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Abstract

Corporate governance has ignited heightened irteriéls the collapse of key companies round the @woflhe
demise of Enron, Arthur Anderson, Health Smith astters took the entire globe by surprise. All the
stakeholders are now very interested in settingdstads and enacting laws that address currentsigsygrotect
unsuspecting investors. In this regard, the Un8éates Congress enacted the Sarbanes-Oxley AQQ¥ @
guide the practice of corporate governance pasdituin the public corporation of the country. Tipigper thus
examined the issue of agency as it relates to camp@overnance. It attempted to determine thenexbewhich
the directors and management of banks are in cengmith this role. It also assessed the impactgeincy on
corporate governance in the Nigerian banking setocarrying out this study simple percentagesugh the
aid of frequency distribution were used to descthre data collected. T-test statistic was emplayednalyse
the data. and in conclusion, the study was of ibes ¥hat agency impacts negatively on corporateegtance
practices in Nigeria. The study therefore recommenthat the banking sector should endeavour teectr
effective corporate governance that will compel tlectors and the management to be truly and gehui
accountable to the stakeholders. It also recomnuetickt the Central Bank of Nigeria should strengtite
enforcement mechanisms such that there will bé ti@tasparency and full disclosure of all matetiahsactions
to the stakeholders and the regulatory authorities.

Keywords: Corporate Governance, Agency, Banking Sector, Birsc Transparency, Disclosure Stakeholders,
Management

1 Introduction

Anameje (2007) asserts that the subject of corpagavernance has of recent, assumed a global iseymie
having been found to be crucial for sustainablgomate performance. The incredible collapse of mber of
corporate giants which were believed to be thetflimers in business performance has brought tdfdhe the
need for greater transparency and accountabiligomporate management. It is instructive to notd there is
hardly any sector of the Nigerian economy that massuffered the consequences of lack of good catpo
governance practice. This is underscored by thgaimg efforts of the Federal Government of Nigeaia
entrenching accountability and transparency in bia¢hpublic and private sectors of the economyuSiaf2004)
observes that “we have witnessed the collapse dafiynpaublic corporations as well as private business
organizations and the attendant negative implioatifor economic growth and development”. Such peseve
consequences tend to become extremely worrisoma e realizes that the banking sector has beewdhst
hit especially since the 1990s.

The issue of agency has played a paramount roterporate governance. The management and the lobard
directors of companies are agents whose rdteast in the best interest of the stakeholdergoktimately, the
objectives of these agents are often at variantte ttwose of the firms’ stockholders as well as ¢hokthe other
stakeholders. Van Horne (2002) opines that in gelatorporation, the stock may be so widely held tha
stockholders cannot even make known their objestiveuch less control or influence management. Dfte
ownership and control are separate, a situationallavs management to act in its own best interatster than
those of its stockholders. In a bid to foresta# tireed and the selfish interest, of the managenaegbod
number of the privately-owned banks had the owrerahd management concentrated, in most cases, in a
single hand, representing the interest of the fanohtrolled banks.

Agency problem has therefore become another cluatigrarea in corporate governance in the Nigeramking
sector which requires a serious attention otherwisth the total separation of ownership frormagement as
demanded by the latest Banking Sector Reformsagents, who are the management and the board, may
continue to take undue advantage of the innoctkekolders. Rather than maximizing the wealthhaf t
stockholders and protecting the interest of théreerstakeholders, the agents will pursue their mbjectives
instead.
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1.1 Statement of the Problem

Corporate governance structures in banks rest ysalal three principal actors: the board of direcgtors
management and the shareholders. The directorthangkenior management act as agents in the rumitite
company and are accountable to the shareholderde \Wanusi (2002) contends that the board shoutdiren
that the bank is run with integrity, complies wih legal requirements and regulatory standard @rdiuct its
business in accordance with high ethical standailpck (2004),opines that for a board to functeffectively,

it should be composed of members who are indepéndkilied, knowledgeable, experienced and of diger
perspectives. Adedipe (2004) on the other handf ike view that ownership must be separated fiwenday to
day running of the firm.

