CORPORATE GOVERNANCE AND THE FINANCIAL PERFORMANCE OF PENSION FUND ADMINISTRATORS IN NIGERIA

ABSTRACT

The primary objective of this research was to conduct an empirical examination of the impact of corporate governance on the financial performance of pension fund managers in Nigeria, specifically focusing on the time frame spanning from 2010 to 2022. The research utilised secondary data obtained from the websites and audited financial statements of pension fund managers in Nigeria. In this study, the variables of board size and board composition were employed as indicators of corporate governance, whereas return on assets was utilised as a measure of the financial performance of pension fund administrators. The variables were subsequently submitted to a multiple regression analysis utilising the Ordinary Least Squares (OLS) estimator at a significance level of 5%. The dependent variable in this analysis was the return on asset. The study revealed that there exists a positive correlation between board size and the return on asset of pension fund administrators. However, it was determined that this association lacks statistical significance. In contrast, the examination of board composition, specifically the ratio of board members possessing financial expertise in areas such as banking, investment, insurance, and pension, to the total number of board members, revealed a negative correlation with the return on assets of pension fund administrators. However, this relationship was not found to be statistically significant. This phenomenon may arise from the inclusion of board members who lack financial competence in the board of pension fund administrators. Consequently, their decision-making and limited understanding of financial matters may have adverse effects on the performance of pension fund administrators in Nigeria. The study thus suggests that it is advisable to decrease the presence of board members lacking financial expertise, particularly in the domains of banking, investment, insurance, and pension. This professional knowledge is crucial for ensuring the optimal profitability of pension fund administrators in Nigeria.
CHAPTER ONE

INTRODUCTION

BACKGROUND OF THE STUDY

Corporate governance is the administrative arrangement whereby a nation or organization is segmented or broken into administrative units with well-defined roles stated in the constitution as the laws of the country or statute of the organization. The Nigeria nation started as a unit through the emergence of the missionaries and the British traders and its corporate arrangement started with the creation of southern protectorate which metamorphosed into a nation with the amalgamation of the two protectorates in 1914 by Lord Lugard was the governor general appointed by Britain (Esther, 2009). The corporate arrangement led to the introduction of Regional Government whereby Nigeria was divided into three regions namely: the west with headquarters at Ibadan, the East with headquarters at Enugu, and the North with headquarters at Kaduna. The regions increased to four with the creation of Midwest region in 1963 with the headquarters at Benin (Federal Republic of Nigeria constitution of 1990). The federated unit of Nigeria was changed from „region‟ to state in 1967 when Gowon Administration divided Nigeria into 12 administrative units called States. It then grew to 19 state structure and finally 36 states, and the Federal Capital Territory Abuja at present. Corporate governance also refers to issues such as transparency, resolution of conflicts and the overall way in which the business in question is run. Governance also includes accountability and anti-corruption measures put in place by various operators or components (Musalem and Palacious, 2004). There cannot be governance in pension fund administration when pension contributors‟ funds are used to meet objectives other than retirement income objective. Corporate governance would be absent if workers‟ pension contributions are used as captive source of finance or lost due to corruption and mismanagement.

Many pension schemes had existed before the Pension Reform Act of 2004 in Nigeria. Ahmad (2006) opines that the first public sector scheme was the Pension Ordinance of 1951 with retroactive effect from January 1, 1946. This law provided public servants with both pension and gratuity. In 1961, the Nigeria Provident Fund was established by the Nigeria Provident Fund Act of the same year. This was replaced by the Nigeria Social Insurance Trust Fund (NSITF) that was created by the NSITF Act, 1993 (Akeni, 2006). The new pension scheme is a contributory scheme, publicly and privately managed. The public aspect is managed by National Pension Commission (Pencom), while the private aspect is managed by Pension Fund Custodians. Every eligible „employee‟ maintains a Retirement Savings Account in his name with the Pension Fund Administrator (PFA) of his choice. The employees always notify their employers of the PFA chosen and the identity of the Retirement Savings Account (RSA) opened. The employees and employers contribute a minimum statutory percentage of the employees‟ monthly emoluments (comprising basic salary, housing allowance and transport allowance) into the Retirement Savings Account of the employees. The contributions would be managed and administered by Professional Fund Administrators and held in custody by licensed Pension Fund Custodians. At retirement, the amount in the employees‟ Retirement Savings Account would be the total contributions plus income and capital gain earned on the contributions made (Pension Act 2004). However, the public sector pensions were the defined benefit or a Pay As You Go (PAYG) system. They depended fully on government budgetary provisions for funding (Tuner, 2006). But these previous schemes did not provide the needed succour for our retirees. This was buttressed by Young (2007), when he stated that the previous schemes were characterised by fraudulent diversion of retirement pensions and outright nonpayment.

