on secondary data from databases, company’s published annual reports, and
websites. We used Microsoft excel and SPSS to generate, manage and analyses data used in the
descriptive statistics, correlation, and regression outputs. Results from our regression analysis were
inconclusive and hence we were unable to generalize the relationship between board size and company
performance moderated by total assets and market capitalization. The descriptive statistics result
suggests that the optimal board size in EAC lies between nine and ten members. We thus recommend
to EAC-listed companies to adopt board size of nine directors to avoid the drawback of large boards
such as limited members’ participation, lack cohesion and consensus due to widespread opinions

which may deter the board from carrying out its advisory and monitoring functions.
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INTRODUCTION

Board size is defined as total number of directors (both
outside and executive directors) at a specified time
(Lipton and Lorsch, 1992; Yermack, 1996). The board of
directors plays two broad functions: Company monitoring
and advisory services to the management (Nguyen et al.,
2016). According to Dalton et al. (1999), large boards
often offers wide and rich levels of monitoring and
advisory than a small board especially where the board is
not well diversified. Goodstein et al. (1994) posit that
board size reflects the company's ability to attract
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resources from its environment, this is consistent with the
resource dependency theory which states that companies
always aim to attract a diversity of directors as a means
of attracting resources (human capital, network, and
financial) to the company (Johnson et al., 1996). So what
is the optimal board size? According to Lipton and Lorsch
(1992), an optimal board size is composed of eight to
nine directors while Jensen (1993) suggested an optimal
board to be comprised by seven to eight directors. At any
point when number goes above or below an optimal size,
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the board’s insufficiencies outweigh its benefits and
hence poor company performance (Jensen, 1993; Lipton
and Lorsch, 1992). It is believed that both big or small
board sizes have some merits and demerits, for instance
a large and complex company will require a large board
to provide a wide range advice and monitoring than small
ones (Coles et al.,, 2008). Board size depends on
company characteristics; Small and Medium Enterprises
(SMEs) or family businesses tend to have fewer directors
than multinational organizations (Gabrielsson, 2007).
However, Jensen (1993) suggests that both large and
small board sizes have some risks and benefits, hence
companies should aim at having an optimal board that
minimizes the risks while maximizing the benefits
associated with the board size. According to Bonn et al.
(2004), a large board is often more skeptical when
making strategic decisions than an optimal one, which
will inhibit the company’s value maximization. This makes
large boards more symbolic in nature but less competent
in facilitating good management practices (Hermalin and
Weisbach, 1991). The establishment of the EAC-
Common Market in 2010 led to the regional
harmonization of trade, taxation regimes, accounting
systems, and security market listings rules within the
region (Yabara, 2012). The EAC has four securities
exchange markets (SEM’s) domiciled within the four EAC
member states each with different codes of governance
and good practices that regulate their listed companies
and issuers of bond instruments. These codes provide
codes of conduct addressing the minimum board size,
roles and responsibilities of the CEO, board committees,
shareholders’ rights to mention but a few. These codes
are neither compulsory nor legally binding to listed
companies (CMA, 2002). The codes simply provide
guidance to stock market participants on corporate
ethical practices and self-regulation protocols (CMA,
2002). One of the fundamental changes brought about by
the operationalization of the EAC- Common Market in
2010 was the free movement of capital and labor among
the member states which would affect the firm
characteristics such as the most optimal board size for
EAC listed companies. This study thus examined the
board size in 2008/2009 before the operationalization of
the EAC common market in 2010 and 2013/2014. This
was three years after the operationalization of the EAC
common market.

The main objective of this study was thus to examine
the influence of board size on the financial performance
of listed companies within the East African Community
(EAC) and make recommendations on the board size that
can enhance company financial performance within the
EAC. According to Dalton et al. (1999), unlike small
boards, bigger boards tend to lack cohesion which limits
their ability to connect with all directors. This makes it
difficult for the board to reach a consensus due to the
wide ranging differences in opinions (Lipton and Lorsch
1992). Muth and Donaldson (1998) posits that a large
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board makes it extremely hard for an organization to take
quick decisions, because it takes the executive
management more time and effort to achieve a
consensus decision. This can exacerbate by poor
coordination, which is typical of larger boards (Cheng
2008). According to Cheng (2008) a large number of
directors increases the agency cost. Lipton and Lorsch
(1992) identified dysfunctional behavioral norms and
higher monitoring costs associated with a large board.
Goodstein et al. (1994) acquiesced that a big board often
face problems of poor group cohesion and higher levels
of internal power struggles and bickering, which may
hinder the board in carrying out its advisory and
monitoring functions (Nguyen et al.,2016). On the other
hand, Mwanzia Mulili (2014) identified the large board to
be associated with many benefits; a larger board brings
to the company wider knowledge, skills, experience and
economic networks of the individual directors, which can
be used to create synergy between the board of directors
and management, thereby increasing company financial
performance.

LITERATURE REVIEW

We adopted the agency theory to explain the relationship
between board size on company performance as
commonly used in accounting and finance research
(Alagha, 2016; Heenetigala, 2011; Tshipa, 2015).

