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Abstract

Corporate decisions may be influenced by institutional shareholders and the effect on
corporate policies may change with the level of institutional ownership. Hence, this study
examined the causality between institutional shareholding and corporate governance
mechanisms of selected deposit money banks in Nigeria. The study used fifteen (15)
deposit money banks quoted on the Nigerian Stock Exchange. The study employed
secondary data which was obtained from Audited Annual Report of the selected banks in
Nigeria for a period of ten years (2006- 2015). The data obtained were subjected to
Granger causality test to determine the causal relationship between institutional
shareholding and corporate governance. The findings show that there is bi-directional
causality between institutional shareholding and audit committee independence while
there is unidirectional causal relationship between institutional shareholding and board
independence/board composition. Based on these findings, the study concluded that there
exists a causal effect between institutional shareholdings and corporate governance
among deposit money banks in Nigeria. The study recommends that institutional
shareholders should use their power within the legal provision 1o ensure independence of
the audit committee in curbing insider related credit abuse which may affect the return
on their investment. Banks’ board of directors should also ensure independence of the
board and audit committee in order to attract more institutional investors to enhance
performance.
Keywords: Board structure, corporate governance, institutional shareholding, deposit

money banks
JEL Classification: G21, G34
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1.0 Introduction

There has been a remarkable
discussion over the last two decades
among scholars and practitioners on what
constitute the best corporate governance
practices and the influence the
institutional shareholders are having on
corporate governance. Corporate
governance may be influenced by
institutional shareholders and if this is
true, then the effect that they have on
corporate decisions may change with the
level of institutional ownership. The
figures released by the Nigerian Stock
Exchange (NSE) on percentage of
contribution by institutional and retail
investors indicated that out of N880.56
billion total market value, institutional
investors accounted for N497.86 billion
(57%) while the remaining N382.70
billion (43%) was contributed by
individual investors (Nkiruka, 2016).

The predominance of institutional
shareholders underscores the role they
may play in improving corporate
governance.  Moreover,  institutional
shareholders have long advocated changes
in the board structure of the companies
(Monks & Minow, 2001). Their call has
been strengthened by many corporate
governance reforms such as the role and
composition of the board of directors; the
installment of board subcommittees (like
audit, remuneration, and nomination
committees) etc., resulting from major
corporate failures. These reforms put
great emphasis on formal issues such as
board independence, board leadership
structure, board size and committees. The
lack of vigilant oversight functions by the
board of directors, internal control lapses
(audit), large non-performing insider
related loans and advances and passive
attitude of the institutional shareholders

are corporate governance issues faced by
Deposit Money Banks (Uadiale, 2010).

The perpetrations of whooping
sums of money could not have been
possible without lapses in their banks
internal control and corporate governance
policies. A good example is erstwhile
Oceanic Bank (acquired by Ecobank),
where the former Chief Executive Officer,
Mrs. Cecelia Ibru, pleaded guilty to three
of twenty-five counts of fraud and
mismanagement in 2009 (BBC News,
2010). Also the former CEO of Fin Bank,
the Executive Chairman of Afribank, the
CEO of Union Bank and the CEO of
Intercontinental Bank were accused of
involving in monumental frauds and
insider dealings of N319bn, N217.97bn,
N682bn and N1.1trn respectively (Nick,
2009).

Recently in 2016, the Central
Bank of Nigeria (CBN) also restructured
the board of directors and sacked some
members of the executive of Skye bank.
One of the major reasons was hinged on
poor corporate governance of the bank,

especially treatment given to insider
related credits and manipulation of
accounts respectively (Nwosu, 2016).

Therefore, it appears
institutional ~ shareholders  held a
substantial ownership of 5%+ in a
company, then they could have effect on
that company’s governance.

On the other hand, institutional
shareholders focus has broadened and not
only focus on companies with key
financials, but those which provide strong
investor protection mechanisms and
internal controls by means of corporate
governance characteristics of fairness,
transparency, accountability and
responsibility (Chung & Zhang, 2011).
Therefore, which firms’  corporate
governance mechanisms affect

logical that if
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institutional  shareholders’  portfolio

decisions?