STATEMENT OF THE PROBLEM

The problem that led old pension scheme to failure which was associated with the public pensions schemes include identification of pensioners, determination of amount of entitlements, reconciliation of government overall pension liability for budgetary and planning purpose. While commenting on the public pension debt burden, Balogun (2006) stated that the public pension could not be sustained as outstanding pension deficits amounted to over 2 trillion naira before 2004. Since the introduction of pension schemes in Nigeria, the old pension schemes was characterized by nonpayment of pensioners, embezzlement of the fund by pension officers and the huge amount of pension to be paid which constitute burden on government yearly budget, which then result to the failure of old pension schemes. Sequel to the failure of old pension schemes, a new contributory pension scheme was introduced by the Pension Reform Act (PRA), 2004. It is aimed at developing a system that is sustainable and had the capacity to achieve the ultimate goals of providing a stable, predictable and adequate source of retirement income for each worker in the country. It is designed to be fully funded (by both the employee and employer), publicly and privately managed and based on individual accounts (Akeni, 2008). A fully funded pension fund is the one that has sufficient funds available to meet all future payment obligations (Cornetts, 2009). This study is therefore faced with the problem of investigating how the best practices in corporate governance affect the effective performance of contributory pension schemes in Nigeria so that it cannot fall like old pension schemes. Against this backdrop, this study examines the effect of Corporate Governance And The Financial Performance Of Pension Fund Administrators In Nigeria.

OBJECTIVE OF THE STUDY

The aim of this study is to examine Corporate Governance And The Financial Performance Of Pension Fund Administrators In Nigeria. Specifically, the study will seek:

To determine the effect of board size on the return on Asset of pension fund Administrators

To determine the effect of board composition on the retun on Asset of pension fund administrators.

RESEARCH HYPOTHESIS

H0:There is no significant relationship between board size and return on Asset.

Ho2: There is no significant relationship between board composition and return on Asset.

SIGNIFICANCE OF THE STUDY

This study serves as an evaluation tool to policymakers, pension fund administrators and the government. The findings from this study will aid in decision making by organizations. Also, the study will serve as a resource for further studies.

SCOPE AND LIMITATION OF THE STUDY

This study is limited to pension administrators, the variable choose are also limited in results. Hence, the findings from this study may not be applicable to organizations of unsimilar industries.

CHAPTER TWO

LITERATURE REVIEW

The Ideological Thinking about Pension 

Two major issues that dominate discussion in this subject are the concept of pension and corporate governance. Explanation on these concepts reflects scholastic orientations. The word pension has variegated meaning due to its political and economic undertone. Simply put, pension connotes a form of official obligation in any employment relationship. It is a legal and economic obligation in which employers of labour are mandated to fulfil in her contractual relationship with employees. It is a form of employers’ benevolence towards employees (Pitch and Wood, 1979) and associated with state welfarism. From this ideological consideration, this paper define pension as a form of compensation paid by employers to labour for years of meritorious services at a point where the value of labour in material reproduction has diminish due to non-progressive health conditions. This definition considers the counterpart funds contributed by employees as savings and not pension. The new pension scheme only enhances the saving capacity of employees. What constitute pension is employers’ contribution. Other dimensions of pension scheme allowed the working population to finance the pension scheme in reciprocally beneficial basis. This type of pension scheme addresses the problem of inter-generational equity. The British pension system falls into this category. One contradictory tend in defining pension lies in the definition given by the Udoji Report of 1974. The report define pension as money withheld during the period of employment and returned with interest to the employee on retirement (Otinche, 2012: 22). The Udoji report provided the base for the Pension Act No. 102 of 1979 which made provision of a public pension scheme that was fully funded by the state and a private sector pension scheme that was contributory in nature. 

Agblobi (2011) presented the nature of pension scheme in Ghana in his definition as a pre-retirement investment plan and a long-term investment vehicle that is converted into pension income on retirement. He classified the investment plans into state pension, parastatal pension and non-state pension. The later has occupational and individual pension as major components. In line with neoliberalism disposition, Olaniyi (2008) define pension as: The sum of money paid regularly to a person who no longer work because of age, disablement or to his widow or dependent children by the state, by his former employer from funds to which he and his employees have both contributed. In any case, one central issue runs through these definitions and this is cessation of work. The eligibility criteria for pension have age as universal requirement. In relative terms, age could mean chronological age which is biological and age at work. The value preference for age at work varies with societies. In Nigeria, two types of pension scheme are in operation- the non-contributory and the contributory pension scheme. The non-contributory pension scheme was introduced in 1956 via the pension Ordinance of January 1, 1946. The scheme was fully funded by government. Government Ministries, Departments and Agencies (MDAs) were statutorily mandated to incorporate the cost of pension finance into MDAs’ annual budget. Indeed, it was funded by 27% of total emolument of federal employees. In the private sector, it was contributory and employers and employees contribute 6.5% and 3.5% respectively into the pension fund account initially managed by the National Provident Fund (NPF) and later by the National Social Insurance Trust Fund (NSITF). Under the neo-liberal arrangement, the rate of contribution has been unified. Both employers and employees make 7.5% contribution as pension fund. This has been the practice in the public sector since June 2004 when the sector was reform in Nigeria. The eligibility criteria for the enjoyment of pension rights under the non-contributory pension scheme were spelt out. An employee is employed at age 16 and retires voluntarily at age 45 or compulsorily at age 65 and or after 35 years of service. The Pension Reform Act 2004 increased the voluntary retirement age to 50 years and left compulsory retirement age at 65 years. Those who were left with three years or less to retire as at June 2004 were exempted from the contributory pension scheme (Abari, 2003; PRA, 2004). The pension benefits of these categories of employees are managed under a transitional arrangement that guarantee 5% funding from the Federal Government. The transitional funding structure is managed by the Central Bank of Nigeria (CBN) where it is used to purchase the Retirement Benefits Redemption Bond to be sold at the time of retirement of each employee and the proceeds paid to him/her as pension. The management of pension fund with generative promissory notes for workers welfare is interfaced with corporate governance values. From the legal initiative that gave birth to the scheme to the creation of institutions that effectuate pension benefits administration, corporate governance values inundate the scene. The management of pension funds under any funding structure draws the line of efficiency to corporate governance practice. Pension administration reflects greater concern of employers to workers. 

