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Abstract: The objective of this study is to implement Analysis of Moment Structure (AMOS) at the same time analysing the
power of corporate governance on Post – Seasoned Equity Offerings (SEO’s) performance as well as in determining whether
agency costs exist as a mediating variable between them. We conjecture that the mediating function of agency costs reduction
is fundamental to the causal relationship between corporate governance and Post-SEO underperformance. Failure to tackle
agency costs as a mediating variable may perhaps be one reason for the inconclusive findings in the allied literature. This study
intends to focus on an SEO sample, for the reason that it is essential to evaluate how better corporate governance mechanisms
can enhance SEO performance by estimating the relationship between different variables. To achieve this, the study will apply
the approach and analyse SEOs in Nigeria from 2005-2015.
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1. Introduction
Every activity following the listing of the company still
requires financial support. It is a well known fact that funds
could be raised through the issuance of equity securities that is, seasoned equity offerings (SEOs). Consistent with the
pecking order model or the discussion of [78] and [85],
issuance of equity securities can be regarded as a signal of
subsequent underperformance. Earlier studies have indicated
that investors who invest in SEOs often exhibit excessive and
irrational optimism. This optimism increases investor
willingness to purchase stocks at higher prices causing
temporary overvaluations [42]. Additionally, managers will
use this opportunity for stock issuance provided they are able
to establish that the market is ready to pay more for their
stocks. In any case, after clarifying the real conditions of the
issuing companies, investors ultimately realize the
overvalued price and will engage in corrective action which
subsequently results in poor long-term stock performance.
The dilution of insider control after issuance is associated
with increasing agency costs, as pointed out by [49].

Therefore, agency costs increase as the separation of
ownership and control after issuance leads to greater conflict
between managers and shareholders [42]. Furthermore, the
inability of companies to use accumulated capital
appropriately can bring about agency problems which will
further damage the firm value, at the same time that of the
shareholders wealth.
According to [88]; [56]; [43] governance mechanisms are
aimed at eliminating the agency problem between the agent
and the principal and to also reduce inefficiencies. Since
corporate governance is responsible for safeguarding
functions, it has to be effective in controlling agency
problems toward improving the performance of firms after
SEO.
As established in prior studies, through corporate
governance monitoring mechanisms, corporations can
mitigate agency problems and reduce the information
asymmetry between the corporation and investors. Effective
corporate governance practices may also increase the value
of issuing firms. Nevertheless, evidence surrounding the
impact of governance on issuing firms’ performance is mixed
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and inconclusive. Extensive literature has documented the
beneficial role of effective governance in improving the
performance of SEOs e.g. [8]; [47]&[95]; [1]; [66]; [86] [24]
[43]; [51]; [2]; [93].
Similarly an additional strand of the literature
documented the role of effective corporate governance in
the performance of firms e.g. [34]; [94]; [8];[46]; [14]; [32];
[31]; [57]; [29]; [92]; [1]; [2]; [82];[66]; [23]; [37]; [27];
[45]; [11]; [47]; [12].
Nevertheless, contrary results as well appear in the
literature. [49] Established a negative relationship and
concluded that it was an agency problem. [23] Documents
deterioration of long-term operating performance and the
capital structure of SEO firms deteriorate for up to two years
following the announcement.
[21] Could not find any relationship between firm
performance and either insider’s or institutional ownership
for SEOs. [60] Concluded that there is no reliable evidence
that corporate governance is related to operating or financial
performance. Moreover, other studies support the view that a
firm’s governance structure is endogenously determined.
Factors such as managerial ownership according to [39],
board characteristics [38], and ownership concentration [13]
are products of the firm’s organizational and economic
environments.
In addition to examining the direct effects of governance
structure on firm performance, the researcher intends to
establish an analysis of moment structure (AMOS) setting by
means of including the mediating variable of agency costs
into the association between corporate governance and
subsequent SEO performance. The primary reason is that a
great deal of literature has been documented in relation to the
benefit of corporate governance on firm performance through
the reduction of agency costs. [67] States that, “After the
IPO, the evolution of internal corporate governance
mechanisms are expected to reduce agency costs by aligning
the interests and help to mitigate the negative effects of
increasing agency costs on the long-term firm performance.”
[61], [5], [53], and [15] also make similar statements.
In view of that, one may discern that reducing agency
costs is the most significant step towards better corporate
governance in order to achieve an enhanced post-SEO
performance. Nevertheless, the literature does not seem to
tackle this issue by means of empirical investigation.
Researcher’s investigation identified only a single empirical
investigation by [42] on the issue and the research was
conducted in the U. S.
The objective of this study is to analyse the power of
corporate governance on post-SEO performance as well as to
determine whether agency costs exist as a mediating variable
between them through the use of AMOS. We conjecture that
the mediating function of agency costs reduction is
fundamental to the causal relationship between corporate
governance and post-SEO underperformance. Failure to
tackle agency costs as a mediating variable may perhaps be
one reason for the inconclusive findings in the allied
literature.
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According to [42] mediating effect refers to the mediating
mechanism between the independent and dependent
variables. According to Baron and Kenny (1986) as cited in
[42] three conditions must be fulfilled for a mediating
variable in a regression: that there is a significant correlation
between the independent and mediating variable; there is a
significant correlation between the mediating variable and
the dependent variable; and the inclusion of the mediating
variable decreases the strength of the direct relationship
between the independent and the dependent variables.
However, if the addition of a mediating variable does not
alter the statistical significant relationship between the
independent and dependent variables, the result is a partial
mediating effect. Conversely, where the direct effect becomes
insignificant, the result is a full mediation effect.
Since AMOS is a Structural Equation Model (SEM), it has
the capability of expressing the relationship between
independent and dependent variables, although it differs from
multivariate analysis of variance and the standard correlation
analysis in that it only allows for single relationship
variables. Whereas a variable can be a dependent variable
(agency costs) of another variable (corporate governance), it
is as well the independent variable for another variable (postissue performance). Series of structural equation models can
be used in analysing these complex causal relationships
(Hair, Anderson, Tatham, and Black, 1998) cited in [42].
To the best of the researcher’s knowledge no research
evidence exists at the moment as to the relationship between
corporate governance and performance of firms after SEO’s
in Nigeria. However, there are few studies on the impact of
corporate governance and firm performance e.g. [55]; [19];
[92]; [45]; [11]. The study therefore, intends to fill this gap in
Nigeria and to improve on the earlier study of [42] from the
global perspective by examining a combination of both
internal and external corporate governance variables as
against only external corporate governance variables by [42].
This study intends to focus on an SEO sample, for the
reason that it is essential to evaluate how better corporate
governance mechanisms can enhance SEO performance by
estimating the relationship between different variables. To
achieve this, the study will apply the AMOS approach to
analyse SEOs in Nigeria from 2005-2015.
Our primary contribution to the literature will be an allinclusive analysis of the relationship between corporate
governance and post-SEO performance through the
mediating variable of agency costs. We take into account the
endogenous nature of the relation between governance and
post-SEO performance. Also, with the help of an Analysis of
Moment Structure (AMOS) in the structural equation model
(SEM) we take into account the relations among corporate
governance, performance and agency costs. Instead of
considering just the direct relationship between corporate
governance and operating performance, we included agency
costs as a mediating variable. This research will further
contribute to the literature by providing comprehensive proof
of whether agency problems results in the underperformance
of SEOs; providing a thorough investigation of the
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relationship between corporate governance and the
performance of firms after SEOs through taking into account
the likely endogeneity between variables, as relationship tests
in an AMOS setting offer more dependable results than
normal causality models. The study will therefore, expand
the research frontiers for corporate governance, SEOs
underperformance, and agency theory; and demonstrate what
value better corporate governance can add to shareholders
wealth in the issuing context.
The next section provides the research framework in a
figure and the discussion of the relevant theories that will be
used to underpin the study, Section III provides the literature
review and the hypotheses of the study. Section IV describes
the research method, variables definition, measures and the
data sources.

