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ABSTRACT

This study evaluates the corporate governance and its relationship with dividend policies of banks in nigerian capital market  using five commercial banks out of the fifteen that are listed on the Nigerian capital market over the period of 2003-2022. Data was collected from the Annual reports and accounts of the sampled banks. A panel data methodology (Random-effect GLS regression technique) was employed for the analysis of data. The results reveal that Audit Committe has significant effect on dividend payout ratio, Board size and CEO duality has insignificant effect, while board of Directors exhibit negative but insignificant effect. It is recommended that since the fundamental purpose of any company is the creation and delivery of long-term sustainable value in a manner consistent with their obligations as a responsible corporate citizen, then the Bank should therefore views corporate governance not as an end in itself but a vital facilitator to the creation of long- term value for all stakeholders. And to enhance the level of influence of Corporate Governance on Dividend Payout Ratio to higher level in the Nigerian Banking Industry, Management equity holding should be increased as this will make the management to protect not only their interest but the interest of all stakeholders.
CHAPTER ONE
INTRODUCTION
1.1 BACKGROUND OF THE STUDY
The concept of corporate governance is one of the issues that have attracted the attention of researchers and organisation around the world. This is due to the fact that governance mechanisms involves a set of relationship among organisation’s management, its board, its shareholders and other stakeholders that provide structure in which organizational goals  are set, and organizational performance are monitored. Therefore, there is need for proper incentives for the board and management to pursue objectives that are in interests of the company and its shareholders and also, there is need for enhanced effective monitoring (OECD 2004). 
The separation of management from ownership gave rise to the adoption of a number of mechanisms globally. These mechanisms ensure enhancement of business sustainability and survival which directly enhance companies’ ability to pay dividend. However, financial regulators everywhere are scrambling to assess these mechanisms and administer them for the purpose of good corporate governance (Sandeep, Patel and Lilicare, 2002).
It is therefore necessary to point out that the concept of corporate governance of banks and very large firms have been a priority on the policy agenda in developed and developing market economies. Several events are responsible for the heightened interest in corporate governance especially in both developed and developing countries. The subject of corporate governance leapt to global business attention from relative vagueness after a string of collapses of high profile companies and banks. In Nigeria, the banking sector among other sectors has also witnessed several cases of collapses, some of which include the Alpha Merchant Bank Ltd, Savannah Bank Plc, Society General Bank Ltd among others.
Although the background of corporate governance in Nigeria can be said to be distorted and obscure, it cannot be detached from company law in general. Before corporate governance became popular, company law recognized and still recognizes two organs of a company namely: the board of director and the company in general meeting. Corporate governance merely emphasizes the greater focus on how a company should be run by those at the wheel of affairs. Unsurprisingly, the importance of the board of directors in instilling the principles of sound corporate governance in every company cannot be denied.
The Nigerian banking industry plays a major intermediation role in the Nigerian economy, considering that they are saddled with the responsibility of mobilizing savings from surplus units to deficit units, particularly private enterprises for the purpose of expanding their businesses (Oghojafor, Olayemi, Okonji and Okolie, 2010). It is also believed that corporate governance practices are important for banks because it results in higher market value, lower cost of funds and increased profit (Claessen, 2006). A major boost for corpor33ate governance in Nigerian banks was the consolidation exercise in 2005 which led to nearly 89 banks reduced to 25 mega banks in order to attain a minimum capital base of approximately 25billion naira. The processes of mergers and acquisitions brought unique governance challenges because of the new size of banks, which made the CBN to issue a mandatory corporate governance codes for Nigerian banks. Some other industries followed suit by introducing these codes in their respective sectors, especially the insurance and pension regulators (Soludo 2004).
Dividend are referred to as rewards for providing finances to a firm, as without any dividend payout, shares would not have any value ( Abdul-Halim & Adel 2013). Earnings distributed to shareholders are also called dividend (Pandey 2004). The need to receive dividend forms part of the primary motive why shareholders buy shares. In subscribing for a firm’s shares, investors always take into consideration a number of factors such as the dividend track record of the firm, the stock price at the floor, profile of board of directors as well as nature of firm’s investment. As a result, management strives to command a fair price for her stocks, while ensuring prompt payment of dividend. As the earnings record of a company improves, increase in cash dividend is expected to follow. The amount of dividend received by shareholders will depends considerably on the dividend policy of such organization. Dividend policy implies the payout policy that management adopts in deciding pattern of cash distribution to shareholders over time. It indicates the share of company’s earnings that are paid out to investors in cash. The study of dividend policy is increasingly becoming interesting for several reasons. First, it affects the capital structure of the firm and also changes the firm’s stock value (Nikolaos, 2005). Secondly, announcement of dividend signals information to investors about the firm’s efficiency in terms of profitability, liquidity and investment opportunity. Thirdly, through cash dividend policy, managers reduce principal-agent relationship costs.
Since the pioneering work of Miller & Modigliani (1958) in their seminal article, series of empirical and theoretical research in dividend policy have emerged and increased tremendously, some relaxing the assumptions of the M & M and offering theories and building models to guide managers formulate their dividend policy decisions. However, empirical evidences from these studies vary considerably. Some suggest that increase in dividend payout increases the firm’s market value, others posited that increase in dividend payout decreases the firm’s value, while some argue that dividend policy does not affect the market value of the firm. In spite of the continuous and increasing theoretical and empirical debate on dividend policy, there is still no generally accepted standard on how firms actually pay out dividend to shareholders at a given time period. 
Dividend payment is deemed to be effective corporate governance mechanism that serves to align the interests and minimize agency problems between managers and shareholders. The agency cost refers to the cost borne by shareholders for monitoring behaviour and these cost are considered as implied cost due to the potential conflict of interest among shareholders and corporate managers (Husam, Nizar & Rekhap, 2012). 
Hence dividend policy is one of the most important policies in finance because it is directly related to shareholders. It is considered one of the issues that are still subject of debate among both academics and practitioners. Previous empirical researches shows that better investor protection is associated with greater dividend payout ratios (La Porta, Lopez-De-Silanes and Shleifer, 2008).  This shows that corporate governance is an important mechanism in paying out dividend, and up till now literature on the relationship between corporate governance mechanisms and dividend policy especially in financial firms in Nigeria is limited, therefore, the aim of the study is to fill this gap in empirical data by examining corporate governance and its relationship with dividend policy of banks in the Nigerian capital market. 
1.2 STATEMENT OF THE PROBLEM
In Nigeria, before the consolidation exercise, the banking industry had about 89 active players whose overall performance led to sagging of customers’ confidence. There was lingering distress in the industry, the supervisory structures were inadequate and there were cases of official recklessness amongst the managers and directors, while the industry was notorious for ethical abuses (Akpan, 2007). Poor corporate governance was identified as one of the major factors in virtually all known instances of bank distress in the country. Weak corporate governance was seen manifesting in form of weak internal control systems, excessive risk taking, override of internal control measures, absence of or non-adherence to limits of authority, disregard for cannons of prudent lending, absence of risk management processes, insider abuses and fraudulent practices remain a worrisome feature of the banking system (Soludo, 2004). This view is supported by the Nigeria Security and Exchange Commission (SEC) survey in April 2004, which shows that corporate governance was at a rudimentary stage, as only about 40% of quoted companies including banks had recognised codes of corporate governance in place. This, as suggested by the study may hinder the public trust particularly in the Nigerian banks if proper measures are not put in place by regulatory bodies. 
Corporate governance is an important mechanism in paying out dividend. The going concern assumption of corporate entities gave rise to the need for corporate governance to enhance business sustainability and survival which directly enhance companies’ ability to pay dividend. If the survival of a firm be it bank or non-bank corporation is threatened, the ability of such a firm to pay dividend is affected and this also has a tremendous effect on the stakeholders of such a firm. Where such firm is a bank, the shareholders as well as depositors of the bank may suffer huge losses. As a result, the confidence of both investors and depositors would take a downward plunge and this has consequence on the nation’s economy.
