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ABSTRACT  

his paper examined board 

characteristics and financial 

reporting quality of listed 

industrial goods companies in Nigeria. 

Specifically, the paper examined the 

effects of board characteristics attributes 

of gender diversity, size and 

independence. The population of the 

study consist of the twenty listed 

industrial goods companies as at the time 

of data collection (2009-2018). 

Judgemental sampling technique was 

used to select nine companies from the 

population as sample size and analysed 

using descriptive statistics. The result of 

the analysis shows that gender diversity 

does not have significant effect on 

financial reporting quality of listed 

industrial goods companies at 5% level of 

significance. However, board size and 

board independence have significant 

effect on financial reporting quality. The 

study therefore concludes that board 

characteristics has significant effect on 
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Introduction: 
Financial reporting involves 

the disclosure of financial 

information to various 

stakeholders about the 

financial performance and 

position of a corporate 

entity over a specified 

period of time (International 

Accounting Standard Board, 

IASB, 2008). These 

stakeholders include 

investors, government 

agencies (tax authorities), 

shareholders, creditors, 

financial analyst, host 

communities, financial press 

and the management of 

entities. According to 

Cristina (2014), financial 

reporting is a product of 

corporate accounting and 

external reporting system 

that measure and disclose 

the financial position and 
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financial reporting quality and recommend among others that the Nigerian 

Securities and Exchange Commission increase its monitoring mechanisms 

to ensure that listed companies adhere to the regulations of the Nigerian 

corporate governance code which emphasized that the composition of the 

board be made of directors with adequate skill, independence, diversity 

and size.  

 

KEYWORDS: Gender Diversity, Board Size, Board Independence and 

Financial Reporting Quality.   

 

erformance of a company. 

According to the IASB (2008), the primary objective of financial 

reporting is to provide high quality information about the financial 

position and performance of economic entities. Based on its primary 

objectives, financial reporting is of utmost importance since it is the means 

through which various users assess the wellbeing of a corporate entity. As 

such, the quality of financial reporting is important for financial reports to 

effectively serve its purpose.  

The corporate scandals reported in the 21st century led to the failure of big 

corporations like Enron in 2001, Worldcom in 2002 in the United States of 

America, Cadbury, Onwuka-High tech and some commercial banks in 

Nigeria were shown not only to be perpetuated via financial reporting 

manipulations but indeed failure of corporate governance in these 

companies (Onuorah & Imene, 2016).   This   has triggered the need for 

reforms towards improvement in financial reporting quality of companies.  

In fact, the system of corporate control following these scandals has 

undergone regulatory changes and reforms in order to promote investors 

protection around the world. The reforms and regulatory changes were 

meant to tackle corporate governance issues that ensured financial 

reporting quality in order to restore public confidence in the integrity of 

financial reports issued by companies.  

In response to these scandals in Nigeria, several corporate governance 

codes were established such as the Securities and Exchange Commission 

p 
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(SEC) Code 2003, Central Bank of Nigeria Code 2006, Pension Commission 

(PENCOM) 2008, National Insurance Commission (NAICOM) 2008, and 

Financial Reporting Council of Nigeria Code 2013. The introduction of the 

2003 SEC code in Nigeria was amended severally and lately in the year 

2018 was aimed at promoting public awareness of essential corporate 

values that will improve financial reporting quality of companies. By 

institutionalizing high corporate standards, the code sought to rebuild 

public trust and confidence in the Nigerian economy. 

 The board of directors are vested with the responsibility of monitoring the 

actions of top executives of a corporation (Kondar & Marc, 2016). The 

board of directors play an important role in improving the quality of 

financial reporting and also in reducing earnings management behaviours 

of managers. Emphasis has been placed on the composition of the board of 

directors which is an internal corporate governance mechanism that serve 

the internal objective of the firm. Moreover, the 2018 code of corporate 

governance specifies that the effective discharge of the responsibilities of 

the board and its committees is assured by an appropriate balance of skills 

(including experience and gender) and diversity without compromising 

competence, independence and integrity.  Mehrani and Safarzade (2011) 

argues that the composition of the board is an important factor for effective 

monitoring of management actions.  

Hope and Kemebradikemor (2019), defines board composition as the 

characteristics of the board which is an internal corporate governance 

mechanism characterised by its size, independence, diligence, diversity 

and committee structure. Similarly, Ongore, K’Obonyo and Ogutu (2015) 

defined board composition as corporate board size, a mix of non-

independent and independent directors on the board and gender diversity. 

Other scholars like Lawal (2012) and Cristina (2014) have defined board 

composition as the ratio of outside members on the board to inside 

members.  The above definitions show that composition of the board of 

directors is an essential corporate governance mechanism which its 

unique characteristics has effect on investors, stakeholders and the general 

public’s view about a corporation. Akeju and Babatunde (2017) opines that 
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the composition of the board is an important corporate governance 

mechanism that improves financial reporting quality in an organization. 