The main objective of this study
is to examine the causality between
institutional shareholding and corporate
governance mechanisms (board
independence, audit committee
independence and board composition).
Understanding the relationship that exist
between institutional shareholding and
corporate governance will be of immense
benefit to  bank regulators, investors,
academics, firms and other relevant
stakeholders. The boards will find the
information valuable by knowing the
importance of institutional investors
concerning the governance of the banks.
The result of this study can serve as
reference for further researchers in this
field of research.

To proffer answers and realize the
study objective, the following hypotheses
stated in their null forms were formulated:
Hoi: A causal effect does not exist

between institutional shareholding

and board independence of Nigerian
deposit money banks.

Hp>: Institutional shareholding and audit
committee independence of Nigerian
deposit money banks do not have
causal relationship.

Hys: There is no causal relationship
between institutional shareholding
and board composition of Nigerian
deposit money banks.

Some studies such as Ogbowu
(2014), Nwaiwu (2014), Theo, Hans and
Elmer (2013), Kurt (2012) etc. have
examined the relationship between
Institutional Shareholding  (IS) and
Corporate Governance (CG) or Corporate
Governance and Institutional
Shareholding in other contexts using
different kind of data analysis techniques

such as Ordinary Least Square, Multiple
Linear Regression etc. None of these
studies have examined bidirectional
relationship between institutional
shareholding and corporate governance
using Granger causality test. This aspect
neglected by the previous studies is also
important and therefore this constitute
research gap for this study.

The study focused on the causal
effect between institutional shareholding
and corporate governance of fifteen (15)
quoted deposit money banks on the NSE
spanning from 2006 to 2015. As at the
time of research, 2016 annual report
cannot be assessed. The remainder of this
paper is structured as follows: Section two
provides the theoretical framework and
review the literature related to the
phenomenon of interest. Section three
presents the methodology, section four
analyses the data and discusses the results
while section five concludes the paper and
makes recommendations.

2.0 Literature Review
2.1 Theoretical Background
The theory underpinning the issue
of corporate governance is ‘the agency
theory developed by Jensen and Meckling
(1976) resulting out of the separation of
ownership and control. Jensen and
Meckling (1976) define the agency
relationship in terms of “a contract under
which one or more persons the
principal(s) engage another person (the
agent) to perform some service on their
behalf which involves delegating some
decision-making authority to agents™.
Under this theory, the main concern is to
develop rules and incentives, based on
implicit or explicit contracts, to eliminate
or at least, minimize the conflict of
interests between the owners and the
managers (Akpan & Riman, 2012).
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According to Biserka (2007), the issues
that appear most prominent in the
literature to mitigate this conflict are
board composition, board independence,
the separation of CEO and chairman
positions and the role and responsibilities
of the board directors and its committees.
Also, institutional shareholders have
emerged over the years as an important
corporate governance mechanism that can
mitigate this agency problem by effective
monitoring of managers through its
influence on the board and consequently
reducing the agency cost (Akpan &
Riman, 2012). Institutional shareholders
as  principals have a fiduciary
responsibility to oversee the agents. As
agents, they are expected to function in
the best interest of their principals.
However, there is a principal-agent
problem that exists which can result in
corporate governance issues. From this
perspective, the board and institutional
investors are seen as one means of
reducing agency problem by ensuring that
the board is composed largely by non-
executive directors (independent) who
will be able to control the activities of
managers and  thereby  maximize
shareholders’ wealth (Rashid, 2011;
Kaymark & Bektas, 2008). Also, an audit
committee who helps to alleviate the
agency conflicts that exist by improving
the quality of financial reporting, reducing
the information asymmetry between agent
and principals and insider related
transaction (Lui, & Lu, 2007).

This study is built upon the
agency theory since it focuses on the
board as a mechanism for good
governance and institutional investor, as
owners of large resources, their presence
as investors might be of crucial
importance to the survival of the
company.

22 Empirical Evidence

Many studies have examined the
relationship between variety of corporate
governance mechanisms and institutional
shareholding. Some examine only the
impact of corporate governance and
institutional shareholding mechanisms on
performance such as Chung and Zhang
(2011), Huang, Wang, Lin and Jhao
(2010), Harasheh and Nijim (2010) while
others investigate the influence of several

mechanisms  (discretionary  accruals,
capital structure, operating cashflow
return etc) on either institutional

investment or governance like Shehu &
Abubakar (2012), Kennedy, Josiah &
Nixon (2015).

