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Abstract: Measurement of financial performance of enterprises is an important Component required for
investment decision making. Previous research has indicated a relationship between leadership and financial
performance of enterprises. This study investigated the effect of board composition on the financial
performance of commercial banks in Cameroon. Ex-post facto research design was adopted for the study.
The data used for this study was secondary data derived from the audited financial statements of the selected
registered commercial banks in Cameroon. A five years period from 2015-2019 was the period of
concentration. Data collected was analysed using panel data regression analysis. Findings revealed that the
board composition which is the proportion of non-executive directors to the executive directors on the board
recorded a mean of 75%. This means that on average of 75% of the board members are outside directors
(non-executive directors) in Cameroon based banks. Also, the regression analysis indicated that there exist a
negative (-.463) correlation between board composition (proposition of non-executive directors) and the
financial performance of commercial banks in Cameroon as measured by ROA. This result was equally
significant at t=-6.052 and p=.000. The negative sign observed here means that an increase in the non-
executive directors on the board of directors will lead to a corresponding decrease in the financial
performance of commercial banks in Cameroon. The study therefore recommended that commercial banks in
Cameroon should strike a fair balance between the proportion of non-executive and executive directors on
their board for improve performance.
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1. INTRODUCTION

The main driver of business engagement is to maximise shareholders net value.Investment is the
postponement of present consumption for future gratifications. Therefore, investors will be interested
in the value of the expected return on their investment ascompares to their opportunity cost.
Successful leadership represents one of the most important factors that contribute to the enterprise
success. Koontz et al. (1990) define leadership as a process of influencing employees in order to
motivate and encourage them to achieve the enterprise's goals. Griffin(2002) believes that leadership
is both a process and a trait. As a process, leadership represents the focus on activities that a leader
takes, and as a trait, leadership represents leader's traits. Leadership can also be defined as the skill of
encouraging employees to participate voluntarily in the realization of enterprise's goals (Rozman et
al., 2017).1t is important to point effective leadership leads to increase in the shareholder value. The
responsibilities to lead organisations lies with the board of directors. These responsibilities of the
directors include setting the company's strategic aims, providing the leadership to put them into effect,
supervising the management of the business and reporting to shareholders on their stewardship which
constitute the core of corporate governance. The Board's actions are subjected to laws, regulations and
the shareholders in general meeting (Olayiwola, 2010).

Boards of directors are responsible for the governance of their companies. The shareholders' role in
governance is to appoint the directors and the auditors and to satisfy themselves that an appropriate
governance structure is in place. Corporate governance is a set of procedures, policies and laws that
influences the administration processes of a company. This is the relationships among the many
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stakeholders involved and the goals for which the corporation is governed. In modern business
corporations, the main external stakeholder groups are shareholders, debt holders, trade creditors,
suppliers, customers and communities affected by the corporations’ activities. Internal stakeholders
are the board of directors, executives, and other employees (Akpan&Riman, 2012).

The term corporate governance came into popular use in the 1980s to broadly describe the general
principles by which the business and management of companies were directed and controlled.
Although its usage is now common, and the objectives to be achieved thereby generally understood,
there is no universally accepted definition of corporate governance. Although the utility of definitions
is invariably exaggerated, definitions do have the advantage of providing a general framework for
discussion and debate. For this purpose, and in view of the comparative infancy of the subject in
Cameroon, a limited discussion of the definition of corporate governance is provided below
(Anderson et al. 2004). Given the fury of activities that have affected the efforts of banks to comply
with the various consolidation policies and the antecedents of some operators in the system, there are
concerns on the need to strengthen corporate governance in banks. This will boost public confidence
and ensure efficient and effective functioning of the banking system (Soludo, 2004a). According to
Heidi and Marleen (2003:4), banking supervision cannot function well if sound corporate governance
is not in place. Consequently, banking supervisors have strong interest in ensuring that there is
effective corporate governance at every banking organization. Changes in bank ownership and
subsequently board composition during the 1990s and early 2000s substantially altered governance of
the world’s banking organization (Mayes et al., 2001). These changes in the board composition of
banks raised very important policy research questions. The fundamental question is how do these
changes affect bank performance?

Corporate governance in Cameroon came into existence since 1968 the establishment of the
Companies Act of 1968 which regulates the running of companies in relation to the roles of the board
of directors and the members in general meeting. Corporate governance in Cameroon especially in
the banking industry was re-strengthening in 1992 by the creation of the Banking Commission for
Central Africa with its acronym COBAC. The creation of COBAC was necessitated by the collapsed
of high-profile banks in Cameroon like Bank of Cameroon Le Meridiane B.l.A.O. Bank and
B.1.C.1.C. all of which were mostly blamed on poor corporate governance.

