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Abstract

Most of the studies on Board ownership and profitability of firms examine board ownership as
single component without examining the extent to which their individual components affect
profitability of firms. This paper examines the effect of board ownership structure on profitability
of listed nonfinancial firms in Nigeria for the period 2010 - 2022. Secondary data is obtained
from the annual reports and accounts of sixty five (65) firms out of 116 nonfinancial firms listed
in the Nigerian Exchange Group (NGX) as at 31st December, 2022. Board ownership structure
as an independent variable is proxies by overall board of directors’ ownership, Chief Executive
Director Ownership, Executive directors’ ownership and Nonexecutive directors’ ownership,
while ROA is used as proxy for profitability which serves as the dependent variable of the study.
The study adopts ex-post facto and correlation research design with multiple regressions as
technique of data analysis. The result of the fixed effect regression reveals that overall board of
directors’ ownership;, CED ownership and executive directors’ ownership have positive
significant effect on profitability, while nonexecutive directors’ ownership also has positive but
insignificant effect on profitability. It is recommended that the firms should encourage board
ownership through share-based remuneration since it has significant effect on profitability.

Keywords: CED Ownership, Executive Ownership, Non-Executive Ownership, Profitability,
Agency Theory.

1.1 Introduction a firm including the chief executive officer
(CEO) (Abubakar, et al 2024). It is one of
the key structural corporate governance
mechanisms  that  strengthens  board
effectiveness and improves governance
practice in the firm (Okewale, Mustapha &

Firm’s profitability is the ability of a firm to
achieve its predetermined objectives from
the use of its assets which is often measured
in monetary term (Abubakar, et al 2024).
These objectives could be in terms of

productivity, growth, financial (profitability) Aina, 2020).

and or market value (Dahiru, Dogarawa & Studies on the relationship between board
Haruna, 2016). Board ownership is the ownership and its effect on profitability has
proportion of ownership owned by executive been a subject of theoretical and empirical
and nonexecutive directors and other highest debate in the literature of corporate finance
ranking officers in the management team of (Jensen & Meckling, 1976: Fama, 1980;
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Fama & Jensen, 1983; Jensen & Murphy,
1990; Shleifer & Vishny, 1997). The debate
follows the suggestion offered by Berle and
Means (1932), for the separation of
ownership right from control right which
result to a serious agency conflict due to
differences of interests between the
managers and owners of the firm (Bahadur
& Baral, 2019).

Since the work of Berle and Means (1932),
board ownership continue to receive
contributions in diverse opinions regarding
the directions and statistical significance of
the relationship between board ownership
and firm’s profitability (Ogabo, Ogar &
Nuipoko, 2021; Abubakar, et al 2023).
Meanwhile, the findings document by
studies on board ownership and profitability
have appeared to be mixed and conflicting;
both in terms of significance and in linear
associations. As large number of studies
supported a significant positive relationship,
some studies find evidence of a significant
negative relationship, while at the same time
other studies have documented evidence of
no significant relationship at all. As the
puzzles continue, the clamor for more
empirical contributions also continues.

The positive and statistical significant
impact of managerial ownership on firm’s
profitability is said to have gain its support
from agency theory which argues that
managerial ownership increases board
monitoring effectiveness and enhance firm
financial performance due to incentive effect
(Maina & Omagwa, 2020). According to
agency  theory,  managers  consider
themselves as corporate owners
(shareholders when they acquire a given
fraction in the firm’s ownership, which as a
result, reduce the agency conflicts and
makes managers to focus their attention
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toward achieving sound and sustainable
profitability  (Bukar, Abdulrasheed &
Hamidu, 2020). They tend to monitor
themselves and checkmate one another
through timely evaluation of board decision
quality and overall financial performance
and consider such as primary goal since they
know that any failure of such firm is
impliedly their failure as that may not only
lead to loss of job but of equity investment
and thus bear the full consequences of their
harmful actions.

As mentioned earlier, studies have tried to
investigate the association between board
ownership and profitability. However, most
of these studies focus more attention on
analysing how board ownership as single
component impact on profitability without
considering the extent to which individual
components of its structure affects
profitability of a firm. Therefore, owing to
the dearth of studies that take into account
the effect of board ownership components
on firm profitability using dataset of listed
nonfinancial firms in Nigeria has in this
direction becomes imperatives in order to
fill in the gaps identified in the literature.