For instance, Huang et al. (2010)
studied the relation between corporate
governance mechanism and institutional
ownership in 220 exchange-listed
companies in Taiwan during 2004 to
2006. They found that the corporate
governance mechanism increases
ownership of institutional = investor.
Bianca, Txomin and Amcia (2009) work
investigated Italian corporate governance,
financial structure and firm performance
of 21 non-listed firms. They used multiple
regression analysis and found a positive
relationship ~ between  non-executive
directors and institutional shareholders.
Kurt (2012) examines the effect of outside

directors and CEO turnover on
institutional investment of 55 listed
companies in lllinois using OLS
regression. The result shows that
ownership structure and audit

independence have significant positive
effect on institutional investors. Theo,
Hans and Elmer (2013) examined
corporate governance on  firm
performance and institutional investors
using OLS regression and found a




Causality between'Institutional Shareholding and Corporate Governance

negative influence between the.  board

composition and inStitutional ~investors:

Cheng (2016)- edrried vout- a study on

corporate - governance iand - performance

effect of I institutional . investors.  using
Two- stage least: square 'method. The
study also used:-finaricial performance as a
proxy. for corporate governance and found
that - institutional ~ investors’ ‘holding .is
significantly 5. pnsiﬁvcly. re}aied w
corporate: performance.

vIn thena very few studles were
mnd_ucted I concerning . | corporate
governance structure- and / institutional
investmient: Nwaiwu (2014) examined the
influence . of - ; corporate. . governance
Structure on institutional investment of 32
listed, companies- on the: NSE, - covering
the period of 2006-2010,: using ' multiple
linear. regression. (MLR) ' analysis; they
found that corporate governange structure
(board: independence,. board. size,  audit
committee independence; audit size) does
not have . influence on - value and number
of institutional investors. But institutional
investors: ‘have ‘significant  and , positive
influence ;. .on. ' corporatel -, governance
structure. ' Ogbowu ; (2014) + examined
corporate (governance structure, financial
performance: and, institutional investment
of!; 32 listed icompanies son  the NSE,
covering the period of 2004-2008, using
multiple regression analysis.. The  study
found  that  board . - independence,
sharcholders representative in  audit
committee, size of audit committee and
audit  independence  have  positive
influence on institutional investors.

3.0 Methodology
3.1 Model Specification

To test for Granger causality, the
model employed in this study was panel
data model proposed by Hurlin and Venet
(2001) and applied, among others, by

Hood, Kidd and -Morris, (2008), Erdil and
Yetkiner;(2009). For each, cross, section
unit i and period ¢, the foﬂowmg imodel is
esumaieda Hnskedi

yei i exe]

Zﬁk yu-w Eﬁgkx s
2T ¥y i s A e (1)
Where u,, 5T crf £:iand £, . are nd
(0,7 8% It is assuried that | the
autoregressive coefficients By and the
regression coefficients 6,’s are constant
for k e [IN]. Moreover, it is further
assumed that parameters By are identical
for. all individuals, whlle the coefficients
()kcould have an. mdmdual dunensnons
The, followmo models are specxﬁed from
the model above:, 1., ...
To test for causahxy betwecn msnmnonal
shareholding . and corporate . governance,
the study uses lhe faliowmg ‘model;

m, iekuﬂH Yom,

i ,;;Mﬂﬁﬂlﬂ’ﬂ;& by
el § H )

Likewise, to test, for causality. between
corporate ., goyvernance and msmuuonal
shareholdmg, the s;udy uses. Lhe fo!lowmg
el 0amos breod | ;
AE:;wu\a

Yﬁmm T To

o
L

Wheks! 800l € 2903 g0

INST = % of institutional investors

shareholding (substantial holding).

= Proportion of non- executive

directors on the board

ACIND = % of non-executive directors in the
committee.

BCOMP= Total number of directors.

BIND

Variables )
Institutional shareholding (INST)
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The study measured  the
investment behaviour of institutional
shareholders in terms of their substantial
shareholdings (5%+). Substantial holding
is holding more than 5% of DMBs’ total
issued share capital which must be
disclosed in the banks’ annual report. This
is in line with Lamba and Stapledon
(2001) measurement for institutional
shareholding.