It is therefore necessary to point out that the concept of board composition of banks and very large
firms have been a priority on the policy agenda in developed market economies for over a decade.
Further to that, the concept is gradually warming itself as a priority in the African continent. Indeed, it
is believed that the Asian crisis and the relatively poor performance of the corporate sector in Africa
have made the issue of corporate governance a catchphrase in the development debate (Berglof and
Von -Thadden, 1999). The banking sector of the developing nations among other sectors has also
witnessed several cases of collapses, some of which include; in Nigeria Alpha Merchant Bank,
Savannah Bank and SocieteGenerale Bank, and in Kenya, Continental Bank of Kenya, Capital
Finance Ltd, Consolidated Bank of Kenya and Trust Bank of Kenya (Akpan, 2007).

Board composition is a subset of corporate governance in firms, banks included; wherecorporate
governance in a particular firm improves then firm’s performance will also increase (Khan &Awan,
2012). One characteristic of board composition is the board size; theoretically, large boards are
expected to depict an inverse relationship with financial performance. Problems of poor
communication and hampered decision-making weakenthe effectiveness and efficiency of larger
boards relative to smaller ones (Guest, 2009). According to agency theory (Jensen &Meckling, 1976),
boards of directors should be structured to safeguard the principals (owners’) best interests by limiting
agency problems (where firm managers might pursue self-advancing goals through board resolutions).
Thus, board composition influences financial performance positively; only positive net present value
projects are vouched for in board decisions. However, the stakeholder theory (Freeman, 1984) posits
that boards are often composed of stakeholders; each stakeholder has some interest to safeguard
through the board of directors, where these interests are not aligned the effect on financial
performance could be negative.

Since in the late 1980s with the introduction of Structural Adjustment Programme (SAP) till now the
Cameroonian banking industry has witnessed a lot of corporate restructuring with the ownership of
several banks transformed from one form to the other. For example, the in 1989 Cameroon Bank
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Corporation (CBC) had a split-winding transfer, with the transfer of compromised debt and a merger
of good assets with the Commercial bank of Credit Lyonnais (SCB-CL). The same 1989 witnessed
the liquidation and closure of the Rural Development Fund (Fonadis), The Development Bank (BCD)
of Cameroon, Banque Paribas (Paribas), Bank of Cameroon (Cambank) and the split-winding of the
Bank of Credit and Commerce Cameroon (BCCC), with the transfer of good assets at Standard
Chartered Bank Cameroon (SCBC). In 1990, International Bank for Trade and Industry of Cameroon
(BICICI) was liquidated and replaced by International Bank of Cameroon for savings and credit
(BICEC). In the 2000s, Bank Atlantigue acquired Amity, Ecobank acquired Oceanic Bank and host
foreign nationals like the Moroccan, the Nigerian, the French interested in investing in banking sector
of Cameroon. Therefore, there is the need for a good corporate governance structure in Cameroon so
that depositors’ funds could be well secured.

In Cameroon, little empirically studies have been carried out on board composition and firms’
performance.In order to address these deficiencies, this study examined the role of Boardcomposition
in the financial performance of Cameroonian commercial banks. Unlike other prior studies, this study
iS not restricted to the framework of the OECD principles, which is based primarily on shareholder
sovereignty.While it is logical (but not undisputed) to suppose that the managerial abilities of the
board of directors would have a significant impact on the entity's financial performance, it is however
not clear-cut whether the board's composition would significantly influence the entity's performance.

2. HYPOTHESIS

There is no significant relationship between the board composition and financial performance of
commercial banks in Cameroon.

3. LITERATURE REVIEW
3.1. Board Composition and Financial Performance

The board of directors can play an important role in improving corporate governance and the value of
a firm (Hanrahan et al. 2001). The value of a firm is also improved when the board performs its
fiduciary duties such as monitoring the activities of management and selecting the staff for a firm. The
board can also appoint and monitor the performance of an independent auditor to improve the value of
a firm. The board of directors can resolve internal conflicts and decrease the agency cost in a firm.
The members of a board should also be accountable to the shareholders for their decisions as argued
by Vance (1983), Anderson and Anthony (1986), Nikomborirak (2001) and Tomasic et al. (2003).

The board consists of two types of directors; outsider (independent) and insider directors. The
majority of directors in a board should be independent to make rational decisions and create value for
the shareholders. The role of independent directors is important to improve the value of a firm as they
can monitor the firm and can force the managers to take unbiased decisions. The independent
directors can also play a role of a referee and implement the principles of corporate governance that
protect the rights of shareholders (Bhagat and Jefferis, 2002; Tomasic et al. 2003).

