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Abstract

A common phenomenon in the previous studies is that firm characteristics and corporate
governance mechanisms were not combined in one study in Nigeria. This means that the
contribution of either of the two in relationship to the effect of the other on financial
performance of a firm is not investigated. Therefore, this study investigated the impact of firm
characteristics and governance mechanisms on financial performance of listed building
materials firms in Nigeria. The study formulated five hypotheses and used generalized least
square multiple regression to analyze the secondary data extracted from the annual reports and
accounts of the seven sampled firms for the period 2005 to 2014. The study found that leverage
and firm size have significant impact on the financial performance of building materials firms in
Nigeria. The study also found that liquidity, operating expenses and managerial shareholdings
have no significant effect on the financial performance of the firms. In view of the findings, it is
recommended among others that the management of listed building materials firms should
reduce the level of leverage in their capital structure and focus more attention on equity
financing, and decrease their assets and reduce the scope of their activities in order to decrease
their size. The regulatory authority should determine the minimum and maximum percentage of
firms” equity to be owned by management of listed firms in Nigeria.
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CHAPTER ONE
INTRODUCTION
1.1 Background to the Study

Business entities are associated with certain firm characteristics and governance
mechanisms which impact on their performance either positively or negatively. Firm
characteristics are those attributes such as firm size, leverage, liquidity, capital, firm age,
dividend, market share, off balance sheet activities, operating expenses, among others, that affect
the operations of a firm. It is concerned with the ability of firms to source for funds to be used as
capital to finance their operations and settle their short terms financial obligations as at when due
using their current assets in order to gain the confidence of creditors and other lenders of funds
as well as minimization of operating expenses for performance improvement.

Most business entities use debt to finance their operations with the hope of improving
their performance. By doing so, a company increases its leverages because it can invest in
business operations without increasing its equity. Leverage is the amount of debt used to finance
firms’ assets and other capital expenditure that can improve firms’ performance (Lin, L1 & Yang,
2006). Tudose (2012) posites that leverages disciplines managers, as the debt level may be used
to monitor managers. Thus, it is expected that increasing leverage components of a firm’s capital
structure may increase the level of efficiency and thereby increasing their performance.
Company’s managers who are able to identify the level of leverages as components of firms’
capital structure are rewarded by reducing firm’s cost of finance thereby maximizing the firm’s
revenue (Zeitun & Tian, 2007). From creditor’s points of view, it is possible that debt to equity
helps in understanding firms’ risk management strategies and how firms determine the likelihood

of default associated with firms’ financial performance.
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Firm size is also expected to have an influence on a firm’s performance (Dogan, 2013).
Large firms may exercise economies of scale, have good knowledge of markets and are capable
of employing competent managers for better performance (Driffield, Mahambare & Pal, 2005).
However, large firms can be less efficient than smaller ones, because of the loss of control by
managers over strategic and operational activities (Williamson, 1967 & Jensen, 1986). In
addition, the amount of cash a company has at hand or can generate quickly reveals how healthy
the company is financially. High levels of available cash indicate that the business can pay off
debt easily as at when due. The types of assets a company has and the marketability of those
assets are where a discussion of financial liquidity begins. Liquidity refers to the firms’ ability to
convert its current assets into cash in order to meet its day-to-day operations for better financial
performance (Tatahi & Heshmati, 2009). Proper utilization of firms’ liquidity can improve their
financial performance.

Operating expenses is another item in a firm’s financial statement that affects its financial
performance. It is the amounts of money spend by a firm in running its business operations on
daily basis. A company’s operating expenses consist of costs of goods sold, selling, general and
administrative expenses which enable the company to carry out its production operations without
stoppage. Operating expenses affect the financial performance of a firm either negatively or
positively. If a firm over spend its cash on operating expenses, its financial performance would
be affected negatively. If a firm minimizes its operating cost by properly managing it, its
financial performance will increase positively.

Corporate governance mechanisms on the other hand, are the means or ideas by which
stakeholders of a firm ensure that firm managers and other insiders take appropriate measures

that safeguard their interests due to the separation of ownership from management. The
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governance mechanisms involved in the study is the structural aspect of governance. The
structural mechanism is concerned with how firms” ownership is structured as well as its sources
of funds to finance its assets and other capital expenditures for better performance in such a way
it can attract both local and foreign investors (Wahla, Shah & Hussain, 2012).

One of the important structural mechanisms that affect the performance of firms is
managerial shareholdings, which represent the interest of managers in the firm’s equity
shareholding. Managers’ equity holdings encourage them to operate in line with the firm’s
objective in order to maximize the firms’ value (Hassan, 2013). Nugroho and Eko (2011) posited
that the incentives for the management to act in line with the investors’ interest are influenced by
the level of firms’ equity owned by the management. If the management of a firm owned some
percentage of the firms’ equity, they will not engage themselves in earnings management and
any other types of manipulation of earnings which can negatively affect firms’ performance as
such firms normally issue certain percentages of their equity to their management. As a result of
that the quality of firm accounting information and performance can be improved. Managerial
ownership decreases financial frauds and improves firms’ performance (Beasely, 1996). When
managers owned some certain percentages of firms’ equity, their monitoring capacity will
improve and make decisions that will increase the wealth of a firm (Booth, Comett & Tehranian
2002). Managerial equity ownership is an incentive to directors to enable them monitor managers
effectively (Brickley, Lease & Smith 1988). When managers owned shares in the company, they
will like to make decisions that will increase their wealth as well as that of the shareholders for
better performance of a company. Jensen and Murphy (1990) and Bhagat, Carey and Elson
(1998) are of the view that substantial shares owned by the directors creates a personal based

incentive to actively monitor management activities which can improve firms’ performance.
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Understanding the relationship between firm characteristics and performance of various
sectors of an economy is important to all stakeholders. Studies have been conducted in different
parts of the world on the role that firm attributes on one hand and corporate governance
mechanisms on the other play in determining corporate performance. One sector that is gaining
popularity is the building materials subsector of the economy in view of the high demand for
ownership of residential and commercial building as well as government infrastructures.

In Nigeria, owing to high demand for personal houses by individuals, in August 2014, the
federal government of Nigeria launched the first 10,000 units affordable Housing Mortgage
Scheme under the Nigerian Housing Finance Program in an effort to help bridge the housing
deficit in the country. The scheme is designed to enable Nigerians who meet specific eligibility
requirements to be registered for the 10,000 mortgage for houses valued at between N2 million
to N20 million for mortgage for a period of up to 20 years. The scheme has undoubtedly tasked
building materials firms provide the needed building materials for the project. In addition, there
is also high demand of the products of building materials firms in Nigeria for expansion of
branch network by corporate entities and construction of different types of capital projects by
government. Thus building materials firms need to strengthen its operations and widen its scope
of activities in order to improve financial performance and maximize shareholders wealth. In
view of the fact that stakeholders are now interested in getting more insight into the activities of
this subsector in Nigeria, it is desirable to undertake an empirical study that will examine the
effect of firm attributes and governance mechanisms on financial performance of building

materials subsector in Nigeria.
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1.2 Statement of the Problem

Considerable studies have been carried out on the relationship between firm
characteristics, governance mechanisms and financial performance of companies particularly in
developed nations and some parts of Asia with mixed results (Gibson 2003; Denis & McConnel,
2003; Machold & Vasudevan, 2004; AL-Hussain, 2009; AL-Matari et al, 2012; Nandi and
Ghosh, 2013). A common phenomenon in the studies is that firm characteristics and corporate
governance mechanisms are not combined in one study. This means that the contribution of
either of the two in relationship to the effect of the other on performance of a firm is ignored.
Considering the role that structural governance mechanisms of a firm play in the sourcing and
using of funds in line with the firm’s objectives and in compliance with the entire regulatory
framework for better performance, the importance of combining these mechanisms with firm
attributes in one study is too big to be ignored.

In Nigeria, the areas of firm characteristics and corporate governance as well as their
effect on firm performance have attracted a lot of interest by researchers. Many researchers have
attempted to examine the effect of either firm attributes or corporate governance mechanisms on
financial performance of firms (Duke & Kankpang 2011 and lbrahim 2014). The studies
however suffered two limitations. First, as the case with other foreign-based studies in this area,
the Nigerian-based studies ignored the importance of combining both firm attributes and
governance mechanisms in examining financial performance of firms. Second, the studies
seemed to have focused on financial sector and some subsectors of the manufacturing sector in
exclusion of building materials subsector in spite of its strategic importance to the Nigerian

economy.
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The quest for individuals in Nigeria to own their personal houses, corporate organizations
to expand their business operations to different parts of the country by building more branches,
and the government to provide the needed infrastructural facilities in all the sectors of the
Nigerian economy has made building materials firms an important subsector to be reckoned with
in the country. Therefore, the question that requires answer is: What is the effect of firm
characteristics and corporate governance mechanisms on financial performance of building
materials firms in Nigeria?

In addition to the aforementioned gap, most of the studies on firm characteristics
particularly in Nigeria did not include operating expenses as a proxy of firm attributes despite the
strong relationship that has been established in the literature between operating expenses and
financial performance of firms (Ghasghaee and Fathollahi, 2014). This study is therefore an
attempt to fill all these literature gaps.

1.3 Objectives of the Study
The main objective of this study is to investigate the impact of firm characteristics and
governance mechanisms on financial performance of listed building materials firms in Nigeria.
Specifically, the study seeks to:
Q) examine the influence of leverage on financial performance of listed building
materials firms in Nigeria;
(i) ascertain the extent to which firm size affect the financial performance of listed
building materials firms in Nigeria;
(i)  assess the effect of liquidity on financial performance of listed building materials

firms in Nigeria;
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(iv)  examine the relationship between operating expenses and financial performance of
listed building materials firms in Nigeria; and
(V) evaluate the effect of managerial shareholdings on financial performance of listed
building materials firms in Nigeria.
1.4 Hypotheses of the Study
To achieve the above mentioned objectives, the following hypotheses were formulated.
HO; Leverage has no significant influence on financial performance of listed building materials
firms in Nigeria.
HO, Firm size has no significant effect on financial performance of listed building materials
firms in Nigeria.
HO3 Liquidity has no significant impact on financial performance of listed building materials
firms in Nigeria.
HO, Operating expenses have no significant influence on financial performance of listed building
materials firms in Nigeria.
HOs Managerial shareholding has no significant impact on financial performance of listed
building materials firms in Nigeria.
1.5 Scope of the Study
The study is designed to examine the impact of firm characteristics, corporate governance

mechanisms and financial performance of listed building materials firms in Nigeria. The study
covers the period of ten (10) years from 2005 to 2014. The period of the study is considered
adequate because it is an analysis of the association between the independent variables and the

dependent variable over a relatively long period that coincides with the second year of code of
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corporate governance introduction in Nigeria and the 2008 through 2009 financial crisis in the
country that eroded the performance of many firms.