2. Theoretical Framework/Model of the
Study
2.1. Empirical Model of the Study
The figure below shows a path analysis model depicting
the relationship between corporate governance variables,
Agency costs and Post-SEO Performance. Corporate
Governance is the exogenous variable (independent variable)
in the model and Agency costs and Post-SEO performance
are the endogenous variables that are divided into a
mediating variable (Agency costs) and a dependent variable
(Post-SEO Performance).

Source: Researcher’s Model
Figure 1. Empirical Model.

The diagram also displays the hypothesised causal
relationships among these 6 variables – CEO role duality,
Managerial ownership, Board independence, Institutional
ownership, Agency costs and Post-SEO performance.
The double headed arrows between CEO role duality,
Managerial ownership, Board independence and Institutional
ownership shows the co-variation among these exogenous
variables.
2.2. Structural Equation Model
A = PARR + PAMM +PABB+ PAII +PAVV--------- (1)
P = (PARR + PARR PPAA) + (PAMM + PAMM PPAA)
+ (PABB +PABBPPAA) + (PAII + PAII PPAA) + PAWW---- (2)
Where:
R = CEO Role Duality
M = Managerial Ownership
B = Board Independence
A = Agency Costs

P = Post – SEO Performance
V = the unexplained variance that could not be explained
by the variables in the model about agency costs
W = the unexplained variance that could not be explained
by the variables in the model about post – SEO performance
2.3. Theoretical Framework
2.3.1. Agency Theory
It is an acknowledged fact that the principal-agent theory
is generally considered as the starting position for any
discuss on corporate governance emanating from the
classical thesis on The Modern Corporation and Private
Property by Berle and Means (1932) as cited in [1].
According to this thesis, the fundamental agency problem in
modern firms is principally owing to the separation between
finance and management. Modern firms suffer from a
separation of ownership and control and therefore are run by
professional managers (agents) who cannot be held
accountable by dispersed shareholders. This view fits into the
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principal-agent paradigm. In this regard, the fundamental
question is how to ensure that managers follow the interests
of shareholders in order to reduce cost associated with
principal-agent theory. The principals are confronted with
two main problems. Apart from facing an adverse selection
problem in that they are faced with selecting the most
capable managers, they are also confronted with a moral
hazard problem: they must give agents (managers) the right
incentives to make decisions aligned with shareholder
interests.
In further discussion of agency relationships and cost [49]
describe agency relationship as a contract under which “one
or more persons (principal) engage another person (agent) to
perform some service on their behalf, which involves
delegating some decision-making authority to the agent”. In
this scenario, there exists a conflict of interests between
managers or controlling shareholders, and outside or minority
shareholders leading to the tendency that the former may
extract “perquisites” (or perks) out of a firm’s resources and
be less interested to pursue new profitable ventures.
Agency costs include monitoring expenditures by the
principal such as auditing, budgeting, control and
compensation systems, bonding expenditures by the agent
and residual loss due to divergence of interests between the
principal and the agent. The share price that shareholders
(principal) pay reflects such agency costs. To increase firm
value, one must therefore reduce agency costs.
2.3.2. Information Asymmetry
According to Myers and Majluf (1984) as cited in [16],
public issue conveys to the market that management believes
that the firm is overvalued. Since managers’ have more
information about the value of the firm than outside
investors, firms may not issue equity to public as far as the
proportion of existing assets transferred to the new
shareholders are greater than the proportion of increased firm
value retained by the existing shareholders. As a result of that
information gap, investors face two choices when they make
investment decisions in a company. First, they have to decide
which firms have a good management team - this situation is
called adverse selection. The second possible problem is
moral hazard, which means that the managers do not use the
extra information in pursuit of extravagant behaviour; or
confirming that managers distribute dividends to
shareholders rather than to employees or other groups. This
could lead to over investing, which could be more influential
than managers’ perquisites and may result in reducing
corporate performance. However, in the light of uncertainty
and moral hazard, investors have to include the possible costs
of these problems when they weigh up whether or not to
invest in the investment opportunity [49]. Regardless of
which choice the investors go with, this situation may
negatively affect the cost of outside equity for companies.
In order for companies to reduce the impact of adverse
selection and moral hazard, they have to adopt a good
corporate governance system, which is considered a signal of
the quality of a firm’s management team.
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Theoretically, complying with recommendations of
corporate governance codes is fundamentally regarded as a
good signal by companies toward markets and investors. This
indicates that, because a company follows the best practices
of corporate governance, investors will be assured that
managers will act in the best interests of shareholders. This
means that the investors will offer high prices for companies
with a good corporate governance system, because the
investment in such companies will be profitable [56]. For
instance, adding more independent non-executive directors to
the board is considered a signal to investors and markets that
the company will improve its corporate governance to meet
the expectations of investors. Also, the disclosure of such an
event is likely to increase the share price, due to the demand
for shares by investors in the market, and to reduce
information asymmetry [16] [56] and consequent upon that,
an increase in share prices is supposed to reduce the cost of
outside equity (Botosan, 1997) cited in [75].
The theories discussed above will be used to underpin the
study of the impact of corporate governance and performance
of SEO firms with agency costs as a mediator.

