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Abstract 

The broad objective of the study was to determine the relationship between various 

component of corporate governance structure and the performance of manufacturing 

firms hstcd in the ~SE ·n1c study was guided by the following specific objectives: To 

determine the relationship between finn performance and frequency of board meetings 

for manufacturing firms li ted in the NSE between 1996-2006: To determine the 

relationship between board composition and finn performance in manufacturing finns 

listed in the l\SE. To determine the relationship between the percentage of insitkr equity 

holding and fim1 performance in manufacturing firms hsted in the NSL. and to dctcnnine 

the rclallon,hip between execullve compensation and firm pcrfonnancc in manufacturing . 

finm ltsted in the NSE. The study targeted 18 manufacturing compantc'> that arc listed in 

the NSE as at 30th June 2007. Data was obtamed from the information cemrc at the 

Na~rob1 Stock l:.xchange and compnsed observations for the period between JC)96 and 

2006. 

The key findmgs of the study revealed the existence of a linear rcla11onsh1p between 

vanous structures of corporate governance and performance of manufacturing firn1s listed 

in the NSE Specifically. the fmdings revealed that there exists a perfect linear 

relationship between performance measures and the frequency of boards meetings; CEO 

compcnsallon. board composition: and percentage of insider hold ing. The results were 

obtamed through a regression-based F-TEST on each of the four performance measures 

(Tobm' Q. Return on Equity, Return on Assets; and Price-to-Earnings ratios) used in the 

study. It was recommended that adoption of sound corporate govemance structures 1s 

critical for the succ~s of manufacturing firms. 
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CHAPTER ONE 

1.0 I TRODUCTIO 

1.1 . Background of the tudy 

Corporate governance is a set of interlocking mles by which corporations, sharcholdef') 

and management govern their bcha~iour. Th1s 1s a combination of a legal system that sets 

some common standards of governance and systems of behaviour dctennined by the 

fmns them,clves. Much of the research on corporate governance examines the interaction 

between the institutional framework of governance and the response of finm within 

those frameworks (Picsse. 2005) 

Corporate governance has traditionally dealt with the agency problem of the separation of 

management and finance. This basic agency problem suggests a possible defimtion of 

corporate go\crnance as addressing an adverse problem of governance in corporate 

organizations The traditional definition of corporate governance took a narrow view. 

Shlc1fcr and Y1shny ( 1997), for mstance, defmcd corporate governance as the ways in 

wh1ch the -.uppliers of finance to corporations assure themselves of getting a return on 

their mvestment. llowever. recent trends do not e nt irely suppon a definition t~at 

pnmanly focuo.;es on ~;hareholdcr value. 



1.1.1. Corporate Go\ernance ' tructure and Performance of Firms 

The corporate governance structure pccific...., the rule.\ and procedure for ma~ing 

decisions on corporate affairs and provides the tructurc through ~hich the company 

objectives are set. a~ well as the means of auaining and monitoring the pcrfom1ance of 

those objective . 

Typical governance structures adopted by fums re ult in change:, in frequency of board 

meetings (Congcn et al 1998); board composit ion (Staplcdon and Lawrence. 1996: 

Jensen. 1997): insider share ownership (Morek. Shleifer, and V1..,hny, 1988): and 

executive compensation (Murphy, 1985; Conyon, 1997). Board mccung frequency 

potent ially carries important governance implications smce ll 1s less co tl y for a firm to 

adju'>t the frequency of its board meetings to attain better governance of the f tnn, than to 

change the composition of its board or ownership structure..~. Vafeas ( 1999) found that 

meeting frequency was mfluentiaJ in improving operating pcrfonnance m a manner 

' cons1~tcnt with the agency theory. 

Empirical stud1cs on finn performance as a function of board composttton yteld mixed 

results {Baysmger and Butler. 1985). Bncley and James (1987) for example, found that 

the proportion of oulStdc directors is significantly lower on boards of banks m states that 

restrict banking acquisitions. suggcstmg that outstde directors play a role in evaluating 

takeoo.:er proposals. llermalin and Weisbach ( 1998) reponed that CEO turnover ts more 

highly correlated with finn performance in corporations having a majority of outstde 

directors than in fmns that have a predominant mstder board. Funher. Hermalin and 
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Wei. bach C 199 ) found that out iders are more likely to join a hoard after a finn 

pcrfonn~ poor!) or leaves an indm.try. Once inJcrence may be the need for additional 

outside guidance in companies undergoing strntegic shifts. 

Serle and Mean (1932) commented that where managers hold little equity in the finn 

and shareholder arc too dispersed to enforce value maximization, corporate ussch might 

be deployed to benefit managers rather than shareholders. According to Jcn~en and 

Meckling ( 1976). the co t of deviation from value maximization declines as management 

ownersh1p rise-.; because of converging interests. Consistent with the c findings. 

McConnel and Servaes ( 1990) found an inverted U-shaped relationship between Tobin's 

Q and managerial ownership. Numerous studies have identified a positive relationship 

between exccut1vc compensation and finn perfonnance. although debate contmucs as to 

the exact s i1e of th1s function. Us ing Australian data Evans and Strom hack ( 1994) for 

example, found lower (and statistically insignificant) elasticity when compared with US 

studies 

1.1 .2. Manufacturing Firms listed in the NSE 

A wide range of opportunities for dtrect and joint-venture mvcstmcnts ex1st m the 

manufacturing sector. including agro-processmg. manufacture of gannents, assembly of 

automotive components and electromcs, plasucs, paper, chem1cals, pharmilceuucals, 

metal and engineering products for both dome•aic and export markets (Republic of 

Kenya. 2003 ). 
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The ector was mitially developed under the impon substitution policy. ·n1cre has hccn a 

shift . however. to expon-oricntcd manufacturing a the thrust of Kenya' indu trial 

policy. The sector play an imponant role in adding value to agricultural output and 

providing forward and backward linkages. hem:e accelerating overall growth. By the 

year 2003 the manufacturing ~ector compnsed more than 700 established enterprises and 

din.!ctly employed over.:: I S,OOO pcr~ons as at the }Car 2000 (Republic of Kenya, 2003). 

According to the World Bank (2004), the productivity growth in the Kenyan 

manufacturing sector had been zero or negative since the early 1990s. Productivity 

declined by 0.5 per cent per year between 1991 and 1998. Regression analysis of 

company data suggests that. between 1999/2000 and 2002/03, almost no productivity 

improvement was v1sible m the average fU111. There had been vinually no change in 

labour productivity. Capital seemed moderately more productive, but the increase was 

not stall tically distingUishable from zero. Total factor productivity appeared to have 

increased by 7% between 1999 and 2002. but again this estimate was not statistically 

d1fferent from zero. 