The study chooses the building materials firms as domain of the study because of
increasing demand of their products and the challenges they faced in meeting up with the
demand from customers. The study covers only the seven building materials firms listed on the
Nigerian Stock Exchange that have complete financial records on their websites or in the office
of the Nigerian stock exchange for the period of the study. The independent variables of the
study are firm characteristics proxied by leverage, firm size, liquidity and operating expenses,
and governance mechanisms proxied by managerial shareholdings. The dependent variable is
represented by financial performance, which is proxied by return on assets.

1.6 Significance of the Study

The outcome of this study would immensely contribute to the existing body of
knowledge. Because, though there are a lot of studies on firm characteristics, governance
mechanisms and performance of firms around the globe, there is dearth of evidence using data
from previous researches that empirically investigated the relationship between firm
characteristics, governance mechanisms and financial performance of listed building materials
firms in Nigeria. The outcome of this study will therefore serve as a reference for further
research in this area.

Also, the outcome of this study will be of immense benefit to a number of users of
accounting information. Investors will know the relationship between firm characteristics,
governance mechanisms and performance of the sub-sector as they invest their funds for
expected returns. The industrialist will find this study relevant in identifying the best financing

mix which will be more effective at encouraging an efficient operation of the firms. The study
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will also make some significant contribution to the field of accounting and finance in Nigeria.
Because there is a mixed of opinion in the existing literature between firm characteristics proxied
by leverage, firm size, liquidity and operating expenses, governance mechanisms proxied by
audit committee independent, audit committee financial expertise and managerial shareholdings
and financial performance of quoted firms. For that, the study will be among those that may
provide additional evidences for future debates in the field of accounting and finance by students
and researchers.

The results of this study will be of benefit to managers in maximizing investors returns as
well as performance monitoring by comparing actual and target performance for corrective
actions, shareholders in making an informed decision as well as determining management
efficiency in managing the affairs of a company; creditors in ascertaining the credit worthiness of
a firm and its ability to pay back the principal amount collected as loan and the interest attached
to it as at when due; suppliers in determining the firm’s ability to pay for the raw materials
supplied to them on credit as at when due; employees in demanding for increase in salary and
other incentives as well as good working condition, and government for revenue generation in
form of taxation from a firm’s annual profit. Data would also be available to ascertain the actual
contribution of building materials firms as a sub-sector in the manufacturing industry to the
Nigerian Gross Domestic Product (GDP) and also improve the employment opportunities once
the sector is viable, since the stakeholders are interested in knowing the impact of such decisions
on the firms’ performance.

The government and its agencies could find the outcome of this study relevant and useful,

thereby providing conducive operating environment by putting adequate security in place,
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effective supply of electricity and other infrastructural facilities needed by the Nigerian listed

building materials firms for efficient operations.
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CHAPTER TWO
LITERATURE REVIEW

2.1 Introduction

This chapter discusses the concept of firm characteristics, concept of governance
mechanisms, and concept and measurement of financial performance. It also reviews empirical
literature on the relationship between independent and dependent variables of the study. The
chapter finally discusses the theoretical frameworks that underpin the study.
2.2 Conceptual Issues
This section discusses the conceptual issues associated with the study. It covers both the
concepts and components of the dependent and independent variables used in the research.
2.2.1 Concept of Firm Characteristics

Firm characteristics can be defined as the wide varieties of information disclosed in the
financial statement of business entities that serve as the predictors of the firms’ quality of
accounting information and performance (Lang & Lundholm, 1993). Firm characteristics can
also be defined as the behavioral patterns of company’s operation which can enable them to
achieve their objectives throughout the period of their operations. Also firm characteristics refer
to the various accounting information reported by firms in their financial statements for a
particular accounting period which can send a message to various stakeholders of firms about
their performance. Company’s characteristics vary from one business entity to another. The
company’s characteristics can be determined based on the relevant information disclosed on its
financial statements for a particular accounting period (Stainer, 2006).

Empirical studies have been carried out to examine the relationship between firm
characteristics and performance of business entities around the globe. Moh’d (2005) posited that

firm characteristics seem to play an important role in determining the overall performance of
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corporate entities. Firm characteristics refer to certain advantages that a company enjoys over
their competitors in the market for the period of their operation. Wiklund and Shepherd (2005)
are of the view that firms that are able to align firm attributes with the environmental
characteristics perform better than the other firms. Dean, Bulent and Christopher (2000) posited
that firm characteristics are essential determinants of a firm’s performance as well as its success
in business. Firm characteristics variables used in this study include leverage, firm size, liquidity
and operating expenses.

2.2.1.1 Leverage

Leverage finance refers to the funding a company or business entity with debt with the
hope of improving the firm’s financial performance. Leverage financing is commonly employed
by a company to achieve a specific or temporary objective, such as acquisition of another
business, to effect a buy-out, to purchase shares or fund a one-time dividend, or to invest in self-
sustaining cash-generating assets (Pachori & Tatala, 2012). Leverage financing on the other hand
refers to the ratio of debt to equity capital of a company. As a result of the payment of interest
and repayment of principal amount of the debt a large part of the firm’s cash flow would
decrease (Magpayo, 2011). Financial leverage also involved the use of debt to acquire additional
assets. It can be financial or operating leverage.

Financial leverage is the use of borrowed money to increase production volume and sales
as well as earnings of a company for better performance. It is measured as the ratio of total debt
to equity of a firm (Yoon & Jang, 2005). The greater the amount of debt, the greater the financial
leverage of a firm. Since interest is a fixed cost which can be written off against revenue, a loan
allows an organization to generate more earnings without a corresponding increase in equity

capital which will require increase in dividend payment that cannot be written off against the
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firm’s earnings (Magpayo, 2011). However, high leverage may be beneficial in boom periods;
and it may cause serious cash flow problems in recession periods, because there might not be
enough sales revenue to cover the interest payment (Tudose, 2012). The use of leverage is the
ability of a firm to influence a system, or an environment in a way that multiplies the outcome of
one’s efforts without a corresponding increase in the consumption of resources. In other words
leverage is the advantageous condition of having a relatively small amount of cost yield and a
relatively high level of returns (Ojo, 2012).

Operating leverage is the extent to which a firm commits itself to high level of fixed
operating costs which vary with time, such as insurance, rent, salary, with no interest attached to
it as compared to the level of variable costs which vary with volume of energy, labour and raw
materials (Tudose, 2012). Firms with high level of operating leverage have high break-even
points, but when the break-even point is crossed, they show a greater increase in operating
income with every increase in sales revenue and greater losses with every drop in sales revenue
in comparison with firms that have lower operating leverage (Omolehinwa, 2006). Investment
leverage is the ability of a firm to control a large value of commaodities or securities in a future
contract by buying on margin and thus, leveraging a relatively small investment (Omolehinwa,
2006). Leverage is an investment technique in which a firm uses a small amount of its own
money to make an investment of much large value. Thus, leverage is a concept of borrowing
money to buy an asset that will appreciate in value, so that the ultimate sale will return profits on
equity invested and on the borrowed funds. The use of various financial instruments or borrowed
capital, such as margin to increase the potential return on investment is also known as leverage

(Omolehinwa, 2006).
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2.2.1.2 Firm Size

Firm size refers to the speed and extent of growth that is ideal for a specific company.
Most companies are intent to expand the size of their business operation for them to grow either
in revenue, profit, number of employees, or size of facilities (Pervan & Visic, 2012). Many
companies compete in rapidly changing industries, expansion of manufacturing capacity,
geographical presence, market shares and so on which may be imperative for survival (Dogan,
2013). Another strategy in retaining growth involves employing employees who like to work in a
company. These people tend to enjoy the diversity of the challenges they encountered in the
company and they often have a strong interest in the firm’s products and can provide their
expertise to customers. Schiner (1996) noted that one of the factors influencing firm size is the
availability of workers and other resources in the surrounding community where the business is
operating. He further suggested that it is possible for the company to outgrow the communities in
which they operate, particularly when they are located in a remote area. Some factors that may
indicate that a company has outgrown its operating community in size include; growing at a
faster rate than the community labour force, providing more than one-third of the local
government’s funding through taxes, and being responsible for the death of the community, if the
company should shut down (Shiner, 1996).

Firm size is measured as the natural logarithm of a firm’s total assets, which can be easily
regressed in order to determine the influence of the firm’s total assets on its performance
(Driffield, Mahambare & Pal, 2005). A lot of empirical studies have been conducted using firm
size. Some of them used firm size as a control variable while others used it as a predictor
variable in their studies. Firm size is used this study as independent variable, because the study is

on firm characteristics and size is among the proxies of firm attributes.
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2.2.1.3 Liquidity

A company’s liquidity position is measured as a ratio of its current assets to current
liabilities; it represents the possibility that a firm will be able to meet its financial obligations as
fall due (Omolehinwa, 2006). Suppliers, creditors and other short-term lenders of funds require a
very sound liquidity position of a firm in order to have confidence in the firm’s ability to satisfy
their requirements (Kurfi, 2003). This is because a firm with weak liquidity position would scare
suppliers and creditors, particularly banks who often impose minimum liquidity constraints in
their loan agreements with firms. Empirical studies have shown that financial managers spend
much of their time and efforts to daily internal operations relating to the current assets and
current liabilities of their firms. Liquidity also represents the amount of cash or current assets
that can be easily converted in cash for the day-to-day operations of a company. It represents the
amount that is invested in assets that are expected to be realized within a single accounting
period. The relationship between current assets and current liabilities should be in such a way
that the current assets is twice the size of the current liabilities of firms, hence it is said that the
ideal current ratio (current assets/current liabilities) is generally accepted to be 2:1, but this
proportion can obviously be varied in practice, depending on the circumstances of an individual
company (Akinsulire, 2014).

