


Investigating Corporate Governance and Firms Performance Nexus in Nigeria: Evidence from Panel ARDL and GMM

ABSTRACT
This study investigates corporate governance and firm performance nexus of 30 selected firms Listed on the Nigerian stock exchange (NSE) – 15 blue-chip firms and 15 penny firms using panel dynamic autoregressive distributed lag (ARDL) model and differenced and system generalized method of moment (GMM). Data ranging from 1990 to 2020 extracted from annual financial fact sheets of the sampled firms. In this study, corporate governance measures include board size (BSZ), board governance and remuneration committee (BGRC), number of meetings held (NMH), number of shareholders committee (NSHC), number of remuneration committee (NRMC), and number of audit committee (NAC); while firms performance measures include return on assets (ROA) and return on equity (ROE). The study also controlled for the influence of shareholders fund (SHF) and gross earning (GRE). Findings from the Pedroni cointegration test shows that there are cointegration between corporate governance and firms’ performance which was confirmed by Kao cointegration test as robustness check. Evidence from the results of panel dynamic ARDL models of MG, DFE and PMG shows that there is existence of long-run relationships between corporate governance and firms’ performance in Nigeria. Also, anthe results of the error correction model shows that speeds of adjustments from the short-run to the long-run exist in various degrees for MG, DFE and PMG for models 1 and 2.. Findings from GMM models confirmed the existence of long-run relationships between corporate governance and firms’ performance in Nigeria. However, policies such as enhancement of the corporate governance and institutional qualities in Nigeria were recommended. 
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1. Introduction 
The relevance of corporate governance as a yardstick for measuring firm’s performance has been widely discussed in many research works in recent times due to the special role it plays in determining credible firms’ performance. The Global financial crises and rapid increase in privatization have necessitated the improvement of corporate governance practices in several institutions around the world. Adherence to corporate governance mechanisms play a vital role in firm performance as revealed by many studies. Firm performance has been affected by so many factors such as board & ownership structure, disclosure & transparency, shareholders rights & investors relations etc. Scafarto, et al. (2016).
“Corporate governance measures the accountability, ethics, and social responsibility to the society and stakeholder as it relates to the structures and procedures associated with the direction in which an organization plans to chart the firm” (Shamsher, 2002). Corporate governance promotes fairness, openness and transparency in its responsibilities to stakeholders. It has become noteworthy to clearly emphasize that the structure of the corporate governance of a firm serves as the heart of the firm’s performance, which involves structure of rules, practices, and processes by which a firm is directed and controlled (James Chen, 2020). A good corporate governance functions as a rule governing the relationships between company’s management and shareholders, their rights and obligations (Shamsher and Zulkamain, 2011). Lessons drawn from corporate governance are numerous, the systemic failure of investor protection mechanisms, as well as weak firms’ regulation can lead to failures of confidence which affect firms’ performance. “Insufficient financial disclosure, lack of minority shareholder protection and failure of board and controlling shareholder accountability all supported lending and investment practices based on relationships rather than on a prudent analysis of risk and reward” (Millstein, 1998). “The shifts of the world markets from local to international due to globalization, makes most firms in the various countries to place greater reliance on the private sector to catalyze their economic growth. Corporate governance becomes an indispensable guide to help economic entities such as firms to employ assets efficiently, attract low-cost capital, meet societal expectations and improve overall performance. Corporate governance should allow management to act in the best interest of the corporation and contribute to businesses prosperity through transparency and accountability. From the firm's perspective, the relevance of corporate governance seems to increase shareholders’ wealth through better capital selection” (McKinsey, 2002). 
As Ganesan (2003) would portray it, for effective corporate governance in firms’, it must revolve around creating and enhancing a corporation’s competitive advantage; providing protection of shareholders’ interest; promotion of the valuation of an enterprise; enabling the smooth performance of the corporation efficiently and prevention of fraud; as well as compliance with laws and regulations. In light of this, the convention on business integrity (CBI) in partnership with the Nigerian stock exchange (NSE) established a corporate governance rating system (CGRS) for the listed companies in Nigeria among which are financial institutions, multinational companies, local companies and business associations. Its objective lies in bringing integrity, and transparency through rating and ranking of companies, provision of opportunities for companies to differentiate themselves in the market, and provision of incentives to develop better governance practices. “It scores companies on their compliance with various governance indicators from local and international standards based on business ethics and anti-corruption; transparency and disclosure; stakeholder and shareholder rights; board structure and responsibilities; internal and external audit and control” (Basel Institute on Governance publication, 2020).. 
The major determinants of firms’ performance revolve around factors such as characteristics of the industry which the firm competes with, firm’s position relative to its competitors and the quality or quantity of the firm’s resources. Moreover, when companies abide by the standards of the ethics of corporate governance, it reduces the conflict of interest between stakeholders who participate in governance, which in turn reduces the agency cost of the firm. Responsible corporate governance which consists of strong risk management and internal controls makes it easier to recognize potential problems and creates pre-conditions for the long-term development of the firm. Good corporate governance gives a firm reputation and goodwill in terms of value and fulfilment of the firm’s obligations. It also aids in firm’s decision making as directors and stakeholders are expected to make better decisions when the firm’s governance structure allows them to understand their roles and responsibilities clearly. 
It has been discovered that many researchers especially in Nigeria conducted various research on corporate governance relationships with firms’, banks, industries, SMEs performance, and economic growth (Ozili, 2021). With most of the scholars focusing on corporate governance failure, bank performance, ownership of firms’, shareholders’ earning and so on. However, this research paper will be based on investigating the nexus between corporate governance and firms’ performance in the 30 selected firms in the Nigerian stock exchange from 1990 to 2020. The selection of the firm was based on the blue chips and penny stocks classification of firms in the Nigerian stock exchange (NSE). In order to measure the firms’ performance, indicators such as firm’s return on assets (ROA) and return on equity (ROE) was used utilized and in the same vein, the various measures of corporate governance such as board size (BSZ), board governance and remuneration committee (BGRC), number of meetings held (NMH), number of shareholders committee (NSHC), number of remuneration committee (NRMC) and number of audit committee (NAC) while controlling for shareholders funds (SHF) and gross earnings (GRE). This study will lay great emphasis on assessing the nature of corporate governance and how it affected the performance of firms. The main objective of implementing corporate governance is to optimize value for the shareholders in the long-run and this research work aims at investigating whether corporate governance improves firms’ performance or not in Nigeria. The rest of the paper will be structured as follows Section 2 deals with evaluation of corporate governance and firms’ performance in Nigeria. In section 3 we carried out a review of related literature on corporate governance and firms’ performance. Section 4 describes data, model and methodology. Section 5 presents and discusses the empirical results. Section 6 concludes the study.