The Na1rob1 Stock Exchange (NSE) facilitates improved corporate governance. Pubhc 

compan1es tend to have better management records than private companies because of the 

improvement of management standards and efficiency to meet the demands of 

shareholders and the NSE under Its corporate governance rules (NSE, 2004). Currently, 

there are 56 firms listed in the NSE, with 18 of them engaged in the manufacturing 

busmess. For t11c listed firms. one of the aims of corporate governance is to overcome 
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incentive problems generated by the cparation of ownership anLI control in non O\\ ncr 

operated firms. The main mcchani'rn~ by which corporate governance works arc intcnul 

control and management compensation, designed to align managers' incentives with the 

()\\ ncrs' goah (Shlcifer and Vi hny. I 997). However. corporate governance may not 

alway~ be clfective. Factors like concentration of ~hare ownership. capital ~tructure and 

board structure determine the owner:>' incentives to incur the cost of installing effective 

governance mechanisms. 

1.2. Problem lalemeol 

Two main approaches towards invesugating corporate governance ex1c;t in pracuce. The 

first IS where governance IS mvesugated in tenns of an endogenous set of behaviour~ 

w1thm the linn. Th1s mcludes concerns about executive compensation. the composition 

of the board, board independence and patterns of ownersh1p, for example. internal or 

external block shareholders, domestic or international ownership. The second IS where 

governance is exogenous to the finn and is a consequence of national institutions. This 

mclud~ issues such as how much of a constraint is imposed on the linn by legal 

restncuons mcluding levels of disclo ure, health and safety Jeg1slatJon, the mles on 

ms1der tradtng, the discipline of the market or privauzauon of nationah1cd industnes 

(Pic~se, 2005) 

In both ~ets of circumstance . the effect can be seen in performance at the finn level as 

\ .. ell as having an impact on the econom}' as a whole, whtle the extent of control exerted 

by -,emor management IS large!) confmed to the fonncr. Although most large investors 

may believe that corporate governance IS a necessary precondition for good financial 
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perfonnancc, a clear causal relation hip ha" not yet been c-.tabli.,hcd. '11tis prc~cnt a 

dtlemrna and calls for a comprehensive view of the impact of governance on pet fonnance 

examining the interaction between internal and external decistons Good and had models 

of corposatc governance e:\ist within finns while institutional failure and poor policy can 

dtlutc the bcnefiL, of micro level best practice. Indeed. there ts often more to be learned 

about the organi1.ation of the fim1 from market and in,titutional failun: than success 

(Agrawal and Knoebcr. 1996). 

Emptncal studies conducted in Kenya have revealed that corporate governance IS 

correlated to fimt performance. According to Mululu (2005) board activity IS related to a 

number of corporate governance vanables such as the board StlC, the number of 

executive directors. number of shares held by the largest shareholder, the number of 

shares held by directors, the number of shares by unaffi liated block holders, and the rauo 

of non-execuuve to execuuve directors. Mululu further reponed that boards mcrease the 

frequency of their meeungs during fmanctal crises. In her study, Jebet (200 I ) 

documented the corporate governance structures m hsted compantes; K1tonga (2002) 

studied the need for corporate governance in Kenya; Mwangt (2002) surveyed the 

corporate governance practtces m the msurance industry; and Mwangi (2003) 

invc.., tigated the detenninants of corporate governance practices. Finally. Langat (2006) 

studied the effect of corporate governance pracuccs on declining performance of the 

h ted finns. The aim of this research was to detennine the relationship between 

performance of the Kenyan manufacturing finns hsted in the NatrObl Stock Exchange 

(NSI.:) and their corporate governance Mructures. Several components of corporate 
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governance including executive compensation, board composition. and in~idcr equity 

holdmg~ were studied with reference to the financial pcrfom1ance of fimts. The study 

sought to answer the following research que tions 

a) What is the relationship between finn performance and frequency of board 

meeting' in manufacturing finns h~ted in the NSE > 

b) What is the relationship bct\\ecn board composition and linn performance 111 

manufacturing !inns listed in the NSE > 

c) What 1s the relationship between the percentage of ms1der equity holding and linn 

performance tn manufacturing Finns ltsted in the NSE? 

d) What 1s the relationship between executive compcnsauon and finn performance in 

manufacltlring f1nns listed m the NSE? 

1.3. Objectives of the Study 

'The broad ObJective of the study was to detcnnme the retauonsh1p between vanous 

components of corporate governance and perfonnance of manufacturing finns listed in 

the NSE. The tudy was guided by the following spec1fic objecuves 

i). To detennine the rclallonship between fmn performance and frequency of board 

meetings in manufacturing fmns listed in the NSE between 1996 and 2006. 

ii). To detennine the relauonship between board composition and fim1 perfonnance 

in manufacturing finns hsted in the NSE between 1996 and 2006 

iii).To detennine the relationship between the percentage of insider equity holding 

and finn perfonnance in manufacturing fmns listed in the NSL:. between 1996 and 

2006. 
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iv). To determine the relationship bctv•een executive compensation and firm 

performance in manufacturing finn~ listed in the NSE between 1996 and 2006. 

1.4. Significance of the Study 

The findings \\ill guide manufacturing firms in dctennining the appropriatcne~c; of 

various governance tructures and how these (~tructures) relate to the pcrfom1ance of 

their respective finns Some of the relevant findmgs to management of these fmns \\.Ill 

relate to the effect, if any. of the frequency of board rncetmgs, the CEO compensation 

levels. the percentage of eqult} to be held by ms1ders, and the composition of the boards 

of management. The findmgs will ass1st the pohcy makers espccmlly at the Capital 

Markets Authority (CMA) and the NSE in designing appropriate regulations to guide the 

governance of public hm1ted compamcs listed in the stock exchange. The findmgs will 

also guide the CMA in scttmg up policies on the compos1ll0n of boards for listed fim1s. 

The stud} will aJso be an important resource for acadcmic1ans and future researchers who 

rna}' w1 h to investigate the performance of fums in the vanous sectors of the Kenyan 

economy. 
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CHAPTER T\VO 

2.0 LITERATURE REVIEW 

2.1. Introduction 

This chapter prc-.ents a rev1ew of the related literature on the subJeCt under study as 

presented by vanous researchers, scholars. analysts and authors. The rev1ew has drawn 

matenals from several sources that arc closely related to the theme and the objectives of 

the study. The chapter also outhnes vanous ways of measuring finn performance. 

2.2. The Concept of Corporate Governance Structure 

Corporate governance can be interpreted as the set of mechan1sms - both mstitutional and 

market-based - that induce self- interested managers (controllers of the fmn) to make 

decisions that maximize the value of the finn to its shareholders (Denis and McConnell, 

2003). The aim of these mechanisms is to reduce the agency costs that arise from the 

principle-agent problem; and they could be internal and/ or external in nature. According 

to Denis and McConnell (2003), internal mechanisms deal with the composition of the 

board of directors, such as the proportion of independent outsiders in its membership and 

the distinction between the Chief Executive Officer (CEO) and the chairperson. Another 

important mtemal mechanism is ownership structure, or the degree to which ownership 

by managers obviates the trade-off between alignment and entrenchment effects. 