The study considers the data of the
nonfinancial sector, nonfinancial firms are
those companies that does not engage in
providing financial services, but rather they
produce finished goods to the final
consumer for daily consumption. They
include manufacturing firms, oil and gas
firms, consumer goods firms and the
industrial goods firms. Nonfinancial firms
are relevant due to its historic records of
bulk contributions to Nigeria’s economy on
tax revenues, employment, GDP and
country’s foreign earnings. Despite the
contribution of the sector to the Nigerian
economy, the sector had faced series of



sanctions of fines and delisting by regulatory
agencies such as SEC and in incessant
profitability dwindling, the problems which
are linked directly to poor corporate
governance practice and board performance
(Nwosu et al. 2020). Accordingly, it is based
on this premise that the study examines the
effect of board ownership structure on
profitability using listed nonfinancial firms
in Nigeria as reference point. Also, it is
hypothesized that components of board
ownership structure has no significant effect
on profitability of listed nonfinancial firms
in Nigeria.

2.1 Review of Empirical Studies and
Theoretical Framework

Managerial Ownership and Profitability
The Study reviews literatures on the
relationship between board ownership and
control. Queiri, Madbouly, Reyad and
Dwaikat (2021), study the relationship
between ownership structure and
profitability of 14 listed firms for the period
of 2009 to 2015 using multiple regression as
tool of analysis. The result of the analysis
reveals a negative significan relationship
between ownership structure and
profitability of the firms. Alkurdi, Hamad,
Thneibat, and Elmarzouky (2021), examine
the impact of ownership structure and
profitability of list firms in Amman Stock
Exchange Jordan for the period of 2012 to
2018. The study uses multiple regressions as
tool of analysis and found negative
significant relationship between ownership
structure and profitability of the firms.
Stryckova (2023) explores the influence of
ownership structure and profitability of
listed firms in Czech Republic using
multiple regressions as tool of analysis and
found evidence of negative significant
relationship between ownership structure
and profitability of the firms.
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Bazhair and Sulimany (2023) investigate the
effect of ownership  structure and
profitability —of 98 Saudi  Arabian
nonfinancial firms for the period of 2012 to
2021, using multiple regressions as tool of
analysis. The result of the analysis shows
negative insignificant relationship between
ownership structure and profitability of the
firms. Zhou, Saeed and Agyemang (2024),
examine the relationship between ownership
structure and profitability of the firms using
239 energy firms as sample size for the
period of 2009 to 2022. The result of the
multiple regressions analysis shows a
negative significant relationship between
ownership structure and profitability of the
firms. Nguyen and Nguyen (2024), explore
the impact of ownership structure and
profitability 10, 696 SMEs in Colombia and
found evidence of negative significant
relationship between ownership structure
and profitability of the firms. Nurhadimah
and Paramita (2024) ,investigates the
relationship between ownership structure
and profitability of 25 firms listed
Indonesian Stock Exchange for the period of
2017 to 2022 using multiple regression as
tool of analysis. The result reveals an
evidence  of  positive insignificant
relationship between ownership structure
and profitability of the firms.

Zakaria, Purhanudin and Palanimally
(2014), study the impact of ownership
structure on firm profitability using a sample
of 56 listed Trading and Services firms in
Malaysia over a period 2005-2010. Another
study was conducted by Scholten (2014) on
the effect of ownership structure on firm
profitability of 80 quoted Dutch firms for
the period 2011-2012. The study used
secondary dataset and adopted panel
regression model as technique of analysis of
the data collected. The study reveals that



insider ownership has significant positive
effect on profitability.