0. Review of Related Literature 
Many theorists and researchers have documented several principles, guides, arguments, opinions and suggestions relating to corporate governance and firm performance. This study will review agency theory, resource-dependency theory and stewardship theory as well as empirical literature relating to corporate governance and firm performance nexus. Corporate governance is seen as the guiding principles used to regulate the activities such as daily activities, production and sales, rights of the stakeholders, directors, managers, workers and shareholders of the firm. As portrayed by Ozili (2021), “corporate governance is the heart of a firm”. With a good corporate governance measure, firms are to yield credible results in terms of product, sales and general performance. 
In his agency theory, Smith (1776) suggested that “non-executive directors should be included in the board to monitor the work of managers. The board should also be composed in a way that will guarantee independence in decision-making. For instance, inclusion of independent directors to mitigate conflict interests”. Malik and Makhdoom (2016) are one of the major supporters of this theory. They affirmed that “a board with independent directors positively affects the performance of a firm”. Smith (1776) opined that “if a firm is managed by persons who are not the shareholders, there is a possibility that the managers may not work for the interest of the owners’ benefits”. “Agency theory occurs when the shareholder(s) (principal) engages another individual(s) (the agent) to undertake some assignments on their behalf. If the principal and the agent are utility maximizers, the agent may not perform in the best interests of the shareholders (principal) at all times” (Jensen and Mecking, 1976). There are groups of individuals in firms who have different risk preferences and their actions differ (Berle and Means, 1932). In some cases, the principal invests their funds in a firm and accepts risks to attain financial benefits. However, managers (agents) are risk-averse and focus on maximizing their benefits. Therefore, the risk tolerance of the agent and the principal is not aligned thus creating agency conflict.  
In the like manner, stewardship theory was viewed as an alternative and/complementary to agency theory by many scholars. Whereas agency theory focuses on control and conflict, stewardship theory focuses on cooperation and collaboration in the firm (Sundaramuthy and Lewis, 2003). Essentially, this theory entails that “directors act as stewards and will not be connected about fostering their own economic interests, but will be willing to act in the best interests of their company, and they will act in a way that leads to organizational utility rather than self-serving benefits. In working towards organizational ends, the personal needs of the directors are fulfilled” (Sundaramuthy and Lewis, 2003; Kluvers and Tippett, 2011). The directors acting as stewards are concerned about acting honourably and “doing the right thing” (Stout 2003). In the light of this, Block (1993) posited that “stewardship theory is marked by the idea of service for others and not self-interest”. “Stewardship theory argues generally that individuals (directors) can often be motivated by considering justice, firmness, and concerns for the interests of others  and directors often see themselves as stewards of the company” (Buchanan 1996).
[bookmark: _GoBack]On their own view, the proponents of the resource-dependency theory argue that “a board of a firm is critical because it provides resources to the managers who in turn utilize them to achieve organizational objectives. The theory recommends the board to provide support to the executives like financial human resource and intangible support. The board members who have the expertise and professional training should offer training and mentoring services to the executives to enhance their skills and improve performance. The board members can also link the organization with their network and attract valuable resources into the firm. This theory further recommends that the executives should be allowed to make most of the firms’ decisions and present some at the board meeting for approval. In addition, resource-dependency theory advocates for inclusion of professionals in a board of a firm and emphasizes that directors employed from outside the firm are critical since they bring along best practices applied elsewhere for the growth of the firm” (Hillman and Dalziel, 2003). Some researchers such as (Cheng et al., 2010; Ujunwa, 2012; Francis et al. 2015; and Mori, 2014) advocates that “an increase in board size to accommodate more directors with diverse knowledge and expertise and a firm should thus incorporate in their boards’ non-executive directors and professionals with diverse experience and skills”. 