When the board is characterized by a balanced size, appropriate mix of 

skill, knowledge, experience and diversity, it becomes a unique monitoring 

mechanism for detecting and correcting financial statement fraud. Farthi 

(2013) asserts that the quality of financial information is positively related 

to the quality of the board.  

This paper examines the effect of board characteristics on financial 

reporting quality of listed industrial goods companies in Nigeria. 

Specifically, the paper examines the effect of board of directors attributes 

of gender diversity, size and independence. This attributes are singled out 

because they are internal corporate governance mechanisms. The internal 

corporate governance mechanism serves the internal objectives of the 

corporation and its internal stakeholders, including its employees, 

managers and owners. These internal objectives include smooth 

operations, clearly defined reporting lines and performance measurement 

system. Nidhi (2017) is also of the view that internal mechanisms are those 

internal control and methods used by companies to help management in 

enhancing the value of shareholders. There are other board characteristics 

such as board age, board education and board equity. However, the former 

attributes are singled out because they are the area of interest. 

Prior studies have examined the influence of board characteristics on 

financial reporting quality with mixed result. While some consider board 

characteristics to have effect on financial reporting quality, other studies 

show divergent result (Adebiyi, 2017; Rotich, 2017; Jerry, Ormin & Adamu, 

2018; Ibrahim & Jehu, 2018; Jerry, 2019; Suleiman, Jamilu & Madawaki, 

2012).   Accordingly, the paper hypothesized that: 

Ho1 Gender diversity has no significant effect on financial reporting quality 

of listed industrial goods companies in Nigeria. 

Ho2 Board size has no significant effect on financial reporting quality of 

listed industrial goods companies in Nigeria. 

Ho3 Board independence has no significant effect on financial reporting 

quality of listed industrial goods companies in Nigeria. 
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Most previous studies on board characteristics and financial reporting 

quality used quantitative measures which is accrual and value relevance 

model to measure financial reporting quality (Samaila, 2014; Dabor & 

Dabor, 2015; Kantudu & Samaila, 2015). However, the choice of this study 

is qualitative measures (relevance, faithful representation, 

understandability, comparability and timeliness) according to IASB (2008) 

to measure financial reporting quality. The qualitative measures are 

considered more comprehensive and relevant because it encompasses 

various aspect of financial and non-financial information of an annual 

report and have a more direct relation to decision value. The industrial 

goods companies were selected because they are companies under the 

manufacturing sector which has not been exploited to latter in research. 

Most indigenous recent studies on corporate governance attributes and 

financial reporting quality concentrated on the financial sector specifically 

deposit money banks such as the works of Ormin et al (2015), Onuorah and 

Imehe (2016), Waidi (2017), Igbekoyi and Agbaje (2018), Uwalomwa et al 

(2018). Therefore, this study uses Industrial Goods Companies because it 

is a sector that also contributes to the growth of the economy aside the 

financial sector. The paper is divided into five parts: introduction, 

literature review, research methods, results and discussion, conclusion, 

recommendation and limitations of the study.  

 

LITERATURE REVIEW 

Board characteristics is an internal corporate governance which expatiates 

on the features of the board (Aifuwa & Embele, 2019). Anderson, Manson 

and Reeb (2004) asserts that board characteristics include board size, 

independence, diligence, committee structure and diversity (gender, age, 

nationality, expertise and educational background). The board serve as a 

watch dog in monitoring and overseeing the organizations process 

especially its financial process. Jenfa (2000) opined that the board is 

responsible for a company’s internal control systems and has the 

responsibility for the operations of the company. According to D’onza and 

Lamboglia (2014) board characteristics is a unique monitoring mechanism 
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for detecting and correcting financial statement fraud, thereby improving 

financial reporting quality in an organization (Akeju & Babatunde, 2017). 

This section considers the board characteristics attributes of size, gender 

diversity and independence being the area of interest and its effect on 

financial reporting quality. 

a. Gender Diversity and Financial Reporting Quality 

Gender diversity has been considered as one of the key corporate 

governance mechanisms and policy making in numerous countries 

Farrero-Farrero, Fernandez and Munoz-Torres (2015), which has 

attracted growing research and regulatory interests in recent years (Maria, 

Immaculada & Gustau., 2018). This has prompted some countries to pass 

legislation establishing a gender quota system by introducing reserved 

seats for women in board of directors.  For example, in Norway, since the 

year 2006, all listed firms must abide by a 40% gender quota for female 

directors otherwise, the stock exchange will delist such companies. 

