This paper has been published as:
Munisi, G.H. & Mersland, R. (2016), “Ownership, board compensation and company performance in sub-Saharan African countries”.  Journal of Emerging Markets Finance. Vol. 15(2), pp. 1-34.

[bookmark: _GoBack]Ownership, board compensation and company performance 
in sub-Saharan African countries

Gibson Hosea Munisi, 
University of Agder, Norway and Ardhi University, Dar es Salaam, Tanzania
gibson.h.munisi@uia.no

Roy Mersland, 
University of Agder, Norway
roy.mersland@uia.no


Abstract In countries with weak institutions board governance becomes more important.  This study uses a unique dataset from listed Sub-Saharan African companies to examine the relationship between ownership composition and board compensation. It further analyses the association between board compensation and company performance. The findings indicate that board ownership and CEO ownership are positively associated while state ownership, and concentrated ownership are negatively associated with board compensation. There is no evidence of a significant association between chairperson ownership or foreign ownership and board compensation. Finally, there is a negative but not significantly relationship between board compensation and company performance. 

Keywords: Boards of Directors; Ownership Structure; Board Compensation; Corporate Governance; Company Performance; Sub-Saharan Africa; Weak Institutions
JEL classification G32 G34
1 Introduction
Sub-Saharan African countries have weak institutional environments with the difficult enforcement of the laws and regulations (Rossouw 2005). These weak institutions increase the managers’ degrees of freedom and call for effective board governance from directors that fulfil their fiduciary duties. In this paper, we argue that the level of compensation may influence the board members’ fiduciary efforts. Using a unique dataset of Sub-Saharan listed companies, we study whether the level of board compensation maybe influenced by the ownership structure of the company (Connelly et al. 2010). We further investigate the association between board compensation and company performance.
The literature highlights that directors’ effectiveness is related to their ability to monitor and advise management (Adams and Ferreira 2007; Hahn and Lasfer 2010; Hillman and Dalziel 2003). More specifically, boards have the power to make, or at least to ratify, all of the important decisions, including decisions about investment policy, management compensation policy and board governance (Bhagat and Bolton 2008). This power implies that boards can influence company performance. 
Board directors are agents that represent the shareholders. As in any other principal - agent relationship, there is a potential agency problem. Bebchuk and Fried (2003) argue that just as there is no reason to assume that top management automatically seeks to maximise shareholder value, there is no reason to expect that directors will either. Moreover, as argued by Pant and Pattanayak (2010), directors’ fiduciary efforts may differ according to the ownership structure.
The conflict of interest between board members and shareholders can be mitigated through compensation (Mehran 1995).Thus; we reason that board compensation is one of the issues that may influence the effectiveness of the board of directors. Kumar (2006) finds that dividend payout differ according to ownership structure. Likewise, Barontini and Bozzi (2011) argue that the level of board compensation could be related to ownership structure, but it could also signal the existence of agency problems or appropriate payment to high performing directors. If an agency problem exists, there would be a negative relationship between excess board compensation and company performance. Alternatively, there would be a positive association between excess board compensation and company performance if compensation represents a premium that is paid to high performing directors. 
The empirical context of this study is companies listed in Sub-Saharan Africa. We are motivated by the reforms undertaken by many Sub-Saharan African countries (Jones et al. 2011; Rossouw 2005) to attract foreign investment and to mobilise domestic savings and investment. These reforms include the establishment and adoption of good corporate governance mechanisms similar to those used in developed countries (Reed 2002). It is argued that good corporate governance is important for economic development (Claessens 2006) and that board governance is particularly important in countries with weak institutions such as those in Sub-Saharan Africa.  Nevertheless, studies on corporate governance in the African context are scarce (Adegbite et al. 2013), and, to the best of our knowledge, studies on the relationships between ownership structure, board compensation and company performance are nonexistent. In this paper, we aim to fill this void. 
Our findings indicate that board member ownership and CEO ownership are positively associated with board compensation while state ownership and concentrated ownership are negatively associated with board compensation. Moreover, neither board chairperson ownership nor foreign ownership is significantly associated with board compensation. These findings may be important for investors because they suggest that different ownership structures have different effects on board compensation. In regard to the effect of board compensation on company performance, we find no significant relationship between excess board compensation and company accounting performance measured by Return on Assets (ROA).
This paper is organised in six sections. Section 2 describes the Sub-Saharan African context. Section 3 reviews the existing literature and develops hypotheses. Section 4 describes the data and the variables. Section 5 presents and discusses the empirical results. Finally, section 6 concludes.
2 The institutional context of Sub-Saharan Africa