Corporate governance

The  corporate governance
variables are: board independence, audit
committee independence and  board
composition. Board independence (BIND)
is measured as proportion of non-
executive directors to the total number of
directors (Prabowo and Simpson, 2011).
Audit committee independence (ACIND)
is measured as % of non-execulive
directors in the committee (Nidhi & Anil,
2016). Board composition (BCOMP) was
measured as the total number of directors
on the board. The study used board
independence, audit committee
independence and board composition as
corporate governance variables based on
the fact that they are required to keep in
check unscrupulous activities such as
insider dealings that may hinder good
governance. Also, the presence of non-
executive directors goes a long way in

ensuring “investor  trust
Richardson & Jaggi, 2014).

This study employs ex-post facto
research design using panel data. Ex-post
facto design allows for the collection of
past and multi-dimensional data which
provide basis for the full establishment of
the  causal relationship ~ between
institutional shareholdings and corporate
governance of deposit money banks’ in
Nigeria. The target population is the
nineteen (19) deposit money banks in
Nigeria where fifteen (15) quoted deposit
money banks on the Nigeria Stock
Exchange (NSE) were sampled using
purposive  sampling  technique. The
secondary data of the selected banks had
been extracted from their annual reports
for ten (10) years.

Panel Granger causality test was
applied to determine the causal
relationships  between the variables.
Granger causality test is a method used to
determine the direction of relations of
causality between variables formulated by
Clive Granger in 1969. According to this
test, if the inclusion of information on the
variable X into the model provides
contribution to prediction of the variable
Y, then the X variable is the cause of Y.
Hurlin and Venet (2001) argued that
Granger causality test based on panel data
have higher accuracy than those based on
individual time series.

(Leung,
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4.0 Data Analysis and Interpretation

Hypotheses Testing
Table 1: Hypothesis One — Causality between Institutional Shareholdings and
Board Independence

Null Hypothesis F-stat P-Value
Institutional Shareholding does not Granger cause board | 2.6475 0.0763
independence

Board independence does not Granger cause Institutional | 3.9148 | 0.0373"
Shareholding

Note:  and ' indicate rejection of null hypothesis at 5% and 10% significance level

respectively
Source: Author’s Computations, 2017

Table 1 shows the causal effect of
institutional shareholding and the board
independence of Nigerian Deposit Money
Banks, with the used of pairwise Granger
causality test. The result shows that
institutional shareholdings has a causal
effect on board independence, the null
hypothesis was rejected. This means that
institutional shareholding Granger cause
board independence as indicated by F-stat

(2.6475) with P-value (0.0763) at 10%
significance level, while board
independence Granger cause institutional
shareholdings as indicated by F-stat
(3.9148) with P-value (0.0373) at 5%
significance level. This indicates that
there is bidirectional causal relationship
between institutional shareholdings and
board independence.

Table 2: Hypothesis Two — Causality between of Institutional Shareholdings and

Audit Committee Independence

Null Hypothesis F-stat P-Value
Institutional Shareholding does not Granger cause audit | 6.3803 0.0026™
committee independence

Audit committee independence does not Granger cause | 3.1315 0.0484™
Institutional Shareholding

Note: * indicates the rejection of null hypothesis at 5% significance level

Source: Author’s Computations, 2017

Table 2 shows the causal effect of
institutional shareholding and the audit
committee independence of Nigerian
Deposit Money Banks, with the used of
pairwise Granger causality test. The result
shows that there is bidirectional causality
relationship between institutional
sharcholdings and audit committee
independence.  This  means  that

institutional shareholding Granger cause
audit committee independence likewise

audit committee independence Granger
cause institutional shareholdings as
indicated by F-stat (6.3803 and 3.1315)
with  P-value (0.0026 and 0.0484)
respectively at 5% significance level. This
means that audit committee independence
and institutional shareholding enhances
each other.
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Table 3: Hypothesis Three — Causality between :Institutional Share,lwldmgs and

Board Composition fitiea T 2929 i
Nidl-Hypothiesisc 7 isnouiiaol nseviad viifezus) - sn} F-stat P-Y-al(je

_| Institutional Shareholdmg does: mc(ifanger eausa Board 1.5068 0.2272

- | Composition - zizardtolye i fy
Board Coni]'josition does not:Granger~ cause: Institutional [ 3.9781 | 0.03807
,Shareholdmg 5t