Similarly, the Spanish government is also committed to 40% women 

participation on the board since year 2015 (Facundo, Lucas, Thomas, 

Emmanuel & Gabriel, 2017). Solimene, Coluccia and Fontana (2017), 

examines the Milan Stock Exchange and confirms an increase in the 

number of women directors on boards from 6.61% in 2009 to 22.69% in 

2014. This increase is also peculiar to the Spanish and Latin American 

context were the tendency has been one of increased board gender 

diversity (Maria et al., 2018). Moreover, the Nigerian code of corporate 

governance has also considered gender diversity as one of its corporate 

governance mechanisms but has not been specific about the exact 

percentage of women to be included as board members. However, 

Mohammed and Fares (2018), asserts that there is little attention to the 

role of women in board of directors in Middle East countries, particularly 

in Jordan.  

 The effect of gender diversity on financial reporting quality seems to have 

a mixed result. Some previous literatures hold that gender diversity on the 

board has no significant effect on financial reporting quality (Li 2015, 

Maryam, Micheal, & Steve, 2016, Real, Rim & Claude, 2009, Hope & 



06.30.2021  Pg.335  
   
         Vol. 16, No. 2 
 
 

BERKELEY RESEARCH & PUBLICATIONS INTERNATIONAL  
Bayero University, Kano, PMB 3011, Kano State, Nigeria. +234 (0) 802 881 6063,  
  

 
ISSN: 1334-4977 

International Journal of African Sustainable Development 

Kemebradikemor, 2019). However, Ammar (2018), Makhlouf, Al-Sufyl and 

Almubaideen (2018), Aida (2017), Titus, (2017), and Maria et al., (2018) 

document that gender diversity has significant and positive effect on 

financial reporting quality. Their results show that firms with gender 

diverse boards commit fewer financial reporting mistakes and engage in 

less fraud.  Women are considered more independent decision makers, less 

tolerant of unethical behavior and more risk averse (Adams & Ferreira, 

2009, Srindhi, 2011).  

This argument is consistent with the agency theory perspective which 

asserts that the existence of female members on the board improves the 

monitoring mechanisms and bring into line managers interest with 

shareholders’ interest (Titus, 2017). Aida (2017) opines that firms with 

gender diverse boards commit fewer financial reporting mistakes and 

engage in less fraud. Similarly, the works of D’onza and Lamboglia (2014), 

Al-shaer and Zaman (2016), Maria, Immaculada and Gustau (2017), 

Makhlouf, Al-Sufyl and Almubaidieen (2018), and Ammar (2018) holds 

that gender diversity is positively and significantly related to financial 

reporting quality. However, other strand in literature holds that gender 

diversity is negatively related to financial reporting quality (Li, 2015, 

Maryam, Micheal & Sere, 2016, Real, Rim & Claude, 2016, Hope & 

Kemebradikemor, 2019). 

Despite the expected role of gender diversity on the board, it is not yet clear 

to what extent the female members influence financial reporting quality.  

These arguments form the basis of the first hypothesis: Gender Diversity 

has no significant effect on financial reporting quality of listed industrial 

goods companies in Nigeria. 

b.  Board Size and Financial Reporting Quality 

Board size is concerned with the number of persons that make up the 

board of directors. According to Waidi (2017), the size of the board of 

directors is often used by some scholars to measure the quality of 

corporate governance and also a determinant of financial reporting. The 

issue of what size constitutes the ideal number of the board is still being 

debated among scholars (Ibe, Ugwuanyi & Okanya, 2017). The Nigerian 
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Code of Corporate Governance 2018 as amended assert that the board 

should be of sufficient size to effectively undertake and fulfil its business; 

to oversee, monitor, direct and control the company’s activities and be 

relative to the scale and complexities of operations. Though the code did 

not specify the minimum or maximum number of directors that should be 

on the board, The Securities and Exchange Commission (SEC) Code being 

the apex regulator of the capital market expressly specified that the size of 

the board should not be less than five directors with a majority of 

independent non- executive directors. The size of the board is seen as an 

important mechanism in attaining corporate objectives. According to 

Amstrong et al., (2010), board size varies due to difference in the size of 

the corporation and difference in country’s code. Ordinarily, larger 

corporations will require larger board size than smaller corporations since 

board size is an effective mechanism in making corporate valuable 

corporate decisions. 

Waidi (2017), asserts that board size is another determinant of financial 

reporting quality which is often used by some scholars to measure the 

quality of corporate governance. However, empirical evidence has been 

inconsistent about the effect of board size on financial reporting quality 

(Mohammad & Philip, 2018). Some scholars have argued that larger board 

size is an effective corporate governance mechanism that has effect on 

financial reporting quality. Larger boards are able to commit more time 

and effort to monitor management and give better advice (Monks & Minow, 

1995). This is supported by the works of (Klein, 1998, Adams & Mehran, 

2003, Anderson, Mansi & Reeb, 2004, Coles, Daniel & Naveen, 2008). 

Similarly, Angrawal and Knoeber (2009), found that larger boards are 

breeding space for individuals with experience and expertise while 

Ellstrand, Daily, Johnson and Dalton (1999), found that large boards 

prevent CEOs dominance. 