Much empirical literature has been conducted relating to corporate governance and how it affects firms’ performance. For instance, Azutoru, et al. (2017) explained the impact of mechanisms of corporate governance on the firm's financial performance. This study took a sample of 20 listed insurance companies in Nigeria from 2011-15. This research employed board size, independence, remuneration of executives, director’s ownership, and institutional ownership as corporate governance mechanisms. This study used firm size as a control variable. This study used an ex-post facto research design and used panel data.  The fixed-effects model was used for data interpretation. Firm performance was measured by return on assets in this research study. The results showed that there is a negative link between board size, non-executive directors’ remuneration, and firm performance, but there was a positive relationship between board independence, institutional ownership, and firm performance. These research findings supported the agency model. This research recommended a manageable size of the board and performance-based remuneration to the executive directors. This study added that the appointment of non-executive directors would increase the effectiveness of the board and help in mitigating agency costs. Bhagat, et al (2008).
In the same vein, Rohani Md Rus (2018) tried to examine the impact of board structure on the financial performance of the corporate firm. This study took a sample of 589 observations for distress firms from the period 2004-09. This research study employed univariate as well as multi-period logistic regression methods. This study considered board size, percentage of inside directors, CEO founder, and the duality of CEO/chairman. This study took leverage, market return, and lagged market return, and GDP growth for measuring financial distress. The results depicted a negative relationship between board size and CEO founder with financial distress. As founders are personally connected to their corporate firms, they have more incentives to care about the survival of the firm. The results showed a positive link between a fraction of independent directors and CEO duality that explains distress. The results stated that market and economic variables did not have a significant influence on the probability of distress.
Adebiyi (2017) explored the impact of board composition on the financial reporting quality of the corporate firm. The study used a sample size of 20 deposit money banks, of which 15 were selected.  These were listed on the Nigeria Stock Exchange. This study used financial reports of the banks for the period 2005-2016. The study used independent variables, dependent variables, and control variables.  This study used board composition attributes, i.e.  Board size, board independence, and board meetings as the independent variables. This study used financial reporting quality as the dependent variable. Bank size was used as a control variable in this research study. This study used an ordinary least square (OLS) regression method for data analysis.  The results found a positive and significant impact of financial reporting quality on board size and board independence. The results further showed a negative impact of financial reporting quality on the frequency of board meetings.  This study concluded that board composition is a key component of the quality of financial reporting. The study recommended small board size and regular meetings to carry out their functions. Ozili and Uadiale (2017) investigate “whether ownership concentration influences bank profitability in Nigeria. Ownership concentration was measured as the number of shareholders’ direct equity holding. They find that banks with high ownership concentration perform better because they have higher return on assets, higher net interest margin and higher recurring earning power while banks with dispersed ownership have lower return on assets but have higher return on equity. To sum up, although these studies show conflicting effects of ownership structure on firm performance, it also shows that certain ownership structures can improve the performance of firms in Nigeria particularly higher ownership concentration and higher directors’ equity holding”. Ahmad (2016a) shows that “corporate governance failures in Nigeria are caused by conflicting regulatory laws, the ineffectiveness of the board of directors and lack of auditor independence arising from the nature of firm ownership structure in Nigeria”. Osemeke and Adegbite (2016) show that “conflict among the various codes of corporate governance and regulatory multiplicity are causes of corporate governance failures in Nigeria”.
Shittu et al. (2018) investigate “the effect of audit committee independence, abnormal directors’ compensation and information disclosure on firm performance measured as price to earnings ratio. They analyse 100 listed firms and find that audit committee independence has a significant positive impact on firm performance, measured as price to earnings ratio”. Odoemelam and Okafor (2018) investigate “the influence of corporate governance on environmental disclosure for listed non-financial firms, and find that audit committee independence, having a Big-4 auditor, board size and industry membership have an insignificant effect on environmental disclosure”. Abdulazeez et al. (2016) examines “the impact of corporate governance on the performance of all listed deposit money banks in Nigeria using the Pearson correlation and regression analyses. They find that larger board size contributes positively and significantly to the performance of deposit money banks in Nigeria”.
Table 1: List of Selected Firms base on Net Worth
	