The agency theory however of the position that in the presence of inforioratasymmetry, the agent who may
be a director or a manager is likely to pursuer@dis that may hurt the principal or share-holdB@ss, 1973;
Fama, 1980). The owners had imperfect informatmmcerning the opportunities facing managers anétlaoat
by looking at outcomes, infer, whether or not, ngera had made the decisions (Shleifer and Vishe§7)L

Jensen and Meckling (1976), focus on the contrbah@gency relationship between the principal thedagent.
They demonstrate that as the owner’s manager'sdraof the equity falls, the utility maximizing agt has the
incentive to appropriate a large amount of the aations’ resources in the form of perquisites amdxert less
than full efforts to create value for shareholdéginsulire (2002) observes that in larger compan@dinary
shares are likely going to be diversely held anthsoactions of shareholders are likely going tadsricted in
practical terms. The management of an organizasi@ssentially agents for the shareholders, beigked with
running the organization in the shareholders’ ligstrests. The shareholders however have littleodppity to

assess whether the managers are acting in thehshdees’ best interests.

There is a serious absence of financial disclosdnieh would have strengthened the accountabilitdiofctors
and senior management and enhance the incentivasskomanagement. To worsen the situation, Oluyemi
(2005) observes that there is a huge non-perforfoiags attributable to the directors of the barikds would
have been made possible as a result of the diseatmt management embarking on the pursuit of Hadfish
interest which is to the detriment of the stakebmdd Because the agents are seen as not actimg ihest
interest of the stockholders the tenets of googamte governance and agency are often difficutréserve.

1.2 Objectivesof the Study:

(i) To examine the issue of agency in corporate govemavithin the Nigerian banking sector
(i) To determine the extent to which the directors mwashagement of banks carry out this role
(iif) To explore the significant relationship betweerpooate governance and agency

(iv) To assess the impact of agency on corpora¥ergance in the sector.

2 Conceptual Framework and Literature Review

According to Mulbert (2009), a generally acceptefirdtion of corporate governance has not yet esdlv
Traditional concepts describe corporate governaxe complex set of constraints that shapeetheost
bargaining over the quasi-rents generated by a dirras every device, institution or mechanism thadrcises
power over decision making within a firm (Zingalea)08 and Macey 2008). Put differently, corporate
governance deals with the decision- making at ¢iellof the board of directors and top managenient the
management board in a two-tier system), and tiferdift internal and external mechanisms that entharteall
decisions taken by the directors and top managemarenin line with the objectives(s) of a companyl s
shareholders respectively.

The most widely accepted definition of corporateegoance embodied in the OECD principles of Cortgora
Governance and referred to in the European ComomissiAction Plan on Company Law and Corporate
Governance takes a slightly broader view: “Corpmrgbvernance involves a set of relationships betwaee
company’s management, its board, its shareholdetother stakeholders”. Corporate governance alsages
the structure through which the objectives of tbenpany are set, and the means of attaining thogetolkes
and monitoring performance are determined. Goog@arate governance should provide proper incentiges
the board and management to pursue objectivesitban the interests of the company and its shédehsy and
should facilitate effective monitoring. This defioh goes beyond the definitions cited above maimépfar as a
company'’s objectives(s) and the mechanism forregtiiie objective(s) are treated as a corporatergawee
issue, not as endogenously given.
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By contrast, a much broader definition describegpaxte governance as encompassing the standards fo
decision-making within a company, the duties ofrdomembers and officers, the internal structuréheffirm
(enterprise) and the relationship between the catjmm and its shareholders and other stakehol@®rsh a
concept of corporate governance goes beyond eeec@EHCD’s definition in two respects: first, by injplg that
corporate governance also deals with substantiveageament issues and the pertinent decision-makjnitpeo
board and top management, for example, by requttiagn to set up an independent compliance funaiaha
risk-management system, and second, by dealing thighinternal structure of the firm, i,e. with imal
structures below the level of the company’s boaud afficers (top management).