In the same vyear, Arief, Kiswanto and
Agung (2014) assess the effect of
managerial shareholding on firm value using
a sample of 54 listed nonfinancial firms in
Indonesia for the period 2008-2011.
Secondary data are collected and analysed
using multiple regressions and the results
showed that managerial ownership has
significant  positive effect on the
profitability. However, the study does not
cover much ownership structure variables.
Similarly, Abubakar (2015) examines the
effect of managerial ownership on
profitability of four (4) quoted building
materials firms in Nigeria for the 2004-
2013. The study collects and analyses
secondary data in multiple regression
models and the results show that managerial
ownership has significant positive effect on
profitability. Also, Singapurwoko (2015)
assesses the impact of ownership structure
on profitability of 13 family owned firms
quoted in Indonesia for the 2010-2014. The
study adopted multiple regression models as
technique of analysis of secondary data
collected and the results revealed that
managerial ownership has positive but
insignificant impact on profitability.

The study by Asadi and Pahlevan (2016)
evaluate  the relationship between
managerial ownership and profitability of 50
nonfinancial firms quoted in India for the
period 2011-2015. The study uses secondary
data and adopts panel regression model as
technique of analysis and the results
indicated that there is significant positive
association between executive ownership
and profitability. Gausait¢ and Vedeckis
(2016) conducts a cross-sectional analysis
on the relationship between managerial
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shareholding and profitability of 51,776
private firms in Lithuania, Latvia and
Estonia for the period 2014. The findings
indicate that managerial shareholding has

significant  positive  relationship  with
profitability.  Similarly, Balagobei and
Velnampy  (2017)  investigated  the

relationship between ownership structure
and profitability of 10 listed beverage food
and tobacco companies in Sri Lanka for the
period 2010-2015. The study uses secondary
data with Pearson’s correlation and multiple
regressions as techniques of data analysis.
The findings reveals that managerial has
significant  positive  relationship  with
profitability of the sample firms.

Abbasi et al. (2017) examine the effect of
ownership structure on profitability of 70
firms quoted in Egyptian for the period
2005-2010. The study adopts panel
regression model and analyses the secondary
data collected. The results indicate that
managerial shareholding has significant
positive influence on firm profitability. In
the same year, Olufunmilayo (2017)
examines  the  relationship  between
managerial ownership and profitability using
a sample of 16 quoted consumer service
firms in Nigeria for the period 2010-2015.
The study uses secondary dataset and
adopted multiple regression equations as
tools of analysis and the results revealed

positive  but insignificant  association
between managerial shareholding and
profitability.  Also,  Adeyeni (2018)

examined the dynamic interactions among
ownership structure, corporate governance,
risk management and profitability using
sample of 20 DMBs listed in Nigerian for
the period 2005-2011. The study shows that
managerial ownership has significant
positive effect on bank profitability.



On the contrary, Hamza and Suman (2018)
study the relationship between ownership
structures and firm profitability using a
sample of 50 manufacturing firms listed in
India for the period 2011-2015. The study
uses secondary dataset and adopted multiple
linear regressions as tool of data analysis.
The results show that managerial ownership
has positive but insignificant relationship
with profitability. In another study, Reem,
Mohammed and Wajeeh (2015) analysed the
relationship between ownership structure
and profitability of 42 financial firms listed
in Bahrain Bourse for the period 2007-2011.
Secondary data are collected and multiple
regressions was adopted as tool of data
analysis and the results showed evidence of
insignificant positive association between
managerial ownership and profitability.
Similarly, Gugong, Kumai and Bala (2015)
assess the impact of ownership structure on
profitability using sample of 21 listed DMBs
in Nigeria for the period 2005-2014. The
study finds that managerial shareholding has
significant negative impact on profitability.

Abdul Rahman and Reja (2015) analyse the
effect of managerial ownership on
profitability of 14 listed Malaysian
commercial banks for the period 2000-2011.
The results from analysis show that
managerial shareholding has significant
negative effect on profitability. Similarly,
Soufeljil et al. (2016) studied the effect of
managerial ownership on profitability using
a sample of 51 firms listed in Tunisia for the
period 2008-2012. The study uses secondary
data and panel regression and the results
show that managerial ownership has a
significant negative effect on profitability.
Also, Chinyerugo and Uchechukwu (2016)
examine the relationship between ownership
structure and profitability of four (4) listed
Information and Communications
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Technology (ICT) in Nigeria for the period
2013-2014. The study uses secondary
dataset and multiple linear regression
models and SPSS 20 as tool of analysis and
the results showed evidence of significant
negative association between managerial
ownership and profitability.