	S/N
	Blue-Chips Firms (N100bn & Above)
	Net Worth
	S/N
	Penny-Firms (Below N100bn)
	Net Worth

	1
	United Bank for Africa Plc.
	N7.7 Trillion
	1
	FBN Holdings Plc.
	N89.7 Billion

	2
	Dangote Cement Plc.
	N3.1 Trillion
	2
	VitaFoam Plc. Nigeria 
	N33.81 Billion

	3
	MTN Nigeria Plc.
	N2.4 Trillion
	3
	Axa mansard Insurance Plc.
	N25.08 Billion

	4
	Unilever 
	N1.7 Trillion
	4
	Lafarge Cement (WAPCO) Plc.
	N19.19 Billion

	5
	BUA Cement Plc.
	N1.3 Trillion
	5
	Honeywell Flour Mills Plc.
	N7.65 Billion

	6
	Airtel Africa Plc.
	N1.123 Trillion
	6
	TRANSCORP Plc.
	N6.5 Billion

	7
	Nestle Nigeria Plc.
	N1.093 Trillion
	7
	Mutual Benefits Assurance Plc.
	N3.6 Billion

	8
	WEMA Bank Plc.
	N1.02 Trillion 
	8
	Ikeja Hotel Plc.
	N3.6 Billion

	9
	Guarantee Trust Bank Plc.
	N882.9 Billion
	9
	UPDC Plc.
	N3.0 Billion

	10
	Zenith Bank Plc.
	N654.6 Billion
	10
	Jaiz Bank Plc. 
	N2.5 Billion

	11
	Oando Plc.
	N520 Billion
	11
	Courtville Investment Plc.
	N1.98 Billion

	12
	Nigerian Breweries Plc.
	N439.8 Billion
	12
	Livestock Feeds Plc. 
	N1.76 Billion

	13
	Stanbic IBTC Holdings Plc.
	N401.8 Billion
	13
	ABC Transport Plc.
	N1.4 Billion

	14
	Seplat Petroleum Dev. Company
	N356.01 Billion
	14
	UAC Plc. Nigeria
	N765 Million

	15
	Access Bank Plc. 
	N102.3 Billion
	15
	Neimeth Plc.
	N237.6 Million



0. Data Description and Methodology

The study on the relationship between corporate governance and firm performance used data from 30 selected firms listed on the Nigerian exchange from 1990 to 2020. The table below shows the measurements of corporate governance, firms' performance, and selected control variables.

We investigated the nexus between corporate governance and firm performance in Nigeria following multiple econometric approaches as adopted by Gyamfi Gyimah et al. (2021) in a similar study. The general simplified baseline model for corporate governance and firm performance in Nigeria is specified as follows: 
[image: ]
Where, FPM represents firm performance measures which serve as dependent variables. Furthermore, CGM represents corporate governance measures; and Control represents the control variables. Substituting the variables of the model in equation 1, we have the following outcome:
[image: ]Where FPM denotes Firm Performance Measures (proxied with return on assets (ROA) and return on equity (ROE)); BGRC is board governance and remuneration committee; BS is board size; NMH is number of meetings held, NSHC is number of shareholders committee, NRMC is number of remuneration committee, NAC is number of audit committee, SHF is shareholders fund and GRE represents gross earnings. Also, t represents the time period, while εt is the error term. 
This study adopted the autoregressive regressive distributed lag model (ARDL) as proposed by Pesaran and Pesaran (1997), Peasaran and Shin (1998) and Peasaran, Shin and Smith (2001) to investigate the nexus between corporate governance and firm performance. The choice for the model was based on its copious benefits it has over other estimation techniques like Engel and Granger (1987). ARDL model can estimate equations irrespective of whether the individual regressors are integrated of the order I(0) or I(1), regardless of stationarity, the model takes sufficient number of lags to capture the data generating process from a general to specific modelling framework, the ARDL approach yields superior estimates of long-run coefficient, and, the diagnostic tests of the estimated equations are more reliable, one can derive a dynamic error correction model (ECM) through a simple linear transformation and it is a more appropriate measure in the case of a smaller sample (Laurenceson and Chai, 2003; Gerrard and Godfrey, 1998; Laurenceson and Chai 1998; and  Banarjee et al, 1994).
This study adopted Mean Group (MG), Pooled Mean Group (PMG) and Dynamic Fixed Effects (DFE) but our choice of appropriate estimator is based on the properties of the data. Peasaran et al. (2001) suggested “the use of the Mean Group (MG) technique to solve the bias from heterogeneous slopes associated with dynamic panels. The MG method provides long-run parameters for the panel by estimating an average of the long-run parameters from the ARDL technique for individual firms. Thus, using the Hausman test, it entails that PMG has consistent and efficient performance over the MG and DFE estimators. In addition, the PMG can permit estimation of short-run coefficients, which includes the intercepts, the speed of adjustment to the long-run equilibrium values, and error variances to be heterogeneous entity by entity while the long-run slope coefficients are restricted to be homogenous across entities”. The panel ARDL (p,q) model specification are presented as in below: 