Monks and Minow (1995) state that corporate gouvecrais the relationship among various participants
determining the direction and performance of coaions. Tricker (1994), opines that “corporate goaace
addresses the issues facing the board of directoih as the interaction with top management, dwed t
relationship with the owners and other interestadi@s in the affairs of the company including d@d, debt
financiers, analysts, auditors and corporate régrda 'Shleifer and Vishny (1997) define corporg@vernance
by stating that’ it deals with the ways in whictppliers of finance to corporations assure themsebfgetting a
return on their investment. A similar concept iggested by Caramanolis-Cotelli (1995) who regantparate
governance as being determined by the equity ditmtmamong insiders (including executives, chiafative
officers (CEOQ'’s), directors or others individualsofporate or institutional investors who are aififid with
management) and outside investors.

Owoh (2006) observes that corporate governanceoixerned with a clear distinction between the top
management’s operational processes, and the hitgwesdt policy-based structure of an organizatiome T
governance structure formulates policies and gigeseral road-map for the organization, while thp to
management breaks down these polices into implexhnbits and follows-through same in the coursésof
daily operations. John and Senbet (1998) propasere comprehensive definition that “corporateegnance
deals with mechanisms by which stakeholders of gparation exercise control over corporate insided a
management such that their interests are protectdy include as stakeholders, not just shareens)dut also
debt holders and even non-financial stakeholderk as employees, customers and other interestédsar

The Basel Committee on Banking Supervision stdtas ‘corporate governance involves the manner irchvh
the business and affairs of banks are governethddy board of directors and senior management waffgtts
how they:

set corporate objectives

operate the banks’ business on a day-to-day basis

meet the obligations of accountability to their réffmlders and take into account, the interest dierot
stakeholders

align corporate objectives and behaviour with thgeetation that banks will operate in a safe ancthdananner
and in compliance with applicable laws and regategj

protect the interest of depositors”.

The existing literatures in some key areas of cajgogovernance are reviewed with a view to comsigeheir
strength and short comings. The areas considerda@ard of directors, board responsibilities, safian of
chairman from chief executive officer, high qualityancial disclosure and huge non- performing fan

Board of Directors: According to Kumar and Singh (201@he primary role of the board of directors is tbhat
trusteeship to protect and enhance shareholderg vhough strategic supervision. As trustees thidlyensure

that the company has clear goals relating to slédels’ value and its growth. They should set styiat goals
and seek accountability for their fulfillment. Theyll provide direction, and exercise appropriatairol to

ensure that the company is managed in a mannefulfili$ stakeholders’ aspirations and societabestations.
The board must periodically review its own functignto ensure that it is fulfilling its role.

There must be a balanced board, consisting of éixecand non-executive directors, the latter ingigd
independent professionals. The executive directocijding the executive chairman, shall not gelhweexceed
1/3% of the total strength of the board. The non-exgeutlirectors shall comprise eminent professiodatsvn
from amongst persons with experience in busindssh€e/ law/ public enterprises. The directors Ishal
appointed/re-appointed for a period of three te fpears, and in the case of executive directort® tpe date of
their retirement, whichever is earlier. The bodndllsdetermine from time to time the retirement dgeboth
executive and non-executive and non-executive wirec The board shall specify the maximum number of
company directorships which can be held by membgtise board (Kumar and Singh 2010). Tien-executive

20



European Journal of Business and Management www.iiste.org
ISSN 2222-1905 (Paper) ISSN 2222-2839 (Online) may
Vol.6, No.19, 2014 IIS E

directors are however expected to play a critiol in imparting balance to the board processesringing an
independent judgment to bear on issues of strafEgformance, resources, standard of company ctnetac