Debates on Corporate Governance 

Corporate governance emerged from the ideology of governance. Governance in general terms reflects an existing mode of policy initiation, formulation, implementation and adjudication on public policies with a view to generating favourable outcome for members of a society. Such practices often generate assessment quotas from the public as bad or good governance. Governance is a product of public trust and obligation. The task of governance became so enormous that the private sector has to be incorporated into the general framework of public sector governance for improved efficiency. The institutional autonomy granted to pull private and public resources together results from corporate trust and corporate ability. Discussion about corporate governance has attracted wide intellectual discussion because of the concern to set the best standard for the efficient management of public resources. Particularly in third world countries, the mismanagement of public resources has generated poor policy outcomes due to defective institutional values where lack of transparency and accountability and poor monitoring and regulatory frameworks have affected the process of social development. Against this background, many international organisations have set minimum standard for the management of financial resources in public and private sector organisations. Most significant are the efficiency benchmark set by the Organisation for Economic Co-operation and Development (OECD), the World Bank (WB), the International Monetary Fund (IMF), Global Corporate Governance Forum (GCGF), Trade Unions (TU), Civil Society Organisations (CSOs), International Standard Setting Bodies (ISSBs), Transparency International (TI), International Financial Reporting Standard Board (IFRSB) and the European Council among others. 

These standards are geared towards addressing the systemic dislocations in the management of corporate resources so that desirable outcomes could be generated for the citizens (especially retirees). The first target is to build corporate trust among company managers, board members, shareholders and stakeholders and provide the structural framework for organisational efficiency. The concern of this paper is to place corporate governance standards within the institutional and legal framework provided in Nigeria to facilitate the efficient management of pension fund and pension assets. Corporate governance practices facilitate the attainment of the vision and mission statement of organisations. As argued by Rachel (n.d:2) good corporate governance practices instil in companies the essential vision, processes and structures to make decisions that ensure long term sustainability. Primary in corporate governance practice is the achievement of political, social, and economic goals. The Economic Commission for Africa report (ECA, 2005:3) defines corporate governance as the mechanism through which private or state owned corporations and their management are governed. This mechanism provides the structure through which the objectives and the performance of a corporation are determined and monitored. Implicit in ECA definition is the submission that corporate governance promote the efficient mobilisation and allocation of capital, improve assets monitoring mechanism and improvement on the micro and macro economic performance. Given the dilemma of economic underdevelopment in Africa in general and Nigeria in particular, the Economic Commission for Africa (ECA) has task itself to ensuring that it: i. Promote greater good governance in the financial sector and state-owned enterprises; ii. Promote the need for an outline of shareholders’ obligations; iii. Promote the importance of governance in small and medium scale enterprises as key to economic growth and development; and iv. Emphasized the importance of governance in poverty alleviation in Africa (ECA, 2005:3). The prudent management of national resources is central to the alleviation of poverty in Africa. For instance, in spite of the enormous wealth in Nigeria the level of poverty is still very high. The rate of poverty has risen from 28.1% in 1980 to 54.4% in 2004 and the rate of inequality from 0.43% to 0.49% in 2004 (UNDP, 2009: 49; 64). This underscores the fact that the efficient management of national resources is a dependable variable in the alleviation of poverty, reduction of inequality and sustainable development of Africa in general and Nigeria in particular. 

This attracted the attention of African leaders in international forum like the African Peer Review Mechanism (APRM), the African Growth and Opportunity Act (AGOA), the Millennium Development Goals (MDG) and the New Economic Empowerment and Development Strategy (NEEDS) among others. It her report, APRM (APRM, 2008:32) observed that sustained efforts should be made to improve corporate governance with a view to creating wealth and alleviate poverty in Africa. The APRM is an institutional framework designed by African leaders to promote policy reforms and entrench best practice standards that would facilitate economic growth, sustainable development and promote political stability. The primary objective is to promote economic governance, political governance, corporate governance and socio-economic development. These same goals formed the cardinal objectives of the New Partnership for African Development (NEPAD, 2006:28-29). The author of this paper argue that corporate governance creates a synergy between capital inflow, efficient enterprises management, wealth creation and employment generation under a catalytic framework of efficiency of administration and minimal degree of corruption and economic waste. The ultimate goal of corporate governance is to reduce the cost of governance through stakeholders and shareholders involvement in enterprise funding and strategic decision making processes. In this paper I tend to argue that corporate governance reform is a paradigm shift and an ethical revolution in the field of management. However, its success is challenged by many factors:

It has increased the dependence on external loan as a veritable source of financing development projects. International capital is sourced for at huge cost to the state to finance corporate governance reforms and stimulate political and economic growth; ii. Lack of an effective and efficient regulatory framework; iii. Lack of public confidence in some reform areas like it is in the pension industry; iv. Lack of psychological (attitudinal support) drive to facilitate the success of the reform measures; v. Lack of reliable energy supply for efficient production and distribution of goods and services; vi. Lack of positive reinforcement on existing industrial, material and human capacities; vii. Poor integration of host communities (rural areas) into the framework of corporate governance; viii. Less involvement of the civil society in the reform process; ix. Weak political will to enforce transparency and accountability standards; and x. The sale of corporate assets to cronies or major financiers of the ruling political party. These cronies or party men undermine any ethical standard set for enterprise efficiency and growth and worse still vandalized rather than improve on originally installed industrial capacity. These factors underscores the fact that corporate governance work with concentric variables like political will, economic discipline and socio-cultural tolerance. Political will set the legal standard for the enforcement of economic discipline which in turn provides the invisible laws that facilitate community-enterprises relations. Socio-cultural tolerance placed premium on good neighbourly relations between the host community and organisations. The healthy interface of these variables with each other provides corporate legitimacy for government and organisations. According to Akinboade in (ECA, 2003:67), corporate governance is: The manner in which the power of a corporation is exercised in the stewardship of a corporation’s total portfolio of assets and resources with the objectives of maintaining and increasing shareholders value and satisfaction of other stakeholders in the context of its corporate mission. Corporate governance implies the entire network of formal and informal relations involving the corporate sector and their consequences on society in general (Keasey, Wright and Thompson, 2007). Blair (1995) is of the opinion that corporate governance encompasses: The whole set of legal, cultural and institutional arrangements that determine what publicly traded corporations can do, who controls them, how that control is exercised and how the risks and returns from the activities they undertake are allocated. It is the structures, process, cultures and systems that engender the successful operation of organizations (Keasey and Wright, 1993). It emphasizes the separation of ownership and control and the impact of corporate behaviour and investment decision making on a competitive market economy. Such corporate relationship and inbuilt institutional safeguards created by government strengthen institutional capacity in the management of public resources, information flow and financial disclosure and attracts international capital into the economy. In pursuit of these goals, the OECD (OECD, 2003) provided legislative and regulatory guidelines for countries to work with. Notable of these guidelines are the promotion of transparent and efficient market in line with the rule of law, the promotion of the rights of shareholders and business owners, equity in the treatment of shareholders, the mutual co-operation between business owners and shareholders in wealth and job creation and commitment to the financial solvency of the enterprise. Others are disclosure and transparency and the effective monitoring of management by the board whose functions are clearly defined by the legislative framework provided by national government. These principles are geared towards promoting sustainable corporate financial structure. In establishing universal standard for corporate governance practice, the dilemma in corporate governance practice across markets is not ignored. 

The dilemma results from technological changes, distinctive historical, cultural and institutional specificities with objectively distinct market value relations. On this premise, Clarke and dela Rama (2008) identified different but competing corporate governance systems in the market-the Anglo-American system, the European relationship based system and the relationship based system of the Asia-Pacific. In recognition of this distinctiveness, OECD recommended the adaptation of corporate governance standard to domestic conditions. This flexibility according to Clarke and dela Rama (2008) would encourage easy adaptation to changes in technology, trends in competition, optimal firm organisation and vertical networking patterns. This ostensibly promotes efficiency. The efficiency profile provided by Berle and Means (1932), Alfred Marshal (1920) and Adam Smith (1776) on the separation of beneficial ownership and executive decision making are invariable promotes of organisational performance. These scholars are all agreed that societies governed by corporate governance values are purveyors of organisational performance. Their concern emanates from the revealing inadequacy of traditional economic rules that were yielding little result in the emergent economies governed by negative trends of globalization. Such traditional concern like the management of pension funds by government, the resultant low liquidity ratio and huge pension liability generated inefficient result that fall short of the scale of retirees’ welfare needs. However, with the reform in the financial market, stock option has progressively offered rewards for pension funds and motivated pension funds administrators (PFAs) to take investment risk for corporate growth and benefits administration for retirees. Legal guarantees have made the PFAs to be transparent and accountable to the regulatory authority and contributors through open information disclosure system. This has generated corporate trust among stakeholders in the pension industry in Nigeria. The liquidity ratio of the PFAs is highly dependent on rates of contributions by individual employee whose business trust and contributions sustains the viability of the pension industry. Rates of contributions, the liquidity of the PFAs and investment returns are the financial tripod upon which the contributory pension scheme stands.
2.1.1 Firm Performance:

Financial performance which assesses the fulfillment of a firm’s economic goal has long being an issue of interest in managerial researches. Firm financial performance relates to the various subjective measures of how well a firm can use its given assets from primary mode of operation to generate profit. Kothari (2001) defined the value of a firm as the present value of the expected future cash flows after adjusting for risk at an appropriate rate of return. According to (Eyenubo, 2013) it is the success in meeting pre-defined objectives, targets and goals within a specified time target. However, this study examines one key accounting measure of firm financial performance which is the Return on Assets.

2.1.2 Return on Assets (ROA):

One of the widely used accounting measures of corporate governance in literature is the Return on Asset (Weir & Laing, 1999). It assesses the effectiveness of capital employed and provides a basis in which investors can measure the earnings generated by the firm from its investment in capital assets (Epps & Cereola, 2008). The return on assets (ROA) is a measure which shows the amount of earnings that have been generated from invested capital. It is an indication of the number of kobo earned on each naira worth of assets. It allows users, stakeholders and monitoring agencies to assess how well a firm’s corporate governance mechanism is in securing and motivating efficient management of the firm (Chagbadari, 2011).