Where [image: ]is the vector (kx1) of the explanatory variables for group [image: ]and [image: ]represents the entry fixed effects. In theory, [image: ]and [image: ]may differ across firms. The ARDL model may be re-parameterized as in below.[image: ]
[image: ]
Where [image: ]represents the long-run parameters and [image: ]represent the speed of adjustment coefficient or error correction parameter and it is expected that [image: ]< 0. The PMG restricts all the members of the[image: ]has common characteristics across countries. By substituting the FPM, equation 3 can be rewritten as follows:
[image: ]
 Where FPM represent the firm performance measures – a proxy of return on assets (ROA) and return on equity (ROE), X is set of explanatory variables (board governance and remuneration committee (BGRC), board size (BS), number of meetings held (NMH), number of shareholders’ committee (NSHC), number of remuneration committee (NRMC), number of audit committee (NAC), shareholders fund (SHF) and gross earning (GRE)). Furthermore, [image: ]and [image: ]represents the short-run coefficients of the dependent variable and independent variables respectively; [image: ]represents the long-run equilibrium; [image: ]represents the coefficient of the speed of adjustment to equilibrium; while [image: ]and [image: ]firm and time respectively.
Furthermore, we introduced another estimation technique as a robustness check for the findings in the earlier technique – panel ARDL. The general method of moment (GMM) model is capable of solving the problems of endogeneity which the ARDL model cannot fix. Panel generalized method of moment (GMM) was first proposed by Holtz-Eakin et al in 1988 but was subsequently extended by Arellano and Bond (1995) and Blundell and Bond (1998). GMM model can control for country-fixed effects and time effects, and also allow the use of appropriate lags of the dependent variable as instruments to deal with possible endogeneity in the regressor. Thus, below is the generalized method of moment equation for corporate governance and firm performance nexus in Nigeria.
 [image: ] 
This equation can be rewritten alternatively as follows:
[image: ]
Where [image: ]denotes country index, [image: ]represents the time index, [image: ]denotes the corporate governance measures, [image: ]represents the firm performance measures, [image: ]is the vector of the explanatory variables that firm performance, [image: ]is the unobserved country fixed effects, [image: ]is the time fixed effects and [image: ]is the error term. To estimate equation 7, if we apply within group (fixed effects) estimation method, it will lead to spurious result due to existence of country fixed effects [image: ]that normally correlate with lagged dependent variable[image: ]. Thus, to remove the country's fixed effects, we will transform equation 7 into the first difference as in below. 
[image: ]Equation 8 can be estimated using instruments since there is new error term[image: ]and it correlated with lagged dependent variable[image: ], and explanatory variables [image: ]are potentially endogenous. Haven spotted this issue which panel ARDL model cannot solve, Arellano and Bond (1991) proposed an estimation method where lagged levels of the regressors are used as the instruments under these two conditions: (a) the idiosyncratic error term is not serially correlated; and (b) the explanatory variables are weakly exogenous (which implies that they are uncorrelated with the future realizations of the idiosyncratic errors) and a GMM estimator that fulfils the above conditions are referred to as differenced GMM estimator which is based under the following these moment conditions:  
[image: ]for [image: ];[image: ]for [image: ]and 
[image: ]for [image: ]
The above moment conditions connote that 2 times further lagged value of corporate governance and firm performance and other explanatory variables can be used as the instruments to obtain the first differenced GMM estimators. Although the results of the differenced GMM estimators obtained can control for fixed effects and endogeneity misconceptions, Alonso-Barrego and Arellano (1999) and Blundell and Bond (1998) further argued that “lagged dependent variables becomes weak instruments in the first difference equations when the explanatory variables are persistent over time and this can lead to finite sample bias as the variance of the coefficients may get larger asymptotically”. 
Based on the above discoveries, Arellano and Bover (1995) suggested an alternative estimator which combines equations (6) and (7) in difference and in level. They suggested that the differences of the explanatory variables be the instruments of the equation in the levels. The estimator’s moment conditions will be associated with system equations known as system GMM estimators. They made additional assumptions which states that the first differences of the independent variables in equation 8 are uncorrelated with fixed effects[image: ]to attests for the validation of the instruments. Thus, this can only be possible with the following moment conditions:
[image: ]for[image: ];[image: ]for[image: ]and [image: ]for [image: ]
When the moment condition holds, the consistency of the GMM estimator depends on two specification tests (the Hansen J test of over-identifications and serial correlation test in the disturbances. The Hansen J test has the null hypothesis “the instruments as a group are exogenous”. If we fail to reject the null of the Hansen J test, it would imply that instruments are valid and the model is correctly specified. The higher the coefficient of the J test, the better. With respect to the serial correlation test, we will reject the null in the absence of the first order serial correlation (AR1) and should not reject the absence of the second order serial correlation (AR2).
5.  Results Presentation
This section presents the results of the empirical findings. We employed various econometrics tests such as descriptive statistics, correlation matrix, unit root test, and diagnostic tests, in order to fulfil the assumptions of the OLS. For the estimation of the specified models, panel dynamic autoregressive distributed lag (ARDL) model and generalized method of moment (GMM) were employed in this study. This study followed the work of Rehman, Mohd Ziaur (2021) to adopt panel unit root tests which include Levine, Lin and Chu (2002), Im, Pesaran and Shin (2003), and Fisher based tests – Fisher-ADF and Fisher-PP as proposed (Madala and Wu, 1999) and the results are presented in table 2 below. The unit root test was conducted based on the null hypothesis “has no unit root” and the decision rule is to reject the null hypothesis if the probability value is less than 0.05 significant level. Below in table 1 are the descriptive statistics and correlation matrix for corporate governance and firm in Nigeria. 
Table 2: Summary of Descriptive Statistics and Correlation Matrix
	
	ROA
	ROE
	BGRC
	BS
	NMH
	NSHC
	NRMC
	NAC
	SHF
	GRE

	Mean
	 0.327
	 1.259
	-5.434
	 8.542
	 1.127
	 1.511
	 7.908
	-5.469
	 1.147
	 1.159

	Median
	 1.099
	 1.386
	-5.430
	 8.648
	 1.156
	 1.386
	 8.274
	-5.249
	 1.099
	 1.274

	Maximum
	 4.500
	 6.337
	-2.189
	 11.443
	 11.276
	 6.339
	 12.220
	-2.444
	 8.635
	 6.796

	Minimum
	-3.984
	-2.937
	-7.915
	 5.390
	-3.365
	-1.846
	 0.000
	-9.389
	-3.493
	-1.478