Board Responsibilities. Sanusi (2002) contends that the governance of bastswith the board of directors.
For this reason the board should ensure that thk isarun with integrity, complies with all legatquirements
and regulatory standard and conduct its busineasdardance with high ethical standard. DiplockO@Qopines
that effective corporate governance is all aboatrths performance. The task of governing a corgoedtity is
the work of board of directors. For a board to fiorc effectively, it should be composed of membeh® are
independent, skilled, knowledgeable, experiencetladrdiverse perspectives. Chukwudire (2004) catgethat
Nigeria has had high profile cases of corporateifaiwhich are traceable to weak and ineffectivarts. In
some cases, the board appears to have been doMeanbers of such boards are satisfied with havingjriess
cards that identify them as board members. In abeurof cases, the boards become a part of manageatieer
than an active monitor of its performance.

High Quality Financial Disclosure: Cheserem,, Bowes, Garratt, Gillibrand, Jayamahé#erla, Mortlock &
Reddy (2000) observe that an essential complentesbtind corporate governance is the implementatfon
robust financial disclosure requirements for cogp@rand financial institutions. Financial disclasis essential
as a means of strengthening the accountabilityrettbrs and senior management and enhancing teatines
for risk management. It is also essential if mapeaaticipants and observers — particularly thedaiggeditors of
banks, financial news media, financial analysts iatithg agencies — are to effectively monitor tieefgrmance
and soundness of financial institutions and exereigpropriate disciplines on those institutionsalthilo not
perform well or fail to meet acceptable prudenstndards. Financial disclosure is also esseritisinaller
creditors, including depositors of banks, are teehany chance of protecting their own intereststi@darly in
the absence of deposit insurance.

Huge Non-Performing Loans A major revelation showed that many owners andatiirs abused or misused
their privileged positions or breached their fidargi duties by engaging in self serving activiti€se abuses
included granting of unsecured credit facilitiesoteners, directors and related companies whictomescases
were in excess of their banks’ statutory lendingjts, in violation of the provisions of the law (@emi, 2005).

2.1 Theoretical Framework

Agency Theory: This theoryis of the position that in the presence of inforipratasymmetry, the agent who
may be a director or a manager is likely to purstierests that may hurt the principal or share-bddRoss,
1973; Fama, 1980). At first the theory was apptiethe relationship between managers and equigensiwith
no explicit recognition of other parties interestedhe well-being of the firm. This owner/managfegory views
shareholders as the true owner of the firm. Thosdholders and other lenders, workers and locéioaities
have no real say in the actions of the firm eveugi they have rights to certain flow of income. érs have
the right to be paid wages and local authoritiegeh#éghts to be paid taxes due hence the residaiahants with
respect to both control and income and the shadeh®l The owners had imperfect information conceyrthe
opportunities facing managers and could not by iluplat outcomes; infer whether or not managersrhade
the decisions. The imperfection of information resieated the delegation of responsibilities to ngens as
managers not only knew this but could take actitias exacerbated the asymmetries of informatiorarcing
managers’ discretionary authority (Shleifer andhviig, 1997).

In analyzing the agency problem, Jensen and MegKli®76), develop a theory of the ownership stmgchf a
firm. The basis for their analysis is the perspecthat a corporation is “a legal fiction which\ses as a nexus
for contracting relationships and which is alsorekterized by the existence of divisible residdalnas on the
assets and cash flows of the organization which gemerally be sold without the permission of thkeot
contracting individuals”. The particular focus dnstmodel is the contract of an agency relationgl@pveen a
principal (the external owner of the firm) and ayeat (the owner-managers, or entrepreneur). Theyodstrate
that as the owner’s manager’s fraction of the gofails (as more equity is sold to outside investpthe utility
maximizing agent has the incentive to approprial@arge amount of the corporations’ resources inftin of
perquisites and to exert less than full effortsreate value for shareholders.