Agency theory

The need to separate organizational ownership and
control creates an agency relationship, whereby
principals (shareholders) contract agents (managers) to
run their company on their behalf (Bhaduri and Selarka,
2016; Fama, 1980). An agency relationship is established
because of an organization’s need to ensure
independence of organizational control from ownership.
Jensen and Meckling (1976) distinguish a company as a
nexus between different types of stakeholders, with the
principal at one end and an agent on the other with
diverse rights and responsibilities, which theoretically
should complement each other for the good of the
company. However, due to management’s lack of
altruism, they tend to focus more on their personal gains
when making strategic decisions, which create the
principal-agent conflicts (Fama, 1980). The agency
theory hence seeks to resolve such conflicts through
strict monitoring and controls to restrain the management
prejudices in decision-making. The principal-agent
conflict is further worsened by information asymmetry
where an agent tends to have more information than the
principal, thus creating a moral dilemma that motivates
an agent to pursue personal interests at the expense of
the principal (Bhaduri and Selarka, 2016). Consequently,
the principal is forced to incur agency costs (such as
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audit fees) to make the agents responsible for any wrong
decisions while mitigating any risks associated with the
agent’s extravagances (Jensen and Meckling,,1976). We
adopted the agency theory to explain the importance of
board size in reducing the agent’s extravagances; an
optimal board size improves its ability to monitor and
control management decisions thereby reducing agency
costs (Bhaduri and Selarka 2016; Fama, 1980).

Company performance

According to Shleifer and Vishny (1997), company
performance depends on its governance; a company with
poor governance such as incongruous board size is less
likely to invest in profitable projects that can generate
superior cash flows for the benefit of the shareholders
and vice versa. Performance is measured in different
ways using varying performance matrices. The commonly
used matrix include Return on Assets (ROA), Return on
Equity (ROE), Tobin’s Q ratio (TBQ) and Price Earnings
ratio (PER). These are commonly used in finance and
accounting research to evaluate the extent to which a
company has achieved its overall objective (Richard et
al., 2009). Performance measurements thus help
managers to assess the effectiveness of company
strategies and identify opportunities for strategic changes
to achieve the targeted performance objectives (Porter,
2008). There are two broad categories of performance
measurements; market-based (measuring performance
using marketing information) and accounting based
(measuring performance using accounting information).
The accounting-based measures have been criticized for
using historical information as a measure of company’s
present performance (Hall and Brummer, 1999); while
market-based performance measurements are faulted for
being too simplistic due to their inherent assumptions like
the efficient market hypothesis (EMH) used in
determining share prices as a measure of company
performance (Tobin, 1984). To avoid the weaknesses of
accounting or market-based performance measurements,
we adopted a mix of accounting (ROE and ROA) and
market-based (TBQ and PER) as our measures of
performance.

We adopted return on assets, Tobin’s q ratio, return on
equity, and price earnings ratio as our performance
measurement as commonly used in business, finance,
accounting and corporate governance research (Alagha,
2016; Heenetigala, 2011; Tshipa, 2015)

Return on assets (ROA)

The ROA ratio is a measure of company efficiency in
generating income from its total assets (Lesakova, 2007).
It is one of the commonly used accounting measure of
performance when evaluating companies’ economic
health and the proficiency of investment portfolios

(Lesakova, 2007). According to Ingram and Albright
(2006), the ROA ratio provides a links between company's
annual operations and investment activities. The RoA
ratio hence measures the efficiency management in
using company assets (Lesakova, 2007).

The RoOA is calculated as:

Annual Profits after Interest and Tax

ROA (%) =
Total assets at the year-end

A higher RoA ratio is an indication of management
efficiency in utilizing company assets to generate a
higher value for the investors (Lesakova, 2007).

Return on equity (ROE)

RoE was calculated as:

Annual Profits after Interest and Tax

ROE (%) =
Total equity at the Year-end

A higher RoE ratio is an indicator of management’s ability
to generate extra income to the owners/shareholders
Tobin’s Q ratio (TBQ)

According to Gross (2007), TBQ ratio is a hybrid measure
of performance, that is based on both accounting and

market-based data. TBQ was calculated as:

Year-end market capitalization

TBQ =
Total assets at the Year-end

The TBQ ratio measures the firm’s growth prospects
using the company’s assets (Leng, 2004). A TBQ value
of one indicates that the company’s market value is equal
to the total book value of its assets. If the ratio is higher
than one, the company’s market value is higher than its
asset’s book value, and hence management is deemed
to have created more value for owner.

Price earnings ratio (PER)
This study calculated PeR using the following formula:

Company’s year-end share price

PER =
Earnings per share (EPS)

The PER depends on finance risk, which affects the
company’s bottom line and EPS.



Control variables

This study adopted total assets and market capitalization
as the control variables as often used in accounting and
finance research (Lins, 2003). According to Bowerman et
al. (2003), a control variable is a variable which is held
constant during the course of an experiment, in order to
assess or clarify changes in other independent variables.
The use of control variables in regression models helps
to determine their explanatory power exclusive of the
independent variables (Tabachnick and Fidell, 2006).
Total assets in this study are represented by book value
of all company assets at the year-end. Prior studies in
accounting, corporate governance, finance, and company
performance have used total assets as the control
variable (Alagha, 2016; Heenetigala, 2011). We
computed Market Capitalization by multiplying the year-
end market price per share by the total number of
outstanding shares at the financial year-end
(Heenetigala, 2011). Market capitalization represents the
value of a company based on its perceived future
economic prospects, and it has commonly been used in
many corporate performance studies as a control variable
(Alagha 2016 and Heenetigala, 2011).

