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ABSTRACT

This study examined the effect of the Board stmectun the performance of listed firms at the
Nairobi Stock Exchange. It is revealed that therea significant effect of board structure in the
form of representation of executive directors, eaecutive directors, or number of females on
firm performance, implying that these variables nnadd potential economic value to
thequoted firms in Kenya. The study also reveated the board size has no significant effect.
The study focused on the structure of the boatddbthe performance of listed companies at the
Nairobi stock Exchange. The measures of performanggloyed were Tobin Q and Return on
stock which was consistent with most of the earfardies done on board and ownership

structures.

Analysis of all the five sectors had mixed findingée study determined that size of the board
was only significant in the agricultural sector wdhé¢he impact was negative as a predictor of
Tobin Q. The number of non-executive directors ha@ffect in the trading sectors. However, in
the industrial and allied sector the non-executi@eable was excluded in the model suggesting
it added no value. The number of executive diracteas only significant under Tobin Q in the
Industrial and Allied sector with a positive effethese findings on the inter sector analysis are
mixed suggesting that different sectors respondféeretly to the variables under consideration
across the study period 2005-2010.1t also suggésiis other variables apart from the ones
considered in the study had a significant effectr@nperformance of firms at the Nairobi Stock

Exchange.
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CHAPTER ONE: INTRODUCTION
1.1 Background

Morck and Steier (2005) state that corporate gauere evolved as a result of most large family
owned businesses relinquishing control of them$érand entrusting their day to day activities in
the hands of employed executives and professioaabgers. They contend that the growth has
been due to the contrast between the level of andtcooperation that exists between kin and
trading families which often lacks in non-kin. Rovestors to trust a company enough to buy its
securities, they need reassurance that the comyidirpe run both honestly and cleverly. This is

where corporate governance is critical.

The recent global financial crisis that started2D07 has as part of its causes, a variety of
corporate governance failures. Most financial tn§ons were deeply affected by the crisis. The
Organization for Economic Cooperation and Developni2004) defines corporate governance
as a set of relationships between corporate maragethe board of directors, shareholders and
other stakeholders. This relationship providespglaform through which corporate objectives
are set, and the means of accomplishing those tolgecand monitoring performance are

determined.

Mudibo (2005) defines corporate governance as ystes by which a corporation is directed,
controlled and held to account for the manner inctvipower is exercised in the stewardship of
its assets and resources to increase and sustaiehsider value and satisfy the needs and

interests of all stakeholders. John and SenbeB[1@&ine corporate governance as mechanisms



by which stakeholders of corporation exercise ajrdver corporate insiders and management

such that their interests are protected.

According to Nielsen et al (2006), the structurd aize of corporate boards have received much
attention in the media and in the business commuedently, fuelled by the prominent business
failures of large companies such as Enron, WorldeaochParmalat. The general view that board
characteristics matter is reflected by an abundafiggational and international guidelines for

good corporate governance.

The Basel Committee (2006) states that by estabgjsinternal mechanisms inciting corporate
management to promote company’s interests anditéditiy effective monitoring, corporate
governance systems enhance investors’ protectidrcanfidence. This contributes to the proper
functioning of the market economy and the improvetma economic efficiency and growth.
There is in an effort to ensure enforcement of docorporate governance standards to address
the unique features of risks faced by quoted firfdsituku (2008) states that the added
motivation for regulation of the financial secterto maintain financial stability which is a clear
public good. He concludes that these reasons thievelaborate framework and the rigorous and

intensive nature of regulation that is not the d¢asgher trading sectors of the economy.

Rossouw (2005) has stated that there are manyobdstan Africa that frustrate the quest for
good corporate governance. Most prominent on tstecli obstacles are the lack of effective
regulatory and institutional frameworks that caswer the enforcement of the standards of good

corporate governance. The lack of transparencynzamttet discipline in those countries without



a sound regulatory environment also deter privat@med companies from listing on the stock

exchanges that do exist.

Armstrong (2003) asserts that the need for corpogavernance among listed companies and
state-run enterprises are great. He states thatirthe toward corporate governance has been
fuelled by a number of factors. There is wide rettign that corporate governance can
contribute to the economic success of corporatems to their long-term sustainability. The
market discipline and transparency that can résuth good corporate governance further drive

the quest for good governance in Africa.

1.1.1 Board Structure

A board of directors is viewed as a team of indmald with fiduciary responsibilities of leading
and directing a firm, with the primary objective mfotecting the firm’s shareholders’ interests
(Abdullah, 2004)The board size and composition of sitting directmastitute one of the most
essential corporate governance practices. Corpgmaternance debate lies within two extreme
streams of board practices, examining whether tbard composition in the form of
representation of outside independent directors sindctural independence of the board
influence the firm performance. Monitoring and ailvg management are the two primary

functions of corporate boards of directors (Bhagat Black, 2002).

Fama and Jensen (1983) state that non-executieetalis can play an important role in the
effective resolution of agency problems and the®spnce on the board can lead to more

effective decision-making. The relationship betwbeard size, board composition and valuation



and performance has been a continuing area oesttar the literature. Research has focused on
the optimal board structure in the listed firms asvalue-creating mechanism; an optimal
structure is supposed to reduce agency costs céystet separation of ownership and control
(Shleifer and Vishny, 1997). Andres and Vallelad0(8) argue that a large board size should be
preferred to a small size because of the posgiliit specialization and diversity for more

effective monitoring and advising functions.

According to Mitchell (2000) board diversity carmobhdly be defined as variations amongst the
members of board of directors in terms of char@ties such as expertise and managerial
backgrounds, personalities, learning styles, geratgr, education and values. John and Senbet
(1998) assert the prominent position that boardiciire and organization occupy in the
corporate governance, they conclude that the bo#rdirector’'s effectiveness in monitoring

corporate management is primarily determined byndependence and size.

The impact of corporate governance on performaree d¢aptured the attention of many.

Upgrading corporate board structure, in terms df Istize and composition, has been one of the
core issues in all corporate governance initiativedertaken by concerned stakeholders. This is
especially the case in state parastatals and lietgpanies in Kenya. The role of a company's
board of directors has grown in the past few yeams, the importance of independent directors
has gained equal importance. Armstrong (2003) nibigscorporate governance can contribute

to the economic success of corporations and to litrag-term sustainability.

It has been debated by a number of academiciafmsasublyaga (2007) and Ongore (2010) that the

presence of directors who are not employees ofitiremay enhance the effectiveness of the board
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of directors in monitoring managers, and improviitgh value. The rationale behind this is that
outside directors are more likely to defend thenests of outside shareholders. Fama and Jensen
(1983) argue that outside directors have the imoend act as monitors of management because they

want to protect their reputations as effectiveepehdent decision makers.

Ongore (2010) states that the board of directors @& the intermediary between the principals
and their agents, and is charged with four mairpaesibilities: leadership; stewardship;

monitoring; and reporting back to the principalbeTeffectiveness of the board helps in, among
other ways, monitoring and controlling manageriaceetion. Bathula (2008) states that the
board should not only prevent negative managemesattipes that may lead to corporate

scandals but also ensure that firms act on oppitigsrthat enhance the value to all shareholders.
The board is also tasked with the responsibilitydebteloping and selecting creative options in

the advancement of the firm core business.

There have been prominent cases of dissatisfactimongst shareholders regarding the
continued poor performance of corporations. Thesipant questions that have been raised
regarding the competency of the boards, corponaedgand falling shareholder value in many
corporations globally has increased interest inutgerstanding of the boards role in monitoring

firm activities (Sherman and Chagati, 1998).

There has been an increasing realization on thteopaprporations that a better structured board
is a source of strength in several ways such eactttg investment capital, improving valuations
and share price performance, and providing betiag-term shareholder returns (Carlsson,

2001).



1.1.2 The Nairobi Stock Exchange

Dealing in shares and stocks started in Kenya énlt920s. At this time, Kenya was a British

colony. Stock broking was conducted solely by Eeens in areas of specialization such as
accountants, auctioneers, estate agents and lawyersnet to exchange prices over a cup of
coffee. Trading took place on gentlemen’s agreemenivhich standard commissions were

charged and clients were obliged to honor theitreatual commitments such as making good
delivery and settling relevant cost. There was oron&l market, rules or regulations to govern

stock broking (Kibuthu, 2005).