However, Aymen (2014) studies the
relationship between ownership structure
and profitability using a sample of 19 banks
listed in Tunisia for the period 2000-2010.
The study adopts panel regression technique
as tool of analysis of secondary data
collected and the results revealed an
evidence of no significant association
between  managerial  ownership  and
profitability. Similarly, Ahmed and Hadi
(2017) analyse the cross-sectional dataset of
252 quoted firms across Asia in 2014 on the
relationship between managerial ownership
and profitability. The study fnds evidence of
significant negative association between
managerial ownership and profitability both
countries. Also, Adamu and Haruna (2020)
examine the relationship between ownership
structure and profitability of 40 listed
nonfinancial firms in Nigeria for the period
2014-2018. The study adopts panel
regression model as tool of analysis and
found a significant negative relationship

between  managerial  ownership  and
profitability. Overall, apart from the
weaknesses relate to period gap, the

literature reviewed above have testified that
no study examines the extent to which
individual components of board ownership
affect profitability hence the need for a fresh
study that will analyse whether there will be
any change or otherwise on the magnitude
of the effect and relationship among the
components of board ownership studied.



Theoretical Framework

The study used agency theory to underpin
the relationship among the variables of the
study. Agency theory explains the important
relationship that exists between the principal
(employer) and the agent (employee). In
most basic sense, the principal is someone
who hired the agent’s service and relies on
him to execute specific functions and
decisions that can result in positive
fluctuating  outcomes  (Ross,  1973).
According to this theory, agency problem in
the firm can be resolve by making board
members partial co-owners of the business
by way of granting them the chance to
acquiring a given fraction of shares from the
firm’s outstanding equity shares (Jensen &
Meckling). This will enhance board
monitoring  effectiveness and  firm
profitability. Therefore, agency is adopted to
underpin the relationship between all the
independent variables and the dependent
variable of the study.

Variables Definition and Measurement

Table 1: Variables Measurements and Definitions

3.1  Methodology and Model

Specification

The study adopted both ex-post facto and
correlation research design to measure the
association  between board ownership
structure and  profitability of listed
nonfinancial firms in Nigeria. The study
population comprises 116 quoted
nonfinancial firms listed in the Nigerian
Exchange Group (NGX) as at 3lst
December, 2022. The adjusted population of
the study is 65 firms listed on the Nigerian
Exchange Group. The study uses the
adjusted population as its sample size, hence
adopted census sampling approach by
studying all the 65 firms. The study uses
secondary data extracted from the annual
reports of the firms. The study uses Fixed
Effect (FE) multiple regression technique
for data analysis which established
relationship among the variables of the
study.

Variable Type Variables Measurement and Source

ROA Dependent Earnings before interest and tax (EBIT) divided by total asset
(Adamu & Haruna, 2020).

OBDS Independent | The ratio of overall shares owned by all members of the board to
sum total of firm issued shares (Adeyeni, 2018).

CEQOS Independent | The proportion of shares owned by the Chief Executive Director
(CED) to sum total of firm issued shares (Abbasi et al. 2017).

EXDS Independent The proportion of shares owned by the Executive Directors to sum
total of firm issued shares (Hamza & Suman, 2018).

NEDS Independent | The proportion of shares owned by the Non-Executive Directors to
sum total of firm issued shares (Thompson, 2016).

Sources: Compiled by the Author
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Model Specification

The models used to empirically test the
hypothesis formulated is as follows:

ROAi = a + Bi10BDO;; + B.,CEDO; +

B3sEXDOj + B4sNEDO; +
e i

Where

ROA Profitability of
firmiattimet

OBDO Overall board

of directors’ ownership of firm i at time t

CEDO Chief
executive director ownership of firm i at
time t

Table 2: Descriptive Statistics

EXDO Executive
directors’ ownership of firm i at time t

NEDO Non-
Executive directors’ ownership of firm i at
time t

a, B1-Pa

be estimated

Parameters to

€ Error term
4.1 Results and Discussion

In this section, summary of descriptive
statistics, correlation matrix and regression
result is presented and discussed as follows;