3. Literature Review, Variables and
Research Hypotheses
3.1. Post – SEO Performance of Firms
Among the first to demonstrate that returns to U.S. firms
following SEOs are significantly lower than their non-issuing
counterparts for up to five years are [64] and [87]. Large deal
of the empirical research indicates that equity returns may
perhaps exhibit negative effects after SEOs [3] [30] [6] [64].
Several research papers find that SEOs are poor
investments during the window of 1–5 years after the
issuance in the U.S. market [64] as well as in the
international markets [14] [47] and [65] find that industrial
SEO issuers experience pre-issue run-ups and significant
post-issue declines in operating performance in both
unadjusted and industry-adjusted comparisons. [64] report
that the financial multiples at the time of issuance, including
profit margin and return on assets, do not reflect expectations
of declining performance. Despite this, operating
performance deteriorates following the SEO issuance.
The long-run underperformance of SEO firms has caught
the attention of several researchers who have investigated the
managers’ incentives in equity-issuance decisions and
assessed the post-issue performance. First, managers may
exploit their private information with regard to either a stock
over- valuation [69] or expectations of declining future
earnings [67] and 64; [23]; potential internal and external
certification mechanisms [54] Other studies include,[10];
[72]; [52]; [48]; [16] and [41]
Second, the agency theory of Jensen points out the
diverging interests between shareholders and managers. In
such a case, managers have strong incentives to make
decisions and take on projects that maximize their private
interests at the expense of the shareholders (Shleifer and

115

Mohammed Aminu Bello et al.: Corporate Governance and the Performance of Seasoned Equity Offering Firms in Nigeria:
The Mediating Effect of Agency Costs

Vishny, 1989 as cited in [42]). The misconduct of managers
worsens if ample free cash flow is available: they are induced
to invest the funds in negative NPV projects. Indeed, [66]
find evidence that free cash flow is negatively related to postSEO performance.
3.2. CEO Role Duality
Agency theory suggests that a board of directors
dominated by executive directors cannot be monitored. Such
domination of executive directors can occur, for example,
when one individual is appointed as both the CEO and board
chairman, a phenomenon known as ‘duality’. Duality can
result in entrenchment of the CEO since, as chairman, the
CEO has the ability to change the board’s plans and facilitate
access to necessary information. Thus, combining the roles of
CEO and chairman not only results in entrenchment of the
CEO but also limits the board’s monitoring ability [75].
Therefore, duality is expected to have a negative impact on
corporate performance. To ensure board independence, it is
recommended that the functions of the CEO and chairman
are split. Appointing different individuals to the positions of
CEO and board chairman draws a clear boundary between
the monitoring function of the nonexecutive directors and the
operating function of the executive directors [32]. On the
other hand, however, duality could improve corporate
performance since it provides the firm with a CEO and
chairman who have the knowledge and experience to make
better decisions in a timely way.
[26] Documented that firms that are larger, have stronger
governance and more able CEOs are more likely to combine
CEO and board chair roles. They also document that firms
that split these roles have significantly lower announcement
and post-announcement returns, and lower contributions of
investments to shareholder wealth. [76] Found no significant
relationship between CEO duality and agency costs. He
concluded that findings mean that, duality may have given
the CEOs enormous powers; it may have reduced the check
and balance or board’s ability to exercise the governance
(monitoring) function, which is not helpful to enhance firm
efficiency.
Since the choice of leadership structure is a non - random
decision, [89] employed a two-step procedure proposed by
Heckman (1979) to investigate the role of external
competition, board characteristics, and ownership structure
on the choice of leadership structure, and to examine the
relationship between dual-leadership structure and firm
performance. The results show that the choice of leadership
structure is endogenous.
[44] Examined CEO succession and CEO duality within
the context of the balance of power among three central
parties in the process: board of directors, incumbent CEO,
and incoming CEO. Drawing on upper echelons thinking,
they analysed the impact of board, incumbent CEO, and
incoming CEO power on the appointment of the CEO to the
position of board chair. He concluded that CEO duality is
more likely to arise under conditions of outside CEO
succession when the successor has prior chair experience and