The NSE has continued to increase in importanceconomic growth and capital market
development in Kenya and the East Africa regiorb(itu, 2005).The NSE is an example of an
emerging stock market that has been characterizediumble beginnings yet has grown
considerably over time. It stands out as an avestmek market with great potential for growth,
one that is making considerable effort to be a nsogaificant driver of economy in Kenya and

the East African Region.

The NSE encourages the broader ownership of fifth& opportunity accorded the general
public to have ownership rights over listed entisgs helps to reduce large income inequalities
through the sharing of profits made by these entap, thereby facilitating the redistribution of
wealth. The Exchange facilitates improved corpogateernance because of the improvement of
management standards and efficiency to meet tham@sof shareholders and the NSE under its

corporate governance rules.



The Capital Markets Authority (CMA) was establisiadl989 as a body corporate through an
Act of Parliamentto regulate and oversee the oyd#gelvelopment of Kenya’s capital markets.
The mission of Capital Markets Authority is to prow@® the development of orderly, fair,
efficient, secure, transparent and dynamic capiiatkets in Kenya within a framework which
facilitates innovation through an effective butxitde system of regulation for the maintenance

of investor confidence (Capital Markets Authori2p03).

1.2 Research problem

Sound corporate governance through a solid boaundtste fosters a disciplined environment.
Claessens (2003) summarizes the channels througih whch an environment affects growth
and development: increased access to externalciimgrby firms, lower cost of capital and
associated higher firm valuation, better operafiqggexformance through better allocation of
resources and better management, reduced riskafdial crises, better relationships with all
stakeholders.

Despite the growing interest in the role of boaize sand composition, a full reviewof the
relevant literature concerning the impact of boatdicture on performance of listed firms
reveals that empirical findings are mixed. Mostdgts done have pegged performance on
accounting ratios or employed both accounting amahtial performance measures, for example
Ongore (2010), Zulkafli and Samad (2007) and Mot (®004) Studies evaluating the effect of
board structure on performance by Adams and Me(@05) report a positive impact of board
size on firm performance in the US banking indusiffize study, however, does not find a
significant effect of the proportion of outsiders e board on performanc8ierra, etal. (2006),

in contrast, find evidence that the relative stthraf the board of directors positively influences



the firm performance and negatively affects exeeutompensation in the US bank holding

companies. A literature review of studies carriatlin Kenya also has mixed findings.

Molonko (2004) found a negative board size effadhe banking industry. He reports a negative
statistically insignificant effect of proportion efon-executive directors to firm performance.
Nyaga (2007) found out that the proportion of exéirectors as a majority in manufacturing
firms has a positive effect on performance compdwedsider dominated boards. The two

studies had inconsistent findings.

Wanjau (2007) reported a positive effect of boamk on the performance of microfinance
institutions in Kenya. Ngugi(2007) reported findsngonsistent with Wanjau (2007) while
examining performance of insurance companies. Tilydinds a positive effect of board size

on performance but no effect of external directorperformance.

There is need to further determine whether boargtire affects institution performance in the
Kenyan context which is an emerging economy ushegdurrent market settinghdams and

Mehran (2003) have noted that little research am gbvernance of the listed firms exists
Research results obtained in other regions andtgesion the effect of board structure on firm
performance may not be used to deduce a blankeioopin the Kenyan context due to the

market orientation and differences in firm size asdnomy.

This study will therefore try to answer the followiresearch questions: To what extent does the

size of the board influence the performance oétidirms? Is there a significant contribution to



performance due to the number of outside diredittiig on the board? Does this hold true for

all the sectors?

1.3 Research Objectives
The general objective of the research study waketermine the effect of the board structure on
the performance of the listed firms at the NairStwck Exchange.
The study had three specific objectives:
1. To determine whether the size of the board affdesperformance of listed firms at the
Nairobi Stock Exchange.
2. To determine whether the composition of board memladéfects the performance of
listed firms at the Nairobi Stock Exchange.

3. To determine whether the effect holds in all tlagling sectors.

1.4 Value of the study

The findings of the research would be of benefth®following stakeholders:

Public listed companies will obtain valuable infation that will help them to know how they
can improve their performance; this could be thiotige right mix of the board members. This

will ensure effective governance and hence betteficees and leadership.

1. The research will provide information useful to estors on criteria of choosing most
viable investment opportunities in listed publistitutions that will guarantee safety of

their investments and surety of reasonable returns.



2. To the government, the study findings may enhdneeegulatory framework on control

and monitoring of public institutions in general.

3. To academia, the study will also add knowledgeh® drea of academia and may also

create gaps for further research in the area.
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CHAPTER TWO: LITERATURE REVIEW

2.1 Introduction

This chapter will introduce the theories that fertthe study. Previous research work carried out
in this area of study will be examined. The chapliscusses three theories in detail, namely;
agency theory, stewardship theory and the stakehdlteory. The three theories further the

understanding on the ideal roles of the board afadionships existing between management and

the owners of the firm.

2.2 The Agency theory

Agency theory was first written by Alchian and Detzs(1972) and further developed by Jensen
and Meckling (1976). Agency theory is defined as thlationship between the principals, such
as shareholders and agents such as the companytieese@nd managers (Alchian and Demsetz,
1972). The shareholders, who are the owners ocipafs of the company, hire the agents to
perform work. Principals delegate the day to dagnmg of business to the directors or
managers, who are the shareholder’s agents (C2&04). Agency theory argues that in the
modern corporation, in which share ownership iselicheld, managerial actions depart from

those required to maximize shareholder returnsl¢Berd Means, 1932).

According to Fama (1980) the firm is viewed as taofeontracts among factors of production,
with each factor motivated by its self-interest.eThrincipal-agent problem arises when a
principal pays an agent for performing certain dotg are useful to the principal and costly to

the agent. However, there are elements of the eaioce that are costly to observe. Agency
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theory suggests that the employees or managersganiaations can be self-interested which

causes a deviation from firm core objectives.

Daily et al (2003) argues that two key factorsuefice the prominence of agency theory in
understanding the current firm setting. First,hattthe theory is a conceptually simple theory
that reduces the corporation to two participantsnahagers and shareholders. Secondly, that
agency theory suggests that employees or manageosganizations can be self-interested.
According to Padilla (2000), the shareholders ekpiee agents to make decisions that are in
their best interests. On the contrary, the agent ntd necessarily make decisions in the best

interests of the principals.

Bhimani (2008) introduces agency theory as a s@paraf ownership from control resulting in

such setbacks as self interest and opportunistiavber. The notion of problems arising from the
separation of ownership and control in agency théass been confirmed by Davis, Schoorman
and Donaldson (1997). Berle and Means (1932) heatedsthat the separation of ownership and
control in publicly held corporations induces catfl of interest between managers and
shareholders. Shareholders are mainly interestetharimizing the value of the firm, but

managers’ objectives may also include the incredgeerquisite consumption and job security.
A number of governance mechanisms may help in ialigthe interests of managers with those

of shareholders.

According to agency theory, the separation of osimi@rand control, which, is one of the key

issues in the modern corporation, leads in mantamees to firm managers using their firm-

12



specific knowledge and managerial expertise to gaimdvantage over the firm’s owners, who
are absent from the day-to-day affairs of the fiBmce the managers are “in control” of the
firm, the risk is that they will pursue actionsthreir own self interest, and not in the interest of
the owners (Jensen and Meckling, 1976). In thigeodrFama and Jensen (1983) state that this is
likely to occur in noncomplex organizations whepedfic information relevant to decisions is

concentrated in one or a few agents (specific médon that is costly to transfer among agents).

Agency theory identifies the board of directorsthe primary internal control mechanism
enabling firm principals to monitor management lvétra According to the theory, one of the
main tasks of the board is to specifically carry e monitoring function on behalf of the firm’s
owners, acting to remove managers who misuse fagata and participating in the formulation
of strategic decisions which have a considerablpach on shareholder investments (Waldo,
1985). There is an agency loss which is the extenthich returns to the residual claimants, the
owners, fall below what they would be if the prpelis, the owners, exercised direct control of

the corporation.