According to Peterson (2010), agency theory explapredicts, and sets the limits of relationshipsseen
financial parties. Theoretically, desired execuipezformance is assured in exchange for compemsati@n he
meets the needs of his/her organization as a fiaasteward. When the executive chooses to martipulse
financial results through managerial activity ahdttactivity maximizes the return to the executiather than
financial return to an organization in the formreturn on investment or equity we say there is genay
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problem. Preston (2010) also observes that in #s® ©f agency theory, much of this voluminous ditiere
relates to how management, as agent of sharehplegs their interests with those of the compamotigh
tools (for instance salaries, options, contractsl Bonus plans) created by boards of directors where is
limited information and a bounding of rationality the judgment process. In this regard, agencyryhean be
used to explain some of the behavior between tAdm.essential emphasis is that agency is charaeteby the
risk attitudes of principals and agents. AccordingEisenhardt (1989) where principals are consitieigk
neutral in their preferences for individual firmtiaos, since they can diversify their holdings asronultiple
business opportunities. They use agents, managetayry out their plans, using control tools lieployment
security as an agent, income, bonus, or contragdhd absence of (or to enhance) these toolsjtdrature also
suggests that a trust relationship can be establitat can lower agency costs and establish anagfescy tool
that predicts performance.

Agents, on the other hand, are assumed to be visis@ (Meyer, et al, 1995), They want to lower tiskheir

personal wealth, and will work to complete goalsonmler to not endanger outcomes. This risk difféa¢n
between agents and principals creates a moraldh@zablem between agency in the principal ageti@iship
where agents are faced with a wide range of goalsirecentives that may or may not be in the truerasts of
the firm, but rather are perceived to be so (or maibe at all, e.g. Enron) by the board. The engié of
corporate governance is to shore up supervisoryaligdment mechanisms that alter the risk orieotatf

agents to align them with the interests of prinisp&lowever, Peterson (2010) further observes digaincy
dilemmas exist when there is more than one prihapaducting business with one agent. The confict
interest resulting from multiple objectives providey many principals results in the desire to catglall

objectives, but result in the partial accomplishtrarsome.

Fiduciary Duties. Macey and O’Hara (2003) opines that on a theaklevel, the problems of corporate
governance result from the existence of incompdetetracts. The rules of corporate governance anediat
resolving the gaps left in these contracts in wayssistent with maximizing the value of the firm.the case of
shareholders’ contingent contracts in the UnitéateS, the background rules are called fiduciayedu The
economic justification for having fiduciary duties straightforward: “Fiduciary duties are the maubm
invented by the legal system for filling in the pesified term of shareholders’ contingent (conshtt the
creation of a contract covering all possible caogeimcies is impossible between shareholders andd®azr
directors. Relying only on an incomplete contractéfine the relationship between shareholdersdimedtors
would lead to unacceptably high monitoring costhmth sides the presence of fiduciary duties attenipt
address these contingencies. In this gap-filling,fiduciary duties essentially call on directewsvork hard and
to promote the interest of shareholders above tweir. They argue that, to the extent that fiduciduiies lower
agency cost by reducing the freedom of manageneeatt in its own unconstrained self-interest, sdaties
will be especially valuable devices in the bankountext because of the inherent difficulties in mammng
banks.

Akinsulire (2002) opines that a possible conflieincarise when ownership is separated from the dajay
management of an organization. In larger companoigbnary shares are likely going to be diversalidrand so
the actions of shareholders are likely going tadsdricted in practical terms. The responsibilifyranning the
company will be with the board of directors who naty own a small percentage of the shares in isEhe
management of an organization is essentially agémtshe shareholders, being tasked with running th
organization in the shareholders best interestg Jhareholders however have little opportunity $seas
whether the managers are acting in the shareholaessinterests.

According to Van Horne (2002), we may think of mgaaent as agents of the owners. Stockholders, §opin
that the agents will act in the stockholders’ hetdrest, delegate decision making authority tarthdensen and
Meckling were indeed the first to develop a compredive agency theory of the firm. They show tha th
principals, in our case, the stockholders, canrastiemselves that the agent (management) will noakienal
decisions only if appropriate incentives are giaga only if the agent is monitored. Monitoring, hemer, can

be done by bonding the agent, systematically ravigwnanagement perquisites, auditing financialestents
and explicitly limiting management decisions Thtig existing evidences on corporate governancegro
suggest that some managerial actions are inconsistth the maximization of shareholders’ interastl those

of the stakeholders’. Hence, there is the posgitoli people behaving both as opportunistic, setéimg agents
and selfless stewards.