The EAC stock markets

The EAC has four securities exchange markets (SEM’s)
domiciled in the four EAC member states. These are the
Nairobi Securities Exchange (NSE) in Kenya, the Dares
Salaam Stock Exchange (DSE) in Tanzania, Uganda
Securities Exchange (USE) in Uganda, and the Rwanda
Stock Exchange (RSE) in Rwanda. Burundi and South
Sudan do not have operational stock exchange markets.
The stock markets are a major source of information and
capital to listed companies, which helps them to better
their financial performance. According to Yartey and
Adjasi (2007), stock markets exist to facilitate low-cost
information flow between international and domestic
market players, thus enhancing the company’s return on
investment. Hence, a country without a stock market is
more likely to lag behind economically (Baier et al.,
2004). Stock market hitherto promotes the adoption of

international  financial reporting standards  which
promotes transparency between management and
investors hence improved financial performance

(Imolelian 2005). In the mid-1990s, EAC member
countries formed Capital Market Authorities to regulate
the activities of the East African Community Security
Markets and in 1997, a joint regulatory body known as
the East African Securities Regulatory Authorities
(EASRA) was formed and mandated with regulating the
EAC Security Markets’ activities, fast-tracking the EAC
Security Markets’ integration, harmonizing the legal
frameworks and market infrastructure as well as
developing policy guidelines for the capital markets’
growth incentives within the EAC (Yabara 2012).
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Meanwhile, in 2005, the EAC’s economic integration
had changed from a free trade zone to the East African
Community Customs Union, which later became the East
African Common Market (EAC- Common Market) in
2010. This transformation led to the advent of corporate
governance in the early 2000s among all the EAC
countries. Kenya was the first country to introduce a code
of corporate governance in 2002 followed by Uganda and
Tanzania in 2003 (CMA, 2002). Rwanda introduced their
code of corporate governance in 2010 (RSE, 2015).

The EAC code of governance does not recommend
any specific number of directors for the listed companies’
boards. However, it advises companies to have an
optimal board (that are neither too small nor too large) for
the benefit of the company shareholders (CMA, 2002).
We adopted an optimal board definition from Lipton and
Lorsch (1992) where an optimal board is seen to have
between eight and nine board members, making any
board membership over nine or below eight classified as
big and small respectively. Based on the above
arguments, we hypothesized as follows:

HY There is a significant relationship between board size
and company performance.

METHODOLOGY

We adopted a quantitative research design and positivist paradigm
approach using a deductive technique to examine the relationship
between board size and company performance (Veal 2005). Our
study adopted a multiple regression in the ordinary least squares
(OLS) method to examine the relationship between board size and
company performance. A paradigm is defined as “a shared
framework of assumptions held within a discipline, sub discipline or
school of thought within a discipline” This has an influence on
researcher’s choice of methodology to achieve specific research
objectives (Veal, 2005, p. 24). There are two types of research
paradigms in social science, namely the positivist and the critical or
interpretive paradigms. Under the critical paradigm, a researcher is
perceived to be independent from a research study, and behavior of
the person (s) or group(s) used in the study is explained using only
facts and observations (Veal, 2005). The positivist paradigm
depends on three principal assumptions, namely: that the cause
and effect must be identified to explain phenomena or test a theory,
that knowledge is based on what can be tested by observing
tangible evidence; and that a researcher must use a scientific
method that emphasizes control, standardization and objectivity
(Veal, 2005). We adopted these assumptions to clarify the research
structure using quantitative statistical data analysis tools. We used
the positivist paradigm which is usually applicable in quantitative
research where theories and hypotheses are developed prior to the
empirical study (Veal, 2005).

Sample selection and Data collection

We adopted non-probability sampling to select the forty-two listed
companies used in this study. Initially, we intended to use as a
population all the listed companies on the EAC Security Markets in
2008/2009 and 2013/2014. A total of 108 companies were listed on
the EAC Security Markets as at 31st June 2016. Regrettably, not all
the listed companies qualified to be included in the sample because
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they were either not listed on the EAC stock market for the full
financial years 2008/2009 and 2013/2014, and their annual reports
were not available from DataStream, Eikon and Mint Global Bureau
Van Dijk databases. We used secondary data from company
annual reports and databases, which are consistent with other
accounting, finance, and corporate governance research studies
where it was justified by the fact that secondary data sources save
time and money for data collection (Heenetigala, 2011; Okiro,
2014). Secondary data was obtained from journal articles, e-books,
websites and press releases. We also obtained financial data from
databases (Orbis Bureau Van Dijk, DataStream, Eikon and Mint
Global Bureau Van Dijk). Additional data was obtained from
published companies’ annual reports on their websites. Microsoft
Excel and Statistical Package for the Social Science (SPSS)
version 23 was used for data analysis. We used SPSS to carry out
the preliminary diagnostic tests, descriptive statistics, correlation,
and regression analyses and Microsoft excel was used to manage
and format data before exporting it into SPSS for statistical
analysis.

Independent and dependent variable

This study seeks to examine the influence of board size on
company financial performance in the EAC listed companies. We
thus adopted board size as the study’s independent variable.
Company board size influences its performance (Jensen, 1993;
Lipton and Lorsch, 1992; Yermack, 1996). Coles et al. (2008)
submit that larger boards are more effective in driving company
performance because they bring together a pool of expertise from
diverse directors, which helps the company to improve its
monitoring capacity and enhance its financial performance. The
wider knowledge of a larger board can also be utilised by the
company in making some strategic decisions, which can drive
company performance (Dalton et al.,, 1999). However, some
schools of thought view larger boards as less effective in enhancing
company performance. They hence conclude that board size is
negatively associated with company performance (Cheng, 2008;
Yermack, 1996). It is believed that a bigger board faces problems of
social loafing and high coordination costs that affect company value
(Jensen, 1993; Lipton and Lorsch, 1992; Yermack, 1996).
Moreover, Cheng (2008) suggests that larger boards reduce
company value and are not necessary for all categories of
companies and industries. On the other hand, we used company
performance (represented by return on assets, Tobin’s q ratio,
return on equity, and price earnings ratio) as our dependent
variable. This is consistently used measure of performance
measurement commonly used in business, finance, and accounting
research (Alagha, 2016; Heenetigala, 2011; Tshipa, 2015).