Similarly, internal directors are also important in safeguarding the interests of shareholders. They
provide the shareholders with important financial information, which will decrease the information
asymmetry between managers and shareholders as argued by Bhagat and Black (1999) and Bhagat
and Jefferis (2002). The board size should be chosen with the optimal combination of inside and
outside directors for the value creation of the investors. The boards of directors in the developing
market are unlikely to improve the value of a firm, as the weak judiciary and regulatory authority in
this market enables the directors to be involved in biased decision-making that serves the interests of
the majority shareholders and the politicians providing a disadvantage to the firm (Asian
Development Bank, 1997).

The composition of board members has been proposed to help reduce the agency problem (Weisbach,
1988). Empirical studies on the effect of board membership and structure on performance generally
show results either mixed or opposite to what would be expected from the agency cost argument.
While some studies find better performance for firms with boards of directors dominated by outsiders
(Pfeffer and Salancik 1978; Ogus, 1994;1998; Pearce and Zahra 1992; Vafeas, 1999), others find no
such relationship in terms of accounting profits or firm’s value (Weisbach, 1988; Daily and Dalton,
1992; Mehran 1995; Daily and Ellstrand, 1996; Rosenstein and Wyatt 1997; Klein 1998; Weir and
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Laing 2001 and Bhagat and Bolton 2005). Daily and Dalton (1992) provided analyses of 54 empirical
studies of board composition and 31 empirical studies of board leadership structure and their
relationships to firm financial performance. They find little evidence of a relationship between board
composition or leadership and firm financial performance. This is also evident in the study by
Hermalin and Weisbach (1999) and Bhagat and Black (2002).

As it is the case in many family-based Asian banks (Malaysian banks), boards dominated by insiders
are not expected to play their role as effective monitors and supervisors of management. This is
particularly when the board chairperson is also the firm’s CEO. In addition, outside directors provide
firms with windows or links to the outside world, thereby helping to secure critical resources and
expand networking (Daily and Ellstrand, 1996).

In the case of a sample of 228 small, private firms in Shanghai in the People’s Republic of China,
Liang and Li (1999) cited in Sang-Woo and Lum (2004), reported that the presence of outside
directors is positively associated with higher returns on investment, though they do not find such a
relationship for board size or the separation of the positions of CEO and board chairperson.
Furthermore, Bohren and Bernt (2003) showed that the amount of stock owned by individual outside
directors is significantly correlated with various measures of firm performance as well as CEO
turnovers in poorly performing companies.

Baysinger and Butler (1990) and Rosenstein and Wyatt (1997) showed that the market rewards firms
for appointing outside directors. Brickley, Coles and Terry (1994)find a positive relationship between
the proportion of outside directors and the stock market reaction to poison pill adoptions; and
Anderson, Mansi and Reeb (2004) in their study showed that the cost of debt, as proxied by bond
yield spreads, is inversely related to board independence. However, Fosberg (1989) investigated the
relationship between the proportion of outside directors and various performance measures and finds
no relationship between the two variables. Hermalin and Weisbach (1999) also observed no
association between the proportion of outside directors and Tobin’s Q; and Bhagat and Black (2002)
find no linkage between the proportion of outside directors and Tobin’s Q, return on assets, asset
turnover and stock returns.

Sanda et al. (2005), used a pooled OLS regression analysis of quoted companies in Nigerian stock
exchange firm to find no evidence to support the idea that boards with higher proportion of outside
directors perform better than other firms. Attiya and Robina (2007) in Pakistan analysed the
relationship between firm value (Tobin’s Q) and governance sub-indices (board ownership and
shareholdings). The result indicates that corporate governance does matter in Pakistan and that board
composition has significant effects on firm performance.

Thus, the relationship between the proportions of outside directors, a proxy for board independence,
and firm performance is mixed. Studies using financial statement data and Tobin’s Q find no link
between board independence and firm performance, while those using stock returns data or bond yield
data find a positive link.

4. METHODOLOGY

The research design that was adopted for the study was ex-post facto research design. This design
was considered appropriate because the researcher had no control over the dependent and the
independent variables being studied. At the time of the study, the manifestation in the dependent
and independent variables had already occurred. Thus, the researcher only studied the variables the
way they were and, in the process, to describe the relationship existing between the variables. The
population for this study consists of all the 15 registered commercial banks in Cameroon as at 2020.
The judgmental sampling technique was used in selecting the 10 listed banks out of the 15 registered
commercial banks.

The data used for this study was secondary data derived from the audited financial statements of the
selected registered commercial banks in Cameroon. A five years period from 2015-2019 will be the
period of concentration. This study also made use of books and other related materials especially the
BEAC and Douala Stock exchange.
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5. MODEL SPECIFICATION

This study employed a modified version of the econometric model of Miyajima et al (2003) as
adopted by Coleman and Nicholas- Biekpe (2006). The Econometric model of Miyajima et al (2003)
is therefore seen below as;

Yit = BO+ BQBCOMPt ++ 6
Where:

Y;; represents firm performance variables which are: return on capital employed, earnings per share,
return on assets and return on equity for banking firms at time t.