Liquidity ratios are of how solvent a company is, a company will not become insolvent
over night, deterioration in these ratios is an indications of insolvency. If a company is unable to
renew its short-term liabilities, there would be a danger of insolvency unless the company is able
to realize sufficient amount of its current assets into cash. A current ratio of 2:1 is regarded to be
indicative that a company is reasonably well protected against the danger of insolvency through

sufficient liquidity. Liquidity is the ability of a company to meet its demand for funds (Biety,
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2003). Liquidity management means ensuring that a company maintains sufficient cash and
liquid assets to satisfy the interest of suppliers and creditors. Liquidity management involves a
daily analysis and detailed estimation of the size and timing of cash flows and out flows within a
particular accounting period. A business organization should have a formal liquidity policy that
is developed and written by the officials with the assistance of management. The policy should
be reviewed and revised as needed, not less than a year and the policy should also be flexible, so
that managers may react quickly to any unforeseen events (Omolehinwa, 2006).

2.2.1.4 Operating Expenses

Operating expenses are the costs associated with a company’s main operating activities
which are reported on its income statement. The expenses constitute the cost of goods sold,
selling, general and administrative expenses (Zaman, 2009). Krishnan (2006) viewed operating
expenses as a company’s expenses related to the production of its goods and services. The
payment of employees’ wages and funds allocated toward research and development are also
part of operating expenses (Shil & Pramanik, 2012).

The expenditure that a business incurred as a result of normal business operation is a
challenge faced by a company’s management to determine how much operating expenses can be
reduced without significantly affecting the firm’s ability to compete with its competitors in the
market (Zaman, 2009). This is because of the strong association between level of expenditure
and a firm’s quantum of profit. The more the companies spend much of its cash on operating
costs the more it will reduce its financial performance. In the same vein, if a firm is able to
reduce its operating expenses to the lowest minimum without affecting its operations, its
financial performance will improve. The management team of a company usually reviews these

expenses through a budget variance reporting system or trend analysis in order to spot any
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expenses spikes that may require action (Ghasghaee & Fathullahi, 2014). In the absence of
raising prices or finding new markets or products channels in order to raise profits, some firms
attempt to increase the bottom line purely by cutting expenses. While laying off employees may
even be necessary in cases where a company has lost its competitiveness, there are other
operating expenses that management can cut before the quality of business operations is
damaged (Shil & Pramanik, 2012).
2.2.2 Concept of Governance Mechanisms

As a result of corporate financial scandals around the world, there is an increasing
attention on corporate governance mechanisms. Investors look for emerging economies with
strong governance mechanisms to diversify the risk associated with their investment in order to
maximize returns from their investment and at the same time minimize the risks of their
investment in those economies. For every financial crisis, regulators and government tend to
focus more attention on governance mechanisms more vigorously in order to enhance investors’
confidence that would attract more investments (Aguilera & Jackson, 2003). A good corporate
governance framework should promote transparent and efficient markets, be consistent with the
rule of law and clearly state the division of responsibilities among different supervisory,
regulatory and enforcement authorities. Aguilera and Jackson (2003) viewed corporate
governance mechanisms as the structure of rights and responsibilities among the parties that have
stake in a firm. Corporate governance is a set of process and structures used to direct a
company’s business operations for better performance. If it is fully implemented, an effective
governance mechanism can help to ensure an appropriate division of power among shareholders,
board of directors and management. Governance mechanism is not all about management; it is

something much broader to include a fair, efficient and transparent administration to meet certain
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well defined objectives (Mcconomy, Bujaki & Merridee, 2000). Governance mechanism is a
system of structuring, operating and controlling a company with a view to achieving long term
strategic goals to satisfy the interest of all stakeholders of a firm, and complying with the legal
and regulatory requirements as well as meeting the environmental and local community needs.
When it is practiced in a well structured system, it leads to building of a legal, commercial and
institutional framework and creates a boundary within which these functions are performed.

In Nigeria, a survey by the Securities and Exchange Commission (SEC) reported in a
publication in April 2003, showed that corporate governance was at a rudimentary stage, as only
about 40% of listed companies had recognized the Code of Corporate Governance put in place.
Poor corporate governance was identified as one of the major factors in virtually all known
instances of corporate collapses in the country. As a result of that, in 2003, the Nigerian SEC
released a code of best practices on corporate governance for public listed companies; the listed
companies were expected to comply with its provisions. In order to improve corporate
governance in Nigeria, the SEC in September 2008, inaugurated a national committee to review
the 2003 code of corporate governance for public companies in Nigeria so as to address its
weakness and to improve the mechanism for its enforceability. Based on the outcome of the
committee’s report, the Nigerian SEC in 2011 released a new Code of Best Corporate
Governance Practice to be used by all listed companies in Nigeria. The governance mechanisms
that have direct relationship with the financial performance of firms as documented in the
literature is managerial shareholding. This is discussed hereunder.
2.2.2.1 Managerial Shareholdings

Managerial shareholdings represent the interest of managers in a firm’s equity

shareholdings. Managers’ equity holdings encourage them to operate in a way that maximizes
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the firm’s value. The incentives for the management to act in line with the investors interest is
influenced by the level of the firm’s equity owned by the management. If the management of a
firm owned some percentage of the firm’s equity, they will not engage themselves in earnings
management and any other type of manipulation of earnings, as a result of that the performance
of company can be improved (Alipour & Amjadi, 2011). Managerial ownership increases the
financial performance of firms at the same time reducing the agency cost between the
shareholders of firms and the management, because the management will try their best to make a
decision that will favor the company instead of their personal gain. If the managers hold more
equity in the firm, there will be less conflict of interest and the managers will be more likely to
manage the affairs of the company in a proper way for better performance (Shukeri, Shin &
Shaari, 2012). Therefore, when more shares of firms are being held by the managers, the
performance of the company will improved and at the end the profit of the company will
increase.

A sufficient high level of managerial shareholdings helps to align the interests of
managers and shareholders resulting in good performance. A manager’s claim on the
performance outcomes and burden on the cost associated with the non-value maximizing
behavior increase with his fraction of the equity in the company (Hu & lzumida, 2008).
Therefore, a high level of managerial shareholdings increases the probability that the managers
will devote more significant effort to creative activities and immunize themselves from
mismanagement of company’s resources. The managers will act to maximize a firm’s value due

to their own interests in the firm’s equity.
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2.2.3 Concept and Measurement of Financial Performance

Firms’ performance is of vital importance for investors, stakeholders and the economy at
large. Investors are interested in the returns for their investment. Well performing businesses can
bring higher returns to their investors. Financial performance of a company will increase the
income of its employees, bring quality products to its customers and become more friendly to its
operating environment (Mirza & Javed, 2013). A company that has good performance can
generate more profits which can lead to future investment that can provide employment
opportunities and increase the income of people. Barbosa and Louri (2005) viewed firms’
performance as the outcome of a firm’s strategy or an assessment of how well a firm
accomplished its business goals. In the words of Mirza and Javed (2013), firms’ performance is
the ability of a firm to achieve its objectives using its available resources. Company’s financial
performance refers to the measurement of the results of a firm’s strategies, policies and
operations in monetary terms. Financial performance provides a deductive measure of how well
a company can use assets from business operations to generate revenue.

Measuring of firms’ financial performance is one of the management strategic functions
aimed at satisfying the interest of shareholders and other stakeholders in a company. Firm’s
performance appraisal is an evaluation which is done periodically and systematically in
determining the achievements of the company’s objectives (Amelia, 2002). Evaluation of
company’s performance required certain standards that are either internal or external. Internal
standards refer to the ability of a company to achieve its stated objectives, while external
standard refers to the comparison i.e. comparing a firm with its competitors in the industry. This
will enable the firm to develop a good business strategy that will enable it to defeat its

competitors in the market (Mirza & Javed, 2013).
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The existing researches on the relationship between firm characteristics and financial
performance used different methods of measuring firms’ financial performance. Most of the
previous studies on firms’ financial performance measured firm performance from the
accounting based or market based methods of measuring company’s financial performance. The
work of Fiori, Di-Donato and 1zzo(2009) shows that the best measurement indicators of firms’
financial performance are profitability, liquidity, solvency, financial efficiency and repayment
capacity. Margolis and Walsh (2001) reviewed 95 empirical studies and found that 49 studies out
of the 95 used accounting based measures, 12 studies used market based measures and the
remaining 34 studies used a combination of both accounting and market based measures in
measuring firms’ financial performance. The most commonly used performance measures are
accounting based which include: ROA, ROE, ROI and Tobin’s Q.

Accounting based measurement of performance is the most popularly used. Returns On
Assets (ROA) was widely used as was found in the following studies: Okafor (2007),
Ilona(2008), and Lee (2009), Aras, Aybars and Kutlu (2010), Desoky and Mousa (2012), Amelia
(2012), Amba (2012), Moscu (2013), Amer, Ragab and Shehata (2014), and Nor, Shafee and
Shamsuddin (2014). Returns on assets represent the profitability of the firm with respect to the
total assets under the firms control (Hull & Rothenberg, 2008). Return on Equity (ROE) is
another accounting measure used in measuring firms’ performance in the previous studies such
as the work of Mahoney and Robert (2007), Lee (2009), Aras, Aybars and Kutlu (2010), and
Moscu (2013). Tobin’s Q is another accounting measure of firms’ financial performance which
have been used in the previous empirical studies such as the work of Dowell, Hart, and Yeung
(2000), Sanda, Mikailu and Garba (2005), Bhagat and Bolton (2008), and AL-Matari et al

(2012). Tobin’s Q is used in measuring firms’ financial performance because of its ability to
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measure long-term investment and it is calculated by the sum of a firm’s equity values and its
total debt divided by the firm’s total assets.

The market based measure of firms’ financial performance used in the previous studies is
stock return which is measured as the ratio of price and book value of share. This measure was
used by Brammer, Brocks and Pavelin (2006) as well as Lin, Yang and Liou (2009).

2.3 Review of Empirical Literature

Different components of firm characteristics and governance mechanisms play a vital
role in improving the performance of corporate entities in both developed and emerging
countries. Firm characteristics and governance mechanisms and how they relate to performance
have been investigated separately in previous studies using various proxies of firm characteristics
and governance mechanisms such as the managerial shareholdings (Gugong, Arugu & Dandago
2014), leverage (Sanda, Mikailu & Garba 2005, and Hartono et al 2013), firm size (Adediran,
Alade & Oshode 2013), liquidity (Tatahi & Heshmati 2009), and operating expenses (Ghasghaee
& Fathollahi, 2014). The results of previous studies on the relationship between various firm
characteristics, governance mechanisms and performance are inconclusive. Anderson, Deli and
Gillan (2003) studied the relationship between board of directors, audit committees and the
information content of earnings using sample of 1200 firms, and their findings revealed that
audit committee characteristics influenced the information content of earnings.