Ordinary least squares (OLS) regression

We adopted OLS regression which is considered a straightforward
method of statistical analysis (Bryman and Bell, 2015). We adopted
our model using the following equation:

Yi=Bo+B1X+€ 1)
Where: Yi = the dependent variable, X = the independent variable,
B0 = intercept, B1 = slope and € = error term. The above equation
was used to derive equation 2 and the subsequent 4 equations that
were used in this study.

Yt =Bo + B1BS + B2TA + B3MC +E&t 2

Where: B0 = intercept, Bi = slope, Yt represents dependent variable
(PER, TBQ, ROE or ROA) at time't, BS = Board size, TA = total

assets MC = market capitalization, and €t represents the margin of
error due to other factors outside the model that may influence Yt.
We thus derived four model equations used to test the study
hypotheses in SPSS.

ROAt = Bo + B1BS+ B2TA + B3MC +&t 3)
ROEt = o + B1BS+ B2TA + B3MC +&t (@)
TBQt = Bo + B1BS+ B2TA + B3MC +Et (5)
PERt = Bo + B1BS+ B2TA + B3MC +Et (6)

We used the above equations to test the hypotheses for the study
period. Data analyses were carried out using the SPSS version 23
and the macro on HCSE estimators developed by Hayes and Cai
(2007) which is known to provide heteroscedasticity-consistent
regression results (Hayes and Cai, 2007).

OLS'’s diagnostic tests

We carried out diagnostic statistics tests to ensure our data
conforms to OLS regression assumptions of normality distribution,
multicollinearity and homoscedasticity. Shapiro-Wilk test was used
to test normality distribution. According to Baty et al. (2015),
Shapiro-Wilk test is the best statistical means for detecting any
deviations from normality distribution due to skewness or kurtosis.
Using Shapiro-Wilk test, the null hypothesis states that there is no
difference between the observed distribution of surveyed scores
and a normally distributed sample error. Hence, if the critical alpha
is larger than the obtained p-value, the null-hypothesis is rejected
(Shapiro and Wilk, 1965). We also tested our data for
multicollinearity using the variance inflation factor (VIF) in which
multicollinearity problem is assumed to be present when the
predictor variables have a VIF above 10.0 (Field, 2009). Our test
revealed no multicollinearity problem with VIF less than 10.0.
Finally, we tested our study data for homoscedasticity. According to
Hayes and Cai (2007), the absence of homoscedasticity
undermines statistical significance tests by making the estimator of
the regression factor inconsistent and biased. We tested the
presence of homoscedasticity using the Koenke tests in the SPSS
macro developed by Watson and Teelucksingh (2002) posits that
Koenker test is simple to comprehend and can be done on a small
data sample like the case with this study. The null hypothesis of the
heteroscedasticity test implies that there is no conditional
heteroscedasticity and thus the individual-specific or time-specific
variance error components are equal to zero (Park, 2011). The
homoscedasticity assumption was met and hence we adopted the
retrogression analysis to test the study’s hypothesis.

RESULTS AND DISCUSSION

This study revealed the following statistical results on
OLS diagnostic test, descriptive statistics (mean, median,
standard deviation, maximum and minimum), correlation
and regression results obtaining from testing the impact
of board size on company financial performance.

OLS Assumption’s diagnostics test results
Table 1 presents the test results of the normality,

heteroscedasticity, and multicollinearity. As indicated in
Table 1, the p values for the Shapiro-Wilk tests for
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N lity test Heteroscedasticity Multicollinearity Normality Heteroscedasticity ~ Multicollinearity

Threshold ormality tes test test test test test
assumption p>0.05 p>0.05 10 max p>0.05 p>0.05 10 max

Shap.Wilk Koenker VIF Shap.Wilk Koenker VIF

2013/2014 2008/2009

ROA 0.08 0.01 0.12 0.04
BS 242 213
TA 3.25 4.95
MC 3.07 3.30
ROE 0.93 0.01 0.78 0.04
BS 242 213
TA 3.25 4.95
MC 3.07 3.30
TBQ 0.33 0.01 0.16 0.04
BS 242 213
TA 3.25 4.95
MC 3.07 3.30
PER 0.44 0.01 0.85 0.04
BS 242 2.13
TA 3.25 4.95
MC 3.07 3.30

ROA= Return on assets, ROE= Return on equity, TBQ= Tobin’s Q ratio, PER= Price Earnings Ratio, BS = Board size, TA = Total assets,

MC = Market capitalization.

2008/2009 were as follows: ROA =0.12, ROE = 0.780
TBQ = 0.16, and PER = 0.85, while in 2013/2014 ROA =
0.08, ROE = 0.930, TBQ = 0.33 and PER = 0.44. All
these values are higher than 0.05 (the significance value)
which confirms the presence of normality distribution of
data (Shapiro and Wilk, 1965). Additionally, we tested
multicollinearity using the Variance Inflation Factors
(VIF). Using Field (2009) maximum VIF threshold value
of 10.0, we discovered no multicollinearity problem since
the VIF for the predictor variables in 2008/2009 and
2013/2014 were below the recommended VIF threshold
of 10 (Field 2009). Also, as indicated in Table 1, we used
Koenker tests to certify existence of homoscedasticity
The results show that the p values of the Koenker tests
results for 2013/2014 was 0.01 while in 2008/2009 it was
0.04 which are below homoscedastic threshold (p<0.05)
which implies that the data used in this study was not
homoscedastic (p<0.05).