Equity ownership by insiders can align insiders' mterests w ith those of other 

shareholder:-,, thereby leadmg to greater finn value. llowe-.er, higher ownership by 
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inside!'\ may result in a greater degree of managerial conuol, potentially entrenching 

manager,. \Van ( 1999) found that management ownerl)hip doe in fact exhibit nn inverted 

U-shaped relation Y.ith Tobin's Q·ratio. External mcchani m~. on the other hand. rely on 

the takeover market in addition to the legal or regu latory sy~tem. The takeover market 

acts n!i a thr~at to exi')ting controller~ 111 that it enables outsidc•s to seck control of the 

finn if bad corporate governance rc.. .. nh in a signifi~ant gap between the potential and the 

actual value of the firm So. given the~e mechanisms. it can be seen that the legal system 

•s only one way of ensunng good corporate governance. Bcs1dcs, the balance of the 

available evidence also showed that the effective presence of the other mechanisms is 

positively l}!)SOClated with finn valuation. 

TsUJ and Gul (2000) argued that corporate governance structures (which include 

accounting and auditmg standards) are designed to monitor managers and improve 

corporate transparency. A number of corporate governance structures have been 

identified analytically and emp1rically. According to Agrawal and Knocbcr ( 1996). the 

structures may be broadly classified as mtemal structures and external structures Internal 

structures are detcrrnmed by insiders (Board s1ze, compositiOn of committees. CEO 

compensation, ins1der hold1ngs, debt financing, and market for managerial sk1lls) while 

the external structures (Institutional shareholding; outs ide block holdmgs, and takeover 

activity) are on the other hand determined by outsiders (Agrawal and Knocbcr. 1996). 

Corporate governance IS both about ensuring accountability of management, in order to 

minim1zc downside risks to shareholders. and about enabling management to exerc1se 
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,. 
, . ...._,,.. lli UMMWII• emerpnse m order to enable ~hareholders to benefit from the up ide potential of limb 

(Keasey and Wnght, 1993: Tricker. 1984). This distinction ha.., ~ometimes been referred 

to as the wealth-creating and wealth-protecting aspect of corporate govcmancc. 

Therefore, there IS a need to e:<tend the undcNanding of governance 1ssues beyond the 

narrow confines of economics and finance perspectives to embrace strategy and 

knowledge dtmensiorh as v.cll as contextual i~sues (Igor. 2005). 

2.2.1. Effect of Frequency of Board Meetings on Corporate Governance 

An empirical study by Jensen ( 1993) revealed that boards of well -run companies should 

be relatively inactive and exhibit few conflicts. Frequently scheduled meetings generate 

opportunity costs m the form of management time consumed, and cash costs m the form 

of travel allowances and fee!'> for board members. Yet real benefits can be derived from 

such meetings as directors have the opportunity to confer, set strategy and monitor 

management. Vafeas (1999), for instance found that meeting frequency was influential in 

improvmg operating performance m a manner consistent w1th agency theory. Mululu 

(2005) and Lang'at (2006) further revealed that boards mcrease the frequency of their 

meetings following poor performance and. as a consequence of such mcrease. the 

performance of fmns 1mprove as captured by the increase m fim1 value. This agreed to 

carlter findings by Jensen (1993) and Vafeas {1999) who had reported that the role of 

boards becomes increasingly unportant during crises, when shareholders' Interests arc m 

v1sible danger. Overall. however. the assoc1at~on between meetings frequency and ftrrn 

value remains unclear. and the linkage between board activity and monitoring difficult to 

eMablish 
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2.2.2. Effect of Board Compo it ion on Cor porate Gm crnancc 

According to Fama (1980).the board can effectively piny its oversight role of monitoring 

if only tt is composed of a majority of outside directors (Fama t 980). Weishach ( 1988) 

found that outside-dominated boards are significantly more likely to respond to poor 

pcrfonnance by dismi,.sing the CEO. BrickJey et at ( 1994) also c tablishcd that out,.idc 

dtrcctors usually act in the -;harcholders· imcre5t in thctr decision in the adoption ol 

'potson pill' provtslon BnckJey and Jame::; (1987) further found that the proportion of 

outs1dc directors is significantly lower on boards of banks m states that restrict banking 

acquisitions. It is argued that ()utside directors wi ll exhibit considerable independence 

from top management. There is evidence lhat supports effectiveness of board 

independence. For example. Mace ( 1971) reports ev 1dcnce that poor performance or poor 

proposals will be opposed by outside directors. Outsiders arc also more hkely to join the 

board after the firm perfonns poorly or leaves an industry. reflecting the need to mject 

new blood or procure expcrt1sc in the new industry (Hcrmalin and Weisbach, 1998). 

2.2.3. Effect o f Block Ins ider Holdings on Corporate Governance 

In their s rudy. Hennalin and Weisbach (199 1) reponed a non-linear effect of ms1der 

shareholdings in the course of an analysis of board composition on fim1 perfom1ance. 

While these findings are 1mxcd, the weight of the evidence implies that ftrms perfonn 

better when managers own a non triv1al fract1on of the ftrnl' s shares. In a situation where 

managers hold httle equity in the linn and shareholders are too dispersed to enforce value 

maxim11allon. corporate as-.eL~ may be deployed to benefit managers rather than 

-.hareholder . Managers m such siluations may shirk. consume large amounts of 

pcrqu1s1tc. engage m empire building or make suboptimal in\Cstment and distribution 
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decmons To mduce management not to engage in opportunistic behavior, measures need 

to be taken to altgn the1r interests with those o shareholders by making them part owners 

of the finn (Jensen and Mcckhng. 1976)_ 

Morek, Shleifer and Vishny (1988) estimated a piccew1se hnear rclauon between board 

ownersh1p and performance as measured by Tobm's Q and found that Tobin's Q 

increases with managerial ownership. Klem ( 1998) further established that equity 

holdings are positively correlated to finn performance where at least one outs1de director 

owns 2% of the ftrm's equity. Mallete, M1ddlemist, and Hopkms (1995) argued that 

'active defense of shareholders' Interests may depend on the existence of directors whose 

per onal mterest compels them to acuvely monitor management acuvnies. 