Jensen and Meckling (1976) showed how investomiblicly traded corporations incur costs in
monitoring and bonding managers in best servingesiwdders. They define agency costs as all
costs incurred in monitoring management (the agdmdpding the agent to the principal
(stockholder/'residual claimant’); and residuatéss A basic conclusion of agency theory is that
the value of a firm cannot be maximized becauseagens possess discretions which allow them

to expropriate value to themselves. The board caitipn in the form of representation of

13



outside independent directors is able to providegoirtant monitoring functions in an attempt to

resolve the agency conflict between managemenshaactholders (Bathala and Rao, 1995).

2.3 The Stewardship Theory

In the stewardship model, 'managers are good stisvedithe corporations and diligently work to
attain high levels of corporate profit and shardedd returns' (Donaldson & Davis 1994). This
theory suggests that the power of the executivdshast stewardship role can only be exercised

when the role of the CEO and Chairperson of thedisacombined, (Ong and Lee, 2000).

Agyris (1973) argues agency theory looks at an eygad or people as an economic being, which
suppresses an individual’'s own aspirations. Howewtewardship theory recognizes the
importance of structures that empower the stewaddodfers maximum autonomy built on trust.
This can minimize the costs aimed at monitoring aodtrolling behaviors which is more
pronounced in agency theory. Stewardship theorgestg unifying the role of the CEO and the

chairman so as to reduce agency costs and to heategrole as stewards in the organization.

2.4 The Stakeholder Theory

Clarkson (1994) states: "The firm" is a systemsti#ke holders operating within the larger
system of the host society that provides the nacgdsgal and market infrastructure for the
firm's activities. This theory is regarded as thaestrfundamental challenge to the principal-agent
model since it emphasizes that the purpose ofitheghould be defined broader than the mere
maximization of shareholder welfare. Thus, corpoigdvernance should refer to the design of
institutions to make managers internalize all stak#ers’ welfare. The purpose of the firm is to

create wealth or value for its stake holders byveaimg their stakes into goods and services'.
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Stakeholder theory can be defined as any groupdividual who can affect or is affected by the
achievement of the organization’s objectives. Unldgency theory in which the managers are
working and serving for the stakeholders, stakedmoltheorists suggest that managers in
organizations have a network of relationships twese- this include the suppliers, employees
and business partners. Freeman (1999) has argaethih group of network is important other

than owner-manager-employee relationship as in@geeory.

2.5Firm Performance

There is a lot of literature on the measuremenpesformance. Jeon and Miller (2006) define
performance as profitability and productivity. lddiion, performance may also refer to the
development of the share price, profitability oe firesent valuation of a company (Melvin and
Hirt 2005). Several measures of performance aréad@, including measures such as Return
on Stocks capital which comprises of the returrih@ form of dividends to the shareholders
(dividend vyield) and the appreciation or depreomatin the market price of the stock (capital

gains/losses).

Measuring firm performance using accounting rafasventional measures) is also common in
the corporate governance literature, in particuksiyrn on capital employed, return on assets and
return on equity. Similarly, economic value addexh de used as an alternative to purely
accounting-based methods to determine sharehodee by evaluating the profitability of the
firm after the total cost of capital, both debt aeguity, are taken into accourMishra and

Nielsen (2000) use conventional performance meagarassess bank performance.
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Studies that combine banks with other industries RO®A and ROE widely to assess bank
performance. Choi and Hasan (2005) in their studyhe relationship between board structure
and bank performance in Korea use the conventipeadbrmance measures. For profitability,
the measurements that are used include return setsa@ROA), return on equity (ROE) and

capital asset ratio, liquidity ratios and ratiosasigring credit risk (Yeh, 1996).

2.6 Board Composition

According to Mitchell (2000) board composition lgetunique mix in terms of characteristics
possessed by the individuals that comprise thedooBhnis could be in terms of education
background, age, beliefs, professional experieexgertise and gender. Armstrong (2003) notes
the prominence of the right composition of boardnhers in aligning the board interests to that
of the shareholders. Fama and Jensen (1983) haiexl dhat the right composition creates a
positive tension in the board between executive aod-executive board members that

effectively leads to better performance and optidealision making.

Rashid et al. (2010) states that corporate govemaonvention adopted by most countries
requires executive and non-executive directors eokwogether in fulfilling the organization
objectives. It is assumed that boards without naecetive directors suffer from lack of
independence and merely act as a rubber stampjoanenated by the CEO and plagued by

conflicts of interest.
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Baysinger and Butler (1985) have stated that tlera positive effect in performance when
outside directors are appointed into boards. Tl \vs that they may effectively influence the
board’s decision and ultimately increase firm valiteis also recognized that independent
directors share the responsibility to monitor anfg financial performance. Inso doing, they

have authority to question problems of informat@ymmetry.

Mitchell (2000) has argued that the addition of veonto a board of directors may diversify the
sociological perceptions and understandings of ardof directors in the decision making
process. Using the case of South Africa she statggheir presence may enhance the direction
and activities adopted by a company in an uncedath dynamic business environment. This
ultimately assists in facilitating strategic changereases financial performance and provides

greater idea innovation.

2. 7Empirical Studies

Bathala and Rao (1995) argue that the role of detboard members is less critical for firms
with higher proportion of inside ownership. Thendian inverse effect of the proportion of
outside board members to inside ownership of eqiit261 US listed firms on performance
which suggests that higher proportions of insidenership held by inside board members help
to closely align the managerial and shareholdegrésts, thus, reduce the need for intense

monitoring from external board members.

An empirical study of board size effects on perfante done by Yermack (1996) analyzed a
panel of 452 large US firms in the period from 19841991. Using a fixed effects approach, he

shows that there is a negative and significant de@ze effect on Tobin’s Q and that smaller
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boards fire CEOs more frequently. The negative daaze effect on performance has been

confirmed in a number of studies on large publichded US firms.

Eisenberg et al. (1998) studied board size effegttcluding small and medium-sized closely
held corporations. Their sample consisted of alnd@ small and medium-sized closely held
corporations in Finland. Most of the firms had frdimee to seven directors on the board. A
significant negative board size effect was foundrefor these small closely held corporations.
Moreover, the estimated effect on performance aeget According to their most conservative
estimates, an increase in board size that is freand3directors would lower the returns on assets

by approximately 11 percentage points on averaffgeasgample mean of 13 percent.

Yermack (1996) and Eisenberg et al. (1998) haverte@ a positive effect of board size on the
total assets of the firm. These results imply lagempanies have larger boards. As the firm gets
larger, the number and complexity of its operatimmseases, requiring therefore more directors
to rely on. A meta-analysis carried out in 199&4fstudies of the relationship between board
composition and firm financial performance could fiod any link (Dalton et. al 1998). A meta-

analysis carried out in 2000 of 59 studies of tieiationship (Rhoades et. al 2000) could find

only a very small link between board compositiod &rm performance.

Liang and Li (1999) examine the effect of boardicinre on firm performance in sample 0f228
small private firms in Shanghai, China. Becausehef nature of their relatively small size in
terms of market, operations and private ownerdhgard structure of such firms is believed to

be, ex ante, firm performance-enhancing, and thetsire/performance relationship is easier to
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identify. Empirical findings indicate that most tife private firms adopt an insider dominated
board structure, but the presence of outside direés positively influential to higher return on

investment. Duality of titles and board size doesmatter in firm performance.

Dehaeneet al (2001) found that the percentage of outside thrscpositively affects the
performance of Belgian firms. Connelly and Limpaydra (2004) find that board composition
has a positive effect on profitability and a negatielation with the risk-taking behavior of life

insurance firms in Thailand.