Descriptive statistics

We used the mean, median, maximum, minimum and
standard deviation to identify the statistical characteristics
of the study’s dependent (PER TBQ, ROA, ROE) and
independent variable (Board size). Table 2 presents the
descriptive statistics.

Return on assets (ROA)

The descriptive statistics analysis in Table 2 indicated
positive mean value in both periods, which indicates that
the EAC-listed companies on averagely generated a
similar positive return of about 40% on assets for their
shareholders in 2008/2009 and 2013/2014. The degree
of volatility in ROA increased by more than 50% in
2008/2009, as compared to 2013/2014. Comparatively,
ROA was less volatile before the operationalization of the
EAC Common market in 2010 (Table 2).

Return on Equity (ROE)

We calculated ROE as a percent of profits after interest
and tax, divided by the company’s total shareholder
equity. Analysis of 2008/2009 descriptive statistics on
ROE in Table 2 indicated a mean of 40.79%, median of
41.74%, standard deviation of 10.01, minimum of
19.34%, and the maximum of 63.40%. The ROE mean
and median values for both 2008/2009 and 2013/2014
indicate that the EAC-listed companies in this study
generated a similar average positive return of about 40%
for their shareholders before (2008/2009) and after
(2013/2014) the establishment of the EAC-Common
Market.
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Table 2. Descriptive statistics.

Variable No. Mean Median Std. Dev. Minimum Maximum Years
ROA (%) C 40.58 40.11 263 32.76 50.57

ROE (%) 42 40.79 41.74 10.01 19.34 62.40

TBQ 42 0.43 0.39 1.91 0.17 2.04

PER 42 9.74 9.81 1.88 2.72 37.34 2008/2009
BS 42 8.62 9.00 2.42 4.00 13.00

TA 42 185,946 226,493.2 5.5 5,590.6 3,387,087.0

MC 42 51,200 68,000 5.0 3,000 747,000

ROA (%) 42 40.01 39.083 9.09 19.105 63.86

ROE (%) 42 39.23 41.32 11.497 7.09 6121

TBQ 42 0.47 0.44 3.11 0.06 6.94

PER 42 11.056 11.36 2.06 1.77 52.38 2013/2014
BS 42 9.262 9.00 2.78 5.000 15.00

TA 42 182,816.7 205,616.1 6.4 5,280.8 4,877,776.9

MC 42 85,500 85,700 5.3 24,000 2,474,100

ROA= Return on assets, ROE= Return on equity, TBQ= Tobin’s Q ratio, PER= Price Earnings Ratio, BS = Board size, TA = Total

assets, MC = Market capitalization.

Tobin’s q ratio (TBQ)

The TBQ was calculated as a company’s market
capitalization at the year-end, divided by its total assets.
The TBQ descriptive statistics results in Table 2 show
that for 2008/2009, TBQ had a mean of 0.4251, median
of 0.390, standard deviation 1.913, minimum of 0.165,
and maximum of 2.038. For 2013/2014, the TBQ
descriptive statistic results included a mean of -0.466,
median of 0.441, standard deviation of 3.107, minimum of
0.056 and maximum of 6.936. The descriptive statistics
indicates that TBQ experienced higher volatility in
2013/2014, with an increased by 62% in 2013/2014 as
compared to 2008/2009 (Table 2).

Price earnings ratio (PER)

The PER ratio in Table 2, was calculated as the year-end
market price per share, divided by earnings per share
(EPS), where market price per share is the year-end
share price i.e. the price at which shares were bought or
sold, based on the forces of demand and supply. The
descriptive statistics results for 2008/2009 indicate an
PER mean of 9.743, median of 9.812, standard deviation
of 1.884, minimum of 2.719, and maximum of 37.341. On
the other hand, in 2013/2014, the descriptive statistic
results showed a mean of 11.056, median of 11.364,
standard deviation of 2.058, minimum of 1.766, and
maximum 52.375. There were no significant differences
between the mean and median in PER for 2008/2009 and
2013/2014. The PER’s positive means and medians for
both 2008/2009 and 2013/2014 are an indication that the
EAC-listed companies continued to create value for their
shareholders after the operationalization of the EAC-
Common Market in 2010.

Board size (BS)

We measured BS as the total number of directors on the
board of a company. The descriptive statistics (Table 2)
demonstrate that in 2008/2009, the mean and median
board size was 8.62 and 9.0 respectively, the standard
deviation was 2.42, the minimum was 4.0 and the
maximum was 13.0. In 2013/2014, the mean board size
was 9.26, the median was 9.00, the standard deviation
was 2.78, the minimum was 5.0 and the maximum was
15.0. Overall, after the operationalization of the EAC-
Common market, the mean, minimum and maximum
board sizes increased by 7, 25 and 15% respectively.
Available data also indicates that the listed companies in
the EAC had an average board size of 9 directors, which
is consistent with the optimal board size recommended
by Lipton and Lorsch (1992).