that tenure of the CEO predecessor reduces the likelihood of
CEO duality. By means of an exogenous shock that increased
competition, [96] Found that duality firms do better than nonduality firms by 3% when competition intensifies. The
positive effect of having a dual leadership structure is larger
when firms face higher information costs.
[73] Compared the moderating effects of CEO duality on
the relationship between organizational slack and firm
performance in China’s state-owned enterprises and privateowned enterprises. Their findings suggest that there is a
positive relationship between organisational slack and firm
performance, and that CEO duality negatively moderates this
relationship in state-owned enterprises, but positively in
private-owned enterprises. [59] Presented a comprehensive
analysis of board leadership structure of corporations in
Guyana focusing on whether individual boards are duality or
separately led. They concluded that evidence is certainly
suggestive if it is not compelling that there is a substantive
relationship between board leadership structure and business
success in the market place of Guyana.
[90] Investigates the linkage between board leadership,
firm financial performance (Tobin’s Q) and agency costs
(Sales to assets ratio) in MNC subsidiaries and LPCs in Sri
Lanka. Applying the dynamic panel GMM method, they
found that unitary leadership increase MNC subsidiaries
financial performance and reduce agency conflicts. On the
other hand, unitary leadership has no significant impact on
LPCs financial performance. However, it positively affects
agency conflicts in LPCs. [87] Investigated whether agency
control mechanisms, agency problems, and other firm
characteristics are related to the observed choice of one or
two individuals in the two positions and the linkage between
the CEO-Chair choice and the performance of the company
and concluded that, results support the view that firm and
management characteristics (such as the level of agency
problems, information asymmetry, ownership structure, and
the existence of other agency control mechanisms) influence
the choice to split positions and influence the role and
effectiveness of split positions.
[68] analysed the relationship between CEO duality and
performance (ROA or ROE). His empirical findings indicate
that the performance is negatively influenced if the manager President holds equities, which indicates that the respective
person is more interested in maximising personal wealth at
the expense of shareholders wealth maximisation. [92] Made
an evaluation of the practice of CEO Duality in Nigeria and
examined its implications on effective corporate governance
and performance of Non-Financial companies in the Nigerian
Stock Market. He uses panel data on the performances (ROE)
of companies with CEO-Duality and those without CEODuality to determine the effect of the duality on company
performance. He found a significant difference between the
performances of companies with CEO duality and those
without CEO duality.
[50] Investigated the impact of corporate governance
characteristics on IPO firms’ auditor choice in an emerging
market setting. They utilised three corporate governance
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attributes – CEO-Chair duality, retained ownership, and
foreign equity participation. Findings suggest that CEOChair duality and the degree of foreign equity participation
are significant determinants of auditor choice while
proportion of board ownership is not. [28] Examined the
impact of CEO duality on the performance of firm for a
sample of 204 listed firms on Istanbul Stock Exchange (ISE)
between the years 2009-2010 in Turkey. Their results show
that CEO duality has a negative impact on the firm
performance, consistent with the agency theory.
Following the literature on CEO role duality we
hypothesise as follows:
Hypothesis 1: There is a negative relationship between
duality and corporate performance of SEO firms.
Hypothesis 2: Agency costs will be higher when there is
CEO role duality.
3.3. Managerial Ownership
[2] Investigated why listed firms in China favour private
placements compared to other options of raising capital.
Ordinary least squares regression, piecewise regression and
the cross-sectional regression analysis were undertaken to
explore the determinants and characteristics of the seasonedequity offerings announcement effects. They found positive
significant announcement abnormal returns for private
placement. Their findings moreover point out that operating
performance deteriorates immediately after announcement
and poor operating performance is more likely to be
contributed by large size portfolios, which suggests size
effect.
[6] Examined the sensitivity of simultaneous equation
techniques in corporate governance research. They model
Tobin’s Q, board composition and managerial ownership
using a three equation instrumental variables approach with
two specifications and four instruments. They found that
variables are jointly determined. However, results depend
strongly on the specification of the model and the
instruments. They concluded that results using simultaneous
equation methods must be interpreted with caution, while
OLS estimates should not be casually dismissed and that
sensitivity analysis is essential when estimating an empirical
model whose structure is uncertain.
[14] Provided evidence that if equity is overvalued, still,
mispricing offsets agency costs and can induce a controlling
shareholder to list equity. Higher valuations support listings
associated with greater agency costs. They investigated the
predictions that follow from this idea on a sample of publicly
listed corporate subsidiaries in Japan. They concluded that,
when there is greater scope for expropriation by the parent
firm, minority shareholders fare poorly after listing and
parent firms frequently repurchase subsidiaries at large
discounts to valuations at the time of listing and experience
positive abnormal returns when repurchases are announced.
[19] Specified a simple structural model to isolate the
economic determinants of managerial ownership and board
structure in a value-maximizing contracting environment and
jointly determined the optimal firm size, level of managerial
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ownership, and the proportion of outsiders on the board
through the relative importance of the three productivity
parameters of physical assets, managerial/insider effort and
outside director’s advising/monitoring role in the firm
production process. Their model provides an equilibrium
explanation for the cross-sectional relationships between
managerial ownership, board structure, and firm performance
that is consistent with existing evidence.
[23] Examined the short-term and long-term share-price
behaviour surrounding the announcement of seasoned equity
offerings (SEOs) by firms listed on the Athens Stock
Exchange (ASE). We observed changes in leverage and
systematic risk, as well as the long-term share price and
operating performance of those firms involved in a SEO.
They reported significant share-price appreciations on SEO
announcement day. They additionally, found a share-price
rally before the announcement of SEOs and subsequent
share-price reversals. Furthermore, they document evidence
that the long-term operating performance and the capital
structure of firms announcing a SEO deteriorates for up to
two years following the announcement. They concluded that
their results suggest that corporate governance structures,
dividend status, and ownership concentration enhance the
information content of SEOs.
Using a two-equation model and a sample made up of 36
small-sized French firms, [29] studied the relationship
between the managerial property and performance. He found
that, the stake the managers hold is influenced by the
profitability of the firm they manage. He concluded that,
estimation results show that managerial ownership does not
impact on performance and endogeneity is rejected.
[65] Investigates whether financial performance is a
function of managerial ownership. It also searched whether
managerial ownership is a function of performance. The
major statistical result concerning financial performance is
that it increases significantly with increasing managerial
ownership. Moreover, managerial ownership is a
significantly increasing function of the proxy for expected
financial performance. Finally, the proxy for expected
performance is a significant and positive function of current
financial performance. He concluded that, there is strong
evidence that managerial ownership as a motivating device is
a function of financial performance and that there is some
evidence that financial performance is better for firms in
which the managers own at least 0.5% of the shares.
[17] Proposes a new measure which captures stock
performance adjusting for risk in a single variable. The
measure is general enough to apply to all risk-averse
investors, irrespective of their utility function. Their findings
suggest that low and high levels of managerial ownership
hinder firm performance, while intermediate levels of
managerial ownership enhance it. They concluded that, when
individual moments of the firm’s return distribution are used
to measure performance they give conflicting results and that
there is strong evidence that managerial ownership has a
significant effect on firm performance that varies with the
degree of ownership.
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[58] Identified the causal effect of managerial ownership
on firm performance by exploiting the 2003 Tax Cut as a
natural experiment, which increased the net-of-tax effective
managerial ownership. Their empirical design uncovers a
significant and hump-shaped improvement in firm
performance with respect to the level of managerial
ownership, which is consistent with predictions from agency
theory. They concluded that the increase in performance is
more pronounced for firms subject to more severe agency
problems as well as firms under weak alternative governance
mechanisms, which further demonstrates managerial
ownership’s incentive as the underlying channel for the
results.
[79] Examined the influence of managerial ownership on
firm performance through capital structure choices using
examples of China’s civilian-run listed firms from 2002 to
2007. The empirical results of OLS regressions on civilianrun listed firms replicate the nonlinear relationship between
managerial ownership and firm value. Managerial ownership
also drives the capital structure into a nonlinear shape, but
with an opposite direction to the shape of managerial
ownership on firm value. Furthermore, results of
simultaneous regressions suggest that managerial ownership
impacts capital structure, which in turn, affects firm value.
They concluded that their results confirmed further the
endogeneity of capital structure in China’s civilian-run listed
companies.
[33] Revisits the classical debate about the nature of the
relationship between managerial ownership and corporate
performance by using a semi-parametric estimation
approach. According to them, the semi-parametric approach
will help in avoiding the concerns that are related with the
potential misspecification of parametric models and enables
the consideration of a wider range of non-linear behaviors.
Their empirical results support the existence of the initial
alignment effect of managerial ownership at levels lower
than 15%, while they do not lead to a strong inference on the
relationship between managerial ownership and corporate
performance for intermediate and high levels of managerial
ownership. They concluded that the results cast doubt on the
findings of recent studies on the subject, which critically rely
on fully parametric methods, and instead suggest the use of
semi- parametric methods in estimating the shape of the
ownership-performance curve.
[80] Found that managers are more likely to significantly
decrease their ownership when their firms are performing
well, but not more likely to increase their ownership when
their firms have poor performance. Because investors learn
about the total change in managerial ownership with a lag,
changes in Tobin’s q in a period can be affected by changes
in managerial ownership in the previous period. In an
efficient market, it is unlikely that changes in managerial
ownership in one period are caused by future changes in q.
When controlling for past stock returns, they further found
that large increases in managerial ownership increase q.
According o them the result is driven by increases in shares
held by officers, while increase in shares held by directors