Adams and Mehran (2003) examined the influenceoafrd size on firm performance using a
sample of 35 large publicly-traded US bank holdoampanies (BHCs) during 1959-1999.
Contrary to the evidence for nonfinancial firmseyhconcluded that banking firms with larger
boards do not under perform their peers in termbBotin’s Q and that, as a result, constraints on
board size in the banking industry may be countediactive. In contrast to the findings, Belkhir
(2006) studied a sample of 260 US bank and sawangsloan holding companies for 2002,
inferring that internal corporate governance medms (i.e., manager and block-holder
ownership, proportion of outside directors, CEO-4@han duality, board size) are, to a
considerable degree, endogenously determined eyt élkert a non-significant impact upon
banks’ performance. Using two-stage least squaegsessions; he presented evidence of
interdependencies between board and ownershiptstesc The results suggest that banks
substitute between governance mechanisms that takgimterests of managesad shareholders.
Banks with higher insider ownership rely less otsile directors’ representation on their boards, ar
less likely to have a CEO who is also the chairmiatine board, and have larger boards. In addition,

banks with larger boards rely more on outside trst representation on their boards. These
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findings suggest that cross-sectional OLS regrassaf bank performance on single governance
mechanisms may be misleading. Belkhir (2006) fingtatistically significant influence on
performance from insider ownership and blockholdemership when using OLS regressions.
However, these statistically significant effectsagipear when the simultaneous equations framework

is used.

Zulkafli and Samad (2007) analyzed a sample of IEd&d banks in the nine countries of Asian
emerging markets (Malaysia, Thailand, Philippineslonesia, Korea, Singapore, Hong Kong,
Taiwan, India), also deducing that board size dmgssignificantly affect performance measures,

such as the Tobin’s Q and ROA.

Studies have been carried out on the role of ovianerstructure (Morck et al., 1988) and board
structure such as Baysinger and Butler, (1985) Bhdgat and Black, (2002) in monitoring
management and so improving firm performance inigogb corporate governance literature.
Underlying these studies on the effect of ownergmgd board structure on performance is the
assumption that there is an optimal ownership aatdstructure which is common to all firms,
and that firms which diverge from the optimal lewéthese characteristics will experience lower

performance.

Arslan et al (2010) studied the effect on corpogormance, namely the accounting and the
stock market performance, and the board indeperdeaeparation of the tasks of management
and chairman, board ownership and the board siZeiikey. They built their analyses on a total
of 999 observations of Turkish non-financial lisfedhs for the period between 1995 and 2006.
They conducted the analyses through logistic metlogy by eliminating shadow variables.
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Their findings indicated that, while board ownepstibes not have any impact on the accounting
performance, it had a fairly positive influence thie stock market performance of firms during
the crisis period. Similarly, the situation where t6EO of a firm is also the chairman of the
board is not found to have any impact on the cafgoperformance of firms, although its
negative impact is observed during the crisis geroreover, board independence is found not
to have effect on accounting performance, yet tbheksmarket perceives board independence

positively both in general and in the crisis pesiod

Rashid et. al (2010) examined the influence of cmafe board composition in the form of
representation of outside independent directordiram economic performance in Bangladesh.
The study incorporated Tobin Q and ROA as perfoceameasures. The study covered 247
firms for the period2005 to 2009 using a linearesgion analysis to test variables such as board
composition, percentage of shares owned by direcad board size. Their results reveal that
outside (independent) directors cannot add poterdiae to the firm’s economic performance in
Bangladesh. The study also reveals that the baaedhas a significant negative influence on
firm performance under accounting based performameasures (ROA), implying that there are

information asymmetries between outside indepenalethiother directors.

Pathan (2010) used a panel of 212 large U.S baltknigocompanies over the period 1997-2004
to examine whether board structure (board size,position and gender diversity) in banks
influence performance. The results show a negatifect of board size on performance of
banks. The study also found some negative effedioard independence on performance of

banks. However, the study findings support a pesieffect of gender diversity on bank
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performance. The study shows that Sarbanes-Oxlewp#2002 has had an impact on the board
structure and performance. Specifically the negagiffect of bank board size on performance is

more pronounced in the post-sox period.

Molonko (2004) examined the effects of between tadnaracteristics and board compensation
in determining firm profitability in the bankingdiustry in Kenya. The study used a sample of 30
banks for the period between 1999-2003. The stugtgt to explore whether board size,
proportion of non-executive directors, CEO dualdggd board total compensation affected
performance in terms of ROA, ROE and profit beftae. Board compensation and firm size
were found to be positively and significantly iréhtial to bank profitability. The effects of
board size and proportion of non-executive directeere found to be negative and statistically
insignificant. The negative effect indicated thatatd structure had not contributed to the

reduction of agency costs in the banking industri{eénya.

Muriithi (2004) investigated the effects of corp@rgovernance mechanisms on performance of
Kenya publicly quoted firms. 44 companies quotedlenNSE in the period between 1999 and
2003 were analyzed. The major findings were thataerage board size of Kenyan listed firms
was 8 and non-executive directors held a signiflgatarger percentage of seats, 76%. In
addition 0.13% of the sample population had CEQliguadNo measure of firm performance,
ROA, ROE or Tobin’s g, was significantly affectedttwthe percentage of non-executive board

members.
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A study by Mululu (2005) examined the effect of fwbactivity on firm performance. The study
using secondary data from 48 quoted companiese\tBE from 1998-2003, established that
board activity as measured by the frequency of oaeetings is influenced by factors such as
board size, the number and percentage of shardsblyebfficers and directors; the number of
executive and independent directors. The study akablished that the number of board
meetings decrease with the board size. This isistems$ with the notion that the monitoring role
of external board members is less critical for rmith higher proportions of inside ownership

and the higher inside ownership helps align theredts of managers to those of shareholders.

Wanjau (2007) set to investigate the effect of oaape governance on the performance of Micro
Finance Institutions in Kenya. The population waadm up of 15 micro finance institutions
actively involved in MFI business. The study fouadt that there exists an effect between
different aspects of corporate governance and figrformance, specifically, the size of the
board was found to positively affect the turnovedisbursements. This means that large boards
translate to higher turnover for MFI's. 70% of M&had boards consisting of up to 10 members
while 30% had over 10 members in their boards. Jtuely found a negative effect of board

structure on turnover or disbursements specificaliyO duality.

Nyaga (2007) tried to determine the effects of tietry of board meetings on performance for
manufacturing firms listed in the NSE between 12966 and to determine the effect of board
composition on firm performance in manufacturingn. The study analyzed 18 manufacturing
companies and found that the frequency of boardtingse had a perfect linear effect on

performance measures. These findings were consisiém earlier findings of Mululu (2005).
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Firms with more frequent board meetings exhibitegroved performance. Firms with external
directors as majority in proportion to the totahb exhibited improved performance than firms
with mixed boards or insider dominated boards whighnconsistent with the findings of

Muriithi (2004) and Molonko (2004).

Ngugi (2007) investigated whether corporate goueceaaffects performance of insurance
companies in Kenya. 33 insurance companies wenaiexd to establish the effects of corporate
governance on performance. The characteristicsebokt were board size, external board
members, individual and family shareholding, insidshareholding and institutional

shareholding. The study found evidence that the efzthe board and insider holding on one
hand have an effect on performance but did not &ng evidence that the external board,

individual shareholding and institutional shareladdhave any influence on performance.

Ongore (2010) investigated the effects of ownerssipicture on performance of listed
companies in Kenya. Ownership structure was medsoreerms of percentage of shares held by
the top five shareholders and ownership identityabires of performance used were ROA,
ROE and Dividend Yield. The study analyzed 42 comgmfor the period 2006 and 2008. The
study concluded that ownership concentration aneeigoment ownership have a significant
negative effect on firm performance. Foreign owhigs diffuse ownership, corporation
ownership, and manager ownership were found to tsgmeificant positive effect on firm

performance.
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2.8Summary

The findings of the literature reviewed have mixesults. While some find a positive impact of
board structure on firm performance others do Rot.example Dehaene et. al (2001) in their
study found that the percentage of outside dirsctmsitively impacted the performance of
Belgian firms, However, Belkhir (2006) contraditiese findings in his study of block holder
ownership and insider ownership in US bank holdirmgs. Eisenberg et. al (1998) present their
findings stating that there is a significant butgaive board size effect to Tobin Q as a
performance measure. Zulkafli and Samad (2007) tieweeport that board size is not

significant when regressed against performance umesisuch as Tobin Q and ROA.