Total assets (TA) as a control variable

We used total assets and market capitalization as control
variables, the company’s total assets were measured the
total book value of all assets at the year-end. The
descriptive statistics (Table 2) for 2008/2009 show mean
total assets of US$ 185, 944, median of US$ 226, 493,
and standard deviation of 5.5. The minimum was US$ 5,
591 with a maximum of US$ 3, 387, 087. In 2013/2014,
the mean total assets were US$ 182, 817, the median of
US$ 205, 616, the standard deviation was 6, the
minimum was US$ 5, 281 and the maximum was US$ 4,
877,777. Table 2 shows a reduction in mean, median and
minimum values by 0.1, 0.8 and 0.7% respectively. There
was also a 2.4% increase in the maximum after the
operationalization of the EAC Common Market.
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PER TBQ ROA ROE BS TA MC
PER 1
TBQ 0.571* 1
2008/2009 ROA -0.325** 0.156 1
ROE -0.393** 0.065 0.662** * 1
BS -0.354** 0.050 0.123 0.245 1
TA -0.237 -0.119 -0.193 0.204 0.664*** 1
MC -0.046 0.074 -0.003 0.230 0.576*** 0.818*** 1.
PER 1
TBQ 0.409*** 1
ROA -0.239 0.603*** 1
2013/2014 ROE -0.121 0.430*** 0.687*** 1
BS -0.143 -0.186 0.018 0.260* 1
TA -0.526*** -0.436** * 0.017 0.352** 0.598** 1
MC -0.284* 0.078 0.427** 0.637*** 0.539*** 0.764*** 1

*x o+ and * Significant at 1, 5 and 10% level respectively. BS = Board size, TA=Total assets, MC = Market capitalization, PER = Price
Earnings ratio, TBQ =Tobin’s Q ratio, ROA = Return on asset, ROE = Return on equity.

Market capitalization (MC)

Market capitalization was calculated as the company’s
total number of outstanding shares, multiplied by the
market price per share (Yermack, 1996). The descriptive
statistics results in Table 2 demonstrate the following
statistics for 2008/2009: a mean market capitalization of
US$ 51,200, a median of US$ 68,000, a standard
deviation of 1.54, a minimum of US$ 3,000 and a
maximum of US$ 747,000. Similarly, in 2014, the mean
market capitalization was US$ 85,500 and the median
was US$ 85,700, while the standard deviation, minimum,
and maximum values were 1.68, US$ 2,400, and US$
2,47100 respectively. Overall, between 2008/2009 and
2013/2014, the mean increased by 13%, the median by
55% and the maximum values of the market
capitalization was 18.1%. However, the minimum value of
the market -capitalization fell by 5.6% after the
operationalization of the EAC Common Market in 2010.

Pearson's correlation results

Table 3 shows the results of Spearman's correlation
analysis which was used to examine the relationship
between the board size control variables (TA and MC)
and company financial performance variables (ROE,
ROA, TBQ and PER)

According to the correlation results in Table 3 the
following pair of variables exhibited significant correlation
at 1% significance in 2008/2009, ROA and ROE with a
coefficient of 0.66, PER and TBQ with correlation
coefficient of 0.57, board size and total assets with
correlation coefficient of 0.66, board size and total assets

with correlation coefficient of 0.58. The pair of variables
that displayed significant correlation at 5% significance
were PER and ROA with correlation coefficient of -0.33,
PER and ROE with correlation coefficient of -0.39, PER
and board size with correlation coefficient of -0.35, and
total assets and market capitalization with correlation
coefficient of 0 82. From the results for 2013/2014 in
Table 3, the following variables exhibited significant
correlation at 1% significance: PER and TBQ with
correlation coefficient of 0.41, PER and total assets with
correlation coefficient of -0.53, PER and total assets with
correlation coefficient of -0.28, TBQ and ROA with
correlation coefficient of 0.60, TBQ and ROE with
correlation coefficient of -0.43, TBQ and total assets with
correlation coefficient of -0.44, ROA and ROE with
correlation coefficient of 0.69, ROA and market
capitalization with correlation coefficient of 0.43, ROE
and board size with correlation coefficient of 0.26, ROE
and total assets with correlation coefficient of 0.35, ROE
and market capitalization with correlation coefficient of
0.64, board size and total assets with correlation
coefficient of 0.60, board size and market capitalization
with correlation coefficient of 0.54, and total assets and
market capitalization with correlation coefficient of 0.76.
The above correlation figures indicate lower correlations
between the dependent and independent variables and
some lacked significant correlations.

Regression results

This study adopted OLS regression analysis which is
considered a straightforward method of statistical
analysis (Bryman and Bell, 2015). The OLS regression
analysis results are discussed below.
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Table 4. Regression analysis of BS, Control variables and ROA.

2008/2009 2013/2014
\I/D:rri):kr)]lde?r;{tOA Model fit: R? = 0.3960; P = 0.1601; Model fit: R?~ 0.5426; P = 0.0003;

F =1.6809 F =5.8543
Variable Coeff T P Coeff T P
Constant 60.843 6.091 0.000 52.834 3.713 0.001
BS 0.855 1.771 0.077* -0.409 -0.613 0.544
TA -2.291 -2.294 0.029** -3.284 -2.718 0.101
MC 1.723 1.737 0.093* 6.360 4.954 0.000***
¥xxk and  * Significant at 1, 5 and 10% level respectively. BS = Board size, TA =Total assets, MC =Market

capitalization.

Table 5. Regression analysis of BS, control variables and ROE.

2008/2009 2013/2014
\?:ﬁ:gg?’g% Model fit: RZ = 0.4121; Model fit: R = 0.5168:;

P = 0.0997; F = 1.9820 P = 0.0001; F = 6.3576
Variable Coeff T P Coeff T P
Constant 62.223 2.924 0.007 26.876 1.411 0.167
BS 1.467 1.598 0.120 0578 -0.709 0.483
TA -1.931 -0.929 0.360 -1.530 -0.986 0.331
MC 1.947 1.082 0.288 6.471 239 0.000%+*

wx % and * Significant at 1, 5 and 10% level respectively. BS = Board size, TA =Total assets and MC =Market capitalization.