 On the contrary, other scholars have disagreed to the assertion that large 

board size is better off. Early studies like Jensen (1993), Lipton and Lorsch 

(1992), asserts that large board size lowers the monitoring function of the 

board as a small number of directors enables a high degree of coordination 
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between them and managers which in-turn increases financial reporting 

quality. This assertion was supported by other scholars like Dimitripolos 

and Asteriou (2010) who argues that larger boards are less efficient 

monitors than small boards because they have a lower level of membership 

coordination. Similarly, Vefeas (2005), Bradbury, Mark and Tan (2006) 

also argues that the monitoring role of larger boards becomes more 

difficult as it increases coordination and communication problem which 

leads to lower financial reporting quality. This inconsistency formed the 

basis of the second hypothesis: Board Size has no significant effect on 

financial reporting quality of listed industrial goods companies in Nigeria.   

c.  Board Independence and Financial Reporting Quality 

An independent board of directors brings a high degree of objectivity to the 

board for sustaining stakeholders trust and confidence. The Nigerian code 

of corporate governance (2018) as amended issued by the Nigerian 

Securities and Exchange Commission (SEC, 2011) states that an 

independent director is a non-executive director, non-substantial 

shareholder of the company who’s shareholding directly or indirectly does 

not exceed 0.1% of the company’s paid up capital. Also in addition to that, 

the director has no business or professional relationship with the company 

and must have not been a previous employee of the company. According to 

Beasley (1996) the ability of the board of directors to act as an effective 

monitoring mechanism is dependent upon its independence from 

management. Moreover, Fama and Jensen (1983), opines that one of the 

key functions of non-executive directors is to ensure that the board does 

not collude with management. 

Extant literatures have established a relation between board 

independence and financial reporting quality. Waidi (2017), affirms that 

many scholars are of the opinion that board independence has impact on 

financial reporting quality. However, this impact seems to have mixed 

results. Some scholars like Klai and Omri, 2011, Nesrine and Abdulwaheed, 

2011, Htay, Soualhi, Arif and Rabitta, 2013, Alves 2014, Kantudu and 

Samaila 2015, Monday and Nancy 2016, Akeju and Babatunde 2017, Waidi 

2017, Mohammed and Philip 2018 and D’onza and Lamboglia 2014 
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documents a positive and significant relationship between board 

independence and financial reporting quality. However other strands in 

literature holds that board independence is negatively and insignificantly 

related to financial reporting quality using abnormal accruals as a measure 

(Klein, 2002, Petra, 2007, Bradly, Mark & Tan, 2006, Doan, Thai, Luu & 

Nguyen, 2018). They suggested based on their findings that the presence 

of independent directors cannot guarantee financial reporting quality 

because independent directors are not competent enough to control 

managers. This is supported by the works of Asegdew (2016); Al-Asiry 

(2017) that board independence does not lead to high financial reporting 

quality. Furthermore, Onuorah and Imene (2016), in their studies on 

corporate governance and financial reporting quality in selected Nigerian 

companies from year the 2006 to 2015, documents that board 

independence negatively affects financial reporting quality using 

discretionary accruals of firms. The inconsistency among findings of 

existing literature on the connection between board independence and 

financial reporting quality forms the basis of the third hypothesis: Board 

Independence has no significant effect on financial reporting quality of 

listed industrial goods companies in Nigeria. 

 

METHODOLOGY 

The ex-post factor research design was employed for the study. Ex-post 

factor design shows how an independent variable affects a dependent 

variable. The population of the study consists of all the twenty listed 

industrial goods companies (LIGs) in Nigeria as at the time of data 

collection.  Judgmental sampling technique was used in selecting nine 

listed industrial goods (LIGs) companies out of twenty companies that 

were listed on the Nigerian Stock Exchange (NSE) over the period 2009-

2018. Filtering method was used to select sampled companies that have 

uploaded their complete data in the NSE portal and has been on NSE listing 

before the introduction of the first Nigerian code of corporate governance 

in the year 2003.  
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The panel data was extracted from published annual reports and accounts 

of LIGs and analyzed using descriptive statistics. The dependent variable 

for the study is financial reporting quality proxied using the IASB 2008 

qualitative characteristics (relevance, faithful representation, 

understandability, comparability and timeliness) as conceptualized by 

Ferdy, Geert & Suzanne (2009). The independent variable of the study is 

the composition of the board of directors of companies which is an internal 

corporate governance mechanism proxied by gender diversity, board size 

and board independence. The model for the study is expressed as: 

𝐹𝑅𝑄 = 𝑓(𝐺𝐷, 𝐵𝑆, 𝐵𝐼, ) 

The general linearized form of the model is given as:  

 FRQit = β0 + β1BGDit + β2BDSit +  β3BIDit +  Σit  

Where; 

FRQ    =  Financial Reporting Quality at period t. 

BGDit  =  Board Gender Diversity is measured as the presence of female 

directors(s) on the  

                         Corporate board at period t. 

