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ABSTRACT

This research was carried out to examine the impact of corporate governance practices on share companies’ financial 
performance by using panel regression approach. Data sources from 24 share companies for five years. The findings 
of robust FGLS estimation of panel regression using ROA and ROE as measures of financial performance revealed 
board of directors’ gender diversity (BDGD sig. at 5%) and size of share companies (SIZE sig. at 1%) have a positive 
association with return on assets and board of directors meeting attendance rate (BDMAR) in person has a positive 
association but not significant. The board of directors’ size (BS sig. at 5%), board of directors meeting frequency 
(BMF sig. at 5%) and board of directors’ leadership practice (BDLPR sig. at 1%) have a negative impact on return 
on assets. The paper also empirical findings ROE has a significant and positive association with board meeting 
frequency (p<0.05); board of directors’ gender diversity (p<0.05) and size of share company (p<0.01). And board of 
directors meeting attendance rate in person has a significant and negative relationship with ROE (p<0.01). However, 
no significant but negative association was found between ROE with board size and board of directors’ leadership 
practice. State ownership has also a positive association with ROA as well as ROE. The model is good fit with 
R-square value of 84 and 93% for model one (ROA) and two (ROE) respectively. The study concluded that corporate 
governance practices of Ethiopian share companies are not going on the way what it should be in line with the 
changing landscape of corporate business environment for the reason that boards of directors elected and working in 
companies lack true independence and the required skills and knowledge. Awareness gap as to corporate governance; 
mal-governance practice in recruitment and selection, lack of up to date regulatory framework; absence of specific 
policy framework, national principles and codes results unstructured governance practices to be practiced. All these 
cause the problem of ethics, disclosure and transparency, corruption, nepotism, tribalism etc. and this research can 
be extended further by incorporating variables that can show the external corporate governance practices and other 
sectors.
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INTRODUCTION

Good corporate governance practice is a gauge how companies 
are directed and controlled become a key topic and received 
wide attention both in practice [1-3] and in academic research 
[4-6]. International financial scandals at WorldCom, Enron, and 
other companies highlighted the importance of good corporate 
governance practices and the oversight of a corporation’s 
managements and ethics of board of directors in the company’s 
governance are major concerns [7]. The research gap is in case 
of underdeveloped countries dearth of research. CG practices of 
Ethiopian share companies are not going on the way what it should 
be however a changing landscape of corporate business environment 

in the country where the activities of corporate business operations 
today are like those developed nations but not in governance 
practice. Furthermore, the issue of corporate governance practices 
on firm financial performance has been exhaustively studied for 
decades’ especially in developed countries and yet ambiguity and 
incongruence continue to prevail [8]. Consequently, the study 
crafted to examine the impacts of corporate governance practices 
on share companies’ financial performance in Ethiopian where 
companies operating their business in the absence of organized 
stock market, up to date regulatory framework and corporate 
governance systems that can induce good corporate governance and 
performance. The study also intends to contribute to the corporate 
governance literature in under developed countries context where 
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the dearth of literature and professionals actually sited seriously.

EMPIRICAL STUDIES AND HYPOTHESIS OF 
THE STUDY

4.1 Board size

In Ethiopia, the corporate governance directive for financial 
institutions issued by NBE in 2015; specify the size of the board 
to be at least nine in insurance and banking sector and seven in 
microfinance sector. However, the board of directors as the most 
important control mechanisms in a company’s internal governance 
structure [9] as to their size there are two schools of thoughts. One 
state smaller board size often is more cohesive and work more 
effectively than larger boards [10]. Studies supporting this school 
of thought [11-18] depicted there is significant negative correlation 
between board size and corporate performance measures. The 
second school of thought argues large board size improves 
company performance decision making precision is reduced if the 
number of directors is too small because there may not be adequate 
discussion of issues involved. Studies empirically find board size 
have positive significant influence on company performance 
[19-25]. Still inconclusive result is reflected. In this research the 
ability of board of directors to control and promote value-creating 
activities is more likely to increase with the increase of directors 
on the board with more directors, the collective experience and 
expertise of the board will increase, and therefore, the financial 
performance of companies would be higher [26]. Therefore, the 
study hypothesized that: the board of directors’ size is positively 
related with share companies’ financial performance.

Board meeting frequency

According to Ethiopian National Bank draft corporate governance 
directive 2014 and (directives No. SBB/62/2015), financial 
institutions are encouraged to have regular board meetings at least 
once in a month; board meetings and attendance of the meetings 
are considered to be important channels through which directors 
obtain firm specific information and able to fulfil their monitoring 
role. Board meeting frequency, measured by the number of 
meetings the board holds on average each year, is an indicator of 
board involvement and diligence in strategic decision-making as 
cited by Li [27].