Board size, control variables and ROA

Table 4 presents a summary of the regression results on

the relationship between ROA, Board size and control
variables in 2008/2009 and 2013/2014. The 2008/2009
results showed an adjusted R-squared value of 0.40,
which indicates that about 40% of the total variability in
ROA can be explained by board size, total assets and
market capitalization. Board size had a statistically
significant positive influence on ROA (p=0.08<0.10),
hence an increase in board size by one member would
results in an increase in the ROA by 86%, holding all
other factors constant. The F test result indicates that all
variables in aggregate are not statistically significant in
influencing ROA (F = 1.68, p = 0.16>0.10). On the other
hand, the 2013/2014 results (Table 4), show an adjusted
R-squared value of 0.54, which indicates a better model
fit than in 2008/2009. This means that, about 54% of the
total variability in ROA is explained by Board size, total
assets and market capitalization. The F test result for the
regression model in 2013/2014 indicates that all variables
in aggregate have a statistically significant influence on
ROA (F= 5.85, p = 0.00<0.01). This suggests that board
size together with the control variables is more relevant to
ROA in 2013/2014 than in 2008/2009. The OLS
regression results (Table 4.) indicates that board size had

a statistically significant positive influence on ROA in
2008/2009 but no statistically significant influence in
2013/2014. The estimated coefficient for board size in
2008/2009 suggests that an additional director on the
board contributes 86% to ROA, holding other variables
constant. On the contrary, the contribution from an
additional director on the board in 2013/2014 diminishes
ROA by 41%, although this impact was not statistically
significant.

Board size, control variables and ROE

Table 5 presents a summary of regression results on the
relationship between ROE, as the dependent variable,
board size and control variables in 2008/2009 and
2013/2014. As shown in Table 5 in 2008/2009, the OLS
regression results showed an adjusted R-squared value
of 0.41, which suggests that about 41% of the total
variability in ROE is explained by Board size, total assets
and market capitalization. The F test result indicated that
all variables jointly influence ROE (F = 1.98, p =
0.09<0.10). Board independence had a statistically
significant negative influence on ROE (p=0.05<0.10),
hence, an increase in Board size by one percent would
result in a decrease in the ROE of 25%, holding other
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Table 6. Regression analysis of BS, control variables and TBQ.

2008/2009

2013/2014

Dependent variable: TBQ

Model fit: R?~ 0.3088;
P =0.2719; F = 1.3368

Model fit; R~ 0.7368;
P =0.0000; F =8.6757

Independent variable Coeff T P Coeff T P
Constant 2.129 1.347 0.188 5.751 4.840 0.000
BS 0.098 1.218 0.233 0.007 0.126 0.901
TA -0.332 -2.294 0.029** -0.842 -6.749 0.000***
MC 0.268 1.526 0.138 0.827 6.801 0.000***
¥k kk and  * Significant at 1, 5 and 10% level respectively . BS = Board size, TA =Total assets and MC =Market

capitalization.

Table 7. Regression analysis of BS, control variables and PER.

2009 2014
Dependent variable: PER Model fit: R~ 0.1834; Model fit; R~ 0.4099;
P =0.2402; F =1.4186 P =0.0038; F =3.9907

Independent variable Coeff T P Coeff T P
Constant 3.921 3.312 0.002 52.824 3.713 0.000
BS -0.096 -1.258 0.218 -0.409 -0.613 0.032**
TA -0.161 -1.437 0.161 -0.284 -2.718 0.002***
MC 0.199 1.711 0.097* 6.360 4.954 0.500
wxkand * Significant at 1, 5 and 10% level respectively. BS = Board size, TA =Total assets and MC =Market

capitalization.

independent and control variables constant. On the other
hand, the results for 2013/2014 (Table 5) presented an
adjusted R-squared value of 0.52, which shows a better
model fit than 2008/2009. The adjusted R-squared results
indicate that during 2013/2014, about 52% of the total
variability in ROE could be attributed to Board size, total
assets and market capitalization. The F test result also
indicated that all variables jointly influenced ROE (F=
6.34, p = 0.00<0.01). Although the market capitalization
(a control variable) is the only variable that had a
statistically significant positive influence on ROE
(p=0.00<0.01) in 2013/2014, the adjusted R-squared
suggests that the board size, together with the control
variables, have more relevance in explaining ROE in
2013/2014 than in 2008/2009.

Board size, control variables and TBQ

Table 6 presents a summary of regression results on
TBQ, Board size, total assets and market capitalization in
2008/2009 and 2013/2014. According to the OLS
regression results in Table 6 the adjusted R-squared
value in 2008/2009 was 0.31, which suggests that about
31% of the total variability in TBQ can be explained by
Board size, total assets and market capitalization. The F
test result indicated that all variables in aggregate do not

have a statistically significant influence on TBQ in
2008/2009 (F = 1.34, p = 0.27>0.10). The 2013/2014
results, shows an adjusted R-squared value of 0.74,
which demonstrates a better model fit, than 2008/2009. In
other words, in 2013/2014 about 74% of the total
variability in TBQ can be explained by Board size, total
assets and market capitalization. The F test result also
indicated that all variables in aggregate have a
statistically significant influence on TBQ (F= 8.68, p =
0.00<0.01). This improvement in the model fit and model
significance suggests that Board size, total assets and
market capitalization have more relevance in explaining
TBQ in 2013/2014 than in 2008/2009.