The Central Bank of Nigeria (CBN) in July 2004 unveiled new banking guidelines designed to consolidate and restructure the industry through mergers and acquisition. This was to make Nigerian banks more competitive and be able to play in the global market. However, the successful operation in the global market requires accountability, transparency and respect for the rule of law. In section one of the Code of Corporate Governance for banks in Nigerian post consolidation (2006), it was stated that the industry consolidation poses additional corporate governance challenges arising from integration processes, Information Technology and culture.  
The code further indicate that two-thirds of mergers world-wide failed due to inability to integrate personnel and systems and also as a result of the irreconcilable differences in corporate culture and management, resulting in board of management disputes. 
Despite all these measures, the problem of corporate governance still remains unresolved among consolidated Nigerian banks, thereby increasing the level of fraud (Akpan, 2007). Data from the National Deposit Insurance Commission report (2006) shows 741 cases of attempted fraud and forgery involving N5.4 billion. Soludo (2004) also opined that a good corporate governance practice in the banking industry is imperative, if the industry is to effectively play a key role in the overall development of Nigeria. Caprio, Laeven & Levine (2008) opined that there should be a revision of bank supervision and corporate governance reforms to ensure that deliberate transparency reductions and risk mispricing are acted upon. 
Furthermore, according to Sanusi (2010), the current banking crises in Nigeria, has been linked with governance malpractice within the consolidated banks which has therefore become a way of life in large parts of the banking sector. He further opined that corporate governance in many banks failed because boards ignored these practices for reasons including being misled by executive management, participating themselvhes in obtaining unsecured loans at the expense of depositors and not having the qualifications to enforce good governance on bank management. 
The boards of directors were further criticized for the decline in shareholders’ wealth and corporate failure. They were said to have been in the spotlight for the fraud cases that had resulted in the failure of major corporations.
The series of widely publicized cases of accounting improprieties recorded in the Nigerian banking industry in 2009 were related to the lack of vigilant oversight functions by the boards of directors, the board relinquishing control to corporate managers who pursue their own self-interests and the board being remiss in its accountability to stakeholders. Some of these banks were Oceanic Bank, Intercontinental Bank, Union Bank, Afri Bank, Fin Bank and Spring Bank (Uadiale, 2010). As a result, various corporate governance reforms have been specifically emphasized on appropriate changes to be made to the board of directors in terms of its composition, size and structure (Abidin, Kamal and Jusoff, 2009). 
Another major issue that has generated interest and which may  affect dividend policy and should be of interest to all stakeholders in banking system is the Chairman of the Board of Directors serving as Chief Executive Officer (CEO). This no doubt, could present potential conflicts resulting from a single individual functioning in these dual roles. To ensure the protection of shareholders’ interest, a suitable governance structure that has been advocated is the one where the Chairman of the Board is not the same person as the CEO (OECD 2004). 
Also, the need for banks to continue to recognize internal and external auditors as an important part of the corporate governance process cannot be overemphasized. Adequate internal control system continues to be a major problem to banks in Nigerian capital market and this is needed to help discipline banks in their daily business by ensuring compliance with internal and external regulations as well as help the board to effectively evaluate the bank’s risks and ultimately its future strategy (Basel Committee on Banking Supervision 2006).
It is in the light of the above problems that this research work seeks to answer the following questions:
Research Questions
i) Is there a relationship between board size and the dividend policy decision of banks in Nigeria Capital market?
ii) To what extent does the CEO duality affect the dividend policies of banks in Nigeria?
iii) Is there a relationship between composition of board of directors and the dividend policy of banks in Nigerian capital market? 
iv) What is the relationship between the audit committee of Nigerian banks and their dividend policies?
1.3 OBJECTIVES OF THE STUDY
The main objective of this study is to examine corporate governance and its relationship with dividend policies of banks in Nigerian capital market. The specific objectives include:
i) To examine the relationship between board size and the dividend policy of quoted banks in Kwara State, Nigeria.
ii) To examine how CEO duality affects the dividend policy of quoted banks in Kwara State, Nigeria. 
iii) To examine the relationship between the board compositions and dividend policy of quoted banks in Kwara State, Nigeria.     
iv) To examine the relationship between the audit committee and dividend policy of quoted banks in Kwara State, Nigeria.  
1.4 JUSTIFICATION OF THE STUDY
Various research works have been carried out on corporate governance and dividend policies of banks all over the world, in various countries, Nigeria included. These research works include: (Nwidobie 2013; Kurawa 2013; Odia and Osikhena 2012; Amarjit and John 2012; Bokpin 2011; Morad and Adel 2010, etc.) and these research works show that corporate governance is an important mechanism in paying out dividend. Up till now, literature on the relationship between corporate governance mechanisms and dividend policy especially in financial firms in Nigeria is limited. Therefore, the aim of the study is to fill this gap by examining corporate governance and its relationship with dividend policy of banks in the Nigerian capital market. 
This study is of immense significance to banks, bank regulators, investors, academics and other relevant stakeholders. This study provides a picture of where banks stand in relation to the codes and principles on corporate governance introduced by the Central Bank of Nigeria. It further provides an insight into understanding the degree to which the banks that are reporting on their corporate governance have been compliant with different sections of the codes of best practice and how these corporate governance practices affect the dividend policy of these banks. Furthermore, this study will contribute to the existing literature and serve as reference point to further studies in this area of research.
1.5 HYPOTHESIS OF THE STUDY
The following null hypotheses will be tested to aid this study in achievement of its objectives:
Ho 1: There is no significant relationship between board size and dividend policy of quoted banks in Nigeria.
Ho 2: There is no significant relationship between board composition and dividend policy of quoted banks in Nigeria.
Ho 3: There is no significant relationship between CEO duality and dividend policy of quoted banks in Nigeria.
Ho 4: There is no significant relationship between audit committee and dividend policy of quoted banks in Nigeria.
1.6 SCOPE OF THE STUDY
This research work basically examines corporate governance and dividend policy of all quoted banks in Nigerian capital market between the period of 2003 and 2022.
1.7 PLAN OF THE STUDY
This research work contains five chapters. Chapter one contains the introduction and it comprises of background to the study, statement of the problem, research questions, objectives of the study, justification of the study, hypothesis of the study, scope of the study, plan of the study and definition of terms. 
Chapter two contains the literature review, which comprises of the conceptual framework, theoretical framework, empirical framework of corporate governance and dividend policy.
Chapter three covers the research methodology which includes types and sources of data, population of the study, sample technique and sample size, method of data collection and method of data analysis. 
Chapter four focuses on the data analysis and data presentation, as well as discussion of the results. 
Chapter five consists of summary, conclusions and recommendation of the study.
1.8 DEFINITION OF TERMS
Corporate Governance: 
Corporate governance refers to the set of responsibilities and practices exercised by the board and executive management with the goal of providing strategic direction, ensuring that objectives are achieved, standards are maintained, ascertaining that risks are managed appropriately and verifying that the organization's resources are used responsibly. Corporate governance ensures transparency, fairness and accountability and it is a benchmark for the integrity and credibility of organizations.
Dividend:
Dividends are referred to as rewards for providing finances to a firm. Earnings distributed to shareholders are also called dividend. Without any dividend payout, shares would have no value.  
Dividend Policy:
Dividend policy is the set of rules which guide management in the distribution of profits to ordinary shareholders as dividends. Dividend policy is the policy used by a company to decide how and how much it will pay out to shareholders in dividends.
Banking Sector:
The Nigerian banking sector is saddled with the responsibility of mobilizing savings from surplus units to deficit units. The banking sector consists of the banking institutions in the financial system. Banks are the key institutions maintaining the financial system of the economy. The stability is of the banking sector is essential as it has a profound impact on the entire economy as a whole.
Capital Market:
Capital market is a market where securities are traded. Capital market as an exchange system set up to deal in long-term credit instrument of high quality. The dealing in this high quality instrument facilitates the execution of some desirable and profitable project bearing direct relationship with economic development.
CEO Duality:
This is a situation where the chairman of the board of directors is also serving as Chief Executive Officer (CEO). CEO duality means that a single individual is functioning in these dual roles.