BDSit =  Board Size, measured as number of persons on the corporate 

board at period t. 

BIDit      =   Board Independence measured as Percentage of non-

executive directors to the total   board size at period t. 

β0 – β8 = Regression coefficients. 

𝜇𝑖𝑡  = Disturbance term (between entities). 

Σit = Disturbance Term (Within entities). 

t = Time/Period in the study (1….10). 

𝑖 = Number of Units/Panels (11 Companies). 

 

Panel Random and Fixed Effects Models 

The Panel random and fixed effects models assume that each unit (firm, 

company or country) has its own intercept while restricting the coefficient 

or slope to be homogenous. In order to accommodate such heterogeneity, 

ε is decomposed into two independent components or composite error 

term -  itiit  +=



06.30.2021  Pg.340  
   
         Vol. 16, No. 2 
 
 

BERKELEY RESEARCH & PUBLICATIONS INTERNATIONAL  
Bayero University, Kano, PMB 3011, Kano State, Nigeria. +234 (0) 802 881 6063,  
  

 
ISSN: 1334-4977 

International Journal of African Sustainable Development 

𝐹𝑅𝑄𝑖𝑡 = 𝛽0 + β1BGDit + β2BDSit +  β3BIDit + 𝜆𝑖 + 𝜇𝑖𝑡  

 .       

It is assumed that  is iid with zero mean and constant variance, is called 

the individual specific effects (in this case, firm-specific effects) 

unobserved heterogeneity, which is time invariant. 

The effects of unobserved effect are brought explicitly into the model. Let’s 

say a set of dummy variables Di, where Di is equal to 1 in the case of an 

observation relating to individual i and 0 otherwise the model can be 

written as  

. 

Here the specific effect or the unobserved effect is now being treated as the 

coefficient of the individual-specific dummy variable, the term 

representing a fixed effect on the dependent variable y for the individual 

firms i. 

The fixed effects model is used when the individual specific intercepts to 

be estimated, or more crucially when Cor (  

 

Apriori expectation 

β1 > 0; β2 > 0; β3 > 0; > 0;. 

The coefficients of Gender diversity, board size, board independence, are 

expected to have positive impacts on financial reporting quality. 

 

RESULTS AND DISCUSSION 

a. Descriptive Statistics: the descriptive statistics showing mean, standard 

deviation, minimum and maximum values of the sampled LIGs companies 

are shown in table one below: 

Table 1. Descriptive statistics of the dependent and independent variables 

itiit  +=

it i

itii

n

i
ijj

k

j
it Dy  ++=

== 12

0), iti 



06.30.2021  Pg.341  
   
         Vol. 16, No. 2 
 
 

BERKELEY RESEARCH & PUBLICATIONS INTERNATIONAL  
Bayero University, Kano, PMB 3011, Kano State, Nigeria. +234 (0) 802 881 6063,  
  

 
ISSN: 1334-4977 

International Journal of African Sustainable Development 

SOURCE:  Obtained from SPSS 24 output.  

 

Table 1 contains the result of the descriptive statistics of all the dependent 

and independent variables of interest. The scores of the Financial 

Reporting Quality (FRQ) is based on the computed natural logarithm of the 

standardized scores of the fundamental qualitative characteristics of 

relevance, faithful representation, Understandability, Comparability, and 

Timeliness adapted. The minimum value of FRQ is 10.52 while the 

maximum value is 21.67. The positive values indicate the presence of good 

FRQ. The average FRQ is 16.48 with a corresponding standard deviation of 

2.34 as computed from the FRQ compliant matrix. 

The values of the maximum and minimum Board Gender Diversity (BGD) 

0.00 and 1.00, which signifies that some of the firms in Nigeria have boards 

that are purely homogeneous while others have heterogeneous 

composition of their board with mixed gender where the Board 

membership ratio of male directors to female directors is pronounced. The 

board size of the firms as demonstrated on table 4.1 ranges from 3 to 16 

members, which is the minimum and maximum numbers respectively. The 

analysis also reveals that the mean board size is 7 members with a 

corresponding standard deviation of 3 members. The Board Independence 

(BID) defines the Ratio of non-executive directors to executive directors on 

the board.  

The values of the ratios of non-executive directors to executive directors 

on the board ranges from 0.00 to 90.00 for the minimum and the maximum 

recorded figures respectively. This result indicates that some of the firms 

 N Minimum Maximum Mean Std. 

Deviation 

Statistic Statistic Statistic Statistic Std. 