	Std. Dev.
	 1.798
	 0.926
	 1.323
	 1.343
	 1.708
	 1.037
	 2.682
	 1.541
	 1.759
	 0.996

	Skewness
	-0.331
	-0.133
	 0.244
	-0.116
	 0.010
	 0.859
	-1.221
	-0.389
	 0.172
	 0.971

	Kurtosis
	 2.060
	 7.226
	 2.083
	 2.445
	 3.984
	 5.123
	 4.093
	 2.294
	 2.769
	 7.732

	Jarque-Bera
	 50.208
	 666.365
	 41.787
	 11.747
	 36.792
	 278.271
	 272.713
	 42.788
	 6.575
	 975.866

	Probability
	 0.000
	 0.000
	 0.000
	 0.003
	 0.000
	 0.000
	 0.000
	 0.0000
	 0.037
	 0.000

	ROA
	1
	
	
	
	
	
	
	
	
	

	ROE
	0.201
	1
	
	
	
	
	
	
	
	

	BGRC
	0.773
	-0.354
	1
	
	
	
	
	
	
	

	BS
	0.994
	0.819
	0.567
	1
	
	
	
	
	
	

	NMH
	0.757
	0.471
	-0.017
	-0.016
	1
	
	
	
	
	

	NSHC
	 0.473
	0.012
	0.115
	0.022
	-0.008
	1
	
	
	
	

	NRMC
	0.441
	0.150
	0.293
	0.178
	0.001
	0.004
	1
	
	
	

	NAC
	0.670
	0.080
	0.207
	0.258
	-0.016
	-0.394
	0.521
	1
	
	

	SHF
	0.913
	-0.002
	-0.010
	0.005
	-0.002
	-0.007
	0.108
	0.045
	1
	

	GRE
	-0.493
	0.027
	-0.013
	-0.020
	-0.282
	-0.015
	-0.364
	0.030
	-0.003
	1


Source: Author’s Computation 
From table 1, we learned that the minimum and maximum coefficients were -9.389 and 11.443 respectively, that is the least and the highest values in the series. The skewness of the distribution and the kurtosis shows that the series are normally distributed. However, the distribution does not deviate more from the normal distribution of the mean and standard deviation. The Jarque-Bera statistics are statistically significant which entails that the series are normally distributed. In the same vein, the result of the correlation matrix shows that positive correlation exists between corporate governance and firm performance in Nigeria. Strong positive correlation exists between firm performance, board governance and remuneration committee, board size, number of meetings held, number of shareholders committee, number of remuneration committee, number of audit committee and shareholders’ fund. 
Table 3: Results for Unit Root Test
	Variable
	LLC
	IPS
	Fisher-ADF
	Fisher-PP
	Integration Order


	
	
	
	
	
	Level
	First Diff.

	ROA
	-22.653***
(0.000)
	-16.107***
(0.000)
	261.070***
(0.000)
	267.368***
(0.000)
	I(0)
	_

	ROE
	-17.688***
(0.000)
	-20.174***
(0.000)
	 457.164***
(0.000)
	460.567***
(0.000)
	I(0)
	_

	BGRC
	-20.253***
(0.000)
	-106.515***
(0.000)
	238.706***
(0.000)
	267.634***
(0.000)
	_
	I(1)

	BS
	-73.582***
(0.000)
	 -22.938***
(0.000)
	228.267***
(0.000)
	463.742***
(0.000)
	_
	I(1)

	NMH
	-24.440***
(0.000)
	-23.530***
( 0.000)
	 522.370***
(0.000)
	477.545***
(0.000)
	_
	I(1)

	NSHC
	-24.039***
(0.000)
	-20.500***
(0.000)
	346.095***
(0.000)
	 348.481***
(0.000)
	I(0)
	_

	NRMC
	-20.409***
(0.000)
	-21.011***
(0.000)
	472.406***
(0.000)
	452.091***
(0.000)
	_
	I(1)

	NAC
	-11.049***
(0.000)
	-30.104***
(0.000)
	305.911***
(0.000)
	299.730***
(0.000)
	_
	I(1)

	SHF
	-26.329***
(0.000)
	-25.094***
(0.000)
	542.839***
(0.000)
	497.852***
(0.000)
	_
	I(1)

	GRE
	-13.722***
(0.000)
	-16.559***
(0.000)
	382.857***
(0.000)
	389.993***
(0.000)
	I(0)
	_


 Source: Author’s Computation. Note: (.) Probability value; ***, **, and * represents 1%, 5% and 10% level of significance; I(0) represents integration order at level; and I(1) represents integration order at first difference. 
Findings from the results in table 2 entails that the null hypothesis “has no unit root” be rejected since the probability values for the model variables are significant at 1% which is less than 0.05 critical level. Furthermore, the variables have mixed integration order. Some variables were integrated at level while others were integrated at first difference, which is very suitable for ARDL estimation.  
5.2 Results of Panel Cointegration Test
Having confirmed the level of integration of the variables, it becomes imperative to further investigate if the model variables are cointegrated or not. To do this, we employed two panel cointegration tests – Pedroni cointegration test for the estimation and Kao cointegration test as the robustness check and the results are presented in table 3.
Table 4: Summary of Cointegration Results
	Models
	Panel-v
	Panel-rho
	Panel-PP
	Panel-ADF
	Group-rho
	Group-PP
	Group-ADF
	Kao test (Robustness Check)