CHAPTER TWO

REVIEW OF LITERATURE

INTRODUCTION

Our focus in this chapter is to critically examine relevant literatures that would assist in explaining the research problem and furthermore recognize the efforts of scholars who had previously contributed immensely to similar research. The chapter intends to deepen the understanding of the study and close the perceived gaps.

Precisely, the chapter will be considered in three sub-headings:

Conceptual Framework

Theoretical Framework and
Empirical Review

2.1
CONCEPTUAL FRAMEWORK

Dividend Policies

The optimal dividend policy of a firm depends on investor‘s desire for capital gains as opposed to income, their willingness to forgo dividend now for future returns, and their perception of the risk associated with postponement of returns, therefore management should not retain income unless they can reinvest those earnings at higher rates of return than shareholders can earn themselves (Brigham and Houston 2009). It is therefore important to note that despite the fact that dividend and retained earning move in opposite directions they still go hand in hand since it‘s not possible to formulate one without having an effect on the other, therefore, a company must strike a balance between the two by finding a dividend payout ratio that will provide sufficient equity to support the capital budget without having to sell new common stock or take the capital structure ratios outside the optimal range.

Nwude (2003:112) defines dividend policy as the guiding principle for determining the portion of a company’s net profit after taxes to be paid out to the residual shareholders as dividend during a particular financial year; the purpose of a dividend policy being to maximize shareholders’ wealth, by which is dependent on both current dividend and capital gains. Mishra and Narender (1996) found that not all profit-making state owned enterprises have adhered to the dividend policy guidelines. Emekekwue (2005:393), the essence of the dividend policy is to determine what portion of firms’ earnings that will be paid out as dividend or held back as retained earnings. Retained earnings are one of the important sources of financing of firms’ projects. Dividend, on the other hand, is that portion of a firm’s after tax profit that is shared out to shareholders as reward for investment while dividend, puts disposable income in the hands of shareholders. Juma’h and Pacheco (2008) assert that, on average, profitability, liquidity and the size of companies are important determinant of cash dividend decision. Arif, et al (2011), opines that discretionary accruals do not significantly influence dividend policy. It means that the practices of earnings management are not only for the sake of dividend avoidance, but there can be several other reasons for this manipulation. The investor while making investment decision with a hope to have dividend, should not focus on the earnings management as a signal for the dividend policy formulation. Emekekwue (2005:393) found that dividend policies vary among firms. Some vary with the business cycle while others do not. The so called growth firms usually pay out paltry amounts to shareholders and use what is left to address the financial needs of the firm. However, the objective of providing funds to build up reserves in order to finance expansion projects, service and retire existing obligations and, consequently, enhance the earnings power of the firm is at variance with putting disposable income in the hands of shareholders. A high rate of retained earnings translates to a lesser amount of disposable income to 22 shareholders. Similarly, if a large portion of corporate earnings is paid out as dividend, the firm will not have enough to service and retire existing obligations, and of course, for reinvestment. Since retained earnings act as a buffer to the future earnings capacity of the firm, it is generally argued that a drop in retained earnings will precipitate a drop in the market value of stocks. Basse (2009) is of the view that firms seem to increase their dividend payments when facing an environment of a rising price level in order to stabilize the real value of dividend income. Therefore, higher inflation is a major driver of dividend increases. Brennan and Thakor (1990) found that despite the preferential tax treatment of capital gains for individual investors, majority of a firm’s shareholders may support dividend payment for small distributions. The directions in making dividend decisions should therefore give some consideration to the preference of the various categories of shareholders, and the problem is usually to identify the consensus preference of shareholders, especially in the case of widely held companies. The incidence of taxation on the firm and the shareholders has a bearing on dividend policy. Tax is a strong fiscal disincentive on dividend distribution. Miller and Scholes (1978) observed that dividend taxes do not influence share prices. Harris, et al (1999) found that if share prices absorb the effect of dividend taxation, then corporations could distribute dividends without imposing a penalty on shareholders at the margin, that is, dividend policy would be unaffected by dividend taxes. The Dividend Signaling Hypothesis argues that dividends are used by companies to signal higher than expected future free cash flow, if managers have private information about the future or current cash flow, then investors will interpret a current dividend increase (decrease) as a signal that managers expect permanently higher (lower) future free cash flow levels (Bhattacharya, 1979). The Free Cash Flow Hypothesis, first explained by Jensen and Meckling (1976), argues that agency problems arise in companies where ownership and control are separated, such as in public companies with disperse shareholding. Managers have an incentive to over invest relative to their first best optimal level in companies with sizable free cash flows or cash reserves. The overinvestment stems from the empire building or perks-prone attributes 23 embedded in the managers' utility function. An increase in dividend reduces the free cash flow available to managers and, therefore, limits the overinvestment problem, creating value for the company. Conversely, a dividend cut augments the cash on hand to the managers and aggravates the overinvestment problem. The Maturity Hypothesis, advanced by Grullon, et al (2002) and DeAngelo and DeAngelo (2006), argues that, as a company matures, its investment opportunity set shrinks with a consequent decline in systematic risk. A positive price reaction to a dividend increase suggests that the company has entered a mature life cycle stage of lower profitability and lower risk. According to the Maturity Hypothesis, reactions to news about systematic risk reduction dominate reactions about lower future profits and, therefore, the stock price response to a dividend increase announcement is positive. Conversely, the decision to decrease dividends signals the transitioning from a mature to a decline stage with higher systematic risk and even lower profitability. The stock price response to a dividend decrease announcement is, therefore, negative. The Maturity Hypothesis is a conjecture, because Grullon, et al (2002) do not develop a theoretical model and, therefore, do not propose a separating equilibrium in which other companies cannot mimic mature companies. Also the Catering Hypothesis, proposed by Baker and Wurgler (2003), assumes that for either institutional or psychological reasons, some investors have an uninformed and perhaps time-varying demand for dividend-paying stocks. For instance, dividend clientele theories argue that changes in tax code, transaction costs or institutional investment constraint can lead to changes in the demand for dividend paying stocks. Behavioural explanations, such as the bird-in- the-hand or self-control arguments, could also lead to a time-varying demand for dividend paying stocks. The market, therefore, assigns a timevarying premium to dividend paying stocks. Managers cater to this premium by paying out more dividends when the dividend premium is high, and by holding cash inside the company when the dividend premium is low. Although dividend payers and non-payers are consistently different in many characteristics, such as size, life-cycle stage and profitability, Baker and Wurgeler (2003) provide some evidence that managers cater to investor sentiment and their conclusions are robust to a variety of alternative explanations. 