Error 

Statistic 

FRQ 90 10.52 21.67 16.48 0.23 2.34 

BGD 90 0.00 1.00 0.54 0.05 0.50 

BDS 90 3.00 16.00 6.92 0.29 2.98 

BID 90 0.00 90.00 40.16 3.17 32.63 
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have the composition of their board directors drawn from non-executive 

directors to absolute dominance by the executive directors. The mean 

value of the Ratio of non-executive directors to executive directors on the 

board figured at 40.16, which implies that most of the firms are 

characterized with a moderate ratio of non-executive directors to 

executive directors on the board at the expense of 59.84 ratio of the 

executive directors. The result also indicates that board independence is 

moderate and that has a direct effect on the quality and level of decisions 

that are made in the firms. 

b. Pearson Correlation Matrix 

The Pearson Correlation test is conducted in research that involves 

regression analysis to ascertain if collinearity exist among the explanatory 

variables of interest used in a study because it is likely to distort the true 

relationship between the dependent variable and independent variables. 

The correlation coefficient of Pearson (r), also regarded as linear or 

product moment correlation. However, the Correlation coefficient between 

two variables of interest ranges from perfect positive relationship (+1) to 

perfect negative relationship (-1). The correlation coefficients of the 

variables are presented in table 2. 

 

Table 2 

NB: The Values in bold face are Prob Values. *Source: Compiled by 

researcher. 

The Pearson correlation coefficient in table 2 shows the linear relationship 

between explained variable(dependent) and the explanatory variables 

Variables FRQ  BDG  BDS  BID  

FRQ  1 
   

BDG  -0.145 1.000 
 

0.174 -----  
 

BDS  0.254 -0.094 1.000 

0.016 0.379 -----  

BID  0.177 0.216 0.723 1.000  
0.095 0.041 0.000 -----  
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(independent). The table shows the correlation between the FRQ and BDS, 

BID to be statistically significant while that of BGD was not statistically 

significant at 5% level.  

 

 

Testing for Multicollinearity 

Multicollinearity exists in statistical situations when the independent 

variables are highly correlated and correlation between two independent 

variables is greater than 0.9(r=0.9 or above) (Pallant, 2005). The Pearson 

correlation matrix table above shows that there is no high correlation 

between independent variables that is beyond the threshold rule. On the 

other hand, the Variance Inflation Factor (VIF) is employed in testing 

multicollinearity by measuring the increase in the variance of a coefficient 

as result of collinearity. The Tolerance (TOL) value is also employed in 

measuring collinearity and multicollinearity by using this expression;1-R2; 

where R2 is the coefficient of the determination for the prediction of a 

variable by other available explanatory variables. The VIF is directly 

associated value of the tolerance (VIF=1/TOL). Hair, Babin, Anderson and 

Talham (2006) recommend that when the VIF values is greater than 10 and 

the TOL less than 10 it indicates the presence of high degrees of 

multicollinearity among the independent variables. The data were further 

subjected to VIF and TOL test and the results are presented in table 4.3. A 

cursory examination of the table reveals that the values of the VIF and TOL 

are within the recommended thresholds, which means that the data is free 

from the risk of biaseness. 

 

Table  3: Mean Variance Inflation Factor 

Variables Tolerance VIF 

BDG .774 1.292 

BDS .397 2.517 

BID .326 3.065 

   

 Mean VIF   6.874 
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Source: Computed from annual reports and accounts of LIGs. 

 

Random Effect and Fixed Effect Models 

According to Brooks (2008), there are two major types of panel estimators 

that are widely used in in financial and accounting research are the Fixed 

Effects Model (FEM) and Random Effects Model (REM). The decision of 

selecting the most appropriate model that would produce consistent 

estimates for this study and predicates on the result of Hausman test. 

However, Judge et al, (1980), note that the choice of the best approach to 

adopt is often very trivial even though it must be considered on the basis 

of the data, and its environment apart from the level of the correlation that 

exist between error component of the model and regressions. The 

threshold criteria imply that when it is assumed to be uncorrelated, the 

random effects model is considered to be appropriate, but when it 

otherwise, fixed effect is more appropriate. The specification test of the 

Hausman (1978), is used to ascertain the appropriate approach (i.e. fixed 

or random effects models). However, the random effects model is 

considered to be more appropriate by practitioners owing to the fact that 

individuals are drawn randomly from a large set of population but on the 

contrary the, FEM is more suitable when dealing with specific sets of the 

firms. Hence the choice for the model specifications to decide between the 

FEM or REM (Maddala, 2001).  

The null hypothesis of the Hausman test specifies that the residuals in the 

REM are independent(uncorrelated) with the explanatory variables 

making the model to be correctly specified. Therefore, the coefficients 

produced by the REM or FEM are expected to be statically equal, if not the 

REM coefficient is inconsistent. On the other hand, when the null 

hypothesis is rejected, then the unit specific effects are highly correlated 

with the explanatory variables or the models are considered not to be 

correctly specified (Baltagi 2005). This implies that individual effects of the 

specified models are not correlated with the explanatory variables in the 

model but when they are considered to be correlated the REM produces 
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biased estimators, making the FEM to be preferred (Hun, Myoung & Park 

2005). In the end, the null and the alternative hypotheses are expressed as. 