Board meetings are significantly and positively associated with 
company performance Adawi and Rwegasira [28] and Satirenjit, 
et al. [25] specifically test the effects of board meeting on firm 
accounting performance they concluded that board diligence in 
terms of board meetings is found to have an adverse effect on firm 
performance. However contradictory findings Malik and Nehra 
[29] stated the more frequent the meetings, closer the supervision 
and control over managers, the more relevant would be the advisory 
role. The bulk of board’s work is carried out in meetings and board 
meetings can therefore be used to measure the contribution by 
board members to ensure their full commitment and engagement 
in overseeing the running of the company business and monitoring 
management it is hypothesized that: There is a positive relationship 
between board meeting frequency and Share Company’s financial 
performance.

Board of directors leadership practice

Best practice boards have the capacity to make objective and 
unbiased economic decisions. Objective and unbiased judgment 

is also necessary to protect the company and its shareholders 
from the possible negative effects of conflicts of interest. The way 
boards typically achieve these goals is by having independent board 
members (IFC, 2012). Fama and Jensen [9] described the role of 
the board of directors as an integral internal corporate governance 
mechanism in mitigating agency problem. The board reduces the 
agency conflict by separating the management and control aspects 
of the decision-making process. The renowned agency theory and 
Corporate Governance (CG) codes around the world advocate 
independence of corporate boards [30]. Therefore, in this research 
since there is no the practice of outside directors in the governance 
practice in Ethiopian context the board of directors’ leadership 
practice is measured by using dummy variable of duality as a proxy 
variable i.e. whether the chief executive officer is distinct from the 
chairman of the board to ensure the boards independence due to 
the fact that CEO duality is an obstacle for the independence of the 
board of directors [31]. Fama and Jensen [9] claims that CEOs who 
also hold the board chair position exert undue board influence, 
compromising the strength of board’s governance furthermore 
Finkelstein and D'Aveni [32] noted that according to agency theory 
joint structure promotes CEO entrenchment by reducing board 
monitoring effectiveness. The Cadbury Report of 1991 supported 
the two posts should be separated. Hence in this study duality 
is an indicator of weak governance practice which causes weak 
company performance the study hypothesis: There is a negative 
relationship between board of directors’ leadership practice and 
Share Company’s financial performance.

Board room gender diversity

The other most common features of board of directors that 
receives progressively attentions in the corporate governance 
literature and regulatory discussions now a day is board room 
diversity increasingly considered as a significant mechanism of 
good corporate governance. Thus, the question arises whether 
a heterogeneously or rather a homogenously composed board 
contributes to the efficiency of a company’s management and 
monitoring. Management board diversity is characterized by 
attributes like gender, age, nationality and functionality [33]. The 
issue of women on board is gaining attention globally and gender 
composition of the board of directors is one current governance 
issue facing corporate organization today [34]. The composition 
of the board fundamentally determines its effectiveness. Effective 
boards have diversity, different backgrounds, and a multiplicity of 
skills and opinions. One of the most significant governance issues 
currently facing the managers, directors, and shareholders of the 
modern corporation is the gender, racial, and cultural composition 
of the board of directors [35]. Gender diversity is of the factors 
discussed in corporate governance and performance research and 
empirical findings confirmed that companies with the highest 
proportion of females in the board room outperform than lowest 
proportion [36-40]. These studies pointed out woman has a better 
overview on the complex issues, attending more boards meetings 
and tend to influence larger public transparency. Catalyst [41] 
stated that the group of companies with the highest representation 
of women on their top management teams experienced better 
financial performance than the group of companies with the lowest 
representation of women. The study hypothesizes: The greater the 
share company’s proportion of female directors on its board room 
the better its financial performance.
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Board of directors meeting attendance rate

An essential way that a board exerts its influence on its company 
is coming through decisions and plans made in board meetings. 
The directors of a share company have to attend their board 
meetings to monitor, stipulate and supervise the company or to 
make strategic decisions. Failure to regularly attend board meetings 
can be seen as a director is unwilling or unable to fulfil his or her 
duties whereas attending board meetings is a signal to accomplish a 
director’s responsibility and should be associated with subsequent 
higher company performance. Empirical findings indicated the 
tendency to be absent from board meetings is associated with the 
high number of board meetings whilst the tendency to attend 
more board meetings is associated with the increase in age, 
tenure, and director ownership [42]. Min and Chizema [43] stated 
regular board meeting attendance is important in improving the 
effectiveness of a governance system. As per the requirement of 
licensing and supervision of banking business bank corporate 
governance directives no. SBB/62/2015 and licensing and 
supervision of insurance business corporate governance directives 
no. SIB/…/2015, financial share companies are encouraged to 
have regular board meetings held at least once in a month for 
discharging duties and responsibilities and a director shall attend 
in person at least 75% of the board meetings within a year. Failure 
to do so, unless adequately justified and accepted by ordinary 
general meeting of shareholders, will render automatic cancellation 
of his/her/its seat on the board. Therefore, the study hypothesis: 
The higher the proportion of Share Company’s board of directors 
meeting attendance rate in person has a positive correlation with 
Share Company’s financial performance. In addition, in most 
corporate governance research studies, firm size and leverage were 
used as control variables and the natural logarithm of total assets 
were used as a proxy for firm size while the ratio of total noncurrent 
liabilities divided by total assets were used as a measure of leverage 
in this study.