Diverse samples have also been used in the studibde some have incorporated financial
institutions, others have not applied the same. j#a(2007) sampled micro finance institutions
in his study to investigate the influence of cogiergovernance on performance, Nyaga (2007)
on the other hand used manufacturing firms listeth@ Nairobi Stock Exchange to determine
the relationship between performance and annuabeurof meeting conducted by the board.
Ongore (2010) tried to determine the effect of oshg structures on the performance of listed
firms at the Nairobi Stock Exchange. The study tbuhat Ownership Concentration and
Government Ownership have significant negativeti@iahips with firm performance This left a
gap in the studies to determine whether the Kerg@artext would finally come to the same
deductions and whether consistency in findings c¢obk achieved on board structure-

performance relationship in the current Kenyan exint
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CHAPTER THREE: RESEARCH METHODOLOGY

3.1 Introduction

This chapter identifies the research study, theufajon and the sample used in the study. The
modes of data collection and analysis methods eyadlan the study are also discussed. This
chapter will elaborate on the process of deterrgirtine impact of board composition and

structure and testing the extent of correlatiotheftwo variables in order to make deductions on

the study.

3.2 Research Design

The study design is causal in nature. Regressialysia is a statistical tool that is important in
causal study. It attempts to establish the funelioalationship between variables and thereby
provide a mechanism for prediction. Gupta (200%test that regression analysis provides
estimates of values of the dependent variable fralues of the independent variables.
Regression analysis is also useful in obtainingemasure of the error involved in using the

regression line as a basis for prediction.

3.3 The Population

The study population consisted of all the 57 fiisged at the Nairobi Stock Exchange as at
December 2010.A census survey was conducted bttt firms in all the traded segments in
the Nairobi Stock Exchange over the five year mer2®05 to 2010. The five segments are
agricultural segment, finance and investment, cormiae& services, industrial & allied, and the

alternative investment segment. The census studyomasistent with studies done by Ongore

(2010), and Mululu (2005).
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3.4Data Collection

The data collected was of secondary nature. Thisoksained from the annual financial reports
of the respective firms. The data requirementsuchetl the board members’ characteristics
(gender, number of members, number of non-execdineetors and number of executive board
members), the average prior period share priceeginhing and close, and the dividends

declared.

3.5 Data Analysis

Two measures of performance were considered. Retumnstock and Tobin g were regressed
against the independent variables board size angpasition. The multiple linear regression

model was applied on firm performance measure,ddi yield or capital gain, upon the

variables for the five year period. Consistent witther studies such as Bhagat and Black
(2002),Liang and Li (1999) and Arslan et al (2018¢ period between 2005 to 2010 was

considered viable to come up with conclusive firggin

3.5.1 Return on Stock

Dependent variable of the study was corporate &iimduperformance which was represented by

k = dividend yield + capital gains.

Dividend Yield =D
P

D= Dividends for the period

P= Initial Price for the period
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The formula for the dividend yield was used to uklte the percentage return on a stock based
solely on dividends. The formula for dividend yietthy be of greater interest to investors who
rely on dividends from their investments. The dénd yield formula can be used by investors
who are looking for increasing or declining tremafsthe dividend yield However, a lower
dividend yield does not imply lower dividends ag thrice could have substantially increased.
The dividends paid for a company can be found enfithancial statement, which can then be

used to calculate dividend yield (Pandey, 2008).

Capital Gains Yield = P1-Po
Po

Po= Initial Stock Price

P1= Stock Price after'lperiod

The formula for the capital gains yield was useddlzulate the return on a stock based solely on
the appreciation of the stock. The formula for tapgains yield does not include dividends paid
on the stock, which can be found using the dividgietd. The capital gains yield formula uses
the rate of change formula. Calculating the cagtahs yield is effectively calculating the rate
of change of the stock price. The rate of changebeafound by subtracting an ending amount
from the original amount then dividing it by theiginal amount. The capital gains yield will
equal a company's total stock return if a compagsdot pay dividends. The capital gains yield

and dividend yield is combined to calculate thaltstock return (Drake, 2007).

Re =D1+ P1-PO
PO PO
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3.5.2 Tobin Q

Tobin q is the ratio of the fair value of assetsed by a firm (the fair value of its outstanding
stock and debt) to the replacement cost of thediamsets (Tobin, 1969). If a firm is worth more
than its value based on what it would cost to fiebtinen excess profits are being earned. These
profits are above and beyond the level that is seng to keep the firm in the industry. The

formula is:

Tobin Q=_(Equity Market Value + Liabilities Book \{ge)
(Equity Book Value + Liabilities Book value)

The studied variables were board size and boargaesition. To analyze the relationships, the
general model was used to determine which variabkre determinants related to quoted firm

performance. Thus, the following general model @esmined:

FIRM PERFORMANCEﬁlBOARD SIZE+ ﬁZNON —-EXECUTIVE BOARD MEMBERS +

,BgWOMEN ON BOARD ﬂ4 EXECUTIVE BOARD MEMBERS

The above model was presented in terms of a regres®del as follows:

Y =a +ﬁlBOARD SIZE+ ,[)’ZNON —EXECUTIVE BOARD MEMBERSﬁg—\NOMEN ON BOARD

+ﬁ4 EXECUTIVE BOARD MEMBERS +

...whereY was corporate financial performance measured asmTigphnd return on shareholder

investments in terms of dividends and anticipatzuital gains”;ﬁl,ﬁz,ﬁsandﬁ4are coefficients of

the variables anedthe error term.
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Women representation on the boards was measurdee asumber of female directors on the
boards of companies listed on the Nairobi Stockharge. This approach was consistent with
previous research that has defined the relationsbtpveen gender diversity on the board of

directors and company performance, for exampleghéit (2000).
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CHAPTER FOUR: DATA ANALYSIS, RESULTS AND DISCUSSION

4.1 Introduction

This chapter analyses the data collected baseldeoresearch objectives. The objectives of this
study were to determine whether the size of theda#Hects the performance of listed firms at
the Nairobi Stock Exchange. The second objective iwwaletermine whether the composition of
board members affects the performance of listeghsfiat the Nairobi Stock Exchange and
determine whether the effects hold in all the wngdsectors. The analysis was based on
secondary data obtained from the NSE 2009 and B@h@books. The total population of the
study was the 57 listed firms as at December 2046.study managed to collect information for
38 out of the 57 listed firms (67%) which was cdesed adequate. Information collected
comprised of board size, board composition, dividenssued, share prices and market
capitalization. Data analysis was based on multipgession with dependent variables being
return on stock and Tobin’s . The board structuas operationalised to include variables such

as board size, number of females, executive aneereautive board members.

4.2 Descriptive Statistics on Board Structure and @rformance

The descriptive statistics of the data collectedoerformance and board structure are in Table
4.1 below. The results show that the mean numb#éreofemales sitting on boards is 0.81. This
is very low and is also depicted in the mean nunolbé&males in the sectors; financial sector has
a mean of 1.4. The other sectors had a mean offlessl, Industrial and allied 0.44, commercial
and services 0.78, alternative investment 0.89 agrctultural 0.28. As per Table 4.1, average

firm performance is 0.18 ranging from negative 11853.45 under the Return on Stock
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performance measure, and 20.16 ranging from 11@2cunder Tobin’s Q performance measure.
The average board size is found to be approxindekyctors, ranging from a minimum of4

directors to a maximum of 14 directors.

Table 4.1 Descriptive statistics of Board Structure@nd Performance

N Minimum [ Maximum Mean Std. Deviation

Statistic Statistic Statistic Statistic | Std. Error Statistic
Females 228 0 4 .81 .069 1.036
Boardsize 228 4 14 8.85 139 2.094
Non-executive 228 2 11 6.30 135 2.043
Executive 228 0 12 2.63 .100 1.513

Returnonstock 228 -1.3539 3.4479 .179573 .0456248 .6889191

TobinQ 228 1.0 102.0 20.163 1.3863 20.9324

Valid N (listwise) 228

The analysis was grouped into three headings aicgptd the research objectives.