	Model 1
	-3.593***
(0.010)
	-1.496***
(0.067)
	-16.120***
(0.000)
	-13.791***
(0.000)
	-0.683
(0.247)
	-20.752***
(0.000)
	-15.485***
(0.000)
	 2.355***
(0.009)

	Model 2
	-5.662***
(0.0000)
	-2.622***
(0.004)
	-19.675***
(0.000)
	-16.143***
(0.000)
	-1.760**
(0.039)
	-22.795***
(0.000)
	-17.541***
(0.000)
	 6.316***
(0.000)


Source: Computed by the Author. Note: ***, **, and * represents 1%, 5% and 10% level of significant; (.) represents probability value. 
Pedroni (2004) proposed seven cointegration tests which are very reliable for estimation of cointegration in panel models. The null hypothesis to reject the null is “no cointegration”. From table 4, it was observed that 6 out of 7 and 7 out of 7 Pedroni cointegration tests for models 1 and 2 are statistically significant and their P-values are less than 0.05. Thus, this will lead to rejection of the null hypothesis and therefore we conclude that there is cointegration between corporate governance and firm performance in Nigeria. In order to deepen our findings from Pedroni cointegration results, this study employed the Kao (1999) cointegration test as a robustness check. Findings from the results confirmed the existence of cointegration between corporate governance and firm performance in Nigeria since the P-values of the ADF-statistic for model 1 and 2 are less than 0.05. Thus, the results conclude that cointegration exists between corporate governance and firm performance in Nigeria, hence we move further for estimation of the long-run relationship between corporate governance and firm performance. 
5.3 Estimated Results for Nexus between Corporate Governance and Firms’ Performance in Nigeria
Following the confirmation of cointegration, we investigated the long-run relationship using panel dynamic ARDL estimators: Mean Group (MG), Dynamic Fixed Effects (DFE), and Pooled Mean Group (PMG). Based on the Hausman test, the PMG estimator was selected as the most appropriate model, supporting the rationality of a long-run homogeneity restriction across firms.
Evidence from the main findings in Table 4 shows a positive and significant long-run relationship between corporate governance and firms’ performance in Nigeria. This supports arguments that good governance promotes firm performance by enhancing financial reporting, information disclosure, and board regulation. In the short-run, the error correction model (ECM) coefficients for all models were negative and statistically significant, confirming that speeds of adjustment exist to correct short-run disequilibrium and return to the long-run path.
To account for potential endogeneity, we employed panel differenced and system GMM as a robustness check. The GMM estimations also confirmed the existence of a long-run relationship. These models were correctly specified, as the Sargan-J test indicated valid instruments, and the Arellano-Bond test showed no evidence of second-order serial correlation (AR2 p > 0.05). These findings are consistent with previous scholars such as Azutoru et al. (2017) and Ozili and Uadiale (2017).