2.1.3
Corporate Governance Mechanisms:

Mechanisms of corporate governance relates to the tools, techniques and instruments via which accountability is ensured; it is the various medium through which stakeholders monitor and shape behavior to align with set goals and objectives. Adekoya, (2012) defined corporate governance mechanism as “the processes and systems by which a country’s company law and corporate governance codes are enforced”. This study considers some Corporate Governance Mechanisms from the perspective of Board Composition, Board size and Board committees.

2.1.4
Board Composition:

One important mechanism of board structure is the composition of the board, which refers to executive and non-executive director representation on the board. Both agency theory and stewardship theory apply to board composition. Boards dominated by non-executive directors are largely grounded in agency theory. In contrast, a majority executive director representation on the board is grounded in stewardship theory, which argues that managers are good stewards of the organization and work to attain higher profits and shareholder returns (Donaldson & Davis 1994). An effective board should comprise of majority of non-executive directors (Dalton et al. 1998) while the executive directors are responsibility for the day-to-day operation of the business such as finance and marketing, etc. They bring specialized expertise and a wealth of knowledge to the company (Weir & Laing, David 2001).

2.1.5
Board Size:

Board size is the number of members on the board. Identifying appropriate board size that affects its ability to function effectively has been a matter of continuing debate (Jensen 1993; Yermack, 1996; Dalton, Daily, Johnson & Ellstrand, 1999; Hermalin Weisbach, 2003). Some scholars have been in favour of smaller board size (e.g., Lipton & Lorsch, 1992; Jensen 1993; Yermack, 1996). Lipton and Lorsch (1992, suggest that larger groups face problems of social loafing and free riding. As board increase in size, free riding increases and reduces the efficiency of the board. On the other hand, large boards were supported on the ground that they would provide greater monitoring and advice (Pfeffer, 1972; Klein, 1998; Adam & Mehran, 2003; Anderson et al., 2004; Coles, et al., 2008). However, Singh and Harianto (1989) found that large boards improve board performance by reducing CEO domination within board, thereby making it difficult to adopt golden free-fall contracts that might not be in the shareholder’s interest.

2.1.6
Board Committees:

Board committees are also an important mechanism of the board structure providing independent professional oversight of corporate activities to protect shareholders interests (Harrison 1987). The agency theory principle of separating the monitoring and execution function is established to monitor the execution functions of audit, remuneration and nomination (Roche 2005). Corporate failures in the past focused criticism on the inadequacy of governance structures to take corrective actions by the boards of failed firms.

2.2 Theoretical Framework:

Corporate governance is the relationship among shareholders, board of directors and the top management in determining the direction and performance of the corporation. It includes the relationship among the many players involved (the stakeholders) and the goals for which the corporation is governed (Kim & Rasiah, 2010).

According to Imam and Malik (2007) the corporate governance theoretical framework is the widest control mechanism of corporate factors to support the efficient use of corporate resources. The challenge of corporate governance could help to align the interests of individuals, corporations and society through a fundamental ethical basis and it fulfills the long term strategic goal of the owners.

There are a number of theoretical perspectives which are used in explaining the impact of corporate governance on firm financial performance. However, the agency theory was adopted for the study.

2.2.1
Agency Theory:

Agency theory is a theory that has been applied to many fields in the social and management sciences: politics, economics, sociology, management, marketing, accounting and administration. The agency theory a neoclassical economic theory (Ping & Wing 2011) and is usually the starting point for any debate on the corporate governance. The Agency theory having its roots in economic theory was exposited by Alchian and Demsetz in 1972 and further developed by Jensen and Meckling in 1976. The Agency theory is defined as the relationship between the principals, such as shareholders and agents such as the company executives and managers. The theory is based on the idea of separation of ownership (principal) and management (agent). It states that “in the presence of information asymmetry the agent is likely to pursue interest that may hurt the principal (Sanda,Mikailu & Garba 2005). It is earmarked on the assumptions that parties who enter into a contract will act to maximize their own self-interest and that all actors have the freedom to enter into a contract or to contract elsewhere. In this theory, shareholders who are the owners or principals of the company, hire the agents to perform the work. Principals delegate the running of business to the directors or managers, who are the shareholder’s agents (Clarke, 2004).

2.3 Empirical Review on Corporate Governance and Firm Performance:

Karampal Narwal and Sonia (2015) examined the impact of corporate governance on the profitability of the India textile industries, results revealed a strong positive association between directors remuneration and profitability. The audit committee members are observed to be negatively associated with the profitability. In conclusion, board size, board meeting and non-executive directors are not significantly associated with profitability.

Alexander, Isiavwe and Atagbe (2015) examined the relationship between corporate governance and firms’ performance, using simple random sampling technique to analyze the data obtained. Results revealed that there is a significant negative relationship between board size and firms performance. Board independence, ownership structure and board gender diversity do not have significant impact on firm performance.