4.3 Effect of board structure on performance

The following hypothesis test applied to all thetses:
Ho = None of the independent variables are predicibthe dependent variable

Ha = At least one of the independent variablegpeagdictors of the dependent variable

32



A p-value greater than 0.05 indicated that the hypothesis should be accepted meaning that
none of the independent variables are strong pediof the dependent variable. The variables
number of females, number of non-executive diresctord number of executive directors had a
very weak non significant effect except for non@axese directors under Tobin Q which had a
p-value of 0.03. The number of non-executive doecthad a negative effect of 0.441.The
change in number of executive directors theref@a® dnnegative effect on the Tobin Q of listed

firms in Kenya.

4.3.1 Effect of board structure on performance ofid. and Allied Sector

From the table, it is evident that the p valueseagreater than 0.05 for females, board size and
executive directors. Non-executive directors wasluged from the analysis since it had no
values in the regression model. The findings indichat none of the independent variables were
predictors of the return on stock in the industaiatl allied sector. However, the p value was less
than 0.05 for no. of females, board size and exexiltoard members indicating that the three
were predictors of Tobin Q. The number of femdteaors had a moderate positive effect to
Tobin Q at 0.515 while the size of the board haekak negative effect at 0.351. The number of

executives had a positive effect at 0.381.
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Table 4.2 Effect of board structure on performanceof Ind. and Allied Sector

Return
onstock | TobinQ

Constant (B,) -0.122 0.015
No of females (B,) 0.079 0.000
Board size (B,) 0.114 0.012

Non executive (B3) - -

Executive (B,4) -0.096 0.000
p value 0.136 0.000
R value 0.268 0.522

4.3.2 Effect of board structure on performance of Fhancial Sector

From the table, it is evident that the p valuesengreater than 0.05 indicating that none of the
independent variables were statistically signiftgaredictors to the return on stock and Tobin Q

in the financial sector.
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Table 4.3: Effect of Board structure on Performanceof Financial sector

Return

onstock | TobinQ
Constant (B,) 0.333 0.219
No of females (B,) 0.443 0.053
Board size (B,) 0.540 0.253
Non executive (B3) 0.829 0.145
Executive (B,) 0.931 0.874
p value 0.781 0.098
R value 0.167 0.344

4.3.3 Effect of board structure on performance of Gmm. and Service Sector

From the table 4.4, it is evident that the p valwese greater than 0.05 for all the variables. The
variables were not statistically significant undebin Q and return on stock indicating that none
of the independent variables were strong prediatdrthe performance in the commercial and

services sector.
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Table 4.4: Effect of Board structure on Performane of Commercial &

Service sector

Return

onstock | TobinQ
Constant (B,) 0.365 0.219
No of females (B,) 0.582 0.053
Board size () - 0.253
Non executive (B3) 0.616 0.145
Executive (B,) 0.921 0.874
p value 0.873 0.098
R value 0.134 0.344

4.3.4 Effect of board structure on performance of Kernative Investment

Sector

The alternative investments sector had only theéalkilke no of females registering statistical
significance (p<0.05). However, there existed argjrpositive effect on performance at 0.628 on

Tobin Q.
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Table 4.5: Effect of board structure on performanceof Alternative Investment

sector
Return

onstock | TobinQ
Constant (B,) 0.985 0.000
No of females (B,) 0.576 0.018
Board size () 0.362 0.383
Non executive (B3) 0.477 0.453
Executive (B,) 0.244 0.868
p value 0.805 0.03
R value 0.256 0.601

4.3.5 Effect of board structure on performance of gricultural Sector

The agricultural sector had p - values greater th@underreturn on stock and Tobin Q. this
indicated that all the independent variables wese statistically significant predictors of the

performance under return on stock and Tobin q.
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Table 4.6Effect of board structure on performance bAgricultural Sector

Retur
non | Tobin
stock Q

Constant (B,) 0.684 | 0.000

No of females
(B1) 0.815 | 0.628

Board size (B,) | 0.602 | 0.865

Non executive
(Bs) 0.620 | 0.467

Executive (B;) | 0.607 | 0.194

p value 0.967 | 0.004

R value 0.181 | 0.774

4.4 Effect of board structure on performance of Lised firms in the NSE

The table below presents the summary results ofbtiead structure and size against firm
performance under different performance measuredun@ (a) and (b) represents the
coefficients of performance measures under retarstock and Tobin Q respectively. The p-

values are presented in parentheses.
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Table 4.7Board Structure and firm performance underdifferent performance

measures
Dependent Variables
(a) Return on
Stock (b) Tobin Q
Intercept 0.258 18.957
BFEMALE -0.091 0.087
(-1.207) (-1.178)
BSIZE -0.154 0.329
(-0.734) (-1.613)
NONEXECUTIVE 0.182 -0.441
(-0.874) (-2.179)
EXECUTIVE 0.027 -0.023
(-0.196) (-0.173)
Adjusted R2 -0.001 0.054
F-Statistic 0.94 4.246

at 5% level of significance

4.4.1 Effect of board size on Return on stock

The following hypothesis applied to all the listaths in the NSE

Hypothesis:

Ho = Board size is not a predictor of return orckto

Ha = Board size is a predictor of return on stock
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A t-value of greater than 0.05 indicates that th# hypothesis holds or is maintained. This
means that the board size is not a predictor ofghen. From table 4.7 above it can be seen that
the p-values are greater than 0.05 hence boardissizet a strong predictor of the return on
equity on all the firms listed on the stock exchangrhe R- value indicates the proportion of
changes in return on stock influenced by the besarel There is no statistically significant effect
of board size on return on stock. This means, as@e or decreases in board size cannot add

potential economic value to the listed firms in Kan

4.4.2 Effect of board size on Tobin Q

The following hypothesis applied to all the lisfaths in the NSE
Hypothesis:

Ho = Board size is not a predictor of Tobin q

Ha = Board size is a predictor of Tobin q

A p-value of greater than 0.05 indicates that thi& mypothesis should be accepted. This means
that the board size is not a predictor of the Tabiffrom table 4.2 above it can be seen that the
p-values are greater than 0.05hence board sizat ia strong predictor of the Tobin g on all the

firms listed on the stock exchange. This meansieases or decreases in board size do not

significantly affect the firm performance in Tolih

It is also noted from the above table that nonghefvariables under study are predictors of
performance under return on stock or Tobin Q. Tinegns other variables apart from the ones

considered under study affect performance of lifiteas.
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CHAPTER FIVE: SUMMARY, CONCLUSION AND
RECOMMENDATIONS

5.1 Introduction

The effect of corporate governance on performanas taptured the attention of many.
Upgrading corporate board structure, in terms dh Istize and composition, has been one of the
core issues in all corporate governance initiativedertaken by concerned stakeholders. This is

especially the case in state parastatals and listegbanies in Kenya.

Prominent cases of dissatisfaction amongst shatetwl regarding the continued poor
performance of corporations and the persistenttmunssthat have been raised regarding the
competency of the boards, corporate greed anchdatihareholder value in many corporations
globally has increased interest in the understandih the boards role in monitoring firm

activities. The NSE encourages the broader owinehfirms. The opportunity accorded the

general public to have ownership rights over liseederprises helps to reduce large income
inequalities through the sharing of profits madetbhgse enterprises, thereby facilitating the
redistribution of wealth. Sound corporate goveogathrough a solid board structure fosters a

disciplined environment.

The objectives of this study were to determine Wweethe size and composition of the board of
directors affects the performance of listed firmidhee Nairobi Stock Exchange and determine
whether the effects hold in all the trading sector§his chapter gives a summary of the

discussions, conclusions and recommendations daf@nanalyzing data.
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5.2 Summary

The first objective of the study was to determinkether the size of the board affects the
performance of listed firms at the Nairobi StockcBange. The study revealed that the size of
the board of directors had no significant influerare the return on equity in all the listed
companies. The p-values were 0.568 under returstark and 0.403 under Tobin Q. All these
values were greater than 0.05 indicating that bcareé was not a statistically significant
predictor of the performance in all the firms I&teThese findings are consistent with the studies
of Zulkafli and Samad (2007) but contradict thediimgs of Wanjau (2007) and Ngugi (2007)

who found a positive effect of board size to perfance.

The second objective of the study was to determinether the structure of the board affects the
performance of listed firms in each sector at tlagrdbi Stock Exchange. The structure of board
members was analyzed in terms of size of the baarhber of females, number of executive
members and number of non-executive members. Thetste of the board for listed firms was
found to have no significant effect on performanwasured by return on stock and Tobin Q the
findings were consistent with the findings of Makon(2004) who determined that board

structure was statistically insignificant in pretthg performance measured by ROE and ROA.