Corporate performance measures

One of the most important functions that corporate governance 
can play is in ensuring the quality of the financial reporting process. 
Better corporate governance is supposed to lead to better corporate 
performance by preventing the confiscation of controlling 
shareholders and ensuring better decision making. Most previous 
research considered corporate performance as dependent variable 
and measured on the basis of accounting measures such as ROA, 
ROE, NPM, EPS etc., for the short term analysis of operating 
performance; and market measures such as Tobin’s Q and market 
to book value ratio the most widely used long-term proxy for 
firm valuation of performance [44-46]. In Ethiopia there is no 
organized stock market indicating the market information of 
firms hence the market measuresare not considered as a proxy to 
measure share companies’ long term performance. In this study 
the accounting measures of profitability measures of short term 
performance are the appropriate and the most common measures 
used to gauge financial performance of return on asset (ROA) and 
return on equity (ROE) used. Return on Assets reflects the ability 
of company’s management to generate profits from the company’s 
assets, although it may be biased due to off-balance-sheet activities 
[25,47].

Annual Net Income After TaxROA =
Total Assets

Return on equity is the other accounting based measures of 
performance in corporate governance literature and research 
[25,44-46]. It is the amount of net income returned as a percentage 
of shareholder’s equity. It measures profitability of company by 
evaluating that how much income a corporation earns with the 
capital contributed by shareholders. Return on equity is a very 
important measure because it reflects the productivity of the 
ownership capital employed and represented in term of percentage. 
It is calculated as:

Annual Net Income After TaxROE =
Shareholders Equity

RESEARCH METHODOLOGY

The linear panel regression model

The researcher employed an econometric model of linear panel 
regression model. A panel data analysis allowed in identifying the 
effects and relationships of various corporate governance practices 
on corporate performance of different companies. The panel data 
estimation is often considered to be an efficient analytical method 
in handling econometric data [48-51]. The basic Pooled linear 
panel econometric model is specified as follows:

SHACOPERF
it
=β0+β1BS

it
+β2BMF

it
+β3BDGD

it
+β4BDMAR

it
+β5

BDLPR
it
+β6SIZE

it
+Ɛ

it

Where i=1, 2…n is the share company index, t=1, 2…T is the time 
index,

SHACOPERF
it
=share company i performance at time t as expressed 

and measured by ROA and ROE,

β0=Intercept,

BS
it
=Board size of share company i at time t,

BMF
it
=Board of directors meeting frequency of share company i at 

time t per annual,

BDMAR
it
=Board of directors meeting attendance rate in person of 

share company i at time t,

BDGD
it
=Board of directors’ gender diversity of share company i 

at time t,

BDLPR
it 
=Board of directors’ leadership practice for share company 

i at time t,

SIZE
it
=Size of share company i at time t,

Ɛ
it 
=The error term for share company i at time t.

Panel regression model approaches

For panel data there three model approaches to be employed the 
common constant model, fixed effect model and random effect 
model [48,49,52,53]. To determine which approach to employ the 
Hausman test was carried out in this study.

Data sources

Secondary data of financial reports obtained from national bank 
of Ethiopia and the study used panel datasets for the study periods 
of 2011-2015 of 24 share companies. Data on board of directors’ 
characteristics and governance practices collected directly from 
each of financial share companies through questionnaire.
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Data analysis

Based on diagnostics test results the study used fixed effect model 
and General Least Square (GLS) multivariate regression analysis 
estimator is employed to analyse or evaluate the influence of each 
corporate governance practices on share companies’ financial 
performance in Ethiopia and to test the hypothesis developed. It 
is obvious from classical theory that the GLS estimator is unbiased 
and (from the Gauss-Markov theorem) it is the best linear unbiased 
estimator (BLUE) of the parameters. In this study to decide 
which panel data estimator to use the HETCOEF of each model 
were taken into account based on the recommendation given by 
Reed and Ye [54] for large values of groupwise heteroscedasticity 
(HETCOEF>1.67), both FGLS (groupwise heteroscedasticity) and 
FGLS (groupwise heteroscedasticity+serial correlation) provides 
consistent efficiency gains relative to other estimators. In contrast, 
no one estimator is distinctly preferred when HETCOEF falls 
below this value. Hence the researcher used the robust weighted 
least square technique of heteroscedasticity consistent estimation 
method of FGLS because of the fact that the estimator helps to 
make efficient estimate on the models used with robust result. 
Eviews-7 and Eviews-9SV used for analysis.