2.2.4. Effect of Executive Compensation on Corporate Governance 

In modern corporations, where owncrshtp is dispersed and managers have access to 

superior information, managers typically end up with the residual rights of control, giving 

them enormous latitude for self-interested behaviour, a fact that is supported by the 

agency theory. In order to counter such pursuits, one way is to grant a manager a highly 

contingent, long term incentive contract ex-ante to align his interests with the interest of 

investors. Lncentive contracts can take a variety of forms, including share ownership. 

stock options, or a threat of dismissal if income is low (Fama, 1980). The optimal 

mcentive contract is determined by the manager's risk aversion, the importance of his 

decisions, and his ability to pay for the cash now ownership upfront (Stiglitz, 1975; 

Homstrom. 1 982). Empirical studies have Identified a positive relationship between 

13 



execuuve pay and firm performance. Evans and Stromhack (199~ ). and lzan. S1dhu. and 

Taylor (1998) both supponed a poslll\:e pay-performance relationship. 

2.3. Firm-level performance 

Igor (2005) v1ewed perfonnance as a comparison of progress to date with expected 

progress wh1le Huson et at (2004) cons1dered performance as s1mply functional 

effectiveness. Orgamzational performance compnses the actual output or results of an 

organi7..ation as measured against ns intended outputs (or goals and objecuves). 

Specialists m many fields are concerned with organizational performance includmg 

strategic planners. operations. finance. legal. and organizational development. In recent 

years, many o rgamz.ations have attempted to manage o rganizational performance using 

the balanced scorecard methodology where performance is tracked and measured in 

multiple dimensio ns such as fmanc1al performance (for example shareholder return), 

customer service, social respons ibilny (for example corporate citizenship, commumty 

outreach), and employee s tewardship (Kanter and 8 inkerhoff, 1981 ). 

In organizational development. performance Improvement is a concept of o rgani1auonal 

change in which the managers and the governing body o f an organization put into place 

and manage a program which measures the current level of performance of the 

organization. The program then generates ideas for modifying organiLational behavior 

and infrastruc ture. These are then put into place m o rder to achieve a better level of 

output. The primary goals of organizational Improvement are to improve organizational 

effectiveness and efficiency in order to improve the abiltty of the organization to deliver 

1ts goods and/or serv1ces and prosper in the market places in which it competes. Another 
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area of improvement. which is o;omctime targeted f01 improvement. i organi1..ational 

efficacy. v. hich involves the proce~s of cuing organizational goals and objccthe ... 

Organuauonal perfonnance can be divided into three major categoric~: social, tcchnicul 

or operational and ideological Socml perfom1ancc i~ ba cd on the rclatiorl' ... hip ... and 

mteracuon between individuals and group:. within the organllJLion. 'I he criteria and 

measures of soc1al perfonnance include morale, conflict, cohesion, pan1c1pation and 

shared influence, role and nonn congruence. mtemahzat1on of orgamtallonal goals. goal 

consen us. absenteeism, accidents, turnover and dism1s als Operational performance is 

based on Lhc techniques and technologies used in organ1£at1onal operat1ons. The criteria 

and measures for operational performance mclude mformation management and 

commumcauon, managerial and mterpersonal sk1lls, quantuy of work, quality of work, 

utilization of environment, stability, readiness, control and evaluations by external 

entitles. Ideological performance 1s based on the 1deas of what the proper orientation 1s 

regarding organizational structure and function. The cnteria and measures of ideolog1cal 

perfonnance include achievement emphasis, training and development emphas1s, 

ncxibility and adaptation, growlh, planning and goal setting, quality and value of human 

resources (Rollins and Darryl, 1998). 

According to Katnna (2007). organizational performance invohes measuring the 

funcuoning of imponant processes and serv1ccs. and. when indicated. identifying changes 

that enhance performance. 
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2.-t. ~leasuring firm-level performance 

There are three different measures of finn penormance documented in the literature. The 

return on a\\ets (ROA) i., a purely accounting-based mea ure and i., eomputt'd from 

company financial statement data. Each firm's annual earnings heforc inter~t. taxes and 

depreciation are divided by the average of the book value of total a .. ets at the beginning 

and ending of the year. Accounting performance measures (like ROA) ha ve an advantage 

because they arc backward looking. Still, they are prone to manipulation by management 

and u~uall y do not refl ect investmenL in intangible assets. This diston s pcrfonnance 

comparisons across firms w1th d1ffering degrees of intangible a .. scts. 

The econd performance measure. Tobin's Q-ratio (Q). is a h)brid one. It is mea .. ured hy 

d1\1dmg the sum of the market value of equity a~d the book value of debt by the book 

value of total assets. The last performance measure used IS stock return (RET) which 1s a 

capital market-based performance measure. It 1s computed from annual changes m share 

pnce plus divtdends divided by previous year's share pnce. Stock return ts considered to 

be a purely fo rward-looking benchmark. h should be pointed out that almost all publt"'hcd 

empirical s tudies on the contro l-performance relatton arc set wtthin the Anglo-Amcncan 

context and usually take one performance measure; Tobin '"> Q, or an accounting measure 

like ROA. Because Tobm's Q re flects the present value of finns, it indicates how much 

the firms grow in the future A' a measure of Tobm's Q. market-to-book rattos can proxy .... 

fo r future growth opponunities available to the firm: a high market-to-book indicate:> that 

a firm has strong growth opponunities Smce no co~ensus exi.,ts m the literature on the 
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use of a reliable performance lh · mea ure. ere 1~ a general behef that these three 

approaches would reflect company performance in a robu t v.ay. 

2.5. Corporate Governance and Performance of Firm 

Two broadly defined theories co-ex1st in the corporate go\emancc litcrnture. One theory 

<;tresses the disc1pline of the market. claiming that the threat of hostile t.tkcovcrs and 

leveraged buyouts in firms is suffic1ent to ensure full efficiency Where managers neglect 

to invest in those projects that add value to the fim1 and ns shareholders. hut d1vert 

resources to their own benefit, the fmancial markets act to restore good go\cmance. A 

number of mechanisms have been suggested, such as removing sen1or managers in poorly 

perfonning finns (Palepu, 1986, Morch, Shleifer and V1shney. 1989): demanding cash 

flow payment 10 the form of debt sen ice (Jensen. 1986): and linking executive 

compensation to performance, including equity and options (Jensen. 1986). The other 

theory is that lhis threat of takeover results in managers being concerned with short-term 

price performance at the expense of developing innovative strategies for sustained growth 

and thus falling behind foreign competitors that arc not under the same pressures 

(Dertouzos et at, 1989). A solution to this dilemma is that large financial institutions 

should develop long-term relationships with firms, providing what ha.., come to he known 

as patient capnal In this section, a number of -;tudics that have linked \arious aspects of 

governance to firm performance are reviewed 

Oemsetz and Lchn (1985) established that the ownersh1p structure of a firm IS 

endogenously detcrrn10ed and reflects opumizing behaviour on the part of managers and 

investors. Difference!> 10 ownership structure arise becau ·e the optimal structure diffe~ 
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across firms. They found no sy~tcmatic link between owner hip pattcm and 

performance. Agrawal and Knoebcr (1996) extended thL work by examining the 

relationship between multiple agency control mechani ms and performance. "They 

separated endogenou., mechanisms. such as iamily shareholding and tx>anJ compo ition 

and external mechani\m\, such as the role of institutional ... harcholders. Endogenous 

mechamsm~ can be set to max.inuzc ftrm value, which is not the case f01 external 

mechantsms. Cross sectional variation in firm performance could be related to these 

external factors. 