The p-values in the industrial and allied sectoefiacts on the return on stock for the variables
females, board size, number of non-executive dirsand number of executive directors were;
0.443, 0.540, 0.829, and 0.931 respectively. Adlvariables except number of females, number
of executive directors and size of the board hadlpeless than 0.05 under Tobin Q. Number of
executive directors had a weak positive effect obifi Q at 0.381.The size of the board had a

negative effect at 0.351 while number of femaledoard had a positive influence at 0.515.

42



In the financial sector the p-values for returnsbock and Tobin Q for the variables females,
board size, number of non-executive directors amdber of executive directors were all greater
than 0.05. It was clear that board structure hadignificant impact to the return on stock or

Tobin Q in the financial sector.

The commercial and service sector revealed p-vafieater than 0.05for all the variables
considered. This indicated that none of the badrdcture variables were predictors of the
return and Tobin Q in this sector. The alternathnxestments sector had only number of females

having a significant effect on Tobin Q as a perfance measure.

The agricultural sector had all variables reporgngalues greater than 0.05 indicating that all

the independent variables were not predictorsefdurn on stock or Tobin Q.

The third objective was to assess whether the tsffi@ere holding for all trading sectors in the
NSE. Analysis of all the five sectors revealedt thize of the board is only significant in the
industrial and allied sector albeit with a negateféect on Tobin Q. The number of executive
directors is only significant under Tobin Q in thedustrial and Allied sector with a positive
effect. These findings on the inter sector analgses mixed suggesting that different sectors

responded differently to the variables under carsition across the study period covered.

5.3 Conclusion

Based on the findings, it can be concluded thasike of the board of directors has no positive
effects on the performance of the firms listedha NSE. It can also be concluded that number
of non-executive directors has no effect on pertoroe (Tobin Q and Return on Stock) of the
trading sectors in the NSE. The number of executlirectors has a significant effect on

performance (Tobin Q) of Industrial and Allied swctBoard size has a negative significant
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effect on performance of the industrial and allgsttor suggesting that fewer board members

may be desirable in this sector.

5.4 Recommendations

The study revealed that there were no major gafizireffects of board size and composition on
the performance of all the listed firms in the NSJBere were also no significant effects noted on
the performance of these firms as a result of the &d composition of the board of directors.
This shows that factors other than the board simk @mposition contributed more to the
performance of the listed firms in the NSE. It Wwbhbe useful to find out what these factors are
especially in terms of policies passed by the boarndl how the policies are actually
implemented. The quality of the board members alsg contribute to their effectiveness. The
board members’ experience, expertise and knowledgie nature of business will also be
important considerations. In this era of transpayeand accountability, it is important to hold
the board members accountable for their actionsceuy those who improve performance can
have their terms renewed. Specific targets coeldsét for them and performance measured

against these targets

5.5 Limitations of the study

The study was limited to the firms listed in theENB Kenya. The study managed to collect
information for 38 out of the 57 listed firms (67%$ome had either been suspended or de-listed
over the period under study. In some sectors indtion on the board composition was missing

from the NSE handbook resulting in some sectorgivatg a complete analysis.
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5.6 Suggestions for further research

The study was conducted on the listed firms in NS#y. The findings can be verified by
conducting the same study on other major parastatadl companies that are not listed on the
NSE. The study findings are according to the NSikdbaok information which may or may not
be completely accurate. The study can be conduotédd out other factors that may influence
the performance of the listed firms other than d@aze and number of board meetings in a year,

institutional investor shareholding, and CEO congadion.
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APPENDICES

Table 4.8Coefficients for performance of Industrialand Allied
Sector under Tobin Q

Standardized

Unstandardized Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) 37.166 14.897 2.495 .015
females 26.919 6.982 .515 3.856 .000
Boardsize -4.913 1.901 -.351 -2.584 .012
executive 7.430 1.975 .381 3.763 .000

a. Dependent Variable: Tobin Q

Table 4.9Coefficients for performance of Alternative Investment
Sector under Tobin Q

Standardized

Unstandardized Coefficients Coefficients

Model B Std. Error Beta t Sig.

1 (Constant) 71.015 16.458 4.315 .000
females 6.982 2.734 .628 2.554 .018
boardsize -4.815 5.409 -.642 -.890 .383
nonexecutive -5.138 6.732 -.305 -.763 .453
executive .897 5.332 .087 .168 .868

a. Dependent Variable: tobinQ
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Table 4.10 Board Structure and Performance of Compaies Studied

period n 2005 2006
Name of Co./ SectorsinNSE | F | 3B | NE | E RO TQ F 2B | NE | E RO TQ

Industrial & Allied

ARM 0 8 6 2 1.68 79| 0 9 6|3 1.13 16.5
Bamburi 1 6 5 1 0.53 279 | 0 5 4|1 0.58 42.9
BAT 1| 12 9 3 0.08 204 | 1| 12 913 0.02 19.6
Crown Berger 0 7 4 3 0.29 70| 0 8 5|3 0.29 8.7
E.A Cables 0 6 4 2 1.78 273 | 0 6 4| 2 -0.64 95.0
E.A Portland 0 9 7 2 1.09 19.2 | 0 9 712 0.39 26.4
EABL 1| 11 7 4| -0.32 742 1 1| 11 9| 2 -0.03 69.2
Sameer Africa 0 7 5 2 0.76 4310 7 5|2 0.13 4.8
Kenol 1 9 3 6 1.54 750 1 9 316 -0.16 102.0
Mumias 0| 11| 10 1 1.87 1221 11 10| 1 1.60 30.9
KP&LC 2| 10 9 1 0.27 55/ 1] 12 913 0.54 8.4
Total 0 8 3 5| -0.54 81,0 8 3|5 -0.09 6.9
Unga 0 8 6 2 0.34 39| 0 8 711 -0.07 3.6

Financial
BBK 4| 10 7 3 0.39 200 3| 10 6|4 -0.70 7.6
CFC Stanbic BK 0 9 7 2 0.31 115| 0 9 712 0.21 11.3
DTK 0] 10 8 2 0.18 79 1] 10 8|2 1.28 17.6
Housing Fnc KE 2 8 6 2 0.64 26.0 | 2 7 5|2 2.44 26.0
Centum 3 9 8| 12 0.04 133 | 1 9 8|1 0.56 19.9
SCBK 2| 11 5 6 0.20 266 | 3| 12 715 0.54 39.0
Panafric 0] 10 8 2 0.96 79, 0] 10 8|2 1.32 18.1
NIC 0] 10 7 3 0.05 96| 0| 10 6|4 1.09 19.4
KCB 2| 12 9 3 0.80 21.2 | 2| 12 913 1.19 44.7
NBK 1| 12 9 3 0.52 56 1| 10 713 1.02 11.3
Jubilee 0] 11 6 5 0.50 17| 0 8 711 2.94 6.4
Comm & Serv
Car& Gen 0 7 5 2 0.98 93| 0 7 512 0.58 23.4
cMmC 0| 10 7 3| -0.11 58, 0] 10 713 1.57 9.0
KQ 0 9 7 2 1.63 471 0 9 712 3.45 20.6
Marshalls 0 9 6 3| -0.14 30| 0 9 6|3 0.07 3.0
NMG 0] 12 9 3 0.15 379 | 0| 12 913 0.71 62.3
SG 2 8 5 3| -0.07 80| 2 8 513 0.65 13.3
TPS 2| 10 8 2 0.72 16.1 | 2 10 8|2 0.08 17.2
Alt Inv
Eaagads 0 7 5 2 0.00 28| 0 7 512 2.13 4.8
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Express Kenya 0 5 5 1 0.77 136 | 0 4 3/11 0.79 41.4
Kapchorua tea 2 8 5 0.05 19.7 | 2 8 5|5 0.51 29.5
Limuru Tea 0 7 4 3 -0.01 173 | 1 9 6| 3 0.04 17.5