There is no theory/model of society that is likétybe sufficient for understanding, evaluating esigning
governance structures. The reliance on just onayhar one perspective may unlikely be rewardingractical
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terms for corporate governance system. Neverthaleissstudy is hinged on the agency theory wheatds to
suggest that the objectives of the management iiffey ffom those of

the firm’s stockholders. While the management paitheir own personal interest, which may be detniialeto
the interest of the shareholders, the latter espbet former to act as loyal and faithful agents.

3 Methodology

The source of data collection for the research weals primary in nature. The study made use of strad
questionnaire as its research design. The studylaiign covers the entire banking sector but thaa size
was limited to 5 selected banks headquartered go4.aA total of 80 staff (16 staff from each of thdanks)
were selected randomly and these were basically bffime staff. The 5 banks were also selecteduaiom and
the 5 banks were Stanbic IBTC Bank Plc, United B#orkAfrica Plc and Access Bank Plc representisg 1
healthy banks declared by the Central Bank of Négand accounting for 20% of the banks in this gaite.
The other two were Bank PHB Plc. and Afribank Ripresenting the 9 troubled banks and accounting for
approximately 20% as well. Out of the 80 questiarenadministered to respondents, 72 or (90%) wetly d
filled and returned. In addition to the primary sms, secondary sources were also utilised. Acadgminals,
textbooks, research papers and other materialsvinat considered useful for the study were conduker the
purpose of this study therefore, a major hypothesis formulated and this is as stated underneath:

Ho: There is no significant relationship between ageamy poor corporate governance
4 Data Presentation and Analysis

This study was designed to ascertain the degressufciation between poor corporate governance gewncy.
The section focuses essentially on the presentatinalysis and interpretation of the primary datdected
using a well-structured questionnaire. StatistRatkage for Social Sciences was used to analyzeottested
primary data. In all, the researcher distributetbtal of 80 copies of questionnaire to the emplsyet five
different banks listed above at their headquareds within the Lagos environment, out of which 7&revduly
filled and returned. The response rate is as showhe table below

Section A
Table 1: Respondents Rate of Return
Frequency Percentage Cumulative Percentage
Returned 72 90 90.0
Not Returned 8 10 100
Total 80 100.0

Source: Field Survey, 2012

Table 1 above revealed that (72) or 90% of theaedents filled and returned the questionnaire athtered on
them while (8) or 10% did not return their own di@saire

Table 2: Sex
Frequency Percentage Cumulative Percentage
Male 42 58.33 58.33
Female 30 41.67 100.0
Total 72 100.0

Source: Field Survey, 2012

Table 2 shows that (42) or 58.33% of the resporsdarg male while (30) or 41.67% are female.
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Table 3: Age
Frequency Percentage Cumulative Percentage

21- 30years 36 50.0 50.0

31- 40 years 24 33.33 83.33

41- 50 years 12 16.67 100.0

Total 72 100.0

Source: Field Survey, 2012
Table 3 shows that (36) or 50% of the respondemtbeatween the ages of 21- 30, (24) or 33.33%beteeen

31- 40 years, while (12) or 16.67% of the respotslane between the ages of 41 years to 50. Thysritgaof
the respondents are young and are expected toriaenity in their thinking and approach to issues.