Variable Min Max Mean Std. Div. N

ROA -0.0147 0.0391 0.0252 0.4434 845
OBDO 0.0009 0.5703 0.0366 0.0193 845
CEDO 0.0001 0.1149 0.0574 0.0749 845
EXDO 0.0006 0.3700 0.0645 0.0181 845
NEDO 0.0002 0.0990 0.0496 0.0703 845

Source: Stata output

From Table 2, shows a mean value of
0.0252 and standard deviation of 0.4434 for
ROA implying a wide level of dispersion of
the data. ROA also has minimum value of -
0.0147 and maximum value of 0.0391. The
difference between the mean and standard
deviation values as well as the negative
minimum value of -0.0147 demonstrates that
there are some abnormalities in the dataset
within the study period. This abnormality
could be due to loss (negative values)
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recorded by many firms across the sample
which could possibly influence the positive
figure (profit) reported for other years even
though the loss was not consistent for the
whole period of the study. Hence, a clear
evidence for profitability dwindling in the
Nigerian nonfinancial sector.

Overall board of directors’ ownership shows
minimum value of 0.09% and maximum
value 57.03%. The variable also has mean




value of 3.66% and a standard deviation of
1.93% indicating a low variation across the
firms. However, as the mean value is greater
than the value for standard deviation it
means the data is relatively normal. CED
ownership provides 0.01% as its minimum
value and 11.49% as its maximum value
respectively. Also, the average value for the
variable stood as 5.74% and standard
deviation value of 7.49% signifying high
level of deviation. Executive directors’
ownership shows a minimum value of
0.06% and a maximum value of 37.00%.
The variable also shows a mean value of
6.45% and the standard deviation value of

Correlation Matrix
Table 3: Correlation Matrix

1.81% indicating that the data for the
variable deviate from the mean at a low
level. Nonexecutive directors’ ownership
shows 0.02% as its minimum value and
9.90% as its maximum value respectively.
Both the minimum and the maximum values
for Nonexecutive directors’ ownership
exceeded the minimum acceptable ratio
NED ownership recommended by the
Financial Reporting Council of Nigeria
Code of corporate governance 2018. Also,
the mean value for the variable stood as
4.96% and standard deviation value of
7.03% signifying high level of deviation.

Variables ROA OBDS CEQOS EXDS NEDS
ROA 1.0000

OBDO 0.0429 1.0000

CEDO 0.1106 0.3001 1.0000

EXDO 0.0661 -0.2991 -0.1949 1.0000

NEDO 0.0131 0.1339 -0.0281 0.0044 1.0000

Source: Stata output

From Table 3, the correlation between ROA
and Overall board of directors’ ownership,
CED ownership, EXD ownership and NED
ownership shows positive coefficients of
0.0429, 0.1106, 0.0661 and 0.0131
respectively. This implies that all the four
explanatory variables are moving in the
same direction with ROA. The independent
variables appear not to be highly correlated
among themselves. This is evidenced by the
highest correlation coefficient value of
0.3001 between Overall board of directors’
ownership and CED ownership. As none of
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the correlations coefficients among the
independent variables themselves is equal to
or above 0.8, it suggests the possible
absence of harmful multi-Collinearity
(Gujirati, 2004).

Regression Results and Discussion of

Findings

Some robustness tests like multicolinearity
and Hetroskedasticity tests are conducted in
order to see their existence or otherwise. The
multicolinearity test revealed a variance
inflation factor and tolerance values of less




than 10 and 1 respectively, meaning that the
data used in the study does not have any
multicolinearity problems. The
Hetroskedasticity test revealed a Chi® value
of 31.17 with a p-value of 0.000 which is
significant at 1% level of significance. This
means there is Hetroskedasticity problem
associated with the data of the study. As a
result of the existence of Hetroskedasticity
problem associated with the data of the
study, the study conducts fixed and random

effect models tests and then hausman test is
used to decide which model to be adopted
for the study between fixed and random
effect models. The result of hausman test
reveals a Chi® statistics of 27.13 and is
accompanied by a p-value of 0.000, which is
statistically significant at 1% level of
significance. The implication of this
significant p-value is that the fixed effect
model results are preferred to the random
effect in the final model.