24 Despite extensive empirical testing of the above dividend hypotheses over the last 30 years, the conclusions are surprisingly varied, and a wide consensus on the corporate payout rationale is still lacking. The empirical evidence on the Dividend Signaling Hypothesis is mixed at best. On one hand, Nissim and Ziv (2001) found that using a particular model of earnings expectations, current dividend changes are positively correlated to future earnings changes hence the stock prices. On the other hand, other studies (among others, Deangelo, et al 2003 and Benartzi, et al 1997) found positive correlation between dividend changes and concurrent or lagged earnings changes, but no correlation with future earnings changes. Even more interesting, they find that companies that cut dividends have higher earnings in the future relative to comparable companies. The Maturity Hypothesis is supported not only by Grullon, et al (2002), but also by DeAngelo, et al (2003). In their paper, they show that the fraction of publicly-traded industrial firms that pay dividends is high when retained earnings are a large portion of total equity and falls to near zero when most equity is contributed rather than earned. The earned/contributed capital mix is therefore a critical parameter to classify the life-cycle stage of a company. Although the Catering Hypothesis has been formulated only recently, Li and Lie (2006) shows that the stock market reaction to dividend changes depends on the dividend premium associated with dividend-paying stocks. In buttressing the signaling effect of dividend decision of the firm, Pandey (2005) says investors can use the knowledge about managers’ behavior to inform their decision to buy or sell the firm’s stock, bidding the price up in the case of positive dividends surprise or scaling it down when dividends do not meet expectations. This view was supported by Miller and Rock (1985). Thus, this, in turn, may influence the dividend decision as managers know that stockholders closely watch dividend announcements looking for good or bad news. As managers tend to avoid sending a negative signal to the market about the future prospects of their firms, this also tends to lead to a dividend policy of a steady, gradually increasing payment (Bhaumik, 2007). 25 In general, as stated by Pandey (2005), the dividend decision is usually taken by considering, at least, the three questions of: How much excess cash is available? What do our investors prefer?, And what will be the effect on our stock prices of announcing the amount of the dividend? Therefore, as confirmed by Patra (2005), the dividend decision is the major decision area of financial management. A firm is to decide what portion of earnings would be distributed to the shareholders by way of dividend and what portion of the same (earnings) would be retained in the firm for its future growth. Therefore, Patra concludes that dividend and retention are desirable but they are conflicting with each other. From the forgoing, a finance manager should be able to formulate a suitable dividend policy that will satisfy the shareholders without hampering the progress of the firm. In finance, there are various theories that attempt to explain the relationship between a firm’s dividend policy and common stock. These are: Dividend Relevance Theory, Optimal Dividend Theory (policy) and Dividend Irrelevance Theory. Walter (1963) argue that the choice of dividend policies almost always affect the value of the firm. His model, one of the earliest theoretical works, shows the importance of the relationship between the firm’s rate of return and its cost of capital in determining the dividend policy that will maximize the wealth of shareholders. Walter’s model was based on the following assumptions, according to Francis (1972): (1) the firm finances all investments through retained earnings, that is, debt or new equity is not issued, (2) The firm’s rate of return and its cost of capital are constant (3) all earnings are either distributed as dividends or reinstated internally immediately (4) there is a constant EPS and DPS and (5) the firm has a very long or indefinite life (Pandey, 2005). According to Ezra (1963), in Walter’s model, dividend policy is a financial decision and when the dividend policy of a firm is treated as a financing decision, the payment of cash is a passive residual. Another relevance model was developed by Myron Gordon which explicitly relates the market value of the firm to dividend policy (Gordon, 1962). Gordon’s model was based on the following assumptions: the firm is an equity firm and it has no debt; no external financing is available; the internal rate of return of the firm is constant; the firm and its streams of earnings are perpetual; the appropriate discount rate for the firm remains 26 constant; corporate taxes do not exist; constant retention and the cost of capital is greater than its growth rate. Gordon model’s conclusions about the dividend policy are similar to that of Walter’s model. This similarity, according to Pandey (2005), is due to the similarities the of assumptions that underline both model, thus, Gordon’s model suffers from the same limitations as Walter’s model. To underline, the relevance of dividend policy, is the bird-inhand argument of Krishman (1933). This view is based on the assumption that under conditions of uncertainty, investors tend to discount near dividends at a higher rate than they discount future dividends. Investors thus behaving rationally are risk averse and, therefore, have a preference for near dividends to future dividend (Pandey, 2005). The logic underlining these bird-in-hand arguments can be captured in the words of Krishman (1933), when he said “if two stocks with identical earnings record and prospects, but the one paying a larger dividend than the other, the former will undoubtedly command a higher price merely because stockholders prefer present to future values. Myopic vision plays a part in the price making process. Stockholders often act upon the principle that a bird-in-hand is worth two in the bush and, for this reason, are willing to pay a premium for the stock with the higher dividend rate, just as they discount the one with the lower rate” (Pandey, 2005:284). Gordon, (1962) also expresses the bird-in-hand argument more convincingly and in formal terms. According to him, uncertainty increases with futurity, that is the further one looks into the future, the more uncertain dividend becomes. Accordingly, when dividend policy is considered in the context of uncertainty, the appropriate discount rate cannot be assumed to be constant (Pandey, 2005). In fact, according to him, it increases with uncertainty and investors prefer to avoid uncertainty and would be willing to pay higher price for the share that pays the greater current dividend, all other things held constant. Miller and Modigliani (1961), are the chief advocates of the dividend irrelevance argument. For them under a perfect market situation, the dividend policy of a firm is irrelevant, as it does not affect the value of the firm. They argue that the value of the firm depends on the firm’s earnings that result from the investment policy; when the investment decision of the 27 firm is given, dividend decision, which is the split of earnings between dividend and retained earnings, is of no significance in determining the value of the firm. Francis (1972) asserts that the M and M hypothesis of irrelevance is based on the following assumptions: the firm operates in a perfect market where investors behave rationally and information is freely available to all, and transaction and flotation costs do not exist; no taxes exist; the firm has a fixed investment policy and risk of uncertainty does not exist. Thus, the M and M (1961) dividend irrelevance proposition states that changes in dividends are offset one-for-one by changes in proceeds from net new issues of securities, so that investment and earnings are unaffected or does not affect equity valuation. These irrelevance propositions have been questioned by De Angelo and DeAngelo (2006) who assert that dividends payout rules, like investment plans, can be sub optimal. They specifically claimed that the dividend irrelevance proposition is true only in environments that are simplified in a way that is not generally appreciated. They assert that in a more general setting, the dividend policy is relevant in exactly the same sense as investment policy is relevant. In another strand of finance-literature on asset pricing, analysts take the view that paying low level of dividend does not result in under-valuation of the firm; the value of a firm with a given current capital is the same under low or zero future dividends as high future dividend. This view is known as the Neutrality of dividend policy and is held by Black (1976). Black and Scholes (1974) observed that shareholders trade-off the benefits of dividend against the tax losses. Based on this trade off, shareholders are classified into three clienteles: a clientele that considers dividend as always good; clientele that considers dividends as always bad and clientele flat are indifferent to dividend. As explained by Pandey (2005), most shareholders in high tax brackets may belong to high payout clientele since, in their case, the tax advantage may outweigh the benefit of dividends. On the other hand, shareholders in low tax bracket may fit into low payout clientele as they may suffer marginal tax disadvantages of dividend while tax-exempt investors are indifferent between dividends and capital gains, since they pay no taxes on their income. So, the supply of dividends and demand for dividend matched, there will be no gain if a firm changes its dividend policy since the investors have already made their choices 28 or there exist opportunities for shareholders to shift from one firm to another (Pandey, 2005). In a bid to satisfy these two objectives, management is put in serious dilemma as they must come up with policies that will address their needs for reserves and disposable income to shareholders.