Agricultural

Kakuzi 7 2 0.21 95| 0 7 4| 3 -0.12 8.4
Rea Vipingo 1 6 5 1.24 360 O 5 4|1 0.28 38.0
Sasini 11| 10 0.59 65| 0 9 7| 2 0.72 11.0

period n 2007 2008

Name of Co./ SectorsinNSE |F| 2B | NE E| RO TQ | F| B | NE | E| RO TQ
Industrial & Allied
ARM 0 9 6 3| 0.14 18.5/ 0 8 5| 3| -0.01 18.0
Bamburi 0 5 41| -0.06 39.1/ 0 5 41| -0.16 32.8
BAT 1| 12 7 5| -0.21 13.8/ 0| 11 74| 0.06 13.0
Crown Berger Q 7 4 3| 0.18 10.0/ O 7 4| 3| -1.02 4.9
E.A Cables 0 6 5 1| -0.11 82.3/ 0 7 5| 2| -0.58 51.7
E.A Portland 1 9 7 2| -0.15 218 0 9 54| -0.38 15.7
EABL 1| 11 8 3| 0.16 76.4 1| 11 8| 3| 0.28 98.8
Sameer Africa Q 7 5 2] -0.50 24/ 0 7 5|2 -1.02 1.2
Kenol 1 9 3/ 6| -0.05 95.0 1 9 36| -0.44 | 94.0
Mumias 1/ 11| 10| 1| -0.55 13.3 2| 12| 11| 1| -1.08 6.3
KP&LC 1| 12 9 3| 0.25 10.3/ 1| 12 93| 0.04 10.4
Total 0 8 3/ 5| 0.04 6.7/ 0 8 3|5 0.02 6.3
Unga 0 8 7 1| -0.18 29/ 1 9 6| 3| -0.08 2.7

Financial

BBK 2 9 7 2| 0.05 7.8/ 3 9 6| 3| -0.54 5.0
CFC Stanbic BK 0 9 7 2| 047 8.4/ 0| 10 6|4 -1.14 11.3
DTK 1| 10 7 3| 0.32 226 1| 10 8| 2| -0.36 16.0
Housing Fnc KE 4 9 8 1| -0.04 24.0 3| 12 8|4 -1.35 23.0
Centum 1 9 8 1| -0.73 53 1 9 8| 1| -0.05 5.0
SCBK 3| 11 6 5| 0.05 39.0/ 3| 11 6|5 -0.24 | 30.1
Panafric 1 8 7 1| 0.10 19.6| 1 7 6|1 -0.60 12.2
NIC 0 10 6 4| -0.38 12.3) 0| 10 6|4 -043 8.5
KCB 2 12 9 3| -0.88 51.6/ 3| 11 9|2 -0.18 4.6
NBK 1| 10 7 3| -0.19 9.1/ 1| 13 9|4, -0.09 8.3
Jubilee 0 8 7 1| -0.33 40.2/ 0 8 711 -0.71 22.9
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Comm & Serv
Car& Gen o 7 6 1| 0.27 30.1 0 4 4,0| -0.25 | 36.9
CMC 0/ 10 73] -0.87 11.3/ 0| 10 7/ 3] 021 8.9
KQ 0| 10 8 2| -0.08 18.6/ 0| 10 82| -081 | 10.2
Marshalls 0 9 6 3| 0.67 48/ 0 7 5/ 2| -0.27 3.7
NMG 1) 11 9/ 2| 0.08 64.8 1| 13| 10| 3| -1.25 | 28.6
SG 3] 10 6 4| -0.13 114 3 9 6|3 0.12 10.0
TPS 2] 10 8 2| -0.33 11.3/1| 10 9/1| -0.07 | 105
Alt Inv
Eaagads 0 7 5 2] -0.13 49 0 7 5/ 2] -0.23 2.6
Express Kenya 0o 7 6 1| 0.03 35.8/ 0 5 41| -0.88 29.0
Kapchorua tea 3 10 6 4| -0.25 22.0/ 3 9 6| 3| -0.47 14.7
Limuru Tea 9 5 4| 0.09 18.7/ 1 9 5/4| -020 | 15.2
Agricultural
Kakuzi 0 7 3 4| -0.14 6.6/ 0 6 3| 3| -0.55 4.6
Rea Vipingo 0 5 41| -0.20 33.0/ 0 5 411) -0.14 | 15.0
Sasini 11| 10| 1| -0.68 3.5/ 1 9 8/ 1 -1.26 1.5
period n 2009 2010
Name of Co./ SectorsinNSE |F| 2B | NE | E| RO TQ | F| B | NE | E| RO TQ

Industrial & Allied

ARM 0 7 43| 0.24 219 0 7 4| 3| 0.66 35.8
Bamburi 0 5 3/ 2 0.01 31.00 0 5 41| 0.25 37.2
BAT 0| 10 7| 3] 047 17.7, 9 10 7|3] 0.59 26.8
Crown Berger 0 5 23] 0.02 48/ 0 5 2| 3] 055 7.1
E.A Cables 0 7 5/ 2| -0.19 398 0 6 42| -0.15 31.8
E.A Portland 0 9 5/ 4| -0.10 13.8) 0 9 5 4| 0.64 22.7
EABL 1] 13 7|6] -0.23 720 2 11 8/ 3| 031 89.7
Sameer Africa Q 7 5/ 2| -0.08 10, 0 7 52| 054 15
Kenol 1/ 9 36| -0.19 790 1 9 36| -0.79 96.0
Mumias 1 12| 11| 1] -0.50 30/ 1] 12| 11)1| 1.21 6.4
KP&LC 1] 10 9|1 -0.28 7.1 1 10 91| 042 9.7
Total 0| 8 3/ 5| -0.04 58/ 0 8 3/ 5| 001 5.7
Unga 1, 9 6| 3| -0.26 200 1 9 6| 3] 0.10 2.0
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Financial

BBK 2 9 712 -0.06 45 2 9 72| 051 6.2
CFC Stanbic BK Q 10 6|4 -0.25 8.4, 3 10 9/ 1| 0.03 14.0
DTK 1 11 9/ 2 0.04 16.1 1 11 9/ 2| 0.95 30.4
Housing Fnc KE 2 11 8| 3| -0.05 2700 2 11 83| 051 23.0
Centum 2l 9 8|1, -0.59 201 9 81| 0.52 3.1
SCBK 3] 10 5/6| 0.08 299 3 10 5/6| 0.69 47.6
Panafric 1 7 6|1 -0.25 88 2 9 81| 052 12.7
NIC 0| 10 6| 4 -0.27 6.1 0 10 6| 4| 0.49 9.8
KCB 3] 11 9/ 2 -0.09 41| 3 11 9/ 2| 0.12 4.3
NBK 1| 12 9| 3| -0.09 75 1 12 9/ 3| 0.01 7.5
Jubilee 0 8 7/ 1| -0.03 2121 0 8 7/ 1] 0.65 33.5
Comm & Serv
Car& Gen o 4 41 0] -0.05 2000 0 4 40| 0.14 25.6
CMC 0| 10 7| 3| -0.45 8.3 0 10 7| 3| 0.32 9.2
KQ 0| 10 8|2 -0.60 39 0 8 6|2 2.09 11.8
Marshalls o 7 52| 0.27 48 0 7 5|2 -0.21 3.8
NMG 1| 13| 10| 3| -0.14 235 3 14| 10| 4| 048 33.3
SG 3] 9 6| 3| -0.23 76 3 9 54| 0.22 9.1
TPS 1| 10 9/ 1 -0.11 9.0 3 11, 10,1, 0.55 13.6
Alt Inv
Eaagads 0 7 5|2 -0.01 16| 0 7 52| 0.97 1.6
Express Kenya 0 4 41 0| -0.38 286 0 5 41| -0.03 55.1
Kapchorua tea 3 9 6| 3| -0.01 133 3 9 5|4 1.24 28.3
Limuru Tea 1] 9 6|3 0.02 152 1 9 5/4| 0.01 15.0
Agricultural
Kakuzi 0 6 34| 0.49 6.3 0 6 313| 1.65 16.1
Rea Vipingo 0 5 3|2 -0.32 2200 0 5 41| 0.68 15.0
Sasini 1 9 8,1 -0.17 1.2 1 9 81| 1.28 2.7
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