Ndiwulana, ssekakubo and lwanga (2014) examined corporate governance and the financial performance of savings, credit and corporate societies in Uganda. Using factor correlation and regression analysis, the results found that corporate governance has no significant effect on the financial performance of these savings, credit and corporate societies. They concluded that there is no significant relationship between corporate governance and financial performance.

Peters and Bagshaw (2014) examined corporate governance mechanisms and firms performance of listed firms in Nigeria. The study adopted a judgmental sampling technique to select 33 firms from a total of 200 listed firms on the Nigerian stock exchange. ROA and ROE where used in measuring profitability. The results showed that most corporate governance items were disclosed by the case study firms. Also, the banking sector has the highest level of corporate governance disclosure compared to the other sectors. The results thus indicates that the nature of control over the sector have an impact on companies decision to disclose online information about their corporate governance in Nigeria.

Ahmadu and Aminu (2005) examined the effect of corporate governance mechanisms on firms’ performance. The study used pooled ordinary least square regression analysis for a sample of 93 firms quoted on the Nigerian stock exchange for a period of 1996-1999. The results argue for a separation of posts of chief executive officer and chairman. Also, the results find no evidence to support the idea that board with a higher proportion of outside directors performs better than other firms, there is evidence that firms ran by expatriate CEO’s tend to achieve higher levels of performance than those run by indigenous CEO’s.

Bishnoi and Godara (2015) looked at a comparative analysis of corporate governance practices between IT and real estate sector of India. Panel data obtained covered a ten years period from 2001-2010 for both IT sector and real estate sectors were compared using T-test. The result found out that the corporate governance score of sampled IT firms is found to be insignificantly different from the sampled real estate firms on the basis of (CGI) method. Whereas in the case of scorecard method the corporate governance score is found to be significantly high for IT sectors firms than real estate sector firms.

Zahid, Najeed, Hamad, Nadeem, Muhammad and Zahid (2014) investigated the impact of corporate governance on the profitability of a firm (a case study of tractor manufacturing company listed on the Karubi stock exchange). The multiple regression was employed to check the significance and dependency of the variable. The result attests that ROE has negative relationship with audit committee and CEO status and both have significant product on it. The CEO conditions and audit committee have a negative relationship with PM but CEO position has a significant effect.

Uwuigbe (2013) looked at the effect of corporate governance and shares price: evidence from listed firms in Nigeria. Regression and correlation were used to test hypothesis. The finding suggests that ownership structure have a negative association with share price, whereas the audit committee is positively related to share price.

Olayinka, (2010) investigated the Impact of Board Structure on Corporate Financial Performance in Nigeria. This study examines the impact of board structure on corporate financial performance in Nigeria. It investigates the composition of boards of directors in Nigerian firms and analyses whether board structure has an impact on financial performance, as measured by return on equity (ROE) and return on capital employed (ROCE). Based on the extensive literature, four board characteristics (board composition, board size, board ownership and CEO duality) have been identified as possibly having an impact on corporate financial performance and these characteristics are set as the independent variables. The Ordinary Least Squares (OLS) regression was used to estimate the relationship between corporate performance measures and the independent variables. Findings from the study showed that there is strong positive association between board size and corporate financial performance. Evidence also exists that there is a positive association between outside directors sitting on the board and corporate financial performance. However, a negative association was observed between directors’ stockholding and firm financial performance measures. In addition, the study reveals a negative association between ROE and CEO duality, while a strong positive association was observed between ROCE and CEO duality.

In another study, carried out by Akingunola, Adekunle and Adedipe (2013) on Corporate Governance and Bank’s Performance in Nigeria (Post – Bank’s Consolidation), they considered estimated models. Binary probit was adopted to test the covariance matrix computed on structured questionnaire to bank’s clients and it was discovered that the variables such as independence, reliance, and fairness helps in the effective performance of banks but the major significant ones in this consolidation period are accountability and transparency of bank’s staff. Also, least square regression analysis was adopted to convey the relationship between bank deposits and bank credit. The estimation of the developed model was found that banks total credit was positively related but not significantly determinant factors of bank’s performance, and bank deposit was found to be positively related to bank performance.

In a related research conducted by George and Karibo (2014) on Corporate Governance Mechanisms and Financial Performance of Listed Firms in Nigeria: A Content Analysis, the study adopted a content analytical approach to obtain data through the corporate website of the respective firms and website of the Securities and Exchange Commission. A total of 33 firms were selected for the study cutting across three sectors: Manufacturing, Financial and Oil & Gas. The result of the study showed that most of the corporate governance items were disclosed by the case study firms. The result also showed that the banking sector has the highest level of corporate governance disclosure compared to the other two sectors. The result thus indicates that the nature of control over the sector have an impact on companies’ decision to disclose online information about their corporate governance in Nigeria; and that there were no significant differences among firms with low corporate governance quotient and those with higher corporate governance in terms of their financial performance.

CHAPTER THREE

Research Methodology
The study makes use of secondary data from annual reports of the selected Pension Administrators obtained from the websites and audited financial statements of pension fund administrators in Nigeria for the year 2004 – 2014. Using the judgmental sampling technique, this study selected 5 out of the 10 found. The time frame considered for this study is 2004 to 2014. Methods of descriptive statistics, correlation analysis and regression analysis were employed in the data analysis.The study’s multiple regression modelswas estimated using the Statistical Package for Social Sciences (SPSS).