RESULTS AND DISCUSSION

Introduction

Descriptive analysis was performed and then specification 
testing of the panel model which involved testing for unit root, 
pool ability and residual based tests (cross-sectional dependence, 
autocorrelation and heteroscedasticity) carried out before fitting 
the suggested models.

Descriptive statistics analysis

The common statistics results for all 24 share companies for the 
study periods of 2011-2015, are illustrated in the following two 
tables. The result in Table 1 portrayed the average ROA ratio 
shows 4.35, while the standard deviation was found to be 0.99 
from the mean value and the minimum and maximum being 2.89 
and 6.66, respectively showing less dispersion and the average 
value of ROE was 29.41 having a minimum value of 10.70 and a 
maximum value of 49.18. The standard deviation of ROE was 9.31 
which show the variation high variation of performance among the 
share companies with regard to ROE depicted.

The summary statistics for the predictors used reported in Table 2. 
The average board size of share companies for the study period is 

nearly with the minimum size of 6 and maximum of 12 members 
ranged within the requirements of the commercial code under 
Art.347 (2) stated an incorporated body should have a minimum 
of 3 and a maximum of 12 board of directors; Even if, banking 
sector share companies shall have at least nine board of directors as 
per licensing and supervision of banking business bank corporate 
governance directives no. sbb/62/2015 complied with the average 
of the results of the study.

The board’s average annual meeting frequency of about 23 was 
with minimum board meeting frequency of 5 and maximum of 
48 board meetings per year. The standard deviation was 10.44 
pointed out high dispersion of board meeting frequency among 
share companies from the average value. The average proportion of 
female board of directors was 10.63% having a minimum of zero 
percent and a maximum of 40% and the standard deviation of 8.41 
indicating high dispersion of in female involvement in the board 
of directors. Average of the board of directors meeting attendance 
rate is 82% having a minimum of 70% and a maximum of 95% 
and the standard deviation of 6.03 implies there is less variation 
in board of directors’ board meeting attendance rate among the 
share companies under this study. With respect to the average 
of sample share companies size is Br.14651.67 million having a 
minimum value of Br.65.36 million and a maximum of 246772.7 
million and the standard deviation of share company size among 
the sample share companies was Br.44691.42 million indicated 
size of the share companies selected for the study is heterogeneous 
and highly varied considering the minimum and maximum size 
and also standard deviation values.

Specification test results

Unit root test: Unit root test performed to avoid spurious 
regressions to check the stability of the panel data before the 
panel estimation assessed. This study employed Levin, Lin and 
Chu t* (LLC) test for testing. The test employed at level by using 
individual fixed effects as regressors, and automatic lag difference 
term and bandwidth choice using the Schwarz criterion for the lag 
differences and the Newey-West method (NWM) and the Bartlett 
kernel for the bandwidth. The results in Table 3 indicated the 
p-values are less than α (0.05) for all of the variables so reject H0 the 
assumption before the estimation of the multi-variate regression 
model is met i.e., all the variables are stationary at level that shows 
variables are not stationary over time.

As shown above the result in Table 3, all variables are integrated of 
order zero. This validates the panel data could be used to perform 

Statistics ROA ROE

Mean 4.351083 29.41417

Maximum 6.66 49.18

Minimum 2.89 10.7

Std. Dev. 0.989683 9.312376

Skewness 0.478005 0.05865

Kurtosis 2.239188 2.234068

Jarque-Bera 7.463944 3.002056

Probability 0.023946 0.222901

Observations 120 120

Table 1: The results of descriptive statistics of share companies performance 
variables. Source: Worked out from secondary data and result from the 
package.

Statistics BS BMF BDGD BDMAR SIZE

Mean 9.191667 23.14167 10.6345 82.02783 14651.67

Maximum 12 48 40 95 246772.7

Minimum 6 5 0 70 65.36000

Std. Dev. 1.513501 10.44578 8.411971 6.026206 44691.42

Skewness 0.329601 0.48136 0.506885 -0.123507 4.128668

Kurtosis 2.566035 2.754376 3.244968 2.008621 19.22881

Jarque-Bera 3.11436 4.935802 5.438701 5.219244 1657.789

Probability 0.210729 0.084763 0.065918 0.073562 0

Observations 120 120 120 120 120

Table 2: Descriptive statistics of share companies corporate governance 
practices. Source: Worked out from secondary data and result from the 
package.
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authentic regressions. For a stationary series, ‘shocks’ to the system 
will gradually die away. That is, a shock during time t will have a 
smaller effect in time t+1, a smaller effect still in time t+2, and so 
on. So that the use of non-stationary data can lead to spurious 
regressions because of the persistence of shocks will always be 
infinite and for a non-stationary series the effect of a shock during 
time t will not have a smaller effect in time t+1, and in time t+2, 
t+3, etc. [49].