Note: |
Source Author s Computat:ons, 2017

Table 3 shows the causal effecl of
institutional shareholding and the board
composition ' of Nigerian Deposit' Money
L' Banks, withthe used of pairwise Granger
" causality test. The result’shows: that there
itis Tunidirectional 7 causality ' relationship
‘between ' institutional -‘shareholdings and
‘board ' composition. " This means " that
(iinstitational' - ' shareholding - does. - not
ErGranger! Cause” board i composition - as
indicated by F-stat (1.5068) with P-value
(0.2272) at 5% significance level, while
board composition  Granger cause
institutional sharcholdings as indicated by

OrE-stat: (3:9781): with: P-value 1(0.0380) at 2«

5% significance level. This means that
board'coniposition influences institutional
shareholding. "

'Discussion of Findings

Result from Table 1 shows lhatr
board |ndepende.m:e s:gmﬁcamly Granger:|

cause institutional shareholding. This
implies that Nigerian deposit money
‘banks with.moere Non-Executive Directors
. (NED) on the! ‘board  attract institutional
 investors. This  is 'consistent.- with - the
findings' of Bianca et ~al (2009) and
Ogbowu (2014) but against the result: of
- Nwaiwu (2014) - who found :that -board
~independence does not have influence:on
the value of institutional investors. Also,
institutional shareholdings Granger cause
board independence, which implies that
institutional  shareholders do  have

"indicates the rejection’of mull hypothesis at 5% significance level. ”

institutional -

influence on the proportion of NED to
execufive directors on the board.. Similar
view is shared by Nwaiwu (2014).

i~ ' From Table 2, it/shows that audit
commiliee sindependence’ Granger cause
institutional | - shareholding - likewise

i~instifutional  shareholding Granger ' cause
audit- committee independence; | this - is
' consistent /| with:* the  findings of Kurt
11(2012) and Ogbowu (2014) but against
.. the result of Nwaiwu:(2014). This implies

that “audit - committee independence: of
Nigeria deposit money banks enhances
their reputation thereby attracts
U investors: t1 :© Likewise
institutional:: investors: hav& ‘significant
influence on the composmon of NED in

1* the commiittee.

Results: from Tablc 3 shows that
board .. composition - Granger . cause
institutional-“ shareholdings; i+ thisi ' is

- consistent with the findings: of Theo et-al.

(2013) .and. Ogbewu .(2014) , but -against
the result of Nwaiwu (2014). This implies

i« that-the total number of directors on the
i board! of Nigerian, deposit: money:; bank
. have influence onithe investment decision
1 of.-vinstitutional:
i/ Institutional
i granger caused: board: composition; this is
ralso against the . finding - of - Nwaiwu
<:(2014)., This:

cinvestors:/ However,
- ishareholdings » does; i, mot

~means: that. institutional
investors-'do not Thave -effect--on. the

number of directors;making up the board.
~'The difference: in the results -against
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Nwaiwu (2014) can be attributed to
difference in methodologiés.

5.0 Conclusion and Policy
Recommendations
The study concludes that there
exist a causal effect between institutional
shareholdings and corporate governance
of deposit money banks in Nigeria.
However, when individual components

are evaluated, there is bidirectional
causality relationship between
institutional  shareholdings and board

independence,  bidirectional relationship
between institutional shareholdings and
audit committee independence and
unidirectional ~ relationship ~ between
institutional shareholdings and board
composition.  Thus, if institutional
shareholders held a substantial share, they
could have significant effect on DMBs
governance mechanisms thereby
strengthen the company policies. This
stands out as a major contribution of this
work, with strong advocacy to regulators
to provide enabling environment in order
to attract more institutional shareholders
of DMBs in Nigeria. )

Based on the conclusion above,
the following recommendations are
suggested:

i.  Given the size of their holdings,
institutional shareholders should
use their power to enhance
independence of the board and
audit ' committee in  curbing
insider related credit which may
affect the return on their

: investment.

ii. ~ The board of deposit money
banks’  should continue to
enhance the corporate governance
variables (board independence,
audit committee  independence

and board composition) in order

" to send a positive signal to

potential institutional
shareholders.

iii.  Institutional shareholders should
take corporate governance

variables into consideration when
taking investment decisions as
these can provide strong investor
protection  mechanisms.  and
internal controls by means of
corporate governance
characteristics of  fairness,
transparency, accountability and
responsibility. ;
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