appear unrelated to changes in firm value. They concluded
that, there is no evidence that large decreases in ownership
have an adverse impact on firm value and argued that their
evidence cannot be totally explained by existing theories and
propose a managerial discretion theory of ownership
consistent with the evidence.
[54] Examines the relationship between managerial share
ownership (MSO) and firm performance of Australian firms
during the period 2000 to 2003. They did not find any
evidence of non linear relationship between MSO and
Tobin’s Q but found significant negative relationship
between MSO and Tobin’s Q using simple linear regression
model. According to them the results were found after
controlling for endogeneity.
[35] Utilised panel data for seventeen (17) firms for the
period 2001 – 2010 and examined the impact of ownership
structure on the financial performance of listed insurance
firms in Nigeria. They observed that despite the several
aspects and dimensions of corporate governance, which may
influence a firm’s performance but they chose to focus on
two aspects of ownership structure - managerial and
institutional
shareholding.
They
measured
firm’s
performance through Return on Asset (ROA) and Return on
Equity (ROE). They found a positive significant relationship
between ownership structure and firm’s performance as
measured by ROA and ROE. They concluded that the code
on owner's equity of listed insurance companies should be
sustained and encouraged so that the firms can have a
perpetual life, because the stake of this owners could serve as
a check and balance mechanism to further strengthen the
corporate governance of the insurance firms in order to give
room for enhanced financial performance of the listed
insurance companies in Nigeria.
Examining a sample of non-listed Chinese firms, [40]
provided the first evidence from China for the effect of
managerial ownership on firm performance. They used a
matching-sample comparison and found that firms of
significant managerial ownership outperform firms whose
managers do not own equity shares. Their results further
indicate that the relationship between firm performance and
managerial ownership is non- linear, and the variation point
at which the relation turns negative occurs when ownership
goes beyond 50%. They concluded that their results are less
likely to suffer from an endogeneity problem considering
their use of non-listed firm’s sample and the unique
institutional environment in China.
[40] Utilised panel data to show that managerial ownership
is explained by key variables in the contracting environment
in ways consistent with the predictions of principal-agent
models. Their results show that a fraction of the crosssectional variation in managerial ownership is explained by
unobserved firm heterogeneity. After controlling for observed
firm characteristics and firm fixed effects, they cannot
econometrically conclude that changes in managerial
ownership affect firm performance.
Hypothesis 3: There is positive relationship between
Managerial ownership and SEO firm performance.
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Hypothesis 4: Agency costs will be lower when there is
higher level of Managerial ownership
3.4. Board Independence
Paying particular attention on the relationship between
corporate board independence and firm financial
performance in Nigeria, [84] found that share ownership is
highly concentrated in Nigeria and this structure tend to bring
about board structures with close family affiliations and in
which the CEO tends to take an active part in membership of
audit committees. Whereas family affiliation of board
members is found to support firm growth, evidence shows
that audit committee membership of chief executives hurts
firm performance. They further found that foreign chief
executive perform better than their local counterparts. [82]
Also found that larger board independence is perceived as a
monitoring mechanism which can play an important role in
limiting or controlling the agency problem.
[63] Found that independent directors have a generally
positive effect on firm operating performance in China. They
further document that Chinese independent directors play an
important role in constraining insider self-dealing and
improving investment efficiency. [46] Focuses on whether
board independence explains stock price reactions to
backdating and factors that explain backdating decision.
Their findings show negative stock returns around
backdating news. Even though findings show that board
independence variables fail to explain the incidence of
backdating, their regression results however, show that
stockholders consider these variables to be important.
Using American public companies, [7] shows that firms
suffering from low profitability respond by increasing the
independence of their board of directors, but there was no
proof that the strategy that firms with more independent
boards achieve improved profitability actually works.
[62] Utilised a longitudinal sample of 1,143 firms in the
S&P 1500 list from 1997 through 2006 and investigated the
relationship between board independence and firm’s longterm performance, as measured by Tobin’s Q. He found some
evidence of a significant nonlinear relationship. [97]
Investigated how board independence affects a board’s
monitoring intensity and the CEO pay disparity. Results
suggest that the trends of CEO pay disparity can be partly
explained by the trends in the nature of board independence.
[77] Found significant positive effect of board size on both
market based and accounting based performance measures
and significant negative effect of insider ownership on ROA,
while board independence has significant positive impact on
market based performance measures. [71] Results showed a
statistically significant negative relation between board size
and performance. Furthermore, a statistically significant
positive relationship was found between the proportion of
independent directors on the bank board and performance of
the bank.
[98] Found that the proportion of independent directors on
board is significantly positively associated with firm
performance only when the firm performance is adjusted for
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the effect of earnings management. Related results are found
in ownership concentration. [19] Used a simple structural
model to isolate the economic determinants of managerial
ownership and board structure in a value-maximizing
contracting environment. The optimal firm size, level of
managerial ownership, and the proportion of outsiders on the
board is jointly determined by the relative importance of the
three productivity parameters of physical assets,
managerial/insider
effort
and
outside
director’s
advising/monitoring role in the firm production process.
Their model provides an equilibrium explanation for the
cross-sectional relationships between managerial ownership,
board structure, and firm performance that is consistent with
existing evidence. They used the model to provide an
alternative explanation for the observed changes in
compensation structure arising from new rules mandating
changes in board independence following the Sarbanes Oxley
act in 2002.
As there were no consistence relationship between board
independence and firm performance, hence, we hypothesize
as follows:
Hypothesis 5: There is a positive relationship between
board independence and the performance of SEO firms.
Hypothesis 6: Agency costs will be lower when firms have
higher board independence.
3.5. Institutional Ownership
A large body of research has focused on the role of
institutional investors as corporate monitors. The rationale is
that due to the high cost of monitoring, only large
shareholders such as institutional investors can attain
sufficient benefits to have an incentive to monitor.
Institutional investors have become important players in
today’s financial markets. Their increasing importance in
corporate governance is observed from the growing volume
of corporate equity they control. According to Hayashi
(2003) cited in [22], in the US, for example, institutional
investors were estimated to control 60% of all outstanding
equity in 2003 compared to 45% in 1990, 33% in 1980 and
8% in 1950 (Taylor, 1990, cited in Charfeddine &
Elmarzougui, 2010). The observed increase in Institutional
Ownership (I) in the equity market has been attributed to the
growth in pension funds (Graves and Waddock, 1990, cited
in [22]. Accompanying the growing volume of institutional
shareholdings in the equity market, the role of institutional
investors has changed dramatically from that of simply
passive investors to active monitors.
Conventionally, institutional investors are not directly
concerned with corporate management decisions; as an
alternative, they merely exit by means of selling their stakes
as soon as they are not satisfied with the management of the
organization or else if share price falls. With increasingly
significant ownership of equity invested in a firm, it has
become less costly for institutions to ‘voice’ disagreement
with the management instead of following an ‘exit policy’
and depressing the firm’s stock price (Coffee, 1991 as cited
in [30]).
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Institutional investors, compared to other non-institutional
investors are more likely to engage in corporate management
decisions due to their significant ownership of equity in the
firms (Brickley et al., 1998 as cited in [33]) and attempt to
influence top firm management to manage long-term
interests of shareholders (Holderness and Sheehan, 1988
cited in [33]). In other words, institutional investors may
possibly have assumed a more valuable role of monitors in
the corporate governance ground. As a result, they may
perhaps further influence top-management decisions and
consequently, firm performance.
[3] Found that greater institutional ownership is associated
with more innovation. [9] Investigates the relationship
between different classes of institutional investors and firm
performance. Their empirical results suggest a significant
two-way feedback between firm performance and
institutional equity ownership, though, the effect is not
symmetric. They concluded that institutional investors with
possible investment and business ties with firms have adverse
effect on firm performance and the impact is very significant
in comparison to the negative effect of firm performance on
institutional ownership. [22] Examines the relationship
between institutional ownership and firm performance for 35
companies listed on the French financial market from 2002 to
2005. They used Tobin’s Q in a simultaneous equation
system as a measure of firm performance and their results
provide evidence that institutional ownership has a
significant negative impact on the performance of firms.
In a similar study, [20] examines the link between
institutional investor involvement in and the operating
performance of large firms. Their results show a significant
relationship between firms’ operating cash flow returns and
both the percent of institutional stock ownership and the
number of institutional stockholders. [44] Found that firms
with more short-term institutional shareholders experience
significantly more negative abnormal returns at the
announcement of seasoned equity offerings. [82] Investigated
the relationship between institutional ownership and firm
performance. Their results internationally uphold previous
findings of a positive impact of institutional activism on firm
performance. [30] Investigated the relationship between
corporate firm performance and the level and stability of
institutional ownership within a simultaneous equation
model. Results show a positive relationship between firm
performance and institutional ownership stability, taking into
account the proportion of shareholding.
[25] Examined the impact of institutional ownership on
share price and operating performance following seasoned
equity offerings. They found that announcement returns are
positively and significantly related to total and active
institutional ownership levels and concentration. Post-issue
stock returns are also found to be positively and significantly
related to the contemporaneous post-issue changes in total
and active institutional ownership and the concentration of
their shareholdings. Furthermore, operating performance
improvements are also found to be related to institutional
monitoring in the one, two, and three years following the