Hausman tests: Once Hausman test is carried out and ensured the 
random effect is not appropriate next which model to select either 
pooled or fixed effect model were evaluated by using likelihood ratio 
test of redundant fixed effects tests. To evaluate the pool ability of 
the samples or to determine whether the fixed effects are necessary 
or not a redundant fixed effect test were carried out in EViews. 
There are three different redundant fixed effect tests, each in both 
χ2 and F-test versions. The probability value of F-test statistic result 
(p>0.0000) for both models, indicated the individual effect was 
significant so that mixed regression could not be used instead the 
panel model had to be used. In deciding which panel model to use 
the random effects or the fixed effects model is determined by the 
Hausman test result. The null hypothesis of the test was that the 
random effect method is the preferred regression method. Table 4 
depicted the fixed effect is the appropriate approach and the study 
used fixed effect model for further analysis because the p-value for 
the test is less than 1%, indicating that the random effects model 
is not appropriate and that the fixed effects specification is to be 
preferred [49].

Residual tests: After checking that the fixed effects model is 
the appropriate model for further analysis the presence of non-
spherical errors of Cross-Sectional Dependence, Serial Correlation 
and Heteroscedasticity were checked.

Tests for cross-sectional dependence: Contemporaneous correlation 
test carried out in this study with the null hypothesis of no cross-
section dependence in residuals. The study confirmed the Pesaran 

CD test indicated an insignificant p-value of 0.1660 and 0.2214 
respectively for model one and two indicating the absence of cross 
sectional dependence of the residuals.

Tests for serial correlation: One of the assumptions of the regression 
model is that the errors are uncorrelated [55]. The best-known test 
statistic for serial correlation is the statistic proposed by Durbin 
and Watson and commonly referred to as the DW statistic. The 
result indicated that there is no autocorrelation. In case of the 
first and second model the value of DW 1.8 and 2.12 respectively 
which is approximately 2.0 implies there is no the problem of 
autocorrelation.

Tests for heteroscedasticity: The assumption where the variances of 
the error terms of a regression model are assumed to be constant 
over different sample observations. The heteroscedasticity test 
was done with help of Breusch-Pagan Lagrange Multiplier test 
and HETCOEF as a measure of group wise heteroscedasticity. 
The result indicated in both models that LM-stat<χ 2

6,5%
. The 

residuals in the regression have the same variance in both 
models and the null hypothesis should be accepted. Group 
wise heteroscedasticity coefficient (HETCOEF) as a measure of 
group wise heteroscedasticity was determined for both models by 
following Reed and Ye (2011) procedures and recommendation. 
Subsequently, HETCOEF for model one is 1.694023-1.69 and for 
model two is 1.45968-1.46. This implies the degree of group wise 
heteroscedasticity present in model one which is greater than the 
value of 1.67 thresh hold but not in model two that shows a value 
of 1.46 which is less than 1.67.

RESULTS AND DISCUSSIONS

Correlation analysis is an acceptable technique for measuring the 
association between variables Agung [50] stated that most students 
and less experienced researchers do not pay much attention to, or 
do not even know that correlation analysis can be used to replace 
data analysis based on simple linear regression. To identify the 
relationship among the corporate governance practice variables 
and share company financial performance Pearson correlation 
coefficients were used. Table 5, reveals the relationships of the 
dependent variables with the independent variables. Therefore, 
ROA has negative significant relationship with board size; positive 
significant relationship with board of directors meeting attendance 
rate and size of share company at p-value less than 1% in all 
cases. But it has negative not significant relationship with board 
of directors meeting frequency and board of directors’ leadership 
practice and positive but not significant relationship with board of 
directors’ gender diversity. Further, the result pointed out return 
on equity has a negative significant correlation with board size and 
board meeting frequency at significant level of 1%, however, no 
significant correlation with board of directors’ gender diversity and 
size of Share Company but positive relationship; board of directors’ 
meeting attendance rate and board of directors’ leadership practice 
having negative relationship.

Panel regression estimation and hypothesis results and 
discussion

FGLS estimation results: The result in Table 6 illustrated board of 
directors’ size (BS, sig.5%), board of directors meeting frequency 
(BMF, sig. 5%) and board of directors’ leadership practice (BDLPR, 
sig. 1%) reflected a negative impact on financial performance ROA. 
And board of directors’ gender diversity (BDGD, sig. 5%) and 

Variables  p-value Statistics

ROA 0 -16.1918

ROE 0 -13.549

BS 0.0154 -2.16011

BMF 0 -6.67196

BDGD 0 -9.82665

BDMAR 0.0024 -2.81565

SIZE 0 -19.1026

Table 3: The Results of Levin, Lin and Chu t* (LLC) Unit Root Test. 
Source: Worked out from secondary data and result from the package.