Huson et a l (2004) found Lhat performance. relative to other firms. deteriorates prior to 

CEO turnover and improves thereafter. The extent of the recovery is related to the level 

of insututional shareholdmg. outsider-dominated board and the appointment of new 

senior managers from outside the company. Governance research on European firms. 

established that imponing Anglo-American models of governance through board 

membership by forctgncrs improves performance compared to other firm~ in largely 

segmented markets and " a more cost effective method than obtaining a foreign llstmg 

(Oxelhetm and Randoy. 2003). 

The 1997 financial crisis in South East Asia resulted in a plethora of research that 

concentrated on the imponance of models of corporate governance m countnes that were 

largely orgamzed through a system of family ownership and control of finns (Anderson 

et al. 2003; Carney and Gedajlovic, 2003). Corporate sector vulnerabi lillcs and weak 

governance were noted as contributors to the Asian cn..,is, pantcularly the degree of 

18 



family involvement in finn~ . t\ theoretical model by Kmgman ( 1999) explicitly 

incorporated the role of corporate balance heelS in the crisb and directly linked 

governance with perfonnance and the ability to survive economic ..,hock.o; . Clae~ en~ et al 

(2000) invc.stigated the top IS families in East Asia and found that they dominated listed 

corporate a -seK They also found this non Anglo-American dominant in Mexico. Italy. 

Brazil. Argentina and otlu.:r South American countries. 

Zelenyuk and Zheka (2006) investigated the assocmuon between some indtvtdual 

governance clements and index of corporate governance quality (constructed from 

corporate governance indicators) and finns' efficiency. applying various methods with 

Data Envelopment Analysis. for a set of listed companies in Ukraine and found a positive 

correlauon. Durnev and Ktm (2003) investigated the detern1inants of corporate 

governance in emcrgmg markets and briefly addressed whether corporate governance 

quahty predicts market value. They found that htgher scores on corporate governance 

indices (Cl.SA and S&P disclosure indices) predicted higher Tobin's Q for a sample of 

859 firms tn 27 countncs While the instruments used by Durncv and Kim seemed to be 

suspect (they assumed that industry does not affect governance), Black, Jang and Ktm, 

(2004) using the spcci ftcs of the Korean legislation on corporate governance found a 

relauvely good mstrument (asset stze dummy variable for companies with assets over 2 

trillion won). TI1e 2 trillion won limit was chosen because dtffcrent governance 

reqmrements were applied to such companies. They used two-stage and three-stage lea•il 

squares analysis to address endogcneity in the cross-sectional data and reported strong 
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evidence that overall corporate governance is an important factor in explaining the 

market value of Korean public companic ... 

Internal go"emance characteristics. such as monitoring mechanisms and incemivc 

ahgnment \}stems. can also protect investor~. Boards of directors monitor manager~ on 

behalf of \h&ucholder~. as noted b) Jensen and Meckling ( I 976), and Rosenstein and 

Wyatt ( 1997). The two set of authors suggest that smaller hoards arc more ctfectivc. and 

boards with a greater proportion of ouL~1de directors are more independent, making them 

more effective monitors. Compensation can also be used to align the interests of 

managers and owners. Manager and shareholder interests tend to be more closely aligned 

when managers rccc1vc greater propon1ons of compensation in the fonn of incentive­

based pay, as suggested by Jensen and Murphy (1990). Smnh and Watts (1992). and 

Mehran ( 1995). 

Agency theory suggests that corporate governance mechanisms, suc h as increased 

managerial ownc~h1p, greater pay-performance sensitivity. and more effective. 

independent boards that control owner-manager agency conflicts, enhance finn operating 

performance and value (Jensen and Meckling. 1976: Jensen. 1986; Stulz. 1990). 'The 

emptncal literature :,uggests that fillllS with governance structure!> that protect invc~tor 

1nter~ts tend to be worth more and pcrfonn bcucr. Gompcrs et al (2003). Bebchuk et at 

(2004). and Brown and Caylor (2004) employed composite governance scores to show 

that govemance structures that protect investors are associated with greater value. 
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Yennack (1996) and Ander on ct al. (2004) found that finn with rnallcr boards tend to 

be more profitable and valuable, with lower co~ts of debt. 

2.6. Summary 

There t\ a growing number of theorcucal and empirical o.,tudics on corporate governance. 

However. the underManding of complex and dynamic links bct\\'CCn corporate 

governance configurations and orgamz.ational performance is ..,till very limited. 'lbe 

strengths and weaknesses of different corporate governance models arc not well 

documented empmcally, and there ts a very lillie agreement on what fonns an "ideal" 

corporate governance template. Moreover. a growing body of literature on comparative 

governance has identified a number of simtlaritics and differences in corporate 

governance structures and practtces across countries. Empirical studies in Kenya 

(Mululu. 2005; Jebct, 2001; Mwangt, 2002; Mwangi, 2003; and l.ang'at: 2006) have 

revealed that there exists a relationship between various component~ of corporate 

governance and financtal performance of finns. However. none of the Mudtcs had 

captured the rclattonshtp between governance and performance of finns in the 

manufacturing sector. Thts study sought to fill thts gap by studymg manufacturing finns 

listed in the NSE The next chapter is a detailed outline of the research methodology that 

was applted . 
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C HAPTER THREE 

3.0 RE EARCH 1\;lETHODOLOGY 

3.1 . Re earch De ign 

Th1s IS a cross sectional survey that seeks to identify the rclati(ln hip between gO\cmnncc 

mechamsm~ and firm le\el performance of firms within the Kenyan manufacturing 

sector. The finn level performance was analyzed against the following governance 

dimensions: Frequency of board meetings. board compo~ition. percentage of ins1der 

eqully holding and executtve compensation. 

3.2. Popula tion of the Study 

Th1s study targeted 18 manufactunng companjes that are listed in the NSE as at 30th June 

2007. This represented 33% of the total number of firms listed in the NSE. 

3.3. Data Collection 

Data was obtamed from the mformation centre at the Na1rob1 Stock Exchange and Ute 

rcspecttvc company secretaries of the sample firms. Infonnotion on the market value of 

finn and the replacement cost of assets was obtained from the annual financ1al 

'ilatements The study sampled observations forthe period between 1996 and 2006. 

3.4. Data Anal} i 

The firm-level performance of the sample firms was proxicd using the Tobin's Q ratio. 