equity issue.
Following the literature on institutional ownership we
hypothesise as follows:
Hypothesis 7: There is a positive relationship between
institutional ownership and performance
Hypothesis 8: Agency costs will be lower at higher level of
institutional ownership.
3.6. Agency Costs
Jung et al. (1996), cited in [30] argue that agency problems
related to managerial discretion are the most powerful in
explaining the decision to issue equity over debt. They show
that a large percentage of equity issuers have poor investment
opportunities. Even when their debt capacity is not
exhausted, they issue equity and forego the issuance of
debt—which would be more enhancing for the firm’s value.
Fields and Mais (1994), cited in [30] also find a negative
relationship between the announcement stock returns of
SEOs and management entrenchment (as measured by the
increase in managerial control of voting rights). In the same
vein [83] utilised stock price reaction to unexpected senior
executive deaths to study managerial entrenchment. He
concludes that proposed good governance practices,
particularly a high percentage of outside directors in the
board, are helpful but not always effective in preventing
managerial entrenchment. Similarly, Berger et al. (1997),
cited in [83] suggest that the tendency to avoid debt
correlates with CEO entrenchment reflected in loose pressure
from ownership and compensation incentives, as well as
weak monitoring.
The influence of agency problems on SEO issuance is also
reflected in the earnings’ management practiced by managers
prior to the offer. Teoh et al. (1998) and Rangan (1998), cited
in [30] found that the tendency of managers to borrow
against future returns and inflate current earnings prior to the
issue negatively correlates with post-issue performance.
Similarly, According to Jensen (2004, 2005), cited in [83] the
earnings’ management could be due to the agency costs of
overvalued stock which induce managers to inflate earnings
in order to keep up with the expectations of investors and
analysts. Thus, managers often exploit investors to create
illusory value creation and/or issue shares at premium prices.
To conclude, the decision to issue equity and the subsequent
underperformance are often perceived to be driven by severe
agency problems related most notably to free cash flow, stock
overvaluation, and earnings’ management.
Nevertheless, we are unaware of any published study that
examines the role of corporate governance measures in SEO
decisions or on the post-issue performance. On the other
hand, the corporate governance literature clearly shows that
corporate governance structures and mechanisms mitigate
agency problems since they allow the boards of directors to
better supervise managers’ decisions (Ching et al., 2002)
cited in [83] prevent management entrenchment (Gompers et
al., 2003), cited in [82] improve earnings’ management (Niu,
2006, and Leuz et al., 2003) cited in [82] and hold an
overvalued stock (Jensen, 2004, 2005) cited in [83].
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Consequently, good (bad) corporate governance
mechanisms are positively associated with positive
(negative) stock returns and operating performance as has
been shown in the mergers and acquisitions context after
announcement [24].
Singh and Davidson III (2003), cited in [24] determine that
management ownership can significantly decrease agency
conflict by increasing their asset utilization rate and reducing
discretionary costs. Lins (2003) cited in [24] confirmed that
agency costs can be effectively reduced through external
shareholder protection mechanisms. Davidson, Bouresli, and
Singh (2006) cited in [24] find that companies with strict
market supervision and complete accounting transparency
can reduce the occurrence of agency problems. Wang et al.
(2006) cited in [93] support the agency theory in the sense
that book-building offers a mechanism to strengthen external
monitoring provided by block-holders, thereby reducing
agency costs.
Similarly, [74] examined the influence of Mexico’s efforts
to improve corporate governance on firm performance and
transparency. Utilising compliance data from the Code of
‘Best’ Corporate Practices, disclosed annually by public
firms in Mexico, as a measure of corporate governance
strength, they document significant increase in compliance
over 2000–2004 indicating Mexican companies view noncompliance as costly. Though, no association existed between
the governance index and firm performance, nor is there a
relation with transparency. Alternatively, firms with greater
compliance resort to the more costly mechanism of making
dividend payments to reduce agency conflict.
Using 70 Non - financial listed firms on Karachi Stock
Exchange from 2006 – 2010 [86] found that corporate
governance has significant effect on firm performance under
transaction cost economics theory and good corporate
governance theory. They further found that corporate
governance has significant effect on the value of firm and has
a mediating effect in between the corporate financial
structure and firm value. They concluded that the negative
relationship shows an agency problem.
In a more recent study, [42] applied the analysis of
moment structure (AMOS) setting, investigates the
effectiveness of external corporate governance in mitigating
agency costs and enhancing long-term operating performance
for seasoned equity offerings. Hypothesising the crucial and
mediating role of agency costs in the relationship between
governance structure and post-SEO operating performance,
the study reveal that the mediating role of reducing agency
costs is crucial to the causal relationship between external
corporate governance and post-SEO performance, indicating
that external corporate governance can enhance performance
through direct positive influence on firm performance and,
more significantly, through indirect negative influence to
decrease agency costs.
Following the literature, we hypothesise as follows:
Hypothesis 9: Agency costs mediate the relationship
between corporate governance and performance
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3.7. Summary
The literature review shows that a significant body of
theoretical and empirical literature in accounting and finance
had considered the relations among corporate governance,
management turnover, corporate performance, corporate
capital structure, and corporate ownership structure and firm
performance. Similarly a lot has been documented on the
performance of SEO firms before and after the event. But
virtually all the studies investigated direct relationships. As
earlier stated, there was only one study from U. S. that
investigated through a mediating variable. That study used
institutional ownership, auditor reputation and analyst
coverage which are all external corporate governance
variables. Hence, an investigation into the relationship
between corporate governance on the performance of firms
using a combination of variables of both internal and external
corporate governance and to also use agency costs as a
mediator is viable.