A. Correlated random effects - Hausman Test Model one

Equation: Untitled

Test cross-section random effects

Test summary Chi-Sq. Statistic Chi-Sq. d.f. Prob. 

Cross-section random 80.847942 6 0 

B. Correlated random effects - Hausman Test Model two 

Equation: Untitled

Test cross-section random effects

Test summary Chi-Sq. Statistic Chi-Sq. d.f. Prob. 

Cross-section random 34.08033 6 0

Table 4: The results of correlated random effects Hausman Test. Source: 
Worked out from secondary data and result from the package.
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size of share companies (SIZE, sig.1%) indicate a positive impact 
on share company financial performance of ROA. The board 
of directors meeting attendance rate (BDMAR) in person has a 
positive association with share company’s financial performance 
of return on assets but not statistically significant. On the second 
model Table 6, presents the results of a FGLS regression with a 
robust standard error of corporate governance practices on Share 
Company’s financial performance of ROE in Ethiopia. The result 

show that ROE has a significant positive association with board 
meeting frequency (p<0.05); board of directors’ gender diversity 
(p<0.05) and size of share company (p<0.01). Board of directors 
meeting attendance rate in person has a significant and negative 
relationship with ROE of (p<0.01). However, not significant but 
negative association is found between ROE with board size and 
board of directors’ leadership practice.

The results of the FGLS revealed that corporate governance practice 

Correlation

Prob. ROA ROE BS BMF BDGD BDMAR BDLPR SIZE

LOGROA 1

-----

ROE 0.491652 1

0.0000*** -----

BS -0.343023 -0.508792 1

0.0001*** 0.0000*** -----

BMF -0.094675 -0.44552 0.393197 1

0.3037 0.0000*** 0.0000*** -----

BDGD 0.09903 0.103735 0.21374 0.076838 1

0.2819 0.2595 0.0191** 0.4042 -----

BDMAR 0.304284 -0.045763 0.074316 0.156799 0.152153 1

0.0007*** 0.6197 0.4198 0.0872* 0.0971* -----

BDLPR -0.021026 -0.118359 0.102935 0.101898 -0.00739 0.119923 1

0.8197 0.1979 0.2632 0.2681 0.9362 0.192 -----

SIZE 0.316522 0.071578 0.330148 0.062432 0.047585 -0.088211 0.110769 1

0.0004*** 0.4372 0.0002*** 0.4981 0.6058 0.338 0.2284 -----

***, **, and * indicate the significance level at 1, 5 and 10%, respectively.

Table 5: The results of correlation matrix of the variables during 2011-2015. Source: Worked out from secondary data and results from the package.

Variables FGLS Fixed Effect Results

(1) Model One(ROA) (2) Model Two(ROE)

Coef. Std. Error T-Statistic Coef. Std. Error T-Statistic

Constant -0.072352 0.270292 -0.267682 15.99663 3.690578 4.334451

-0.7896 (0.0000)***

BS -0.025599 0.012758 -2.006399 -0.339972 0.311518 -1.091338

(0.0478)** -0.278

BMF -0.005814 0.002716 -2.140866 0.208034 0.092506 2.248873

(0.0350)** (0.0270)**

BDGD 0.005267 0.002386 2.207945 0.061219 0.025968 2.357497

(0.0298)** (0.0206)**

BDMAR 0.002232 0.002322 0.961398 -0.201692 0.025876 -7.794654

-0.3389 (0.0000)***

BDLPR -0.097682 0.034076 -2.866563 -0.151186 1.458116 -0.103686

(0.0052)*** -0.9176

SIZE 0.220039 0.03908 5.630471 3.652794 0.332229 10.9948

(0.0000)*** (0.0000)***

R-Square 0.843535 0.931768

Adjusted R-Square 0.793118 0.909783

F- Statistics 16.73128 42.38056

0 0

DW-Test 2.060172 2.284581

Observations 120 120

***, ** and *indicated the significant level at the 0.01, 0.05 and 0.1, respectively.

Table 6: FGLS estimation. Source: Worked out from secondary data and results from the package.
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variables in the first and second model are good fit with R-square 
value of 84 and 93%. This implies that the corporate governance 
practice explanatory variables used in the study able to explain the 
explained variable financial performance (ROA) and (ROE) to the 
extent of 84 and 93% the remainder percentage is unexplained 
portion due to errors and other factors. The t-statistics of most 
of the explanatory variables are significant at 5% significant level 
implies both models are good at most of explanatory variables in 
the study. In addition, the F-statistics for the first and second model 
is also statistically significant at zero p-values to five decimal palaces 
and having the statistical values of 16.73 and 42.38, respectively 
which confirms that the overall significance of the prediction 
power of the regression models of the study assuring the goodness 
of fit of the regression.