ROA. Stock Returns (ROE). and the PIE ratiO:>. The ratio~ \\Cre computed at the end of 

the calendar years 1996. 1997, 1998, 1999. 2000, 2001. 2002. 2003. 2004. 2005. and 
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2006. To compute values for Q. (where Q is defined as the market value of the finn 

div1ded by lhe replacement cost of lhe fmn's assets), the methodology of Vogt (1994) 

was applied by first defining the variables as follows: 

Market value of fmn (MV) = 

Book value of assets (8 V) = 

Market value of ordinary shares + book value of 
Debt 

Replacement value of plant and equipment+ 
Replacement value of ilwentory 

MV
11 Therefore, Tobin's Q;, = BV ........................................................... (J) 
II 

Where Q,, represent the Q ratio for the itb fum in lhe Jlh year. The other three variables 

were measured as defined in Table 3.1 

Table 3.1 : Variable d efinition and Measurement 

Variable Definition Measurement 

PIE Ratio Price-Earning ratio Ratio of share t:>rice to earning per share. 

ROA Returns on assets Net profit as a percentage of the tota l assets. 

ROE Returns on equity Net profit as a percentage of equity value. 

The conceptual model applied is algebraically indicated by equation (2) while the 

analytical model applied is indicated by equation (3). 

Perfonnance = f(meetings;composition; Insider; Compensarion) .. .................. (2) 

a .. (COMPENSATDN),, +£
11 

••••••••••••••••••••••••••••••••••••••••• •••••••••••••••••••••••••••••••••••••• 

\Vhere ao. a 1, a 2, a3• and 04 are regression constants; and EtJ IS the error term. 

Equation (3) specifies four independent variables: U1e frequency of board meetings Within 

a parttcular year (r-..1EETINGS); Board composllion s1gmficd by the ratio of outs1de to 
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internal directors <COI\ IPOSIT10N); Percentage o f in,ider equity holding (INSIDER): 

and the value o f Executive/CEO compensation (COMPENSATION). Equation 3 was 

therefore esumated four times: once each for the T obin's Q. ROA. ROE and PIE mtio. 

The results fo r all these equations were divided into two types. descriptive re.,,uhs and 

those obtained from the regression analysis. The Statistical Package fo r Social Science'>. 

SPSS, was used for both types of analys1s. The findmgs were presented using tables. 
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CHAPTER FOt;R 

4.0 DATA A ALY IS A D PRE E 1TATIO., 

4.1. Introduction 

11m. chapter presents data analysis, interpretation and di cu sion of the research luulings. 

The findings are divided into l\\'0 types. descriptive rc: ult-. and tho e obt.uned trom 

regress1on analysis. The S tatistical Package for Social S<:1enceo,, SPSS. wa u cd fur hoth 

types of ana lyse . The fmdings were presented usmg tables . 

4.1. Sample Characteri tics 

4.1.1. Performance Measures 

The findings presented in Table 4.1 indicate the average scores ur the listed 

manufactunng firms' performance measures over the sample period 1996-2006. 1lte 

mean for the Tobin's Q score was 5.793 (STD Error= 0577) which, by definition of 

Tobm's Q (see equation I), mdicates that the market value of firms was growing to close 

to s ix ttmes Lhe book value of assets. A mean score o f 0 .0776 (STD error= 0.0136) was 

obtamed fo r Lhe sector 's RoA performance measure while a mean score o f 0.0758 (STD 

error= 0.0 133) was obtained for Lhe RoE performance measure. The fom1er indicates that 

the profitability of the sector was growing at a rate of 7.76% on the bas1s of assets while 

the latter imhcat~ that Lhe harcholders m the sector "ere obtaining a net return of 7 58% 

on the1r equ1ttes. Fmally. the mean sector PIE ratio was found to be 7.4870 (S ro error= 

1.2348) . A htgh PIE suggests that investors \\ere expecting higher earnings growth in the 

future for the hsted firms m the manufacturing businc.. ... s. Tne four performance m:!asurcs 
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therefore revealed that the manufacturing filllTI h"b" · s ''ere ex. 1 umg gocx.l pcrfom1ance for the 

eleven years between 1996 and 2006. 

Table 4.1: A~erage . core for various performance measures (1996-2006) 

Performance l\lea ure 1\lean (1996-2006) Std Error of the Mean 

Tobm'~ Q 5.793 0.577 

Return on Assets 0.0776 0.0 136 

Return on Equity 0.0758 0.0 133 

PIE Ratio 7.4870 1.2348 

4.1.2. Governance Structures 

The findings presented m T able 4.2 indicate the average scores of the listed 

manufacturing finl'b ' governance characteristics over the sample period 1996-2006. The 

mean for the number of board meetings was about 15 meetings per year. l11e average 

board compos ition (percentage o f external directors to the total hoard 'i tte) was found to 

be 69.56% (STD error = 1.36). The average percentage of instder equuy holthngs was 

found to be 35.18% (STD error = 1.99). This ind icates that the insiuers control about one 

thirds of the finns' to tal equities. Finall y, the avcmge fo r the total executive 

compensatio n wa found to be Kshs. 23,614.568 89 (STD error= 6 16.476 52) 
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Table 4.2: Aver age scor es f · ~"'-or van ous uvvernance Indicators (1996-2006) 

Performance M easure Mean (1996-2006) · Std E rror of the ~lean 

Frequency of Board Meetings 15 0 0.48 

Board CompositiOn (External direc tors as a 69 so 1.36 
% of total board s ize) 

Percentage of Insider Holding 35.18 1.99 

- -

Total Executive Compensation (in Kshs.) 23,614,568.89 616,476 52 

4.2. Governa nce and Performance of L isted Manufacturing Firms 

4.2. 1. Tobin 's Q m easure Approach 

The relationship between firms' governance structures and pcrfonnance was measured by 

applying multiple linear regression model specified by equation (3) with the Tobin's Q 

statistics as the dependent variables. F-Test was performed at 95% level of confidence to 

establish the significance of the model which impl ies ex1stence of a linear relat1onsh1p 

between the dependent variables and the independent vanables. The test was based on the 

null hypothes is that there ex ists no linear relationship between finn level perfonnance 

and governance structures. The decision rule was to reject llo 1f the P-valuc for the 

computed F-stati tic was found to be less than 0.05 (the criucal level of the test). Table 

4.3 presents the results of the F-Test derived from regression of Equation (3). The 

fmdings of Table 4.3 indicate the existence of a Significant linear relationship between 

the performance measure (Q) and the four governance structures namely; frequency of 

meetmgs. CEO compensation. board compoc;ition and percentage of ms ider holding. 