Board size, control variables and PER

Table 7 presents a summary of regression results on the
relationship between PER as the dependent variable,
board size and control variables in 2008/2009 and
2013/2014. The 2008/2009 results (Table 7.) show an
adjusted R-squared value of 0.18, which means that
during 2008/2009, about 18% of the total variability in
PER is explained by board size, total assets and market
capitalization. The F test result indicates that all variables
in aggregate do not have a statistically significant
influence on PER (F=1.42, p = 0.24>0.10). According to
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the 2013/2014 results, the adjusted R-squared value was
0.41, which indicates a better model fit than 2008/2009.
This shows that about 41% of the total variability in PER
in 2013/2014 can be explained by Board size, total
assets and market capitalization. The F test results also
indicates that all variables in aggregate have a
statistically significant influence on PER (F= 3.99, p =
0.00). Board size had a statistically significant negative
influence on PER (p=0.03<0.05) suggesting that an
increase in board size by one member would result in a
decrease in PER by 40.9%, holding other independent
and control variables constant. The composite of PER
(price per share and earning per share) offers two
possible explanations for this negative relationship
between PER and board size; either earning per share
increases as board size increases, or price per share
deceases as board size increases. This implies that the
EAC markets in 2013/2014 tended to react positively to
smaller board size and negatively to larger board size.

Control variables

As mentioned above, we used total assets and market
capitalization as control variables in the regression
models to statistically adjust their effects on company
financial performance and thereby estimate the effects of
board size on the study variables. We observed some
significant relationships between the control variables
and companies’ financial performance indicators. For
example, in 2008/2009 (Table 4.), the total assets had a
statistically significant negative influence on ROA
(p=0.03<0.05) while the market capitalization had a
statistically significant positive influence on ROA
(p=0.09<0.10). However, in 2013/2014 (Table 4), only the
market capitalization had a statistically significant positive
influence on ROA (p=0.00<0.01). Furthermore, no control
variable significantly influenced ROE in 2008/2009.
However, in 2013/2014 (Table 5), the market
capitalization had a statistically significant positive
influence on ROE (p=0.00<0.01). In 2008/2009 (Table 6),
the total assets had a statistically significant negative
influence on TBQ (p=0.03<0.05). However, in 2013/2014
(Table 6), the market capitalization had a statistically
significant positive influence on TBQ (p=0.00<0.01) while
the total assets had a statistically significant negative
influence on TBQ (p=0.00<0.01). Furthermore, according
to the results in Table 7 the market capitalization had a
statistically significant positive influence on PER
(p=0.09<0.10). The total assets also had a statistically
significant negative influence on PER (p=0.00<0.01).

Conclusion
The main objective of this study was to examine the

influence of board size on the financial performance of
listed companies within the EAC and make

recommendations on the board size that can enhance
company financial performance within the EAC. Results
from the regression analysis (Tables 4 to 7) indicated
some significant relationships between board size and
ROA, and board size and PER in 2013/2014 but no
significant relationship between board size and ROE and
TBQ in 2008/2009 and 2013/2014. The estimated
coefficients in the series of regression models (Tables 4
to 7) appear to indicate that company financial
performance deteriorated in 2013/2014 when the average
board size increased to 9.2 directors. The regression
results (Tables 4 to 7) suggest that larger board size has
a negative impact on company financial performance.
The descriptive statistics (Table 2) appear to suggest that
the optimal board size in EAC-listed companies is no
more than nine members. This thus supports the
recommendation by Firstenberg and Malkiel (1994), who
suggests an optimal board size of 9 members to
encourage board participation, focus, interaction and
effective debate. Furthermore, Dalton et al. (1999) posits
that an optimal board is often cohesion, which creates a
good working relationship between directors. This makes
is less difficult for the directors to reach a consensus
(Lipton and Lorsch, 1992). Moreover, an optimal board
makes it easy to make quick decisions due to shorter
time required achieve board agreement (Muth and
Donaldson, 1998). Lipton and Lorsch (1992) identified
dysfunctional behavioral norms and higher monitoring
costs associated with a large board, while Goodstein et
al. (1994) submitted that a big board faces problems of
internal power struggle and bickering that hinders board
business about advisory and monitoring functions
(Nguyen et al., 2016). Our findings are also consistent
with Lipton and Lorsch (1992) who recommended
optimum board size of eight to nine directors and Jensen
(1993) recommended optimum board size of seven or
eight directors.

Limitations of the study

A number of limitations were identified in this study.
Firstly, we used a sample of forty-two listed companies
from the EAC stock markets during the study period.
Nevertheless, most companies in Tanzania, Rwanda,
and Uganda were never listed on their respective stock
market until after 2010 and hence were left out of this
sample. Again, the current study used financial data from
only listed companies, we excluded private companies
and other small and medium enterprises which are also
effected by board size. Moreover, the financial data used
in this study was extracted from private databases
(DataStream and Eikon) hence most companies whose
data was missing out from these databases were left out
of this study. Finally, the study used some accounting-
based and market-based performance measures. The
selection of these measures was based on previous



research. Using different performance measures could
possibly result in different results. We thus recommend
that future studies consider using data from un-listed
companies, SME’s, or adopt different financial and non-
financial performance indicators to test the influence of
board size on company performance. The findings from
this study will help in improving the existing codes of
governance and to enhance the firm’s financial
performance in Africa in general and the EAC in
particular. However, the study’s findings revealed a lack
of consistently significant relationships between the
dependent and independent variables, which can be
attributed to the fact that some EAC countries had not
adequately adapted to the EAC common market at the
time of the study, hence their respective listed companies
were not in a position to align their organizational
structure and enhance their financial performance.
Nevertheless, this study provides new knowledge about
board size in the EAC countries before and after the
operationalization of the EAC common market in 2010.
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