Discussion on the implication of results: The finding shows 
board size has negative association with financial performances of 
share companies ROA (at 5% sig.) and ROE (not sig.). The first 
hypothesis is not accepted. The finding implies that the larger the 
board size the weaker the financial performance. The results of this 
study comply with similar empirical findings when there are many 
board members, it might be difficult to reach agreements, and 
therefore the board might be less efficient as board size increases 
[19,47,56] and consistent with economics and social psychology 
theories about decision making which argued that a group’s 
final decision is a compromise of varied opinions and Business 
Roundtable [10], support smaller boards often are more cohesive 
and work more effectively than larger boards. Therefore, this study 
identifies board size and composition is important determinants 
of board of directors’ effectiveness. The size should be large 
enough to secure sufficient expertise on the board, but not so large 
that productive discussion is impossible and free-riding among 
directors is prevalent; a board of directors should have a mix of 
inside or executive and outside or independent board of directors 
with a variety of experience and core competence to make effective 
judgment on the management’s performance objectively. Too big a 
board is likely to be less effective in substantive discussion of major 
issues and to suffer from free-rider problems among directors in 
their supervision of management.

Although, board size is an important attribute of board structure 
which is determined on the basis of how much it influences the 
communication and coordination and control management of a 
company [26] and one of the more contested areas in corporate 
governance concerns the role of boards of directors regarding 
strategy and innovation argued that the effectiveness of the size 
of the boards is contingent on business strategy and business 
environment [57-59]. It is contingent also on the characteristics 
of firms and government regulation pertaining to corporate 
governance [60]. Based on results there are companies with large 
board size but the board members have a limitation on skills and 
expertise on managing and designing strategies that could make 
their company profitable like diversification strategy, relates to a 
greater board size, to seize new market opportunities and utilize 
technological and financial capabilities more efficiently this is 
confirmed from interviewee.

The results indicated that board meeting frequency has statistically 
significant relationship, at (p<0.05), with financial performance. 
The results revealed there is a negative association with return 
on assets and a positive association with return on equity. The 
hypothesis in model one is not accepted but empirically accepted 
in model two. This might be possible due to variation on the 

characteristics of board of directors meeting reaction (reactive-
proactive) to the decision that they passed and its impact on 
performance and the other reason the existence of debts on the 
second model. Malik and Nehra [29] stated the more frequent 
the meetings, closer the supervision and control over managers, 
the more relevant would be the advisory role. All these will lead 
to a positive impact on the performance (proactive boards). On 
the other hand, frequent meetings (BMF) might also be a result of 
board's reaction to poor performance or reactive boards hence, this 
study empirically finds the boards frequency of meeting on return 
on assets point out the feature of a reactive board whereas on 
return on equity shows proactive boards characteristics indicating 
in consistencies of results. Further, this study complies with 
what Jensen [61,62] argues that boards of well-functioning firms 
should be relatively inactive and exhibit few conflicts. Frequently 
scheduled meetings generate costs including travel expenses, 
managerial time, administrative support and directors’ meeting 
fees like refreshments. As a firm’s performance declines, boards 
of directors are most likely to become more actively scrutinized by 
owners and are likely to meet more often to meet the declining 
value. The benefits to increased board of directors of the company’s 
activity will include more time for boards of directors to discuss, 
set strategy and monitor management. Therefore, there could be a 
positive or negative relationship between board meeting frequency 
and financial performance measures what we call inconclusive 
result exists what actually matters are the context of the boards 
activity [63].

Studies empirically find a negative association between board 
meeting frequency and financial performance of a firm are 
[25,34,64]. According to Aguilera et al. [63] such inconsistencies in 
corporate governance research are common and can be explained 
by the fact that corporate governance-performance relationships 
seems to vary with respect to contexts. The decision is the impact of 
the board of directors meeting frequency on financial performance 
depends on the characteristics of performance the board meetings. 
If it is proactive for good performance where the benefits of the 
meeting out-weights the costs (managerial time, travel expenses, 
administrative support and directors’ meeting fees) it has positive 
impact in model two (ROE). On the contrary, if it is reactive that 
is for poor performance where the cost of the meeting out-weights 
the benefits it results negative association in the first model (ROA).
Board of directors’ leadership practice has a negative association 
with financial performance at 1% sig level with return on assets but 
not significant with return on equity the results are as expected by 
the researcher and the hypothesis is accepted in both models. The 
negative association implies that if the CEO of the company has 
the role of chairperson in the board it has a negative impact on the 
financial performance. The result complies with agency theorists 
and empirical findings carried out. Agency theory argue that 
the same person should not hold the chief executive officer and 
chairman roles at the same time that will reduce the effectiveness 
of board monitoring roles [32].