27 



Table 4.3: Governance and Performance through Tobin's Q Approach 

Model: (Q )=ao +ai(MEETINGS) . +a2(COMPOS/71GV) iJ +a3 (1NSIDER)v + 
a 4 (COMPENSATION)v +E6 

Sum of d.f. Mean F Stali"ilic P-value Decision 
Squares Square 

Regrcs aon 436.627 4 109 157 5.407 0.001 Reject flo 

Resadual 1413.079 70 20.187 

Total 1849.706 74 

Dependent Vanable. 0 =MVIBV 
Ho: There IS no sigmhcant relat1onsh1p between the dependent and Independent vanables 
(F 1• 70) = 5.407; P-value <0.01) denotes existence of a linear relatlonsh•P between the dependent 
and the Independent variables 

4.2.2. The RoA measure Approach 

Secondly, the relationship between the fums' governance sLructures and perfonnancc was 

mea urcd by applymg multiple linear regress1on model specified by equat1on (3) w1th the 

RoA statistics as the dependent variables. F-Test was pcrfonned at 95% level of 

confidence to establish the signaficance of the model which amplies cxastence of a linear 

relationship between the dependent variables and the independent vanablcs. The test was 

based on the null hypothesis that there exists no linear relationship between RoA and 

governance structure. The decisaon rule was to reject Ho if the P-valuc for the computed 

F-statistic was less than 0.05 (the criticaJ level of the test). Table 4.4 presents the results 

of the F-Test derived from regr~saon of Equation (3). 

The findings of Table 4.4 mdicate the existence of a sagnificant lmear relationship 

between the performance measure (RoA) and frequency of boards Meetings; CEO 

compensation. board compo-. 1L1on and percentage of insider holding. 
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Table 4.~ : Go\Crnance and Performance through the RoA Measure Approach 

Model: ( RoA,J) -ao +a,(MEETINGS),, +a2(COMPOSITIOV) 1 +a,UNS!DhR), + 
a.(COMPENSATKJN) +£ 

I IJ 

Sum of d.f. Mean F Statistic J'.,·alue I Decision 
Squares Square 

Regression 0.323 4 0.081 6. 131 0.000 ReJect llo 

Residual 0.923 70 0.0 13 

Total 1.246 74 

Dependent Vanable. (RoA). (Return on Assets Measure) 
Ho: There is no s1gnlficant relationship between the dependent and Independent variables 
F (4 101 = 6.131 , P-value <0.01} denotes eXIstence of a linear relallonsh•p between the dependent 
and the independent variables 

4.2.3. The RoE meas ure Approach 

Thirdly, the relationship between finns' governance s tructures and performance was 

measured by applying multiple linear regression model specified by equation (3) with the 

RoE statis tics as the dependent variables. F-Test was performed at 95% level of 

confidence to establish the significance of the model; which in tum 1mplies existence of a 

linear relationship between the dependent variables and the independent variables. The 

test was based on the null hypothesis that there ex1sts no lmcar relationship between 

RoEs and the four governance s tructures. The dec1sion rule was to reJeCt Ho if the P-value 

for the computed F-statisuc was less than 0.05 (the crit1cal level of the test). Table 4.5 

presents the rt~~ults of the F-Test derived from regress1on of Equation (3). 

The findings of Table 4.5 md1cate the existence of a significance linear relationship 

between the performance measure (RoE) and frequency of boards meetings; CEO 

compensa tion. board compo 1t1on and percentage of insider holding. 
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Table 4.5 : G overnance a nd P erformance through the RuE M ea, urc Approach 

(Ro£ ) -a + a .(MEETINGS)Ij + a 2(COMPOS/Tif1\') +a (INSIDER) + ~1odel: o 3 ~ v 
a,.(COMPENS.\TKJN)q +£ 

IJ 

Sum of d .f. M ean F Stati\tic J>-,aluc Decision 
Squares Square 

Regress ton 0.323 4 0.081 6.648 0.000 Reject llo 

Restdual 0 .849 70 0.012 

Total I . J 72 74 
Dependent Var~able . (RoE>. (Return on Equ1ty Measure) 
Ho: There IS no s1gmficant relationship between the dependent and tndependent variables 
F 1~. 70) = 6.648; P-value <0.01) denotes extstence of a linear relahonshrp between the dependent 
and the independent vanables 

4.2.-l. The Price-to-Earnings !\Ieasure Approach 

Fmally, the relauonshtp between finns' governance :-,tructure and pcrfonmnce \\-as 

me~ured by applying mult tple linear regression model specified by equation (3) with the 

PIE ratio s tatistics as the dependent variables. F-T est was pcrfom1ed at 95% level of 

conlidence to establish the ~ ign ificance of the model; which in rum implies existence of a 

linear relationship between the dependent variables and the independent variables. The 

test was based on the null hypothesis that there exists no linear relationship between PIE 

ratios and the four governance variables. The dects ton rule was to reJeCt llo if the P-value 

for the computed F-stath llC was less than 0 .05 (the critical level of the test). Table 4 6 

presents the results of the F-Tcst denved from regression of Equation (3 ). 
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Table 4.6: Go\'ernance and Performance throu~h the PIE Measure Approach 

(PIE~)=a0 +a(MEI:.TINGS) +a (COMPOSJ'/Ja¥) +a
3
(1NSIDHR) + 

Model: " · 11 11 
a 4 (COMPENSATION) +Eli 

Sum of d.f. Mean F Statistic P-value I>ccision 
Squares Square 

Regression 844.580 4 211.145 2.648 0.041 Reject l lo 

Restdual 5262.097 66 79.729 

Total 6106.677 70 
Dependent Vanable: (PIE) • (Pnce-to-Eam,ngs Measure) 
H0: There is no Significant relationship between the dependent and Independent vanables 
F <•. 661 = 2.648; P-value <0.05) denotes ex1stence of a linear relationship between the dependent 
and the independent variables 

The findings of Table 4 6 tndicate the extstencc of a ~ignificance linear rclatiomhip 

between the performance measure (PIE Rat1o) and frequency of boards meeting-.: CEO 

compensation. board composition and percentage of insider holding. 
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CHAPTER FIVE 

5.0 SlTh'ThiARY, CO CLUSIONS AND RECOl\~lE DATIO~S 

5.1. Introduction 

This chapter presents the summary and dtscussion of findmgs derived from the study. 

The chapter also details the conclusions and recommendations as well as 

recommendations for further research. 

5.2. Discussion of Findings 

The broad obJecuvc of the study was to detenmne the relationship between various 

dimens1ons of corporate governance slnJcture and performance of manufacturing flllllS 

listed in the NSE. The study was guided by the following spcc1ftc objectives: To 

determine the relauonship between finn performance and frequency of board meetings in 

manufacturing firms hstcd 10 the NSE between 1996-2006; to determ10e the relationship 

between board composition and fliTTl performance 10 manufacturing firms listed in the 

NSE; to detennine the relauonshtp between Lhe percentage of insider cqu1ty holding and 

firm performance in manufacturing firms listed in the NSE and; to determine the 

relauonsh1p hctwcen executtve compensation and firm performance in manufacturing 

firm\ ltsted m the NSI:. The study targeted 18 manufacturing compamcs that are listed in 

the NSL:. a., at 30th June 2007. Data was obtained from the mfom1ation centre at the 

Na1rob1 Stoc.k hchangc and comprised of observations for the pcnod between 1996 and 

2006. 
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The key findings of the study revealed ex.1stencc of a perfect Jincnr rclation~hip between 

various structures of corporate governance and performance of manufactudng finn li ted 

in the NSE. Specifically, the findings revealed that there exists a perfect linear 

relationship between performance measures and ti1e frequency of boards meeting~: CEO 

compensau on, board composition; and percentage of insider holdmg. This was achieved 

through a regrcss1on based F-T EST on each of the four performance rneasur~ (Tobin's 

Q; Return on Equuy; Return on Assets; and Price-to-earnings rauos) that were u ed. 