5.4 Evaluation of Blue-Chip Firm Performance
To deepen the investigation, this study classified firms with a net worth of N100 Billion or more as "Blue-Chips". We then examined this group separately, conducting a sub-period analysis to assess the impact of different policy regimes in Nigeria across three stages: 1990–2000, 2001–2011, and 2012–2020 
The findings for this group confirm the main hypothesis: a positive long-run relationship exists between corporate governance and the performance of Blue-Chip firms. This was supported by most governance measures showing significant relationships.
Furthermore, the short-run dynamics were validated. The error correction model (ECM) coefficients for the MG, DFE, and PMG models were negative and statistically significant, indicating a functional speed of adjustment from short-run shocks back to the long-run equilibrium.
Finally, robustness checks using differenced and system GMM also confirmed the existence of this long-run relationship. These results align with previous findings by scholars such as Odoemelam and Okafor (2018), Abdulazeez et al. (2016), and Shitu et al. (2018).
Discussion of Findings
The central objective of this paper was to investigate the nexus between corporate governance and firm performance in Nigeria. After employing a series of rigorous econometric tests, our findings confirm a positive and significant long-run relationship between corporate governance mechanisms and the performance of Nigerian firms, as measured by both Return on Assets (ROA) and Return on Equity (ROE) .This core finding remained robust after using panel dynamic ARDL models to capture long-run and short-run effects, and was subsequently confirmed using differenced and system GMM estimations to account for potential endogeneity.
This affirmative finding strongly supports the foundational theories of corporate governance. The positive relationship aligns with Agency Theory (Smith, 1776; Jensen and Mecking, 1976), suggesting that the governance structures measured such as board committees and meeting frequency are effective in mitigating principal-agent conflicts. By enhancing oversight, transparency, and accountability, these mechanisms appear to successfully align the interests of managers with those of shareholders, thereby reducing agency costs and driving superior financial performance.
Similarly, the results support Stewardship Theory, which posits that managers, when operating within a well-designed governance framework, will act as responsible stewards of corporate assets. Our findings indicate that corporate governance is a noteworthy and vital tool for revitalizing firms. It provides the rules, ethical codes, and operational conduct that guide directors and managers, translating their daily activities into sustainable growth and development for the firm.
A significant and unique contribution of this study is the disaggregation of firms into "Blue-Chip" (net worth > N100 Billion) and "Penny" (net worth < N100 Billion) categories. Our analysis revealed that the governance-performance relationship is not monolithic; specific governance mechanisms have different impacts depending on firm stature.
· For Blue-Chip Firms: We found that the number of shareholders committee (NSHC) and shareholders’ funds (SHF) had insignificant relationships with performance. This suggests that for large, highly established, and capital-rich firms, performance may be less sensitive to these specific variables. Their established market reputation, diversified operations, and high levels of institutional ownership may be stronger drivers of performance than the formal count of shareholder committees. Likewise, their vast shareholder funds may be so large that the marginal impact of changes in SHF on ROA or ROE becomes negligible.
· For Penny Firms: Conversely, the number of meetings held (NMH) and the number of audit committee (NAC) depicted insignificant relationships with performance. This implies that for smaller, often more volatile firms, performance might be driven more by market niches, operational agility, or macroeconomic factors than by the formality of governance processes. While audit is crucial, the formal existence of the committee (NAC) may have less impact than its actual quality or power—factors not measured here. Similarly, meeting frequency (NMH) may be less important than the strategic decisions made, regardless of how often the board convenes.
These findings add to the literature by demonstrating that a "one-size-fits-all" approach to corporate governance policy in Nigeria may be ineffective.
Our findings are consistent with the general conclusions of scholars like Ozili and Uadiale (2017) and Azutoru et al. (2017), who also found that corporate governance promotes firm performance in Nigeria. However, our study is unique and extends this literature in several critical ways.
First, the extensive 30-year scope (1990–2020) provides a much wider and more robust view of these long-term relationships compared to studies with shorter timeframes, such as Azutoru et al. (2017) covering 2011-2015 or Adebiyi (2017) covering 2005-2016.
Second, our study deliberately moves beyond the limitations of static Ordinary Least Squares (OLS) models used in some prior research. By employing panel dynamic ARDL estimators (MG, DFE, and PMG), we were able to distinguish between short-run and long-run effects. The negative and statistically significant error correction term (ECM) coefficients confirmed that short-run deviations are corrected at various speeds, pointing to a stable long-run equilibrium.
Third, we explicitly addressed the issue of endogeneity, which can arise from firm-specific effects and bias OLS results. The use of differenced and system GMM as a robustness check—a technique also used by Ozili and Uadiale (2017) but not by others like Adebiyi (2017) —confirmed that the positive long-run relationship holds, strengthening the validity of our conclusions.
Finally, where many studies focus on specific mechanisms (like board composition or ownership concentration), our study considers corporate governance more holistically while also providing the novel disaggregation between Blue-Chip and Penny firms.
Despite the study's robust methodology, some limitations must be acknowledged. First, the classification of firms as Blue-Chip or Penny was based on their net worth as of 2021. Over the 30-year data span, it is possible that some firms transitioned between these categories, a dynamic not captured by this static classification. Second, the sample of 30 firms was determined by data availability, and while representative, a larger sample could yield further insights.
Future research could build on these findings by exploring qualitative aspects of governance, such as the independence, expertise, and "boardroom culture" of these firms, rather than relying solely on quantitative metrics (e.g., BS, NMH). Further studies could also apply this dynamic ARDL-GMM framework to specific high-growth sectors (like FinTech or telecommunications) to see if these governance relationships differ.

6.0 PRACTICAL IMPLICATION OF FINDINGS
Nigerian firms seeking to improve their long-term financial performance and stability should actively invest in strengthening their corporate governance structures.
· Enhancing the transparency and credibility of financial reporting, ensuring that published statements reflect the true financial position of the company.
· Improving the quality, timeliness, and frequency of information disclosure, so that shareholders and other stakeholders can make well-informed decisions.
· Strengthening the effectiveness and independence of the board of directors, enabling them to provide robust oversight of management and safeguard shareholder interests.
For investors, this means that strong corporate governance practices should be a key screening factor when evaluating Nigerian companies for long-term investment. Firms that demonstrate accountability, transparency, and responsible leadership are more likely to deliver sustainable value over time


 
6.1 Conclusion and Recommendations
This study confirms a positive and significant long-run relationship between corporate governance and firm performance among 30 firms listed on the Nigerian Stock Exchange from 1990 to 2020. Cointegration tests, panel ARDL models, and GMM estimations (used to control for endogeneity) all support this conclusion. The findings affirm that sound corporate governance is a major contributor to firm performance, as it provides the essential rules, ethics, and codes of conduct that guide stakeholders and managers toward growth .
While the positive long-run relationship holds broadly, we found specific differences between firm types: number of shareholders committee (NSHC) and shareholders’ funds (SHF) were insignificant for Blue-Chip firms, while number of meetings held (NMH) and number of audit committee (NAC) were insignificant for Penny firms.
Based on these findings, we recommend that the Nigerian government prioritize improving the business environment. Nigeria’s low "ease of doing business" ranking (133rd out of 190) is linked to corruption and poor institutional quality, which deters investors. To improve firm performance, the government must provide and enforce a robust regulatory framework for corporate governance bodies, ensuring that these structures are checked regularly to yield their desired results.
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