Types Of Dividends

Nwude (2003:121-126) points out that there are five types of dividends that payout. These consist of cash dividend, stock dividend or bonus issues, stock or share split, reverse stock split and stock repurchase. 
Cash Dividend: Cash dividend is payment of dividends in cash. This is customary for any company that declares dividends to pay in cash. When a cash dividend is paid the implication of the balance sheet is that the company’s cash account and reserves account will be reduced, thus reducing both the total assets and the net worth of the company. A company that declares cash dividend must ensure that it has sufficient cash to meet it requirements. 

Stock Dividend or Bonus Issue: Stock dividend is the payment of dividend in the form of issue of additional shares to the residual owners of the firm. It involves capitalizing the company’s share premium or reserves and increasing the share capital account by the same amount capitalized from the reserves account Liquidity is preserved as no cash leaves the company. The advantage to the shareholders is that they receive a dividend which they can convert into cash whenever they wish to sell their share while the disadvantage is that as the number of equity shares is increased, if the retained earnings do not yield a satisfactory rate of return, the share price can fall, especially when there is massive off-loading by the shareholders in the capital market. Stock dividend is issued to each shareholder in proportion to his or her existing shareholding in the company. 

Stock or Share Split: This means the division of the existing share price by two or multiplication of the existing number of shares by two. The effect of stock split is that it reduces the prevailing par or nominal value of shares by half and doubles the existing number of shares. Management uses stock split to lower the price of its shares to attract increased trading activity on the shares on the stock exchange. Stock split does not affect 29 either side of the balance sheet in terms of Naira amount, but changes the figure and book entry of the number of shares outstanding as well as the par value. 

Reverse Stock Split: A reverse stock split is a financial strategy of consolidating the nominal value of an existing share issue and a corresponding decrease in the number of shares in existence. 

Stock Repurchase: This is the acquisition of a company’s outstanding shares by the company itself for warehousing in the stock treasury. The purpose of stock repurchase may be to reduce the number of outstanding shares in order to increase the earnings per share (EPS) of the remaining shares which will consequently increase the market price per share (MPPS), and thus, general capital gains to shareholders. The capital gains substitute the cash dividends.
Corporate Dividend Policy Determinants

Black (1976), in his study, concluded with the following question and answer: “What should the corporation do about dividend policy? We don’t know”. A number of factors have been identified in previous empirical studies to influence the dividend policy decisions of the firm. Profits have long been regarded as the primary indicator of the firm’s capacity to pay dividends. Lintner (1956) conducted a classic study on how U.S. managers make dividend decisions. He developed a compact mathematical model, based on a survey of 28 wellestablished industrial U.S. firms, which is considered to be a finance classic. According to him the current year earnings and previous year dividends influence the dividend payment pattern of a firm. Fama and Babiak (1968) studied the determinants of dividend payments by individual firms during 1946-64. The study concluded that net income seems to provide a better measure of dividend than either cash flows or net income and depreciation included as separate variables in the model. Farrelly, et al (1986) surveyed 318 New York stock exchange firms and concluded that the major determinants of dividend payments are anticipated level of future earnings and pattern of past dividends. Pruitt and Gitman (1991) asked financial managers of the 1000 largest U.S. firms and reported that current and past year’s profits are important factors influencing dividend payments. They also found that risk (year- to-year variability of earnings) also determine the firms’ dividend policy. Baker and Powell (2001) concluded from their survey of NYSE-listed firms that dividend determinants are industry-specific, and that anticipated level of future earnings is the major determinant. In other studies, D’Souza (1999) also found statistically significant and negative relationship between beta and dividend policy. He however showed a positive but insignificant relationship in the case of growth and negative but insignificant relationship in case of market to book value. Alli, et al (1993) reveal that dividend payments depend more on cash flows, which reflect the company’s ability to pay dividends, than on current 39 earnings, which are less heavily influenced by accounting practices. The results however, do not support the views of Miller and Modigliani (1961). Higgins (1972), Fama (1974) documented no interdependence between investments and dividends. Higgins (1981) indicated a direct link between growth and financing needs: rapidly growing firms have external financing needs because working capital needs normally exceed the incremental cash flows from new sales. Rozeff (1982), Lloyd, et al (1985) and Collins et al. (1996) all show significantly negative relationship between historical sales growth and dividend payout. Mohammed and Joshua (2006) examined the factors affecting dividend policy of listed compsanies in Ghana. Their results showed that dividends were positively related to profitability, cash flow and tax, but are negatively related risk and growth. Nishat and Irfan (2005) studied the effect of dividend policy on stock price risk and found that dividend yield and earnings are positively related to the share price volatility. This relation remains the same even after controlling for firm size. Another study conducted by Naeem and Nasr (2007) observed the determinants and trends of dividend policies. Results of their study show that Pakistani companies are either reluctant to pay dividends or pay very low amount as dividends and their current dividend decisions depend on previous year dividends and profitability ratio. The study conducted by Ahmed and Javid (2009) in which they analyzed the factors that determine dividend policy in the economy of Pakistan showed that most of the Pakistani companies decide their cash dividend payment on the basis of their current and previous year profits. The firms having high net profit pay larger dividends to their shareholders. Their results showed that market liquidity is positively related to the dividend payout ratio and negative relationship was found between the firm size and payouts, while there is no relationship between growth opportunities and dividend policy. Nazir, et al (2010) explained the role of dividend policy in Pakistan by taking a sample of 73 companies listed on the Karachi Stock Exchange from the period of 2003-2008. Result of their study showed that dividend payout and dividend yield have significant effect on stock prices while size and leverage have negative insignificant affect. Earnings and growth have positive significant affect on stock prices.
Corporate Governance and Dividend Policy 