Table 4 presented the summary of the Fixed Effect (FE) Regression results as follows;
Table 4: Summary of Fixed Effect Regression Results

Variables Coefficient t - value p — value
Intercept 0.1456 2.81 0.000***
OBDO 0.2155 2.78 0.000***
CEDO 0.1137 2.52 0.001**
EXDO 0.1491 2.67 0.000***
NEDO 0.0942 84 0.413

R* Within 0.3117

F — Stat 12.84

Prob. > F 0.000***
Hausman 27.13 0.000***

*** Denotes significance at 1%, ** Denotes significance at 5% * Denotes significance at 10%..

Table 4 reveals that there is significant
positive association between overall board
of directors’ ownership and profitability of
listed firms in the Nigerian nonfinancial
sector. This is observed from the computed
beta value 0.2155 and p-value 0.000 which
is statistically significant at 1% level of
significance. This signifies that as overall
board of directors’ ownership increases the
profitability of firms also increases. The
likely reason of this result might be as a
result of directors’ interest in the ownership
structure of the firm which might motivate
the directors to manage the affairs of the
firms in the based interest of the company.
The result is consistent with Adeyeni
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(2018), but inconsistent with Soufeljil et al.
(2016).

Chief Executive Director Ownership has a
significant positive influence on profitability
as the coefficient of the variable is 0.1137
and p-value 0.001 which is statistically
significant at 1% level of significance. This
indicates that increase in the ratio of CED
shares cause increase on profitability. This
result may be as a result of the CED’s ability
to manage the company in line with the
company’s mission and vision than his/her
personal interest in which doing anything
contrary may affect his/her investment in the
firm. This result is consistent with Balagobei
and Velnampy (2017) and is in contrast with



the  findings of Chinyerugo and
Uchechukwu (2016).
Executive  directors’  ownership  has

significant positive influence on profitability
as the coefficient of the variable is 0.1491
and p-value 0.000 which is statistically
significant at 1% level of significance. This
indicates that increase in the ratio of
executive  directors’ ownership cause
increase on profitability. This finding might
be as a result of the executive director extra
devotion in running the affairs of the
company. This result is in line with Abbasi
et al (2017). The study however contradicts
Adamu and Haruna (2020).

The result further reveals that NEDs’
ownership also has positive but insignificant
effect on profitability. This can be observed
from the beta value 0.0942 and p-value
0.413 which is statistically insignificant at
all level of significance indicating that
increase  in  nonexecutive  directors’
ownership does not have corresponding
increase on profitability. This result may be
as result of the existing objectivity and non-
compromising attitudes of the non-executive
directors in terms of playing his/her
monitoring roles in the company’s board of
directors. The result is in line with Aymen
(2014) however, contradicted the findings of
Ahmed and Hadi (2017).

The F-statistic value 12.84 and p-value
0.000 signifies that the study model is well
fitted. Also, the R®Within of 31.17 explains
that about 31.17% variations in the
profitability of listed firms in the Nigerian
nonfinancial sector is caused jointly by the
independent variables studied, whereas the
remaining 68.83% is caused by other
variables outside this study model.
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5.1 Conclusion and Recommendations

The study examines the effect of board
ownership structure on profitability of listed
nonfinancial firms in Nigeria. The result of
the fixed effect regression reveals that
overall board of directors’ ownership; CED
ownership and  executive  directors’
ownership have positive significant effect on
profitability, while nonexecutive directors’
ownership also has positive but insignificant
effect on financial performance. The study
concludes that overall, board ownership has
significant effect on profitability of
nonfinancial firms in Nigeria. It is
recommended that management of firms in
the Nigerian nonfinancial sector should
encourage board ownership through share-
based remuneration since it is found having
positive  significant effect firms’
profitability. They are however
recommended to maintain the minimum
acceptable ratio of 0.0001 for NED as
recommended by the Financial Reporting
Council of Nigeria Code of corporate
governance 2018 since increasing their
ownership ratio doesn’t caused any
significant impact on profitability.

on
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