Duke and Kankpang (2011) studied the link of corporate governance with organizational
performance in Nigeria using both quoted and ungquoted companies, the results showed that there
is strong relationship between a number of firm characteristics variables and firms’ financial
performance. Essential firm characteristics such as firm size, leverage and managerial

shareholdings are significantly influencing firms’ performance (Nina, Gegenfurtner, Kaserer &

34



Achleitner 2009). Hasan, Francis and Wu (2012) documented that a firm’s performance depends
on its various characteristics. Noor and Fadzil (2013) studied board characteristics and
performance of Malaysian listed firms, their findings showed a positive significant relationship
between firm characteristics and organizational performance. Fooladi (2012) too investigated the
impact of board characteristics on performance of listed firms in Iran, the results of the findings
showed that there is no significant relationship between firm size, leverage, managerial
shareholdings and firms’ performance. Audit committees with more experienced and financial
expertise members influence firm performance positively (Aldamen, Duncan, Kelly McNamara
& Nagel 2012). Mirza and Javed (2013) viewed performance as one of the goals of the
organization to maximize shareholders’ wealth and generate enough profit in order to operate in
line with the going concern concept of accounting.
2.3.1 Leverage and Financial Performance

Financial leverage represents the extent to which companies or investors used borrowed
money to form part of their capital structure with the hope of better performance. Rehman (2013)
investigated the relationship between financial leverage and financial performance of listed sugar
companies in Pakistan, and found a positive significant relationship between leverage and firms
financial performance. Akhtar, Javed, Maryam and Sadia (2012) too reported a positive
significant relationship between leverage and the financial performance of listed fuel and energy
companies in Pakistan. Ojo (2012) studied the effect of financial leverage on corporate
performance of some selected companies in Nigeria and reported a significant effect between
financial leverage and financial performance. However, Magpayo (2011) conducted a study on

the relationship between leverage and financial performance, using a sample of 1000 companies
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in Philippine for the period of one year (2009), and found a negative significant impact between
leverage and the financial performance of the sampled firms.

Sudiyatno, Elen and Kartika (2012), investigated company policy, firm performance and
firm value using a sample size of listed manufacturing firm in the Indonesian Stock Exchange for
the period of 2008 to 2010, and found a negative significant effect of leverage on firm’s financial
performance. Their findings is in line with the findings of Salehi (2009) who conducted a
research on leverage and financial performance of some selected Iranian companies and found
that leverage has a negative significant impact on firm performance. Earlier, Rayan (2008)
documented that financial leverage has a negative significant effects on firm’s financial
performance. Firms with low financial leverage tend to perform better than the firm with high
financial leverage (Tan, 2009). Yoon and Jang (2005) studied the effect of financial leverage on
profitability and risk of restaurant firms for the period of 1998 to 2003, using ordinary least
square regression and found that firms that used equity in financing their operations perform
better than those firms that used leverage to finance their operations. Damouri, Khanagha and
Kaffash (2013) studied the relationship between changes in the financial leverages and the values
of the listed firms in the Tehran Stock Exchange, using a sample of 98 firms for the period of
2001 to 2010. They used multivariate regression in analyzing their data and their results showed
that there is no significant relationship between changes in the financial leverages and the
financial performance of the selected firms.

Another empirical study conducted by Fosu (2013) on the relationship between capital
structure and firm performance using panel data consisting of 257 South African companies for
the period of 1998 to 2009, showed that financial leverage has a positive and significant effect on

a firm’s performance. Low level of leverage can lead to an increased in profit, efficiency as well
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as firm performance, while high level of leverage can lead to a decrease in profit efficiency as
well as a decrease in firm performance (Skopljak & Luo, 2012). Similarly, Hsu (2013) reported
that leverage has a negative effect on the performance of 336 Information Technology
companies in Taiwan. Onimisi (2010) examined the effect of capital structure on the
performance of listed manufacturing firms in Nigeria, and found a positive relationship between
leverages and financial performance of Nigerian listed manufacturing firms. Likewise, Pachori
and Tatala (2012) examined the influence of financial leverages on shareholders returns and
market capitalization in India, and found that, there is no significant influence of financial
leverage on shareholders’ returns and market capitalization.
2.3.2 Firm Size and Financial Performance

Empirical studies were conducted on the relationship between firm size and performance
using natural logarithms of firm’s total assets to measure firm size by various researchers in the
field of accounting and finance. Notable among them are Ali (2004), Sustar and Sustar (2005),
Safarova (2010) and Shih (2012) among others. Velnampy and Nimalathasan (2010) conducted a
comparative study on the effect of firm size on profitability of bank of Ceylon and commercial
bank of Ceylon limited in Sri Lanka for the period of 1997 to 2006, and found a positive
relationship between firm size and financial performance of commercial bank of Ceylon limited
and also reported no relationship between firm size and financial performance of bank of Ceylon.
Ozgulbas, Koyuncugil & Yilmaz, (2006) examined the effect of firm size on performance of
listed firms in Istanbul Stock Sxchange for the period of 2000 to 2005, and reported that large
size firms performed better than the small size firms. A similar study conducted by Shih (2012)
gave the results of the analysis which showed that large size firms performed better than the

small size firms.
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Another study was conducted by Saliha and Abdessatar (2011) on the factors affecting
profitability of listed firms in Tunisia using a sample of 4 firms for the period of 2004 to 2009,
and results revealed a positive relationship between firm size and financial performnca. Dogan
(2013) too conducted a study, using a sample size of 200 companies for the period of 2008 to
2011, where multiple regressions were used in analyzing the data and showed a positive
significant relationship between firm size and financial performance of the sampled firms.
Driffield, Mahambare and Pal (2005) have also reported a positive significant relationship
between firm size and financial performance. On the contrary, the study of Benchuenvijit (2012)
reported a negative relationship between firm size and financial performance of some selected
firms used in their studies.

Pervan and Visic (2012) examined the influence of firm size on its business success for
the period of 2002 to 2010 and found a positive significant influence of firm size on firm
financial performance. The weakness of their research was that, they failed to mention their
population and the sample size of their study as well as the method of analysis used in analyzing
the data of the study. Another study titled Does size matter in firm performance? Evidence from
US public firms was conducted by Lee (2009) used a panel data for a sample of over 7000 US
listed firms for the period of 1987 to 2006 and provided evidence that financial performance is
positively correlated with firm size in a non-linear manner. Stierwald (2009) examined the
factors influencing the profitability of 960 larger firms operating in Australia for the period of
1995 to 2005, the results of the analysis showed that firm size influenced financial performance

positively and significantly.
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2.3.3 Liquidity and Financial Performance

The relationship between liquidity and firms’ performance is frequently discussed in
financial literature. Liquidity is measured by the ratio of a firm’s current assets to current
liabilities in order to determine a firm’s ability to settle its short terms financial obligations as at
when due and also the firm’s ability to provide the needed cash for its day-to-day operation for
better performance. Hedander (2005) examined the effect of liquidity and firm value, using a
panel data of 39 non-listed Australian firms for the period of 1992 to 2003, and found a
significant positive relationship among the variables of the study. Cheung, Chung and Fung
(2012) too investigated the impact of stock liquidity, corporate governance and firm performance
of US real estate investment trust for the period of 1992 to 2008; the results of their analysis
showed a negative significant impact of liquidity on firms’ financial performance. But they failed
to mention their statistical tool of analysis in their research report.

Liquidity is negatively correlated with firm’s financial performance in some studies while
other studies reported positive relationship. Hausen and Sungsuk (2013) investigated the
influence of stock liquidity to firm value in Indonesian Stock Market, and reported that high
liquidity firm can generate high operating profit. The study of liquidity is of importance to both
internal and external users of accounting information, because of its relationship with the day-to-
day operations of firms. Reheman and Nasr (2007) viewed liquidity management as a desired
trade-off between liquidity and profitability of a firm. Owolabi and Obida (2012) examined the
relationship between liquidity management and corporate performance of listed manufacturing
companies in Nigerian Stock Exchange for the period of 2005 to 2009, using a sample of 12
manufacturing firms. The result of their findings showed a significant impact of liquidity

management on corporate financial performance. They used descriptive statistics as their
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statistical tool of analysis which is so small compared to ordinary least square regression. Gill
and Mathur (2011) reported a positive significant relationship between liquidity and financial
performance of 75 Canadian service firms listed on Toronto Stock Exchange for the period of
2008 to 2010.

An empirical study was conducted on the impact of liquidity ratios on profitability of
Pakistan oil and gas companies by Saleem and Rehman (2011), the results showed that there is
significant impact of liquidity ratios on financial performance. The required liquidity for each
company depends on the balance sheet situation of the firm (Saleem & Rehman). Niresh (2012)
viewed liquidity ratio as realizable cash on the balance sheet to short term liabilities. Firms with
fewer current assets will have problems to operate in line with the going concern concept of
accounting while if the current assets are too much, it shows that the return on investment for the
company is not in perfect condition. Qi, Subrananyam and Zhang (2010) stated that higher
accounting quality is associated with higher liquidity, reducing the cost of debt as well as
improving liquidity for future financial performance of company.

A theoretical study on the relationship between liquidity, corporate governance, and firm
value was carried out by Pourali and Arasteh (2013), the results of their study shows a positive
relation between liquidity and firms’ financial performance. But their research was done based
on content analysis instead of quantitative research which could have given a better result based
on logical conclusion. Niresh (2012) too examined the trade-off between liquidity and
profitability of 31 listed manufacturing firms in Sri Lanka for the period of 2007 to 2011. The
result of the study shows that there is no significant relationship between liquidity and financial
performance of the sampled firms. Dalvi and Baghi (2014) investigated the relationship between

company performance and stock market liquidity, using a sample of 154 companies listed in
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Tehran Stock Exchange, and found a strong positive relationship between liquidity and financial
performance.
2.3.4 Operating Expenses and Financial Performance

A reasonable number of studies were conducted on the relationship between firms’
operating expenses and performance in some countries of the world, but only few studies were
conducted in Nigeria. Krishnan (2006) examined the applications of activity based costing in
higher learning institution. The study used secondary data obtained from the annual reports and
accounts of the selected university, and analysed using regression. The finding showed negative
significant relationship between operating cost and financial performance. Another survey
research was conducted by Zaman (2009) on the impact of activity based costing on firm
performance in Australia. He collected primary data and ran regression analysis. His findings
revealed positive significant relationship between firms’ operating cost and performance.