4. Research Methods
In an AMOS setting, this study first employs confirmatory
factor analysis (CFA) to obtain the representative observable
variables for each latent variable and to establish a
completely fit model. Then, we proceed with the analyses of
direct and mediating effects among latent variables.
4.1. The AMOS (SEM) Setting
Joreskog and Sorbom (1993) cited in [42] point out that
with multi co-linearity among independent variables, SEM
analysis is a more valid method for estimating a model than a
simple regression method. It simultaneously solves
correlations between a series of multiple independent and
dependent variables and considers increasing vital causal
paths through the appropriate measurement model or the
level of fitness of the measurement model. When compared
to general regression models, SEM structure (as does AMOS)
can use measurement variables to assess latent variables that
are difficult to observe directly, while identifying the
relationship between each latent and measurement variable.
The total effect of an independent variable on the
dependent variable can be divided into two parts: 2) the
indirect effect that refers to the independent variable’s effect
on the dependent variable through a mediating variable, and
2) the direct effect that refers to the independent variable’s
effect on the dependent variable after controlling for the
indirect effect [42] According to MacKinnon, Lockwood,
Hoffman, West, and Sheets (2002) and Preacher and Hayes
(2004) cited in [42], the mathematically formulated Sobel
test should first be used to determine whether the indirect
effect is significant to adhere more closely to the meaning of
mediating effect. In the Sobel test, a mediating effect exists
when the Z value in the following equation is greater than
1.96:
Z = a*b/SEab
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Where a and b are non-standadisation values and SE2a2
and SE2 b2 are standard errors of a and b.
4.1.1. Confirmatory Factor Analysis (CFA) and
Measurement Reliability
This study will perform a CFA on the relevant variables to
test the representativeness of the latent variables and to
establish the complete fit for the research model. The CFA
will be conducted on corporate governance, agency costs,
and operating performance in order to eliminate inefficient
observation from variables and to ensure that each factor
complied with the optimum fit indicators.
Micceri (1989) cited in [42] indicated that when the SEM
method is used to analyze data, data must be corrected and
transferred in violation of the normality assumption to ensure
reliability. To avoid the trouble of negative definition in the
SEM model, we will refer to the practice of Abarbanell and
Bushee (1998) cited in [42]. Following [42] this study will
adjust the scales and units of different observed variables,
sort the raw data into deciles, and then converted data will
range from 1-10. Chou, Bentler, and Satorra (1991) and Hu
and Bentler (1995) cited in [42] point out that when the
multivariate normal assumption does not hold, the standard
errors and t values of the parameters estimated in a SEM
model will be biased leading to estimated results with
significant distortions. According to Gilford (1954) cited in
[42], Cronbach’s α is used to indicate the measurement
reliability. Reliability is high when the indicator is greater
than or equal to 0.70, acceptable when the indicator is from
0.35-0.70, and low when the indicator is less than 0.35.
4.1.2. Goodness-of-Fit Measurement
An overall goodness-of-fit test will be conducted to
evaluate the suitability of the model. Goodness-of-fit is a
model quality test that is used to examine whether the
empirical results are consistent with the theoretical model.
The evaluation criteria are broadly divided into absolute fit
indices, comparative fit indices, and parsimonious fit indices.
The absolute fit measures include the chi-square test (x2), the
standardized root mean square residual (SRMR), the root
mean square error of approximation (RMSEA), the
goodness-of-fit index (GFI), and the adjusted goodness-of-fit
index (AGFI)
The comparative fit measures include the normed fit
index (NFI), the non-normed fit index (NNFI), the
incremental fit index (IFI), the comparative fit index (CFI),
and the relative fit index (RFI). The parsimonious fit
measures include the parsimonious normed fit index
(PNFI), the parsimonious goodness-of-fit index (PGFI), and
Hoelter’s critical N (CN).
4.2. Measures
4.2.1. Corporate Governance (CG): Independent Variable
The study will use the following explanatory variables to
measure corporate governance: 1) CEO role duality, 2) CEO
ownership, 3) Board independence, and 4) Institutional
ownership.