𝑯𝟎: 𝑈𝑖 𝑎𝑟𝑒 𝑛𝑜𝑡 𝐶𝑜𝑟𝑟𝑒𝑙𝑎𝑡𝑒𝑑 𝑤𝑖𝑡ℎ 𝑋𝑖𝑡  

𝑯𝟏: 𝑈𝑖 𝑎𝑟𝑒 𝐶𝑜𝑟𝑟𝑒𝑙𝑎𝑡𝑒𝑑 𝑤𝑖𝑡ℎ 𝑋𝑖𝑡 

The null hypothesis shows that random effects would be consistent and 

efficient (Ho is true), but under the alternative hypothesis, random effects 

would be inconsistent. The FEM is consistent whether the null hypothesis 

is true or not, this means if the Hausman test is significant then we accept 

the alternative hypothesis that there is a correlation between individual 

effects and explanatory variables (Baltagi, 2005). 

The result of the Hausman in Table 4, shows the Hausman specification test 

which suggests that the random effects model is preferred to the fixed 

effects model since the Hausman test shows a chi-square of 0.0000 with a 

p-value of 1.0000 implying that P-value (1.000) greater than 0.05, then it 

is more appropriate to use random effects model. 

 

Table 4: Correlated Random Effects - Hausman Test 

Test cross-section random effects 

Test Summary Chi-Sq. 

Statistic 

Chi-Sq. d.f. Prob.  

     

     

Cross-section random 0.000000 6 1.0000 

     

     

     

Source: Researchers computation 2021 

 

Estimated Coefficients of the Random Effects Model 

The Generalised Regression Model (GRM) coefficient derived from the 

computation of the random effects model are displayed in the table below; 

Table 5 Model Coefficients of the Random Effects Model 

Variable Coefficient Std. Error t-Statistic Prob. 
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Intercept 8.429232 2.488035 3.387907 0.0011 

BDG -0.009410 0.024293 -0.387349 0.6995 

BDS 0.094751 0.085159 1.112640 0.2692 

BID 0.018721 0.010767 1.738763 0.0859 

     

Notes: ***, **, and * represent significant at 1%, 5%, and 10% levels 

respectively. 

Source: Author’s Computation, 2020. 

FRQ = β0 -β1 BGDit + β2 BDSit+ β3 BIDit+ eit. 

FRQ = 8.4292-0.0094BDGit + 0.0948BDSit+ 0.0187BIDit 

 

The test of the hypothesis on the effect of gender diversity on financial 

reporting quality shows that gender diversity does not have effect on 

financial reporting quality of listed industrial goods companies in Nigeria. 

Gender diversity of the board is about the composition of the board in 

terms of male and female members. Bathula (2008), opined that board 

members should represent the social strata of gender. This is so because it 

removes the supremacy of a particular group of individuals in decision 

making (Hampel, 1998) and also provides a good representation and 

broader views in decision making (Burton, 1991). The argument for 

gender diversity on corporate boards is because the male and female sex 

demonstrate unique attributes especially as it relates to fairness and 

honesty. For instance, the female is seen to portray more level of honesty 

(Jerry, Ormin & Adamu 2018) and also commit fewer financial mistakes 

(Aida, 2017). According to Jerry et al (2018), the male gender is mostly 

dominant on corporate boards. Evidence documents that in most part of 

Africa, in particular, socio-cultural and religious traditions have 

constrained women from attaining the rank of corporate boards in their 

careers (Obanya and Mordi, 2014). The conventional make -up of the board 

globally does not easily support the linear relationship between gender 

diversity and financial reporting quality, as the male gender in the board 

room are always more in number than their female colleagues (Ilaboya & 

Lodikero, 2017). This is evident in Nigeria where the male gender is always 
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more in number on corporate boards and sometimes some corporate 

boards are purely dominated by the male gender. This is also evident in 

Europe were only 40% of female directors are found on corporate board 

(Hope & kemebradikor, 2019).            

However, the theoretical arguments among extant literatures that women 

representation on corporate boards will improve financial reporting 

quality has been found contrary. The findings of this study empirically 

shows that gender diversity does not have effect on financial reporting 

quality of listed industrial goods companies in Nigeria. The finding was 

earlier confirmed by Damagu et al (2014), who studied women on 

corporate boards and financial reporting credibility using a sample of 

twenty firms on the Nigeria Stock Exchange and reports that the presence 

of women on corporate board does not significantly improve the quality of 

the financial report. Similarly, Hope and Kemebradikemor (2019), study 

on board characteristics and financial reporting quality of Thirty-seven 

manufacturing firms listed on NSE found no evidence to support the 

proposition that gender diversity influences financial reporting quality. 

Also Real et al (2009), Durbin and Jung (2011), Spirollari (2012), Damagu 

(2014); Li (2015), Maryam et al (2016), Doan et al (2018); document no 

significant effect of gender diversity on financial reporting quality.  This 

implies that gender diversity does not have effect on financial reporting 

quality therefore, cannot determine financial reporting quality and so the 

null hypothesis is accepted.     