Gupta, Pevzner and Seethamraju (2010) studied the implications of absorption cost
accounting and production decisions for future performance and valuation. The study used
secondary data obtained from United State listed manufacturing firms. The results of the study
revealed a negative relationship between overhead cost and firms’ financial performance proxied
by return on assets. Shil, and Pramanik (2012) investigated the application of activity based
costing in manufacturing companies in Bangladesh using questionnaire to collect primary data.
The result revealed a positive significant relationship between operating cost and performance of
the sampled firms. The study ignored secondary data even though for a study on cost and
performance, secondary data is considered the most appropriate data to be used.

Another study was conducted by Oluwagbemiga, Olugbenga and Zaccheaus (2014) on

cost management practices and firms’ performance of manufacturing organizations using a panel
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data from 40 listed manufacturing firms in Nigerian Stock Exchange for the period of 2003 to
2012. The data was analysed using t-statistics. The result revealed a positive significant
relationship between operating cost and firms’ performance. Ghasghaee and Fathollahi (2014)
conducted a study on the relationship between cost, quality and financial performance of listed
companies in Tehran for the period of 2011 to 2012 using a sample size of 66 firms. The findings
of their study revealed a positive significant relationship between operating cost and financial
performance of the sampled companies.

Dandago and Zaidi (2014) studied the impact of overhead costs apportionment on selling
price determination in Malaysia automobile manufacturing industry. The study collected primary
data through interview and the findings of the study revealed a positive significant impact
between overhead cost and selling price as well as firms’ performance. Ali, Malo-Alain and
Haque (2015) examined the impact of activity based costing on firms’ performance in Saudi
Arabia. The study administered questionnaire to collect primary data and the data was analysed
using analysis of variance (ANOVA). The findings revealed a significant relationship between
operating cost and firm performance. Temitope, Sunday and Olusesan (2015) studied the effect
of accounting information and profit planning of listed manufacturing companies in Nigeria.
Questionnaire was administered to 222 top level management Nigerian manufacturing firms. The
result revealed significant positive relationship between operating cost and firms’ financial
performance.

2.3.5 Managerial Shareholdings and Financial Performance

Ownership structure gives rise to agency problems between shareholders and managers

of companies. Managerial shareholding is the percentage of a firm’s equity owned by the

management and it is one of the most important variables that influence performance as well as
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enhancing value of the firm. Isik and Soykan (2013) examined the effect of large shareholders
and firms’ performance using a sample size of 164 firms listed in the Turkey Stock Exchange for
the period of 2003 to 2010 and found a significant positive relationship between managerial
shareholdings and firms financial performance. Alipour and Amjadi (2011) examined the effect
of ownership structure of corporate performance of listed companies in Tehran Stock Exchange
using a sample size of 68 firms for the period of 2006 to 2010 and reported a significant negative
relationship between managerial shareholdings and firms’ financial performance. Fazlzadeh,
Hendi and Mahboubi (2011) found that managerial shareholdings do not have any significant
effect on the performance of Tehran listed companies.

Wahla, Shah and Hussain (2012) used a panel data for the period of 2008 to 2010 to
examine the impact of managerial shareholdings on firm performance and reported a significant
positive relationship between the variables of the study. Their results suggested that firm
performance depended on managerial shareholdings. Managerial ownership has significant
influence on firm performance (Zakaria, Rani & Noorfaiz, 2014). Managerial ownership of up to
80 percent of a firm’s total equity has a positive significant impact on the performance of 1300
firms in Germany (Mueller & Spitz, 2002). The companies with higher managerial ownership
decrease their earning management, so the conflict of interests between managers and
shareholders can be settled. Alipours and Amjadi (2011) stated that higher managerial
shareholdings in firms motivate managers to perform well due to the incentives alignment.
Managers owning the large fraction of the shares in the firm bear the consequences of
managerial actions that either create or destroy the performance of the company.

Empirical literature on the relationship between managerial shareholdings and firms’

performance has continued to provide mixed evidences. Din and Javid (2012) reported a positive
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relationship between managerial shareholdings and performance of listed firms in Pakistan. As a
result of high managerial ownership, a firm’s management is likely to work hard and create
better investment decision which could result to a better performance of the company (Din &
Javid, 2012). Mokhtar, Ali, Hassan and Salmat (2014) examined the relationship between
managerial shareholdings and performance of listed companies in Malaysia and found a non-
linear relationship between performance and managerial ownership. Hu and Zhou (2006) posited
that firms with managerial ownership perform better than those whose managers do not own any
portions of a firm’s equity.
2.4 Theoretical Framework

Different theories have been used by previous researchers to underpin studies in this area.
However, signaling theory and stewardship theory have been found to be the most appropriate
theories that underpin this study.
2.4.1 Signaling theory

Signaling theory is concerned with understanding why certain signals are reliable and
others are not in terms of decision making. The theory looks at the quality and reliability of
accounting information send by a company to its users of accounting information for investment
decision making by the potential investors. Spence (1973) posited that a well performing firm
distinguishes itself from the nonperforming one by sending a credible signal about its
performance to capital markets as well as potential investors. Signals sent by a firm are the
results of its operating activities which would inform investors about the company’s future
prospects. The theory assumed that managers and shareholders of a company differ in terms of
getting access to some vital information about firm operation. Some information can only be

accessed by the managers while the shareholders do not have access to such information.
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Signaling theory was adopted in this study to underpin firm characteristics represented by
leverage, firm size, liquidity and operating expenses, because a sound liquidity position of a
company is showing its ability to meet up with its short term financial need without stoppages in
production. Also, effective cost management would enable a company to minimize its operating
costs of production thereby leading to an improvement in firm’s financial performance which is
showing a good signal to both current and potential investors that the company can continue to
operate in line with the going concern concept of accounting as well as satisfying the interest of
its stakeholders.

2.4.2 Stewardship Theory

Stewardship theory assumes that managers whose behavior is aligned with the objectives
of their principals are steward to their organizations. Donaldson and Davis (1991) viewed
steward as a person who essentially wants to do a good job, be a good steward of the corporate
assets and his role is seen as a caretaker or an individual for whom the prosperity of the firm is
internalized as something good. The theory argues and looks at a different firm motivation for
managers drawn from organizational theory. Managers are viewed as loyal to the company and
interested in achieving higher performance for the company. The major motive, which directs
managers to accomplish their job, is their desire to perform excellently for the organization.
Managers are conceived as being motivated by a need to achieve intrinsic satisfaction through
successfully performing inherently challenging work, to exercise responsibility and authority
thereby gaining recognition from peers and bosses.

Stewardship theory has been structured as the organizational behavior counterbalance to
rational action theories of management (Donaldson & Davis, 1991). This theory holds that there

is no conflict of interest between managers and shareholders, and the goal of firm characteristics
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is to find the mechanisms and structure that facilitate the most effective coordination between the
managers and the shareholders (Donaldson, 1990). The theory holds that there is no inherent
problem of management control, meaning that organizational managers tend to be honest in their
actions (Donaldson, 2008). The major assumption underlying the meaning of stewardship theory
is that the behavior of the managers is aligned with the interests of the principals (shareholders).
The theory places greater value on corporate goal among the parties involved in managing the
affairs of the company than on the manager’s personal interest (Van Slyke, 2006). The economic
benefit for the shareholders in a principal-steward relationship results from lower transaction
costs associated with the lower need for economic incentives and monitoring by the managers.

A steward’s utility function is maximized when the shareholders’ wealth is maximized.
The steward believed that the utility gained from interest alignment and collaborative behavior
with the principal is higher than the utility obtained through personal interest and self-serving
behavior of managers (Davis, Schoorman & Donaldson 1997). Stewards are motivated by
intrinsic rewards, such as good relationship and mission alignment, instead of solely extrinsic
rewards. The steward, as opposed to agent, places more emphasis on achieving collective
objectives rather than individual goals. The steward understands the success of the company as
his own achievement. The stewardship theory is concerned mainly with identifying the situations
in which the interests of the principal and the steward are aligned (Donaldson & Davis, 1993).
Stewardship theory is of the assumption that becoming a steward or an agent is the result of a
rational process. In this rational process, the individual evaluates the advantages and
disadvantages of one position and the other. There are contributions in stewardship literature that
are of the view that stewards are not unselfish, but that there are some situations where

executives perceive that serving shareholders interests also serves their own personal interest
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(Lane, Cannella & Lubatkin 1998). In this case, agents would recognize that the company’s
performance directly impacts positively on their individual performance as well as enable them
to manage their own careers effectively (Daily, Dalton & Canella 2003). The theory proposed
that stewardship relationships rely heavily on the trust and honesty developed between the
principal and the managers through historical transaction. When the principal’s relationships
with the manager is characterized by honesty and trust, he is helping the manager to learn how to
value the consequences of his decision towards firms performance and he may change his
preferences and develop a good strategy that will be of great benefit to the company.

However, in a principal-steward relationship, the principal invests significantly in time to
manage the relationship in a collectively interested manner. For the purpose of this study, the
stewardship theory was adopted to underpin the structural mechanism of governance proxied by
managerial shareholding, because in the stewardship relationship, the stewards focused more
attention on the intrinsic rewards that are not easily quantified such as growth, goals attainment,
recognition as well as the overall performance of company. In a principal-steward relationship,
agency costs associated with the relationship is in the early stages of the relationship, firm
structural mechanism in stewardship relationship is an appropriate mechanism of controlling
opportunism in the long run. The explaination here is that agency problems are not uniform
throughout the life of a relationship; they are likely to occur at the early stage of the relationship.
However, agency costs may decline rapidly as results of potential trust and increasing honesty
among the parties. In the long run, there will be benefits associated with a principal-steward
relationship, because there would not be costs associated with the reviewing of contract and strict

monitoring controls. Such a cost reduction is not only beneficial to a company, but also to the
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steward, who benefits from a higher involvement in contract definition and less exposure to

monitoring cost (Van-Slyke, 2006).
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CHAPTER THREE
RESEARCH METHODOLOGY

3.1 Introduction

This chapter discusses the methodology adopted for the study. The chapter analyses the
method and sources of data collection, discusses the research design, population of the study,
sample size and sampling technique, statistical tool for data analysis, variables measurement, and
model specification of the study. The chapter also highlights the robustness tests conducted on
the data used for the study.
3.2 Research Design

Correlation research design was adopted because the study attempts to measure the
relationship between firm characteristics, governance mechanism and financial performance of
listed building materials firms in Nigeria. Correlation design does not only establish relationship
between variables but show cause and effect between dependent and independent variables.
3.3 Population and Sample Size

The population of this study consists of all the building materials firms listed on the
Nigerian Stock Exchange that have complete financial records on their websites or Nigerian
Stock Exchange for the period of 2005 — 2014. As at 31% December 2014, 13 firms were listed,
out of the number, only seven firms have their financial statements available either on their
website or in the office of Nigerian Stock Exchange. Accordingly, the population of the study
consists of the seven (7) firms that satisfy the criterion. In view of the availability of data for all
the firms, the study adopted census approach by studying all the firms. The list of the firms is

given in Table 3.1
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Table 3.1 List of Firms

S/IN NAME

Ashaka Cement Plc.