4.2.2. CEO Role Duality (R)
Following [82] duality is included as a dummy variable
which is given a value of 1 if the CEO is also the chairperson
of the board of directors and 0 otherwise. We assume that
agency costs will be lower when companies have two
different persons acting as a CEO and chairperson. Agency
theory supports the idea that the role of the chairman should
be separated from that of the CEO to ensure that the later
would not be in a position with too much power to handle
daily business operations. That is, CEO with excessive power
over board could easily manipulate income [4].
4.2.3. Board Independence (B)
Following [82] it is measured as the number of
independent directors on the board relative to total number of
board members. We assume that companies will face lower
agency costs when they have higher board independence.
Agency theory supports the idea that board independence
should be denominated by outside directors ([4]).
B = No. of independent Directors ÷ No. of Board of directors
× 100
4.2.4. Managerial Ownership (M)
Following [58] Managerial ownership will be measured as
the percentage of total shares held by firm directors and
officers.
M = No. of shares owned by firm Directors and Officers ÷
No. of outstanding shares × 100
4.2.5. Institutional Shareholding (I)
Pound (1988) cited in [42] finds that institutional investors
are well suited to provide the professional expertise,
technology, and costs required for monitoring management.
Economies of scale allow them to spend fewer resources on
monitoring as compared to minority shareholders [42].
Therefore, increasing institutional shareholdings can
efficiently decrease the agency problem and improve
corporate operating performance. O’Brien and Bhushan
(1990) cited in [42] suggest that a greater number of
shareholdings owned by institutional investors enhance
performance. Following [42] institutional ownership (I) will
be measured as the percentage of shares held by institutional
investors at the end of the year.
4.3. Agency Costs (A): Mediating Variable
Agency costs resulting from bonding activities are
contractual limitations on the manager’s decision-making
power [42]. Agency costs ensuing from monitoring consist of
auditing, formal control systems, budget restrictions, and
incentive compensation systems. In addition, some residual
loss, which is the effective loss, related to the statecontingent future of the firm, results despite the bonding and
monitoring costs incurred. The sum of the monitoring,
bonding and residual costs is the agency cost. Following [5]
and [82] asset utilisation ratio will be used to measure agency
costs. A higher asset utilisation ratio indicates that companies
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are making investment decisions which are non-optimal or a
second interpretation will be that companies are investing
their funds in projects which are unproductive. Asset
utilisation ratio is defined as total revenue/total assets.
4.4. Post – SEO Performance (P)
Following [69] Performance will be measured in terms of
Tobin’s Q which represent the ratio of market capitalization
to book value of assets for firm i in period t. This too
represents financial performance of firms listed at the Nigeria
stock exchange.
The variable is defined thus:
Tobin’s Q = Market value of common stock + Book value of
long-term debt ÷ Book value of total assets of the company.
The choice of this performance measure is motivated by
the fact that this indicator give good interpretations regarding
firm’s performance as proposed by Mesquita and Lara (2002)
cited in [69]. According to Cole and Mehran (1998) cited in
[69] for a study of this nature to have a solid base as well as
in contour with earlier studies, it is essential to pick measures
of performance that are quantifiable, expressive and
comparable. The study will therefore, use this measure of
performance since it met these three attributes.

mitigating functions of corporate governance in the reduction
of agency costs. Our research will be the first study to
investigate the mediating effect of agency costs on the
relationship between corporate governance and SEO
performance. Specifically, the study is aimed at investigating
whether agency problem is critical while explaining the
decline in SEO firms operating performance. The study will
as a result, expand the research frontiers for corporate
governance, SEOs underperformance, and agency theory;
and demonstrate what value better corporate governance can
add to shareholders wealth in the issuing context.
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