The agency theory posit that dividend mitigates agency costs by the distribution of free cash flow that otherwise would have been spent by corporate managers on unprofitable projects. Easterbrook (1984) argued that dividends payments expose firms to more scrutiny by the capital market as the payout of dividend increases the livelihood of such firm issuing new shares to meet their financing needs which on the other hand help alleviate opportunistic management behaviours and thus agency cost. Gompers et al. (2003) relate agency costs to the strength of shareholders rights which are associated with corporate governance. Agency theory further suggested that shareholders may prefer dividends particularly when they fear their funds may be expropriated by insider management. Finance literatures Shao et al. (2008); Shleifer and Vishney (1986) suggest that minority shareholders are usually at risk in companies controlled by strategic shareholders. With lack of an independent board of directors, many companies in Nigeria and most Europeans countries (Kowalewski et al., 2007) and South Korea (Black et al., 2006) there is the likelihood of firms being vulnerable to potential expropriation. Black (1990) found no explanation why firms pay cash dividends to their shareholders. Since this work, research at answering this question seemed based on information asymmetries between firms’ insiders and outsiders, with suggestions that firms indicate their future profitability by paying dividends. Gomes (1996); Fluck (1998) and Myers and Majluf (1984) recognize that dividend policies address agency problems between corporate insiders and shareholders. Furthering this argument, Grossman and Hart (1980) noted that dividend payouts of firms mitigates agency conflicts by reducing the amount of free cash flow available to managers who in most cases do not act in the best interest of shareholders. Commenting, Jensen (1986) argued that firms with substantial free cash flow may be coerced to accept investment projects with negative cash flows. This takes care of the agency problem by reducing the available cash in the firm through the payment of dividend leaving nothing for investment in zero-net present value projects, which would have generated future agency problems. The issue of new shares to raise funds earlier identified by Easterbrook (1984) results in increased monitoring by the capital markets and investment banks. Shleifer and Vishney (1986) and Allen et al. (2000) noted that institutional investors prefer to own shares of firms that pay regular dividend; arguing that big institutional investors are usually willing and able to monitor corporate managers than smaller owners. As a result, Kowalewski et al. (2007) noted that corporate dividend policies can thus be made to meet the needs of institutional investors, whom they think will introduce corporate governance practices. The La Porta et al. (2000) outcome model suggest that dividends are paid because minority shareholders put pressure on corporate insiders to reduce available cash in the firm. The substitution model by Brockman and Unlu (2009) predicts that firms with weak shareholders rights need to establish a reputation for not exploiting shareholders. Hence, such firms they advised should pay higher dividends than firm with strong shareholder rights. In other words, dividend paid by them substitute for minority shareholders rights. Bebczuk (2005) observed that because of the above argument there is higher likelihood of firms with good governance practices paying dividends. Ownership of large percentage of shares in a firm according to Barclay and Holderness (1989) reduce the probability of takeover bids, reducing the value of the firm; which is further reduced by the role of a clique of shareholders in selecting managers and board chairmen. In this instance of control of a firm by a few shareholders, Bukart and Fausto (2001) observed that minority shareholders’ interests will not be protected, creating severe agency problem. To solve this, ownership and management of such firm should be separated. The separation may be difficult as owner-managers have the tendency to establish their desire on the firm, control it and discourage dividend payments. In their study of European business groups, La Porta et al. (2000) showed that those with controlling shareholders have strong incentives to siphon resources out of member firms to increase their individual wealth. In their observation of this likely trend, Bertrand et al. (2000) noted that there are strong incentives for owners of firms in India to divert resources of their firms. The absence and/or presence of investors protecting laws increases and/or decrease the advent of these practices. Commenting, Gompers et al. (2003) observed that the severity of agency costs is likely inversely related to the strength of shareholder rights. To them firms exposed to agency conflicts are more likely to experience wider divergence of ownership and control especially where shareholders’ rights are suppressed. By implication, shareholders’ rights are related to agency problem and also to dividend policy. This nexus between corporate governance and dividend policy were established by Gillan et al. (2003) and Black et al. (2006). The presence and enforcement of civil laws protecting investor negates these negative propositions in capital markets. Corporate governance is enhanced in Nigeria with the promulgation of the investment securities act 1999, Capital Market Tribunal and ease of obtaining redress in the law courts for corporate abuses. The presence of institutional infrastructures in central Europe according Bonin and Wachtel (2003) aid shareholder rights, dividend payment demand to reduce cash flows, reducing agency problems. Best practices expected of firms though not responded to according to expectations in Nigeria have brought to the knowledge of managers what is expected of them to promote good corporate governance. To Izedonmi (2010) the proposed adoption of the International Financial Reporting Standards (IFRS) and International Public Sector Accounting Standards (IPSAS) by Nigeria is a drive towards enthroning corporate disclosures and governance operated in major advanced countries in Nigeria. Commenting Azobu (2010) noted that such increases transparency in corporate governance and ease of comparability of firms by investors. Prior to the proposed introduction of IFRS and IPSAS, the companies and Allied matters Act 1999 states the minimum disclosures of firms above the statement of accounting standards (SAS) era when firms refused to comply with its disclosure requirement; now improving corporate governance of Nigerian firms. As in Europe where Berglof and Pajuste (2003) observed a growing rate of corporate governance in firms, increase in investment and development of acceptable dividend policies, the Central Bank of Nigeria has put in place strategies to remove family ownership of banks, protect minority shareholders, and improve dividends payment and corporate governance. The control of firms by a clique of shareholders, impedes the independence of the board of directors, creating potential avenues for expropriation and establishing the conditions for dividend policy explained by the outcome model of La Porta et al. (2000).

2.2
THEORETICAL FRAMEWORK

Theories by researchers on dividend payouts and patterns are based on the perceptions, information carrying content and problem-solving ability of the payouts and patterns. The bird-inhand theory was developed by Gordon (1963) and Walter (1963) in which they concluded that investors always prefer cash in hand rather than a future promise of capital gain, implying higher current dividend payout and smoothening to investors. The catering theory by Baker and Wurgler (2004) suggest that managers pay dividend according to the needs and wants of the shareholders, implying the determination of shareholder characteristics; and payout ratio and pattern according to the identified characteristics. Thus firms with more low income-earning shareholders need to have a high payout ratio and smoothened dividend while firms with large number of high income-earning should maintain low dividend payout ratio and less dividend smoothening. Under the signaling theory by Bhattacharya (1979) and extended by John and Williams (1985) dividend payout and pattern allay information asymmetric between managers and shareholders by delivering inside information of firm future prospects. Jensen and Meckling (1976) developed the agency based on the conflict between managers and shareholders to which dividend payout and pattern acceptable to shareholders should resolve. The life-cycle theory of dividend payout and pattern was developed by Lease et al. (2000) and extended by Fama and French (2001) requiring firms to devise a payout ratio and pattern in accordance with their business life cycle. The Miller and Modigliani (1961) dividend irrelevance theory posits that the dividend payout, pattern and their dynamism do not affect firm value. These theories aid decision on dividend payout and patterns for the achievement of optimal results.

2.3
EMPIRICAL REVIEW

Larcker et al (2005) examined the association between typical measures of corporate governance and various accounting and economic outcomes. Using a structural measures of corporate governance (e.g board characteristics, stock ownership, institutional ownership, activist stock ownership, existence of debt-holders, mix of executive compensation, and anti-takeover variables), their results suggested that there are 14 dimensions to corporate governance. They found that these indices have a mixed association with abnormal accruals, little relation to accounting restatements.