This method of analysis was followed in prior studies(See: Adeusi, Akeke, Aribaba and Adebisi (2013); Akingunola,Adekunle and Adedipe (2015); Bebeji, Mohammed and Tanko(2015) and Uwuigbe(2011)). Therefore, this study made use of corporate annual reports of the 5 selected Pension Administrators to find out the relationship that exist between corporate governance variables and performance. The research adopts the random effect model of the panel data regression analysis in analysing the impact of the corporate governance proxies on the performance of the listed banks. The Pearson correlation was used to measure the degree of association between variables under consideration and the t-test statistics was computed also. 

3.1 Model Specification

Using the multiple regression analysis, the model adopted by the researcher to carry out the analysis is as follows:

= f (BSIZE, BCOM) Where;

BSIZE = Board Size

BCOM = Board Composition

Specifying it in econometric form:

= α + β1 BSIZE + β2 BCOM+E Where;

α = Intercept

BSIZE = Impact of Board Size

BCOM = Impact of Board Composition

β1 – β2 = Coefficient of BSIZE, BCOM respectively E = Error term.

Also, the following formula was used:

ROA
=
PAT x
100

	Total Asset
	1


Where;

ROA = Return on Asset

PAT = Profit after tax

CHAPTER FOUR

Data Presentation And Analysis

The data relating to each of the statistical hypotheses of the study were presented and analyzed together to enable test of the hypotheses and inferences to be drawn.

4.2 TEST OF HYPOTHESES












In pursuit of the research objectives, the following hypotheses are tested:


H0:There is no significant relationship between board size and return on Asset.

Ho2: There is no significant relationship between board composition and return on Asset.

Table 1: Test of Hypotheses

Model 1: Pooled OLS, using 100 observations

Included 10 cross-sectional units


Time-series length = 10

Dependent variable: ROA



	
	
	
	Coefficient
	Std. Error
	t-ratio
	
	p-value

	Const
	
	0.0164101
	0.0540881
	
	0.3034
	0.76224
	

	Board Size
	
	-0.00375281
	0.0204172
	
	-0.1838
	0.85455
	

	Board Composition
	
	0.0196924
	0.0615462
	
	0.3200
	
	0.74969
	

	
	
	
	
	
	
	
	

	
	Mean dependent var
	
	0.016847
	
	S.D. dependent var
	0.060814
	

	
	Sum squared resid
	
	
	0.365700
	
	S.E. of regression
	0.061401
	

	
	R-squared
	
	
	0.001188
	
	Adjusted R-squared
	-0.019406
	

	
	F(2, 97)
	
	
	0.057675
	
	P-value(F)
	
	0.943989
	

	
	Log-likelihood
	
	
	138.6617
	
	Akaike criterion
	-271.3235
	

	
	Schwarz criterion
	
	
	-263.5080
	
	Hannan-Quinn
	
	-268.1604
	

	
	Rho
	
	
	0.202493
	
	Durbin-Watson
	
	1.468800
	


Durbin-Watson statistic = 1.4688

P-value = 0.0356804

Source: OLS

= 0.0164101 - 0.00375281 β1 + 0.0196924 β2

F-stats (0.058) <f-tab (5.32)…… Board Size and Numberof Non-Executive Directors

HYPOTHESIS ONE

Ho:there is no significant relationship between Board Size and the Return on Assets (ROA)

Hi:there is significant relationship between Board Size and the Return on Assets (ROA)

DECISION: Accept the null hypothesis (Ho) if the F- value is not significant and reject the null hypothesis if it is significant.

Significant level is at 0.05

The results above show that Board Size has a negative but significant impact on Return on Assets (ROA). The coefficient of regression being -0.00375281 at a probability 0.85 enviably explains that size of Board of Directors contribute negatively to the Return on Assets (ROA). The F-test was used in testing for the significant relationship between the independent and dependent variables which F-value is 0.058. Since this is higher than 5% (0.05) it is therefore significant. The null hypothesis stating that there is no significant relationship between Board Size, and the Return on Assets (ROA) is therefore rejected.

HYPOTHESIS TWO

Ho:there is no significant relationship between the relative size of Non-Executive Directors and the Return on Assets (ROA)

Hi:there is significant relationship between the relative size of Non-Executive Directors and the Return on Assets (ROA)

DECISION: Accept the null hypothesis (Ho) if the F- value is not significant and reject the null hypothesis if it is significant.

Significant level is at 0.05

The results above show that the relative size of Non-Executive Directors has a positive and significant impact on the Return on Assets (ROA) of the Pension Administrators. The coefficient of regression being 0.0196924 at a probability 0.76 explains that the relative size of Non-Executive Directors contribute positively to the growth of the ROA. The F-test was used in testing for the significant relationship between the independent and dependent variables which F-value is 0.058. Since this is higher than 5% (0.05) it is therefore significant. The null hypothesis stating that there is no significant relationship between the relative size of Non-Executive Directors and the Return on Assets (ROA) is therefore rejected.

4.4 DISCUSSION OF FINDINGS

The results above shows that Board Size has a negative but significant impact on Return on Assets (ROA) and that the relative size of Non-Executive Directors have a positive impact on the Return on Assets (ROA) of the Pension Administrators. The coefficient of regression being -0.00375281 & 0.0196924 respectively at a probability 0.85 and 0.76, it evidently explains that size of Board of Directors contribute negatively to the Return on Assets (ROA) while on the other hand the relative size of Non-Executive Directors contribute positively to the growth of the ROA.