Gi; is a vector of corporate governance variable of Board Composition (BCOMP).

Based on the fact that we employed different governance and performance proxies, the above model
is therefore modified to determine the relationship between bank performance and corporate
governance of banks in Cameroon. In doing this we therefore developed two simple definitional
models to guide our analyses. The model is as follows;

ROA; = B, + B1BCOMPg, Q)
Where:

ROA = Returnon Asset

BOS= Board Composition

6. RESULT AND DISCUSSION

Tablel. Regression Result of the relationship between board and financial performance of commercial banks in
Cameroon

Coefficients®
Model Unstandardized Coefficients Standardized T Sig.
Coefficients
B Std. Error Beta
1 (Constant) 10.444 1.537 6.797 .000
BCOM -.463 076 -.359 -6.052 .000

a. Dependent Variable: ROA
R Squared = 0.63
Adjusted R Squared = 0.54
F- Statistics = 54.83

The regression result in Table 1 revealed that, the coefficient of determination (R?) is 0.63. This
indicates that about 63% of change in the dependent variable return on asset (ROA) could be
accounted for by the explanatory variable of board composition (BCOMP). The adjusted R-squared of
54% further justifies this effect. The F-value of 54.83 which is significant at 1% level indicate that
there exists a significant relationship between the dependent and independent variable and that the
modeldoes not suffer from specification bias.

The estimated coefficient for board composition (BCOMP) is negative, this implies that there exists
an inverse relationship between board composition and performance of banks. In other words,increase
in the proportionof non-executive director will lead to a corresponding decrease in the performance of
the commercial banks in Cameroon. This result is in line with economic a priori criterial and is
significant at 5% level of significance.

7. DISCUSSION OF FINDINGS

The findings of the second hypothesis of this study revealed that there exist a significant and negative
relationship between board composition and the financial performance of commercial banks in
Cameroon as measured by return on asset (ROA). This finding indicates that increase in the
proportionof non-executive director will lead to a corresponding decrease in the performance of the
commercial banks in Cameroon. One of the reasons why increasing board independence apparently
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doesn't pay off in improved performance is that having a reasonable number of inside directors could
add value. A support for our view is the suggestion by Baysinger and Butler (1985) that an optimal
board contains a mix of inside, independent, and perhaps also affiliated directors, who bring different
skills and knowledge to the board.

Executive directors may also be better at strategic planning decision. This view is also consistent with
Klein's (1998) evidence that inside director representation on investment committees of the board
correlates with improved firm performance.

The negative effect can also be because non-executive directors are likely to be too busy with other
commitments and are only involved with the company business on a ‘part-time’ basis.

In addition, as mentioned earlier, non-executive directors are likely not to have a hands-on approach
or are not necessarily well versed in the business, hence do not necessarily make the best decisions.
Our findings are in tune with the study by Pi and Timme (1993); Belkhir (2006); Staikouras et al.
(2007) and Adams and Mehran (2005 and 2008) who found a negative but significant relationship
between the tested variables. However, our findings disagree with Bebchuk et al. (2009) and Pathan et
al. (2007) who found a positive relationship between the variables.

8. CONCLUSION

Based on the findings obtained from this study, the following conclusions could be made; the board
composition which is the proportion of non-executive directors to the executive directors on the board
meeting recorded a mean of 75%. This means that on average, about 75% of the board members are
outside directors (non-executive directors).Also,the regression analysis indicated that there exist a
negative (-.463) between board composition (proposition of non-executive directors) and the financial
performance of commercial banks in Cameroon as measured by ROA. This result was equally
significant (t=-6.052, p=.000). The negative sign observed here means that an increase in the non-
executive directors on the board of directors will lead to a corresponding decrease in the financial
performance of commercial banks in Cameroon

9. RECOMMENDATIONS AND IMPLICATION OF STUDY

Based on the findings of this research, we therefore present the following recommendations which
will be useful to stakeholders.

1. Commercial banks in Cameroon should try to strike a fair balance between the proportion of non-
executive and executive directors on the board of directors

2. Proponents of board independence should note with caution the negative relationship between
board independence and future operating performance. Hence, if the purpose of board
independence is to improve performance, then such efforts might be misguided. However, if the
purpose of board independence is to discipline management of poorly performing firms or
otherwise monitor, then board independence has merit. In other to have proper monitoring by
independent directors, bank regulatory bodies should require additional disclosure of financial or
personal ties between directors (or the organizations they work for) and the company or its CEO.
By so doing, they will be more completely independent. Also, banks should be allowed to
experiment with modest departures from the current norm of a “supermajority independent” board
with only one or two inside directors.
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