Ricardo, N.B (2005) Studied Corporate governance and ownership: measurement and impact on corporate performance and dividend policies in Argentina using 65 non-financial listed companies. The study reveals that companies seem to be poorly governed vis-à-vis international practices. In turn, ownership appears to be quite concentrated at the level of the largest ultimate shareholder, but separation of control and cash flow rights prevails in less than half of the companies, with pyramiding being the main mechanism for creating such a wedge. The results also reveal the effect of governance measure on both the return on assets and Tobin‘s q. finally governance measure appears to exert a positive and marked effect on the cash dividend-tocash flow ratio.

Oskar et al (2007) examine the effect of corporate governance on dividend policy in the non-financial companies listed on Warsaw Stock Exchange. Using110 non-financial listed companies. Their result shows that large and more profitable companies have a higher dividend payout ratio. Conversely, concentrated share ownership as well as the deviation from the one-share one-vote principle leads to a reduction of the payout dividend ratio. In addition, their results demonstrate that an increase in the TDI or its subindices that represent corporate governance practices brings about a statistically significant increase in the dividend payout ratio. Moreover, the estimates prove to be significant after the inclusion of performance and control variables. Sung et al (2009) studied culture, corporate governance, and dividend policy by using more than 112,000 firms from 33 countries across the world. Their results shows that cultural dimensions, uncertainty avoidance and long-term orientation, remain significant in the determination of dividend policy even after controlling for governance and firm-specific factors. In addition their results indicates that when uncertainty avoidance is high, only firms in countries with stronger investor protection pay more dividends as investors‘ desire of having a sure dividend dominates managers‘ desire of retaining more cash, and similarly, when a society‘s long-term orientation is strong, firms tend to pay less dividends. Finally their results suggested that cultural differences across countries offer additional power in explaining variations in dividend levels.

Amitabh and Charu (2010) re-examines various factors that have a bearing on the dividend decision of a firm by using a two-step multivariate procedure. The results of factor analysis indicate that leverage, liquidity, profitability, growth and ownership structure are the major factors. Regression on these factors shows leverage and liquidity to be the determinants of the dividend policy for Indian companies. Oghojafor et al (2010) conducted a study on the topic ‗poor corporate governance and its consequences on the Nigerian banking sector‘. Their study reveals that poor governance culture and supervisory laxities were majorly responsible for the current banking crises. The study recommended an adherence to the execution of the tenants of good corporate governance in Nigerian banking sector and actions contrary to this should be dealt with appropriately by bringing offenders to book irrespective of their Status in the society.

Awotundun et al (2011) conducted a study on ‗‗Corporate Governance and Stakeholders Interest: A Case of Nigerian Banks‘‘. Their findings revealed that corporate governance has not been effective in most Nigerian banks. Shareholders had not been fairly treated. The corporate insiders had capture the corporate outsiders, shareholders as the principal stakeholders had been sidelined as evidence by huge amount retained devoted for the future. The paper recommended pragmatic and political approach to implement principles of corporate governance to ensure fair treatment of stakeholders.

Hamill and Al-Shattarat (2012) investigate the determinants of DPR in Jordan. They find that the level of insider ownership, the number of shareholders and the level of institutional ownership significantly affect the DPR. Firm size is significant supporting the transaction-cost hypothesis, while there is no evidence for the signaling hypothesis.

In another study, Sajid et al (2012) examined the determinants of corporate dividend policy: an investigation of pakistani banking industry. The study reveals that 61% of the banks pay dividends whereas 39% do not. The results have shown that the independent variables growth, profitability and firm size have positive coefficient of correlation when the dependent variable is dividend yield and Dividend Payout Ratio. However there is strong linear association between profitability and firm size with dividend policy but the variable growth rate has weak positive correlation with dividend policy. In contrast, the variables leverage and firm risk has inverse linear relationship with dividend policy. Banks that pay dividends were found to be more profitable, stable and less risky as compare to banks that do not pay dividends.

The work of Adegbemi et al (2012) however examines the impact of corporate governance on bank performance in Nigeria using a pooled time series data. The result reveals that corporate governance has been on the low side and has impacted negatively on bank performance. The study therefore contends that strategic training for board members and senior bank managers should be embarked or improved upon, especially on courses that promote corporate governance and banking ethics.

Hashim et al (2013) conducted a study on the ‗‘Determinants of dividend policy: A case of banking sector in pakistan‘‘ Using 27 foreign and domestic banks operating in Islamic and conventional banking in Pakistan by applying stepwise regression analysis. the results shows positive impact of Profitability, last year dividend and ownership structure on the dividend payout, liquidity show negative impact while Size, leverage, agency cost, growth and risk show insignificant relationship and have no impact on the dividend payout.

Similarly, Ahmed and Ahmed (2013) evaluate the determinants of dividend policy: A sectoral analysis from pakistan by using a sample of 174 non-financial firms listed on Karachi Stock Exchange. Their results showed that profitability, tax, size and investment opportunities are the most influential determinants of dividend policy.

Further, Ebenezer (2013) examines the determinants of Dividend Payout Policy of listed financial Institutions using fixed and random effects. The results shows statistically significant and positive relationship between Age and liquidity but saw statistically insignificant relationship between profitability, collateral and dividend payment. Therefore, the major determinants of dividend policy of financial institutions in Ghana are age of the firm, collateral and liquidity.

The seminal work of Demeh and Mohammed (2013) examines the effect of corporate governance on bank‘s dividend policy. Using all the banks listed in Amman Stock Exchange. Their empirical results show strong evidence on the importance of one simple CG measure, i.e. institutional ownership concentration or top shareholders, on bank‘s DPR. Similarly, the result shows evidences on the effect of tax charges, total assets growth rate, market valuation (MVBV) and profitability (ROE) on dividends policy.

In contrast, Maniagi et al (2013) examines corporate governance, dividend policy and performance of banks listed on Nairobi security exchange for 5year period from 2007-2011.Their findings reveals that dividend yield for banks listed on NSE is significant and positively correlated to business risk and growth opportunities, the results also reveal that dividend yield is positively correlated to CEO duality but negative and significant to board independence as corporate governance proxies. Return on assets ROA is positively correlated to board size (number of directors) and is significant.

In the same vein, Zaman (2013) conducted a study on determinants of dividend policy of a private commercial bank in bangaladash. The study reveals that while profitability appears to be a better determinant of bank dividend policy than a bank‘s growth and size, yet it may not be concluded that profitability alone is a strong indicator of bank dividend policy over time in the capital market of Bangladesh.
CHAPTER THREE

RESEARCH METHODOLOGY

3.2
RESEARCH DESIGN

The term methodology is a system of explicit rules and procedures in which research is based and against which claims of knowledge are evaluated (Ojo, 2003). This study adopted ex-post facto research design because the study entails the use of annual report and accounts of the five selected commercial banks under study; it was adopted in view of its relative importance to the actualization of the research objective which is to evaluate the relationship between corporate governance and dividend policy in the Nigerian Banking industry. 

3.3
POPULATION OF THE STUDY

The population of this study is made up of all the quoted Nigerian Banks, and the study covers the period 2003 to 2022. Table one contained the list of all the banks quoted on the Nigerian Stock Exchange, and their years of listing.