On the effect of Board Size on Financial Reporting Quality, the study 

established that Board size has significant positive effect on Financial 

Reporting Quality of listed industrial goods companies in Nigeria. This 

shows that the importance of the size of the board cannot be 

overemphasized as a determinant of financial reporting quality. Waidi 

(2017) argue that while other scholars like Chaganti et al (1985), Adams 

and Mehran (2002) believe in having larger board size as a check on 

managers for effective monitoring, other scholars believe larger boards 

gives room for rowdiness which lowers the monitoring function of the 

board which supports the early work of Jensen (1993) that a small number 
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of directors will foster a high degree of coordination and communication 

between managers. Whatever the size of the board the most important 

factor is the determinants attributes (skills and knowledge) that makes an 

appropriate board size. The 2018 Nigerian code of corporate governance 

states that the board should be sufficient in size with appropriate mix of 

knowledge, skills and experience to effectively undertake and fulfil its 

business of overseeing, monitoring, directing and controlling the 

company’s activities.  This finding was earlier confirmed by Dabor and 

Adeyemi (2009), Cristine (2014), Rasha (2017), Waidi (2017), Igbekoyi 

and Agbaje (2018), and Mauth et al (2018), who documents a positive 

significant relationship between board size and financial reporting quality. 

On the other hand, the finding contradicts Aroob (2017). It also fails to 

support the evidence by Bako (2018) in his study on corporate governance 

and the quality of financial reporting in the Nigerian chemical and paint 

industry using a sample of four companies from year 2009-2013 also found 

no significant relationship between board size and financial reporting 

quality.  

On the effect of Board Independence on Financial Reporting Quality of 

listed industrial goods companies in Nigeria. Findings of the study posits 

that Board Independence has significant positive effect on Financial 

Reporting Quality of Listed Industrial Goods Companies in Nigeria. This 

finding is consistent with earlier studies by Kantudu and Samaila (2015) 

using a sample of oil marketing firms in Nigeria. Waidi (2017), using a 

sample of deposit money banks in Nigeria; Aroob (2017) using a sample of 

listed financial firms in Pakistan found a positive and significant effect of 

board independence on financial reporting quality. Similarly, Other studies 

also posited that there is significant relationship between board 

independence and financial reporting quality such as Abu-Risheh and Al-

Sa’eed (2012), Kantudu and Samaila (2015), Andrie (2016), Akeju and 

Babatunde (2017). On the contrary the findings negate that of Nesrine and 

Abdulwaheed (2011), Onuorah and Imehe (2016), Doan et al (2018) and 

Bako (2018) who found a negative and insignificant relationship between 

board independence and financial reporting quality.  
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Early studies like Fame (1980) and Jensen et al (1983), documents 

empirical evidence that the board is a tool for monitoring managers and so 

the presence of independent directors on the board enhances the 

effectiveness of the supervisory role of the board. Moreover, Mace (1986) 

as cited in Aroob (2016) asserted that the presence of independent board 

of directors gives more relevance and credibility to financial information 

leading to high financial reporting quality and transparency. 

 

Conclusion, Recommendation and Limitations of the Study 

The primary objective of the study was to examine the effect of board 

characteristics on financial reporting quality of listed industrial goods 

companies in Nigeria. It was concluded from the study that gender 

diversity does not have effect on financial reporting quality of LIGs 

companies in Nigeria. Whereas board size and board independence have 

effect on financial reporting quality of LIGs companies. Prevouis studies 

have shown that the increase in corporate failure resulted from poor 

corporate management leading to fraudulent practices that leads to poor 

financial reporting quality. When the composition of corporate boards is 

characterized by a mix of adequate knowledge, skill, size, diversity and 

independence according to the Nigerian corporate governance code, the 

likely hood of financial statement manipulation will be curtailed. 

Therefore, this study recommends that the Securities and Exchange 

Commission (SEC) increase its monitoring mechanism to ensure that listed 

companies adhere to the principles of the Nigerian Code of Corporate 

Governance which emphasized that the composition of the board of 

directors be made of directors with adequate size, must be independent, 

skill and diversity. Shareholders who are also involved directly in 

appointment of company’s board of directors must also ensure due care to 

see that persons appointed as board members meet the requirements of 

the Code.  

However, this study has some limitations. These includes: 

(i) The study is limited to only three attributes of board 
characteristics (gender diversity, board size and board 
independence). Future studies can also study other attributes of 
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board characteristics such as age diversity, board equity, board 
educational qualification etc. 

(ii) The study has no control variables; future research can 

introduce control variables so as to increase the dependency of the 

results. 

(iii) The study is also limited to listed industrial goods companies 
which is a manufacturing sector of the economy. Future studies need 
to cut across other sectors of the economy as this will increase 
validation and generalization of research results.   
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