Table4: Marital Status

Frequency Percentage Cumulative Percentage
Single 24 33.33 33.33
Married 42 58 .33 91.66
Widow/Divorcee 6 8.34 100.0
Total 72 100.0

Source: Field Survey, 2012

Table 4 above revealed that (24) or 33.33% werglesir{(42) or 58.33 were married while only (6) 0B8%
were either widow /widower or divorcee. Thus majonr about 92% of the respondents are either eduwor

single

Table5: Work Status

Frequency Percentage Cumulative Percentage
Top Management 18 25.0 25.0
Middle Management 36 50 .0 .075
Junior Staff 18 25.0 100.0
Total 72 100.0

Source: Field Survey, 2012
Table 5 shows that (18) or 25% of respondents @pemtanagement, (36) or 50.% of the responderts a

middle management staff (18) or 25.% of the respatslare junior staff. Thus, the survey reveabed most of
the respondents are from the top management oreriiedel management cadre.
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Table 6: Work Experience

Frequency Percentage Cumulative Percentage
Below 10 years 20 27.78 27.78
11- 20years 24 33.33 61.11
21- 30years 16 22.22 83.33.
3lyears and above 12 16.67 aLoo0.
Total 72 100.0

Source: Field Survey, 2012

Table 6 shows that (20) or 27.78% of the resporsdiestl experience of less than 10years, (24) 08%3.8ad
betweenll and 20 years, (16) or 22.22% fall betvddeand 30 years experience while (12) or 16.6786 ha
experience of 31 years and above

Section B

For the purpose of this write-up only a few of thest relevant items in the structured questionrarieepicked

and stated below:

Table 7: Agency role precipitates poor cor porate gover nance

Frequency Percentage Cumulative Percentage
Yes 69 95.83 95.83
No 2 278 98.61
Not Sure 1 1.39 100.0
Total 72 100.0

Source: Field Survey, 2012

From Table 7 above, (69) or 95.83% of the respotsdegreed that agency role could precipitate pograrate
governance. Thus, majority of the respondents agitbethis view.

Table 8: Thereisa significant relationship between agency and poor cor por ate gover nance

Frequency Percentage E Cumulative Percentage
Strongly Agree 18 25.0 25
Agree 46 63.89 88.89
Not Sure 2 2.78 91.67
Disagree 5 6.94 98.61
Strongly Disagree 1 1.39- 100.0
Total 72 1000 -

Source: Field Survey, 2012

The table revealed that (18) or 25% of the respotsd&trongly agreed that there is a correlatiowben poor
corporate governance and agency, (46) or 63 .89%edgvith this viewpoint. About 2.78% were not swigle

6.94% disagreed with the view. It can be inferifget¢fore that there is a

correlation between poor corporate governance gada.
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Table 9: Agency impacts negatively on corpor ate gover nance

Frequency Percentage E Cumulative Percentage
Strongly Agree 36 50.0 50
Agree 18 25.0 75
Not Sure 9 12.50 87.50
Disagree 5 6.94 94.44
Strongly Disagree 4 5.56 100.0
Total 72 1000 -

Source: Field Survey, 2012

From the table above, (36) or 50% strongly agreatiagency impacts negatively on corporate govemai8)
or 25% also agreed with this view point. Thus, mgajof the respondents are of the opinion thatnage

impacts negatively on corporate governance

Testing of Hypothesis

The hypothesis for this study is tested using blo¢hstudent’s t-test. The results obtained fromtést is as

shown and discussed below.

Table 10: One-Sample Statistics

N Mean Standard Standard
Deviations Error Mean
There is a significant relationship
between agency and poor corporate 72 2.01 .986 116
governance

Comment: Using the 5 point Likert scale, 1 represents stipagree, 2 represents agree, 3 represents not sure
4 represents disagree and 5 represents stronglgrdis, the mean of 2.01 shows that the averaperres
indicates that the respondents agree that thersignificant relationship between agency and pogporate

governance

Table 11: One-Simple Test

Test Value =0
95% Confidence
Interval of the
Mean Difference
T df Sig. (2-tailed) Difference

Lower | Upper
There is a significant relation- | 17.336 .000 2.014 1.78 2.25
ship between agency and poor 71
corporate governance

Comment: The table above shows a two-tailed test with degféeeedom (d.f) 72 — 1=71.The statistical value
for 0.05 at 71 degree of freedom is 1.99 and theutated value t = 17.336 is greater than the tatedl value of
1.99 therefore we accept the alternative hypoth@dik). This implies that there is a significantat@®nship

between agency and poor corporate governance.