Berger Paints Nigeria Plc.

Chemical and Allied Products Plc.
Cement Company of Northern Nigeria Plc.
DN Meyer Plc.

First Aluminum Nigeria Plc.

Lafarge Cement WAPCO Nigeria Plc.

~No ok~ wN -

Source: Generated by the author 2015 from NSE FACT Book

3.4 Sources and Method of Data Collection

This study used secondary sources of data collection. The data were obtained from the
annual reports and accounts of the seven (7) listed building materials firms for the period 2005 to
2014. Secondary data were used due to the nature of the variables under study. Panel data were
extracted from the annual reports and accounts of the firm for the purpose of assessing the
relationship between the variables of the study.
3.5 Technique for Data Analysis

Multiple regression was used for the panel data analysis in order to establish relationship
between the variables. Multiple regression was considered appropriate in view of the fact that it
helps in not only establishing relationship between variables, but cause and effect. In order to
achieve reliability of the result, robustness tests like multicolinearity test, hausman test and
heteroscedasticity test were conducted.
3.6 Model Specification and Variables Measurement

The model used to empirically test the hypotheses formulated is as follows:

ROAIt= Boit + P1LVGit + B2FSZic + B3LQTie + B4sOPE;; + BsMSH;¢ + &iq
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The dependent and independent variables used in the model are explained as follows:

Variable Variable Name Variable Measurement and Source

Acronym

ROA Return on Assets Measured as earnings before interest and tax
divided by the firm’s total assets (Okafor, 2007)

LVG Leverage Measured as the ratio of firm’s total debt to equity
(Salehi, 2009)

FSZ Firm Size Measured as natural logarithm of a firm’s total
assets (Dogan, 2013)

LQT Liquidity Measured as the ratio of firm’s current assets to
current liabilities (Owolabi & Obida, 2012)

OPE Operating Expenses Measured as the ratio of a firm’s total operating
expenses to its total assets (Zaman, 2009)

MSH Managerial Shareholdings Measured as the proportion of a firm’s total equity
owned by the managers to its total equity (Din and
Javid, 2012)

B Intercept

€ Error Term

it Firm i at time t

Source: Compiled by the Author from Various Literature

3.7 Robustness Test

The following robustness tests were conducted in order to improve the validity of statistical

results:

(i)

Multicolinearity test: The study adopted multiple regression models to ascertain the
association between the independent and dependent variables. Where the association
is highly correlated, multicolinearity exists. For that the study tested for it, to see the
possibility of its existence or otherwise. This was done using variance inflation factor

(VIF) and tolerance value.
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(i)

(iii)

Heteroskedasticity test: The study deals with observations that constitute different
sizes, some are in decimal while others in units, and that heteroskedasticity
sometimes occurs when there is a large difference among the sizes of observations.
For that, the study had to run a heteroskedasticity test in order to see its existence or
otherwise. It was done using Breusch-pagan/cook-weisberg test for
heteroskedasticity.

Hausman test: In view of the fact that both fixed and random effect tests were
conducted. Hausman test was used to decide the best out of the two results. The test
enabled the researcher to choose the most appropriate between the fixed and random

effect models.
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CHAPTER FOUR
DATA ANALYSIS AND INTERPRETATION

4.1 Introduction

This chapter analyses and statistically interprets the data collected for the study. The
chapter begins with descriptive statistics and correlation matrix. It then presents the regression
results and discusses the findings in the light of previous studies. The chapter concludes with
highlight of the policy implications of the findings.
4.2 Descriptive Statistics

The summary of the descriptive statistics of the variables are presented in table 4.1. The

full results are contained in appendix (I1A).

Table 4.1 Descriptive Statistics

Variables Min. Max. Mean Std. Dev.
ROA -0.258 0.792 0.1181286 0.1897649
LVG 0.360 8.471 1.587126 1.476421
FSz 13.787 23.435 16.92374 2.77602
LQT 0.304 2.668 1.2458 0.521123
OPE 0.108 1.69 0.7899 0.3187097
MSH 0.0001 0.1879 0.0248529 0.0375337

SOURCE: Extract from Stata output

From table 4.1, the minimum and maximum values of return on assets are -0.258 and
0.792 respectively. Higher return on assets signifies better financial performance while lower
return on assets shows lower financial performance. The average value of return on assets is
0.118 which signifies that the average financial performance of listed building materials firms in
Nigeria is NO.12b. The firms’ minimum and maximum values of leverage are N0.360b and
N8.471b respectively, while the mean value is N1.58b. This signifies that the firms’ capital
structure is financed by debt more than equity. This is because the mathematical expression of
firms’ debt to equity ratio has shown values greater than one.

Firm size shows minimum and maximum values of N13.787b and N23.435b respectively.

This implies that for the firms to have minimum financial performance, they must have an assets
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size valued at N13.787b and for maximum financial performance, the firm should have an assets
size valued at N23.435b. The firms also need N16.923b to maintain average financial
performance. The firms’ liquidity shows minimum and maximum values of NO0.304b and
N2.668b respectively. This implies that for firms to attain minimum and maximum financial
performance they must to have liquidity positions of N0.304b and N2.668b respectively. The
average liquidity position of the firms is N1.2458b. This means that for the firms to perform
averagely, they must maintain an average liquidity position of N1.2458b.

The operating expenses of the firms show minimum and maximum values of N0.108b
and N1.69b respectively. This implies that for the firms to achieve minimum and maximum
financial performance, their operating expenses should not exceed NO0.108b and N1.69b
respectively. The average operating expenses of the firms is N0.7899b. This shows that for the
companies to have an average financial performance, their operating expenses should not exceed
NO.7899b.

Managerial shareholding variable shows that the firms need 0.01% and 19% of their
equity to be own by members of management for minimum and maximum performance. The
average managerial shareholding is 0.024. This implies that for the firms to have average
financial performance, they need to issue 2% of their total equity holdings to members of the
management.

4.3 Correlation Matrix

The correlation matrix explains the degree of relationship between the dependent and
independent variables of the study as well as the independent variables among themselves. The
summary of the associations among the variables of the study is presented in table 4.2, while the

full result is attached as appendix (11B)
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Table 4.2 Correlation Matrix

Variables ROA LVG FSZ LQT OPE MSH

ROA 1

LVG -0.2951* 1
(0.0131)

FSZ 0.2889* 0.0952 1
(0.0153)  (0.4332)

LQT 0.3869* -0.4079* 0.2637* 1
(0.0009) (0.0005) (0.0274)

OPE 01141  0.4109* 0.0999 0.0308 1
(0.3470) (0.0004) (0.4104) (0.8000)

MSH -0.3920* 0.2951* 02034 -0.0743 0.0261 1

(0.0008) (0.0131) (0.0913) (0.5408) (0.8301)

SOURCE: STATA Output

Table 4.2 reveals that firm size and liquidity of the firms are positively and strongly
correlated with return on assets. The values of 0.2889 and 0.386 of the variables indicated p-
values of 0.0131 and 0.0009 that are significant at 5% and 1% respectively. The table also shows
that leverage and managerial shareholding are negatively correlated with return on assets. The
variables exhibited a relationship that is significant at 5% and 1% respectively. In contrast,
operating expenses have positive relationship with return on assets that is not statistically
significant.

The relationship of the independent variables among themselves indicates that liquidity
and leverage, managerial shareholdings and liquidity, are negatively correlated among
themselves. On the other hand, the relationship between firm size and leverage, operating
expenses and leverage, managerial shareholding and leverage, liquidity and firm size, operating
expenses and firm size, managerial shareholdings and firm size, operating expense and liquidity,
and managerial shareholdings and operating expenses are positively related among themselves.
Although some of the variables exhibited strong association, the overall relationship for the

independent variables among themselves is not significant. This shown the absence of
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multicolinearity as can be observed from and corroborated by the tolerance value and variance
inflation factor which have value less than 1 and 5 respectively. (See appendix I1B).
4.4 Analysis of Regression Results, Discussion and Summary of Major Findings

In view of the nature of the data, both fixed effect and random effect models were tested.
Hausman specification test was then used to decide between the two results. The result from the
Hausman fixed and random effect test revealed a Chi? value of 0.00 with p-value of 0.00 that is
statistically significant at 1% level of significant. This implies that the test considered the fixed
effect as the most appropriate estimator. The full results of the fixed and random effect as well as
Hausman test are attached as appendix (I1E and IIF). Therefore, Generalized Least Square fixed
effect model was adopted for the study.

Table 4.3 presents the summary of the fixed effect multiple regression results obtained
from the model of the study while the full results are shown in appendix (l1E):

Table 4.3 Regression Results

Variables Coefficient T-Values P-Values Tolerance VIF
Constant 0.5791902 3.89 0.000

LVG -0.0196818 -1.72 0.092 0.576534 1.73
FSz -0.0298876 -3.56 0.001 0.853490 1.17
LQT 0.0373251 1.07 0.290 0.701942 1.42
OPE 0.0285952 0.53 0.601 0.771472 1.30
MSH 0.2775579 0.51 0.614 0.867985 1.15
R? 0.2556

Wald Chi? 3.98

Prob. Chi” 0.0036

Source: STATA Output

Table 4.3 proves that the functional relationship between the dependent and independent
variables is:
ROA=0.5791 - 0.0196LVG - 0.0298FSZ + 0.0373LQT + 0.02850PE + 0.2775MSH

The table shows that leverage has negative significant impact on the financial

performance of listed building materials firms in Nigeria. This can be observed from the
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computed value of beta coefficient of -0.0196818 with p-value of 0.092 which is statistically
significant at 10% level of significance. On the basis of the result, the study rejected the first
hypothesis that presumed that leverage has no significant influence on financial performance of
listed building materials firms in Nigeria. This is in line with the findings of Magpayo (2011)
and Ojo (2012) who reported negative significant relationship between leverage and firms’
financial performance. The result is in contrast with the findings of Yoon and Jang (2005),
Pacchori and Tatala (2012) and Damouri, Khanagha and Kaffash (2013) who found that leverage
is negatively and insignificantly associated with performance of firms and the findings of
Rehman (2013) who found a positive significant relationship between leverage and financial
performance.