The F-test was used in testing for the significant relationship between the independent and dependent variables which is the Board size and the relative size of Non-Executive Directors as to the Return on Assets (ROA) which F-value is 0.058. Since this is higher than 5% (0.05) it is therefore significant. The coefficient of (R2) stand at 0.001188 and the P- value (F) stand at 0.943989 which indicates that about 94% of the total variation is accounted for by the independent variable. The significant levels show that the independent variable is contributing to the variation in the dependent variable. The null hypotheses stating that there are no significant relationships between Board Size, the relative size of Non-Executive Directors and the Return on Assets (ROA) are therefore rejected.

4.5 POLICY IMPLICATIONS OF FINDINGS

The first hypothesis reveals that the Board Size has a negative but significance impact on the financial performance. This is practically seen in Pension organizations where a large board size leads to slower and less-efficient decision-making processes. This causes communication problems and hence negatively affects the organizations’ performance. This finding suggests that a smaller board size can enhance the Pension Administrators’ performance as the smaller size can take quick and adequate decision for the performance of the administrators as large boardrooms tend to be slow in making decisions, and hence can be an obstacle to change. The negative but significant relationship found between bigger board size and ROA is consistent with the conclusions drawn by Uwuigbe (2011), andAjala, Amuda and Arulogun (2012). Their study revealed that a negative but significant relationship exists between board size and the financial performance of the Pension Administrators. They argued that a large board size leads to the free rider problem where most of the board members play a passive role in monitoring the firm.

This result however, differs from Kyereboah-Coleman and Biekpe (2006) who concluded with a positive relationship between a firm’s performance and board size. They argued that a large board size brings in more management skills and professionalism therefore making it very difficult for the CEO to manipulate the board.

The second hypothesis reveals that the relative size of Non-Executive Directors has a positive and significant impact on financial performance. This suggests that the Pension Administrators with higher presence of non-executives or independent members in their boards perform better than the others. This is correct because non-executive directors have the incentive to act as monitors of management because they want to protect their reputations as effective, independent decision makers. The non-executive directors encourage more intensive audits as a complement to their own monitoring role while aiding reduction in agency costs which leads to improved performance. Our findings are further buttressed by Bebeji, Mohammed and Tanko (2015) who found a positive and significant relationship between the relative size of non-executive directors and organizations’ financial performance.

However, our findings disagree with that of Pi and Timme (1993)andUwuigbe (2011) who found a negative but significant relationship between the tested variables they concluded that non-executive directors are likely not to have a hands-on approach or are not necessarily well versed in the operations of the institution, hence do not necessarily make the best decisions.

CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATIONS

The study is on the effect of Corporate Governance on financial performance of the Pension Administrators in Nigeria. The specific objectives of the study were to assess the impact of board size and board composition on financial performance of the Nigerian commercial the Pension Administrators. The analysis reveals that the Board Size has a negative but significance impact on the the Pension Administrators financial performance. This finding suggests that a smaller board size can enhance the Pension Administrators’ performance as the smaller size can take quick and adequate decision for the performance of the administrators as large boardrooms tend to be slow in making decisions, and hence can be an obstacle to change. Furthermore, the study reveals that the relative size of Non-Executive Directors has a positive and significant impact on the Pension Administrators performance. This suggests that the Pension Administrators with higher presence of non-executives or independent members in their boards perform better than the others the Pension Administrators.

5.1 CONCLUSION

This study focused on finding out the triggers of performance of the the Pension Administrators of which Corporate Governance proved to be an important issue for them. It has been established in selected literatures that corporate governance affects stakeholders and the the Pension Administrators as a whole, corporate governance affects the potential or ability of a the Pension Administrators to reach its market share both domestically and globally, corporate governance also determines the the Pension Administrators’ ability to fulfill its social objectives with its clientele and society at large. This study has also established that that corporate governance practices have measurable effects on the Pension Administrators operational performances. The study therefore concludes that weak corporate governance structure in Nigeria contributed immensely to the crisis experienced in Nigerian the Pension Administration.

5.2 RECOMMENDATIONS

Based on the discussion and conclusion above, the researchers recommend the following:

the Pension Administrators should engage in the development and implementation of strategic training for board members and senior the Pension Administrators managers. This should be carried out with special emphasis on corporate governance, corporate governance disclosure and the Pension Administrative ethics. They should regulate the size of the board which should not be too large and must consist of highly skilled and competent professional who are conversant with oversight function.

There should also be in existence, a proper internal control structure and self-government regulation so as to detect early rule violations and also monitor systemic problems for early remediation and solutions.

An effective legal framework should be developed by the legislature to regulate and specify the rights and obligations of a the Pension Administrators, its directors, and shareholders. Also such laws and regulations should specify disclosure requirements and enhance transparency and accountability. Also, Extra care and precautions should be employed by regulatory and supervisory institutions in the process of scrutinizing the books of account of the Pension Administrators. In addition, provisions should be made for more frequent examination of the the Pension Administrators’ operations.

Conclusively, the international codes of corporate governance should be properly adopted by Nigerian the Pension Administrators to meet the need of Nigerian governance environment.
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