Table 1: population of the study

	S/N
	Bank Name
	Year of Incorporation
	Year of Listing

	
	
	
	

	1
	UBA
	1961
	1970

	
	
	
	

	2
	Union Bank
	1969
	1970

	
	
	
	

	3
	FBN
	1969
	1971

	
	
	
	

	4
	Wema Bank
	1969
	1991

	
	
	
	

	5
	Starling Bank
	1960
	1993

	
	
	
	

	6
	GTB
	1990
	1996

	
	
	
	

	7
	Access Bank
	1989
	1998

	
	
	
	

	8
	Zenith Bank
	1990
	2004

	
	
	
	

	9
	FCMB
	1982
	2004

	
	
	
	

	10
	Stanbic IBTC
	1989
	2005

	
	
	
	

	11
	Fidelity Bank
	1987
	2005

	
	
	
	

	12
	Diamond Bank
	1990
	2005

	
	
	
	

	13
	SKY Bank
	1989
	2005

	14
	Unity Bank
	1987
	2005

	
	
	
	

	15
	Eco Bank
	1980
	2006


Five banks were selected out of the population from table 1 as the working population. The criteria used for choosing the working population are: the bank should be listed on or before 2003, the Bank Chief Executive Officer (CEO) is never sacked by the Central Bank of Nigeria (CBN), and the availability of data. The Banks that met with these criteria are listed in table 2.

Table 2: Working Population

	S/N
	Bank Name
	Year of Incorporation
	Year of Listing

	1
	UBA
	1961
	1970

	2
	FBN
	1969
	1971

	3
	Wema Bank
	1969
	1991

	4
	GTB
	1990
	1996

	5
	Access Bank
	1989
	1998


Source: Generated by the researcher from the Table 1

The researchers adopted board size (BS), board of Directors (BD), Leadership structure (CEOD), and Audit Committee (AC) as the components of corporate governance while dividend payout ratio is taken as proxy for dividend policy.

3.4 THE DEPENDENT VARIABLE AND ITS MEASUREMENT

Dividend Payout Ratio (DPR) is the dependent variable and it is obtained by dividing dividend per share by Earnings per share.

3.5 THE INDEPENDENT VARIABLES AND THEIR MEASUREMENT Board size (BS): is the total number of members of the board of directors

Board Size (BS): this is the proportion of non-executive directors sitting on board with the executive directors. The number of non-executive directors should be more than that of executive directors subject to a maximum board size of 20 directors (CBN 2006).

Chief executive officer duality (CEO): this exists when the same individual plays the roles of CEO and chairman of the bank. Consistent with the previous study, a dummy variable taking a value of 1 for firms with CEO as chairman otherwise 0.

Audit Committee (AC): An audit committee is a committee of an organisation's board of directors which is responsible for oversight of the financial reporting process, selection of the independent auditor, and receipt of audit results both internal and external.
Data was collected from both the annual report and accounts of the sampled banks and 2011/2012 Nigerian stock exchange fact book covering a ten year period from 2003 to 2012. In analysing the data collected, Random-effect GLS regression technique using panel data methodology is applied. The panel data methodology helps to explore both cross-sectional and time series data simultaneously. The general model based on the variables of the study which is a modification of (Maniagi et al; Demeh and Mohammed 2013) is stated thus:

DPRit
= α β1BSit + β2ACit + β4CEO Dit + β3BDit + ε

Where:

(i)Denotes a bank, and (t) a year

DPRit  is Dividend Payout Ratio

BS is Board Size

AC
is Audit Committee

BD is Board of Directors
CEOD is Chief Executive Officer Duality

ε is error term

CHAPTER FOUR

DATA ANALYSIS

In this section, the empirical results are presented and major findings are discussed

Table 3: Descriptive statistics

	Variables
	Mean
	Std. Deviation
	Min
	Max

	
	
	
	
	

	Dpr
	0.26222
	0.2657606
	0
	1

	
	
	
	
	

	Bd
	0.588956
	0.0719794
	0.429
	0.8

	
	
	
	
	

	Bs
	13.28
	3.686932
	7
	20

	
	
	
	
	

	Ceod
	0.04
	0.1979487
	0
	1

	
	
	
	
	

	Ac
	0.0772
	0.0812878
	0.001
	0.371

	
	
	
	
	


Source: Generated from annual reports and Accounts of the sampled bank using Stata (version12)

The results reveal that 59% of the board members consist of non-executive directors which is a good representation. The average size of the board in listed banks in Nigeria is 13 members with minimum and maximum members of 7 and 20 respectively. On the CEO duality, almost all the boards have their chairman separate from the CEOs. Management ownership is approximately 7% this is highly insignificant and might contribute to bad governance since the interest of the board members is low.

	Table 4: Correlation Matrix of the variables

	
	
	
	
	
	

	Variables
	DPR
	BD
	BS
	CEOD
	AC

	DPR
	1.0000
	
	
	
	

	BD
	-0.0777
	1.0000
	
	
	

	BS
	0.1911
	0.0691
	1.0000
	
	

	CEOD
	0.1405
	0.0552
	-0.0110
	1.0000
	

	AC
	0.2298
	0.0552
	-0.2419
	0.0902
	1.0000


Table 4, Reveal that only board independence variable found to be negatively correlated with Dividend payout ratio but other variables are found to be positively correlated.

	Table 5: Random-effect GLS Regression
	

	Overall R-Square: 0.1452
	Probability = 0.1056

	
	
	
	
	
	

	DPR
	Coefficients
	
	Std. Errors
	z
	P>|z|

	BD
	-0.4392425
	
	0.5120717
	-0.86
	0.391

	BS
	0.019532
	
	0.0102763
	1.90
	0.057

	CEOD
	0 .232044
	
	0.2603645
	0.89
	0.373

	AC
	0.9505084
	
	0.4674374
	2.03
	0.042

	CONSTANT
	0.183928
	
	0.3255244
	0.56
	0.573


Source: Generated from annual reports and Accounts of the sampled bank using Stata ( version12)

The regression results reveal that an increase in board independence by 1% leads to 0.44% decrease in dividend payout ratio and this relation is not statistically significant.Similarly both the board size and CEO duality have positive impact on dividend pay out ratio at 5% level of significance but this relationship is not statistically significant. Management equity holding is the only variable that has positive and significant impact on dividend payout ratio at 5% significance level.

In general the probability is 10.56% which is not statistically significant meaning that the corporate governance variables BD, BS, CEOD, have no significant effect on dividend pay out ratio. This finding is consistent with the findings of Maniagi et al (2013). Thus, the model equation can be written as : DPR = 0.1839 – 0.439β1 +0.0195β2 + 0.232β3 + 0.951β4 + ε.

CHAPTER FIVE

CONCLUSION AND RECOMMENDATION

This study empirically examined the effects of corporate governance variables: Board of Directors, Board Size, CEO duality and Audit Committee on dividend policy for banks listed on the Nigerian stock exchange using panel data analysis. The study concludes that Board size and CEO duality have positive but not significant effect on dividend payout ratio; Audit Committee has positive and significant relationship on dividend payout ratio while Board of Director has negative but insignificant effects on dividend payout ratio. In line with the above findings the study recommends that since the fundamental purpose of any company is the creation and delivery of long-term sustainable value in a manner consistent with their obligations as a responsible corporate citizen, then the Bank should therefore views corporate governance not as an end in itself but a vital facilitator to the creation of long- term value for all stakeholders. And to enhance the level of influence of Corporate Governance on Dividend Payout Ratio to higher positive level in the Nigerian Banking Industry, Management equity holding should be increased as this will make the management to protect not only their interest but the interest of all stakeholders.
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