Further Findings and Discussions

The study was carried out with a view to examirtingjissue of agency in corporate governance. Itokasrved
that directors and the top management act as agethe shareholders who are the owners of the fifhese
agents are expected to maximize the benefits aagtoi the share holders and also consider theesttef the
other stakeholders. Unfortunately, both the owrserd the agents have conflicting interest. Therasisally
information asymmetry hence the shareholders carigbtly determine the interest being pursued bg th
agents.The responsibility of the board to the diottkers of the company is to improve corporate eadnd
performance, to ensure good growth, market capé@din as well as shareholders’ value and theserdk a
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greater extent, on the board of directors, thatdependently minded. However, the board of dinecof these
banks together with the management staff do nofoconto these expected agency functions. Ratlhery t
pursue their own selfish interest, which is usyatiythe detriment of their principals, the ownefshe firms.

It was observed that agency has impacted negativelgorporate governance in the Nigeria bankindosec
Obviously, agency problems arise in wider dimensioBetween the agents and the principal, thetsuslly
lack of transparency and between the agent and sthkeholders there is the problem of non-discksf
material facts that may inform the decisions of stekeholders. It was found out that a good nurnbéanks
conceal vital information from the regulatory auities by rendering false/ incorrect returns. slteven worse
when there is no separation between the manageandrthe board as the executive chairmen will alvwee
their ways through the rubber stamp board and puirgierests which run contrary to those of theldiotders
and the stakeholders.

Table 12 displayed in the study depicts the extentvhich the agents can go in granting naked |dans
themselves and leave the shareholders with nottuirghow for their investments .The magnitude ofdies
abuse in some of the failed banks is presentéakinable below.

Table 12: Extent of Insider Loansto Selected Banksin Liquidation

SIN || Bank Ratio of Insider Loansto Total | Ratio of Non-Performing L oans
Loans (%) to Total Loans (%)
1 Financial Merchant Bank 66.9 99.5
2 Kapital Merchant Bank 50.0 96.2
3 Alpha Merchant Bank 55.0 90.0
4 United Commercial Bank 81.0 90.0
5 Republic Bank 64.9 98.0
6 Commercial Trust Bank 55-9 100.0 .
7 Commerce Bank 52.0 86.9
8 Credite Bank 76.0 98.3
9 Prime Merchant Bank 80.7 100.0
10 | Group Merchant Bank 77.6 94.5
11 | Nigeria Merchant Bank 99.9 95.9
12 | Royal Merchant Bank 69.0 98.0

Source: NDIC Annual Report (Various Years).

Another serious case in point is that of the uglgident of poor corporate governance which engutfed
Nigerian banking sector in August, 2009 and whitrmately led to the sudden takeover of nine outhaf
twenty- four banks and the immediate sack of thriginaging and executive directors.

Concluding Remarks

The study carried out an examination of the rolagéncy in corporate governance. It observed tteneto
which management and the board perform their aghmugtions. The study noted that both managemedt a
the board pursue a different interest altogethemfithose of the shareholders and other stakehold&he
methodology used involves the collection of primdata and putting them in a frequency table. T-sistic
was used to show the degree of association bete@porate governance and agency. In the finalysizlthe
study saw agency as one of the devastating asgecbrporate governance because it breeds, lack of
transparency, non-disclosure of material informatand the granting of insider related credits. Bhady
therefore recommends that the banking sector stendeéavour to entrench effective corporate govematiat
will frown at executive duality, weak internal coois, abuses in lending and compel the directord an
management to be truly and genuinely accountaltlectatakeholders. It also recommends that ther@dsank

of Nigeria should strengthen its enforcement meigmas such that there will be total transparency fuid
disclosure of all material transactions to the stetders and the regulatory authorities.
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