The table also revealed that firm size is negatively and significantly correlated with the
financial performance of listed building material firms in Nigeria. The beta coefficient of the
variables is -0.0298876 and the p-value is 0.001 which is significant at 1% level of significance.
This indicates that size has negative significant impact on the financial performance of firms.
The implication of this finding is that the bigger the size of the firms the lower the quantum of
profit to be reported by the firms. The result provided a basis for rejecting the second hypothesis,
which states that firm size has no significant effect on performance of listed building materials
firms in Nigeria. The finding is consistent with the findings of Benchuenvijit (2012) who found a
negative significant relationship between firm size and financial performance, but inconsistent
with the findings of Driffield, Mahambare and Pal (2005), Stierwald (2009) and Dogan (2013)
who found a positive significant relationship between firm size and financial performance.

Furthermore, the result exhibits evidence of positive insignificant relationship between

liquidity and financial performance of listed building materials firms in Nigeria. The result
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shows a beta coefficient of 0.0373251 with p-value of 0.290 indicating that the p-value is not
statistically significant. This implies that liquidity as one of the proxies of firm characteristics
does not significantly affect the financial performance of listed building materials firms in
Nigeria. The results serves as a basis for failing to reject the third hypothesis, which states that
liquidity has no significant impact on the financial performance of listed building materials firms
in Nigeria. The finding is in line with the study of Niresh (2012) who found no evidence of
significant relationship between liquidity and financial performance. The result however
contradicted the findings of Hendander (2005), Gill and Mathur (2011), Owolabi and Obida
(2012), and Dalvi and Baghi (2014) who found positive significant realationship between
liquidity and firms’ financial performance; and the findings of Cheung, Chung and Fung (2012)
who reported negative significant association between liquidity and firms’ financial
performance.

The table further reveals that operating expenses have positive relationship with the
financial performance of listed building materials firms in Nigeria. The relationship which is not
statistically significant shows a beta coefficient of 0.0285952 with p-value of 0.601. This implies
that operating expenses do not have significant effect on the financial performance of the firms.
The result provides a basis for not rejecting the fourth hypothesis which states that operating
expenses has no significant influence on the financial performance of listed building materials
firms in Nigeria. This supports the findings of Zaman (2009), but contradicts the findings of
Krishnan (2006) who found negative significant relationship between operating cost and
financial performance and the findings of Shil and Pramanik (2012) who found positive

significant relationship between operating cost and firms’ financial performance.
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Finally, the table reveals a value of beta coefficient of 0.2775579 with p-value of 0.614
for managerial shareholding. This signifies that managerial shareholding has positive
insignificant influence on the financial performance of listed building materials firms in Nigeria.
The result failed to reject the fifth hypothesis that assumed managerial shareholding has no
significant impact on the performance of listed building materials firms in Nigeria. The result is
consistent with the finding of Isik and Soykan (2013) who found evidence of positive
relationship between managerial shareholding and financial performance. The finding however
contradicted the work of Alipour and Amjadi (2011) who documented a negative significant
relationship between managerial shareholding and financial performance of firms.

The combined and overall effect of the predictor variables on the explained variable
showed the model is adequate and free from misspecification. The Wald Chi? value of 3.98 with
Prob. Chi® of 0.0036 which is significant at 1% level of significances. The model is well fitted
with the variables of the study. Furthermore, the coefficient of determination R? which stands at
26% indicates the proportion of the total variation in dependent variable (return on assets) that is
explained by the independent variables (leverage, firm size, liquidity, operating expenses and
managerial shareholdings).This signifies that 26% of the total variation in financial performance
of listed building materials firms in Nigeria is caused by the combined effect of leverage, firm
size, liquidity, operating expenses and managerial shareholdings; while the remaining 74% is
caused by other factors outside the model of this study.

4.5 Policy Implications of the Research Findings

The findings of this study have important implications for policy in Nigeria. One major

implication is that building materials firms are the main source of raw materials needed by

individuals to build their personal houses, corporate entities to expand their branch network and
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government to provide the needed infrastructural facilities for its citizens. The outcome of this
study could be used by building materials firms on sources of capital decision, as well as proper
utilization of its capital. Based on the result, listed building materials firms in Nigeria should
focus more attention on equity financing than debt financing, since leverage is having negative
effect on their financial performance. This would send a message to the potential investors about
the capital structure of firm as well as its financial performance. The results of this study could
also be used by building materials firms in deciding on the most appropriate ways of decreasing
their assets and reducing the scope of their operations in order to decrease their size, since firm
size is negatively and significantly contributes to their financial performance. The findings of
this study could be used by the regulatory authorities in deciding on the percentage of firms’
equity ownership by the management, since managerial shareholdings is positively and
insignificantly influencing firms’ financial performance. This would enable the management to

work hard as a steward to the firm for achieving its objectives.
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CHAPTER FIVE
SUMMARY, CONCLUSIONS AND RECOMMENDATIONS

5.1 Summary

This study was conducted to investigate the impact of firm characteristics, governance
mechanisms and financial performance of listed building materials firms in Nigeria. The study
was divided into five chapters. The first chapter discussed the background issues, which led to
developing five objectives and formulating five hypotheses for the research with a scope
covering ten (10) years, from 2005 to 2014. The review of conceptual literature and empirical
studies on firm characteristics, governance mechanisms and financial performance was carried
out. Also, the concept and measurement of firm performance was discussed as well as the review
of the relationship between each of the proxies of the independent variables and the dependent
variable. The theoretical framework that underpinned the study was also discussed.

Correlational research design was used in measuring the relationship among the variables
of the study. Data was collected from secondary source through the annual reports and accounts
of the sampled firms. The population of the study consisted of only the listed building materials
firms in Nigerian Stock Exchange that have the complete financial records either on their website
or in the office of the Nigerian Stock Exchange. Census approach was adopted to enable the
study cover the entire population. Multiple regression was used to test the five hypotheses
formulated by the study. The result of the descriptive statistics, correlation matrix and regression
were presented, analysed and discussed in chapter four. The regression result could not provide
evidence of for the rejection of hypotheses three; four and five, hypothesized that liquidity,
operating expenses and managerial shareholdings have no strong effect on the financial

performance of building materials firms in Nigeria. The result however provided evidence for
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rejecting the hypotheses on leverage and firm size. Finally, the chapter discussed the findings of
the research in light of previous studies and highlighted the policy implications of the findings.
5.2 Conclusions
In view of the findings of this study, some conclusions are made. Consistent shortage of
equity capital by building materials firms in Nigeria has necessitated the uses of leverage to
constitute part of their capital structure. Based on the findings of this study, leverage has
negative significant influence on their financial performance. Firm size has negative significant
impact on the financial performance of listed building materials firms in Nigeria. The larger the
sizes of the firms the less the firms enjoy economies of scale, and consequently decrease their
financial performance. Liquidity has positive insignificant influence on the financial
performance of listed building materials firms in Nigeria. Sound liquidity position will enable the
firms to improve their financial performance. Operating expenses has positive, but insignificant
effect on the financial performance of listed building materials firms in Nigeria. This means that
expenses incurred in an efficient way will not lead to reduction in the quantum of profit of the
firms. Managerial shareholding positively and insignificantly influences the financial
performance of listed building materials firms in Nigeria. The positive insignificant relationship
is due to the more percentage of firms’ shares allocated to the management which can influence
the firms’ financial performance.
5.3 Recommendations
In line with the findings of the study, the following recommendations are made:
Q) The management of listed building materials firms in Nigeria should reduce the level
of leverage in their capital structure and focus more attention on equity financing.

This is because leverage has negative significant impact on their financial
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performance. Their capital structure should be majorly financed by equity rather than
debt as well as selecting debt financing with cheaper cost attached to it.

(i)  The management of the firms should decrease their assets and reduce the scope of
their activities by building few branches in order to decrease their size. This is in line
with the findings of this study that the size of listed building materials firms in
Nigeria influences their financial performance negatively.

(iti)  The listed building materials firms in Nigeria should maintain their current liquidity
position in order to enable them have good working capital for them to continue
operating in line with the going concern concept of accounting. This is in view of the
positive contribution of liquidity and insignificant effects on their financial
performance.

(iv)  The management of listed building materials firms should be concerned about the
efficiency of their expenditure not the volume, for better financial performance. This
is because the findings of this study revealed a positive insignificant relationship
between operating expenses and financial performance.

(V) Regulatory authorities such as SEC should determine the minimum and maximum
percentages of firm’s total equity to be owned by the members of the management.
This is in line with the findings of this study that revealed a positive insignificant
impact of managerial shareholdings on the financial performance of listed building
materials firms in Nigeria.

5.4 Limitations of the Study
As it is the case with all studies, this study is associated with some limitations. The

findings of this study are therefore to be considered in the light of the following limitations:
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(i)

(i)

The study intended to use the entire population of listed building materials firms in
Nigeria to constitute the population of the study. But some firms do not have
complete financial records either on their website or in the office of Nigerian Stock
Exchange during the period of the study. The study considered only those firms that
meet up with the criterion to form the adjusted population. Therefore, the findings
and recommendations of the study may not apply to the firms that were not covered
by the study.

The study considered only four proxies of firm characteristics and three proxies of
governance mechanisms without considering other proxies of both firm
characteristics and governance mechanisms. The result may be different if other

variables were to be added.

5.5 Areas for Further Research

The issues involved in this study area cannot altogether be covered by a single research,

and hence, the need for further research. The following research areas are hereby recommended:

(i)

(i)

The study covered only listed building materials firms as a subsector of Nigerian
manufacturing industry for the period of ten years. Therefore, there is the need for
further research using other subsectors of Nigerian manufacturing industry.