The average scores of the lis ted manufacturing firms' performance measures over the 

sample period 1996-2006 were reponed to be high. lbe mean for Tobin· s Q revealed that 

that the market value of firms was growing to close to six time.-; the book value of assets. 

The RoA measure revealed that the firms' profitability in the sector was growing at a rate 

of 7. 76% on the basi'> of assets while the RoE revealed that the shareholders in the sector 

were obtaining a net return of 7.58% on their equities. A high mean sector PIE ratio of 

7.4870 was obtained which in tum implied that investors were expecting higher eammgs 

growth in the future for the listed firms m the manufacturing busine.ss. The four 

performance measures therefore revealed that the manufacturing firms were exh1b1tmg 

good performance for the eleven years between 1996 and 2006. 

With regard to governance. the findmgs revealed that a maJority of the firms' boards 

meet about 15 limes per year on average. In addition. a majority of the firms are outsider­

dominated with the average score pegged at about 69%. On average, the percentage of 
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insider equity holdings levels was not found to e:<cccd one-third of the total. A relatively 

high pay for the chtcf execult\e officers was also reported in all the firm.s under study. 

5.3. Conclusions 

The findings indicate that ftnns \\ ith more frequent board meetings exhibit improved 

performance than firms whose boardco. meet rarely; that firm, with external director. as 

the majonty, in proportion to the total board c;ize. are bound to exhibit improved 

performance than firms wtth mixed boards or mstdcr-dominated boards: that firms with 

low instdcr sharcholding levels exhibit improved performance and that listed 

manufacturing flll11S that pay relaltvely high salaries and bonuses to the CEO exhibit 

improved performance. Therefore, good board practices arc important catalysts of 

financiaJ performance for corporations. Good corporate governance structures, on the 

other hand, are of utmost 1mportance in contnbuung to mvestor confidence m the 

compantes. Adoption of sound corporate governance structures is crit1cal for the 

continued success of businesses. The findings of the study arc in agreement to previous 

cmpiricaJ studies conducted tn Kenya (Lang'at, 2006: Mululu, 2005; Mwangi, 2003; and 

Mwangi. 2002). 

5.4. Recommendations 

5.4.1. To the l\l anagcment Boards of Manufacturin~ Firms 

Investor~ typtcally view a well-governed company as one: t.hat has a majority of outstde 

dtrcctors w1th no management tic. ... to tlS board; that undenakc.' fonnal evaluauons of 

directors: and that is responst\e to requests from investors for information on governance 

issues To ensure improved pcrfonnance of finns, the study recommends that the boards 
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of manufacturing fim1s should provide. and maintain, a high executive pay package 

(relative to market): meet more frequently and regularly to a'> es and review 

performance; ensure that their boards are outsider-dominated (a large proponion of board 

members <.:omprismg external d1rectors); and set a limit to which insiders can dominate in 

equuy holdings. 

SA.2. For Further Re earch 

The research sought to establish the relationship between corporate governance 1\tmcturcs 

and performance of listed manufacturing firms. Funher research should be done with 

emphasis on board bchav1our and governance practices. The study may also be extended 

to tncorporate the non-listed firms with the performance measure!) to be applied 

compnsmg those that arc not market-based (e.g. the RoA and the RoE). This will help to 

bring further insight since it wJII be possible to relate governance and performance 

whether the flfiD is listed at the NSE or not. 
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Appendix 1: List of Manufacturing Firms at the NSE 

l) Athi River Minmg 

2) BOC Kenya Ltd 

3) Bamburi Cement Ltd 

4) British Americ an Tobacco Kenya Ltd 

5) Carbac id lnv~tments Ltd 

6) Crown Berger Ltd 

7) East African Cables Ltd 

8) East African Po rtland Cement Ltd 

9) East Afncan Brewenes Ltd 

10) Eveready East Africa Ltd 

11 ) Kenya Oil Co Ltd 

12) Kenya Power & Lighting Ltd 

13) KenGen Ltd. 

14) Mumias Sugar Co. Ltd 

15) Olymp•a Capita l Holdmgs ltd 

I 6) Samecr Afnca Ltd 

17) Total Kenya Ltd 

18) Unga Group Ltd 

Source: NSE mfonnation centre June 2007 
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Appendix II: Data Collection Sheets 

Year ------------------
Name or the firm 1\o of board PIE ratio Net profit Total Share EPS Equity value 

meetin~s 
A~ets price 

I) Atht Rtver Mining 

2) BOC Kenya l.td 

3) Bamburi Cement Ltd 

4) Briti~h American Tobacco Kenya Ltd 

5) Carbacid lnv~tmenr.s Ltd 

6) Crown Berger Ltd 

7) East African Cables Ltd 

8) East Afncan Portland Cement Ltd 

9) East Afncan Brewenel> Ltd 

10) E\c:rcJd)' E.l~t Africa Ltd 

II ) Kenya Oil Co Ltd 

12) Kenya Power & Lighting Ltd 

13) KcnGen Ltd 

14) MumlilS Sugar Co. Ltd 

15) Olymp1a Capital Holding!) lld 

16) Samccr Africa Ltd 

17) Total Kenya I .td 

18) Unga Group Lid ·- · 



Name of the lirm Book \aluc of Plant & Inventory lnternnl External %of Total CEO p1ry 

debt machinery directors directon. l n~ider for the )Cur 

equity 
holding 

I) Athi Ri\er Mining 

21 noc Ken} a Ltd 

3) Bambun Cement Ltd 

4) British American Tobacco Kenya Ltd 
f--

5) Carbactd ln .. cstment ... Ltd 

6) Cro"-11 Berger Ltd 

7) E~l\t African Cable\ Ltd 

8) East African Portland Cement Ltd 

9) Ea)t African Bre""crie:. Ltd 

10) Eveready East Afnca l.td 

II) Kcn}a Ott Co Ltd 

12) Kcn)a Power & Lighting Ltd I 
13) KenGen Ltd 

14) ~1um1a:. Sugar Co. Ltd 

15) Olympia Capital Holdings ltd 

16) Samccr Africa Ltd 

17) Total Kenya Ltd 

18) Ungu Group Ltd 