Board of directors’ gender diversity has a positive association with 
financial at significant level of 5%. The results are as expected 
and the hypothesis is accepted in both models. The result 
contraindicated that the higher the proportion of female board 
of directors in the board room the better financial performance. 
That is female directors enhance boards of directors’ effectiveness 
companies with higher proportion of women board of directors 
perform better than with lower proportion of women on their 
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board room. Empirical confirmed that women board of directors 
are giving the benefits of improved financial performance, 
increased employee and customer satisfaction, improving investor 
confidence and greater market knowledge and reputation. Those 
analogous findings provide evidence on the positive and direct 
association between gender diversity in board room and corporate 
performance [36,37,40,41,65]. Since gender diversity helps to 
reduces corporate inefficiencies and enables companies to come 
closer to their optimal performance therefore, the Ethiopian 
companies should take the advantage of improving their company 
by involving more women in the governance structure.

Board of directors meeting attendance rate in person (BDMAR) 
shows insignificant positive association with return on assets but 
negative and significant association with return on equity at1% 
significance level. The result implies that board of directors meeting 
attendance rate revealed not statistically significant relation or 
influence with return on assets as a proxy measure for financial 
performance of share companies. But the result showed BDMAR 
has a significant and negative effect on the performance of share 
companies’ return on equity. The result entails that the higher the 
board of directors meeting attendance rate the lower the return 
on equity due to the poor performance of the meeting outcome 
that causes the cost of the meeting of the attendees out-weight 
the benefits of the meeting (return on equity). The newly issued 
corporate governance directive stated every director is expected 
to attend in person at least 75% of the board meetings within a 
year. This study not able to show adequate empirical support to 
this restriction regular board meeting attendance is important 
in improving the effectiveness of a governance system [43]. The 
control variable size of share companies (SIZE) has a positive and 
significant association with return on assets and return on equity 
at 1% significant level entails the larger the total assets of share 
companies the better the financial performance of the company 
that is consistent with earlier studies [66-73].

CONCLUSIONS AND POLICY IMPLICATIONS

The study result proved board of directors lack the required skill 
like diversification strategy relates to a greater board size, to seize 
new market opportunities and utilize technological and financial 
facilities more efficiently which was confirmed from interviewee 
too. Board of directors’ frequency of meeting and board of directors 
meeting attendance rate in person depends on the attributes of 
performance of the board meetings performed. If it is proactive 
where the benefits of the meeting out-weights the costs it has 
positive impact on financial performance on the contrary, if it is 
reactive where the cost of the meeting out-weights the benefits its 
impact is negative on financial performance. Board room gender 
diversity has a positive and significant association with financial 
performance of share companies the result contraindicated that 
the higher the proportion of female board of directors in the board 
room of companies the better financial performance. The negative 
association between leadership practice and financial performance 
confirmed if the CEO of the company has the role of chairperson 
in the board it affects negatively the financial performance of the 
company and the involvement of female directors enhances boards 
of directors’ effectiveness in companies where higher proportion 
of women board of directors performs better than those share 
companies with lower proportion of women on their board room. 
Duality has a negative impact which complies with agency theorists 
and empirical findings carried out on the subject and being owned 

by state means having a good governance practice which in turn 
shows better financial performance.

LIMITATIONS OF THE STUDY AND DIREC-
TION FOR FUTURE RESEARCH

While corporate governance practices and its impact on corporate 
performance is all-round and widely applicable concept in 
different sectors this study is confined to financial sectors and 
representativeness of sampled share companiess in terms of much 
broader or wider Ethiopian companies’ corporate governance 
environment can be extended by taking into account other 
corporate sectors. For the purpose of gauging the financial 
performance of share companies the market measures were not 
taken into consideration only the accounting measures of financial 
performance used because of the absence of organized stock 
market that limits to get the market data. The long term measures 
of performance were not considered. Therefore, this research work 
could be extended by taking into account other internal corporate 
governance practices which is not considered and external 
corporate governance practices not considered.

RECOMMENDATIONS

• Share companies’ boards of directors should be suitably 
composed of non-executives and truly independent members 
professionally competent as well as able to provide a mixture of 
core competencies.

• Share companies should consider their board room gender 
diversity in the governance structure it has a positive impact and 
helps to reduces share companies’ inefficiencies.

• The CEO of the share companies should not have the role 
of chairperson in the board leader ship practice since it affects 
negatively the financial performance of the company.
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