The study used natural logarithms of firm’s total assets in measuring firm size, and
only one performance measure namely return on assets. Future studies may consider
measuring size with natural logarithms of firm’s total sales value, book value of
equity, or natural logarithms of firm’s average sales. On performance measurement,
future research could consider other performance measures such as return on equity,

return on investment and Tobin’s Q.
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APPENDIX (1)

LIST OF QUOTED BUILDING MATERIALS FIRMS IN NIGERIAN STOCK
EXCHANGE AS AT 31% December, 2014 EXTRACTED FROM THE NSE FACTBOOK.

AFRICAN PAINTS NIGERIA Plc.

ASHAKA CEMENT Plc.

BERGER PAINTS NIGERIA Plc.

CHEMICAL AND ALLIED PRODUCTS Plc
CEMENT COMPANY OF NORTHERN NIGERIA Plc
DANGOTE CEMENT Plc

DN MEYER Plc

FIRST ALUMINIUM NIGERIA Plc

IPWA Plc

LAFARGE CEMENT WAPCO NIGERIA Plc
PAINTS AND COASTING NIGERIA Plc
PORTLAND PAINTS AND PRODUCTS NIGERIA Plc

PREMIER PAINTS Plc
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APPENDIX (11 A)
DESCRIPTIVE STATISTIC RESULTS

- . __ tm
—/
__ / /—/ 10.0 cCopyright 1984-2008
statistics/Data Analysis Statacorp

4905 Lakeway Drive

College Station, Texas 7784
> 5 USA

800-STATA-PC http://
> www.stata.com

979-696-4600 stata@s
> tata.com
979-696-4601 (fax)

28-student Stata for windows (network) perpetual license:
Serial number: 1910569294
Licensed to: James Lin
uUC Riverside

Notes:
1. (/m# option or -set memory-) 1.00 MB allocated to data
2. New update available; type -update all-

. edit

(8 vars, 70 obs pasted into editor)

- preserve

. su roa lvg fsz 1qt ope msh, detail

ROA

Percentiles smallest

1% -.258 -.258

5% -.119 -.213
10% -.08 -.179 obs 70
25% .003 -.119 sum of wgt. 70
50% .094 Mean .1181286
Largest std. Dev. .1897649

75% .191 .481
90% .336 .578 variance .0360107
95% .481 .687 Skewness 1.178959
99% .792 .792 Kurtosis 5.220112

LVG

Percentiles smallest

1% .36 -36

5% .446 .395
10% .5345 .429 Obs 70
25% .697 .446 sum of wgt. 70
50% 1.037 Mean 1.587129
Largest std. Dev. 1.476421

75% 1.896 4.223
90% 3.1785 5.717 variance 2.17982
95% 4.223 6.665 Skewness 2.529518
99% 8.471 8.471 Kurtosis 10.36033

FSz

Percentiles smallest

1% 13.787 13.787

5% 14.251 13.908
10% 14.5125 14.124 obs 70
25% 14.773 14,251 sum of wgt. 70
50% 15.987 Mean 16.92374
Largest std. Dev. 2.77602

75% 18.027 23.037
90% 22.854 23.038 variance 7.706285
95% 23.037 23.379 Skewness 1.178461
99% 23.435 23.435 Kurtosis 3.343296

LQT

Percentiles smallest

1% .304 .304

5% .637 .426
10% L7145 .479 Obs 70
25% .838 .637 sum of wgt. 70
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Largest std. Dev. .521123

75% 1.639 2.216
90% 1.989 2.256 variance 2715692
95% 2.216 2.418 Skewness .6163178
99% 2.668 2.668 Kurtosis 2.612198
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OPE

Percentiles smallest

1% .108 .108
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10% .425 .265 Obs 70
25% .556 297 sum of wgt. 70
50% 8215 Mean .7899
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90% 1.15 1.517 variance .1015759
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99% 1.69 1.69 Kurtosis 3.511694

MSH

Percentiles smallest

1% .0001 .0001
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10% .0004 .0002 Obs 70
25% .0009 .0002 sum of wgt. 70
50% 00975 Mean .0248529
Largest std. Dev. .0375337
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90% 09335 .0974 variance .0014088
95% .0973 .107 Skewness 1.995002
99% .1879 .1879 Kurtosis 7.065374
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APPENDIX (11 B)
CORRELATION MATRIX RESULT

. pwcorr roa lvg fsz 1qt ope msh, star (0.05) sig

roa Tvg fsz 1qt ope msh
roa 1.0000
Tvg -0.2951* 1.0000
0.0131
fsz 0.2889*% 0.0952 1.0000
0.0153 0.4332
Tqt 0.3869* -0.4079* 0.2637* 1.0000
0.0009 0.0005 0.0274
ope 0.1141  0.4109* 0.0999 0.0308 1.0000
0.3470 0.0004 0.4104 0.8000
msh -0.3920* 0.2951* 0.2034 -0.0743 0.0261 1.0000
0.0008 0.0131 0.0913 0.5408 0.8301
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APPENDIX (11 C)
POOLED ORDINARY LEAST SQUAR REGRESSION RESULT

. reg roa 1lvg fsz 1qt ope msh

Source SS df MS Number of obs = 70
FC 5, 64) = 8.41

Model .985182825 5 .197036565 Prob > F = 0.0000
Residual 1.49955701 64 .023430578 R-squared = 0.3965
Adj R-squared = 0.3493

Total 2.48473983 69 .036010722 Root MSE = .15307
roa coef. std. Err. t P>|t] [95% conf. Interval]
Tvg -.0266189 .0164378 -1.62 0.110 -.0594572 .0062194
fsz .022002  .0071853 3.06 0.003 .0076477 .0363563
Tqt .0668367 .0422062 1.58 0.118 -.0174798 .1511532
ope .1021069 .0658281 1.55 0.126 -.0294 .2336137
msh -1.957639  .5269747 -3.71  0.000 -3.010392 -.9048858
_cons -.3272469  .1203423 -2.72 0.008 -.5676584 -.0868354
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APPENDIX (11 D)
HETEROSKEDASTICITY AND VARIANCE INFLATION FACTOR RESULTS

. hettest

Breusch-pPagan / Cook-weisberg test for heteroskedasticity
Ho: Constant variance
variables: fitted values of roa

chi2(1) = 4.17
Prob > chi2 = 0.0412
.ovif

variable VIF 1/VIF
Tvg 1.73 0.576534
Tqt 1.42 0.701942
ope 1.30 0.771472
fsz 1.17 0.853490
msh 1.15 0.867985

Mean VIF 1.36
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APPENDIX (11 E)
FIXED AND RANDOM EFFECT REGRESSION RESULTS

. xtset id year, yearly
panel variable: 1id (strongly balanced)
time variable: years, 2005 to 2014
delta: 1 year

. xtreg roa 1lvg fsz 1qt ope msh, fe

Fixed-effects (within) regression Number of obs = 70
Group variable: id Number of groups = 7
R-sq: within = 0.2556 Obs per group: min = 10
between = 0.1991 avg = 10.0
overall = 0.0160 max = 10
F(5,58) = 3.98
corr(u_i, Xb) = -0.5549 Prob > F = 0.0036
roa Coef. std. Err. t P>|t] [95% conf. Interval]
Tvg -.0196818 .0114761 -1.72 0.092 -.0426536 .00329
fsz -.0298876  .0083979 -3.56 0.001 -.0466977 -.0130774
Tqt .0373251  .0349594 1.07 0.290 -.0326537 .107304
ope .0285952  .0543742 0.53 0.601 -.0802465 .137437
msh .2775579  .5468011 0.51 0.614 -.8169833 1.372099
_cons .5791902  .1487446 3.89 0.000 2814455 .876935
sigma_u .2132171
sigma_e .09801027
rho .82555944 (fraction of variance due to u_i)
F test that all u_i=0: F(6, 58) = 16.35 Prob > F = 0.0000
. xtreg roa 1lvg fsz 1qt ope msh, re
Random-effects GLS regression Number of obs = 70
Group variable: id Number of groups = 7
R-sq: within = 0.0013 Obs per group: min = 10
between = 0.7846 avg = 10.0
overall = 0.3965 max = 10
Random effects u_i ~ Gaussian wald chi2(5) = 42.05
corrCu_i, X) = 0 (assumed) Prob > chi2 = 0.0000
roa coef. std. Err. z P>|z]| [95% Conf. Interval]
Tvg -.0266189  .0164378 -1.62 0.105 -.0588364 .0055986
fsz .022002  .0071853 3.06 0.002 .0079191 .036085
Tqt .0668367  .0422062 1.58 0.113 -.0158859 .1495593
ope .1021069  .0658281 1.55 0.121 -.0269139 .2311277
msh -1.957639  .5269747 -3.71  0.000 -2.99049  -.9247873
_cons -.3272469  .1203423 -2.72  0.007 -.5631136 -.0913803
sigma_u 0
sigma_e .09801027
rho 0 (fraction of variance due to u_i)

. est store fixed

. est store random
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APPENDIX (11 F)
HAUSMAN FIXED AND RANDOM TEST, AND LAGRANGIAN MULTIPLIER TEST

. hausman fixed random

Note: the rank of the differenced variance matrix (0) does not equal the number of coefficients being tested (5); be sure this is what
you expect, or there may be problems computing the test. Examine the output_of your estimators for anything unexpected and
possibly consider scaling your variables so that the coefficients are on a similar scale.

—— coefficients ——
B) (b-B) sqrt(diag(v_b-v_B))
fixed random Difference S.E.
Tvg -.0266189 -.0266189 (] 0
fsz .022002 .022002 0 0
Tqt .0668367 .0668367 0 0
ope .1021069 .1021069 0 0
msh -1.957639 -1.957639 0 0

. . b = consistent l_mc_jer Ho and Ha; obtajned from xtreg
B = inconsistent under Ha, efficient under Ho; obtained from xtreg

Test: Ho: difference in coefficients not systematic
chi2(0) (b-B)'[(V_b-Vv_B)A(-1)] (b-B)
0.00

Prob>chi2 .
(V_b-V_B 1is not positive definite)

. Xttest0
Breusch and Pagan Lagrangian multiplier test for random effects
roalid,t] = Xb + u[id] + e[id,t]

Estimated results:

1 var sd = sqrt(var)
roa .0360107 .1897649
e -009606 .0980103
u | 0 0
Test: var(u) = 0
chi2(1) 17.70

Prob > chi2 0.0000
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