Sub-Saharan Africa is formed by approximately 48 countries. All of these countries with exception of Ethiopia and Liberia were colonialised by western powers for many years. The colonisation influence is still present, as shown by the differences in languages, legal systems and memberships in the international organisations that are associated with the former colonies’ rulers. Most of these countries are prominently influenced by the British (Anglophone), the French (Francophone) and a few by the Portuguese. However, all of the countries included in our sample are under the influence of common law systems, lending a similarity to their laws and regulations that has important implications for corporate governance practices.
In recent years, several countries have undertaken many reforms with the intent of attracting foreign investment and mobilising domestic savings for investment to attain long-term economic development. Among the reforms undertaken are reforms related to corporate governance (Armstrong 2003; Rossouw 2005). These reforms follow the wide recognition that corporate governance contributes to the economic success of companies and their capacity for long-term sustainability (Armstrong 2003). Furthermore, it is argued that good corporate governance can improve market discipline, corporate responsibility, transparency and reputation, which in turn can attract foreign and local investors (Armstrong 2003; Rossouw 2005). 
Based on the expectation of benefits from corporate governance reforms, many countries across Sub-Saharan Africa have established corporate governance codes. One important feature in these codes is the recommended self-regulatory approach: companies are encouraged not only to adopt the codes but also to consider good corporate governance to be a best business practice (Rossouw 2005). Generally, the codes focus on corporate governance at the company level rather than at the regulatory level (Rossouw 2005) and many are consistent with the international recommendations such as those articulated by the OECD (2004) and Cadbury (1992). This focus means that the objective of the codes is to assist companies in improving their internal corporate governance mechanisms. In particular, the codes address the separation of the chairperson and the CEO position and whether the boards should have a unitary or a two-tier structure. The codes for the countries included in our sample, for example, recommend separating the role of the chairperson from that of the CEO. In addition, the codes follow the unitary board structure, which includes both non-executive and executive directors.
Corporate governance mechanisms can be divided into internal and external mechanisms (Cremers and Nair 2005), and the mechanisms can complement and/or substitute for each other. In other words, companies in practice are governed by a combination of both internal and external mechanisms. The OECD (2004) suggests that the presence of effective corporate governance systems both within an individual company and across an economy as a whole helps to provide a degree of confidence that is necessary for the proper functioning of a market economy. 
The important external governance mechanisms are the legal, regulatory, and institutional environments (OECD 2004), which are considered to be weak in Sub-Saharan countries (Kaufmann et al. 2009; Rossouw 2005). The weak institutions in Sub-Saharan countries challenge the companies’ governance systems and affect their performance and, therefore, their economic development in general. 
3 Literature review and hypotheses development
Jensen (1993) suggests that when external governance mechanisms are weak, the only solution is to strengthen the internal governance mechanisms. Thus, in Sub-Saharan African countries, companies depend more on internal governance. The key internal governance mechanisms are the type of shareholders and the board of directors (Cremers and Nair 2005). However, the relationship between shareholders and the board of directors leads to potential agency problems (Bebchuk and Fried 2003).Shareholders, because they are the beneficiaries of the residuals, need to use monitoring and incentive mechanisms to induce the directors to pursue objectives that enhance and safeguard the shareholders’ interests. We argue that the application of monitoring and incentive mechanisms depend on the company’s ownership structure. Thus, the ownership structure may affect board compensation (Connelly et al. 2010). 
In the following, we build on the above arguments to develop hypotheses regarding the specific relationship between different ownership structures and board compensation.
3.1 Board ownership 
The primary responsibility of the directors is to provide a link between shareholders and management to ensure that shareholder interest is enhanced and protected (Fama and Jensen 1983). However, Kumar and Sivaramakrishnan (2008) argue that delegating governance to the board improves monitoring but creates an agency problem because the directors may avoid exerting effort and become dependent on the CEO. 
A possible solution for the agency problem is to align the shareholders’ and the directors’ interests by allowing the directors to be shareholders in the company (Jensen and Meckling 1976; Jensen and Murphy 1990). When the directors own shares in a company, they are likely to implement actions that would help to maximise shareholder value.
Agent ownership aligns the interests of the shareholders and those of the agent. However, agent ownership could also lead to the agent’s entrenchment (Ozkan 2007). This entrenchment increases the agent’s political power, which in turn enables the agent to control and influence the key decisions of the company. This influence implies that the directors with a high share ownership could have more controlling power and could use corporate resources to their own benefit, such as increasing their own compensation (Ozkan 2007). 
These arguments suggest that there are two possible effects of board ownership on board compensation, as stated in the following hypotheses:

Hypothesis 1a: There is a positive association between board ownership and board compensation when ownership leads to board entrenchment.
Hypothesis 1b: There is a negative association between board ownership and board compensation when ownership leads to the alignment of interests between the board and the other shareholders.
3.2 CEO ownership
According to agency theory, the agency problems between shareholders and management can be mitigated by managerial ownership (Jensen and Meckling1976).Thus, when the managers have an ownership stake in the company, their interests and those of the shareholders are aligned (Jensen and Murphy 1990). We argue that the companies with a low risk of agency problems will deploy fewer resources to monitor management’s behaviour. In other words, the degree of the directors’ involvement in monitoring top management will be relatively low in the companies where the CEOs have an ownership stake. Therefore, because the directors may be compensated for their efforts (Cordeiro et al. 2000), we should expect CEO ownership to be negatively associated to board compensation.
 However, CEO ownership not only aligns the interests of the managers and the shareholders, but it may also lead to management entrenchment, which could potentially cause company performance to suffer (Morck et al. 1988). An entrenched CEO can use his/her power to influence various decisions to his/her own benefit and to the expense of the other shareholders. These benefits may include high board compensation. Thus, we expect the companies with entrenched management to have relatively higher board compensation. Taken together; the combination of the alignment and the entrenchment arguments suggests that CEO ownership can have two different impacts on board compensation. Thus, we postulate the following:

Hypothesis 2a: There is a positive association between board ownership and board compensation when ownership leads to CEO entrenchment.
Hypothesis 2b: There is a negative association between board ownership and board compensation when ownership leads to the alignment of interests of the CEO and the other shareholders.
3.3 Chairperson ownership
A chairperson[footnoteRef:1] who owns shares in the company will be motivated to ensure that the board makes and approves decisions that prioritise the interests of shareholders (Connelly et al. 2010). In addition, because the chairperson is the leader of the board, he/she will set the agendas for board meetings (Brickley et al. 1997), which designate the contents, process and direction of a meeting. This responsibility implies that the chairperson can add or omit any issue from the agenda without consulting the other directors, which grants him/her a great deal of power (Brickley et al. 1997). Given this combination of power over board meetings and the chairperson’s personal interest in the company in the form of shareholdings, it is likely that the chairperson may favour decisions that increase shareholder value. In this regard, the higher the proportion of shares in the company owned by the chairperson, the greater desire they will have to minimise the level of board compensation from the company.  [1:  Our sample indicates that duality is generally not an issue because only four companies have dual leadership. The corporate governance codes of these countries advocate a separation of the positions of chairperson and CEO.  ] 

There is, however, also the possibility that the chairperson will use his/her power in the board meetings and his/her shareholding influence to propose and approve high compensation. This happens when the chairperson becomes entrenched and may influence personal gains at the cost of other shareholders. In particular, in countries with the weak protection of shareholders’ rights, such as in Sub-Saharan African countries, this misuse of a chairperson’s power could be more frequent. 
Thus, similar to the relationship between CEO ownership and board compensation, both the alignment and entrenchment perspectives (Morck et al. 1988) also apply to the relationship between chairperson ownership and board compensation. We therefore posit the following:

Hypothesis 3a: There is a positive association between chairperson ownership and board compensation when ownership leads to chairperson entrenchment.
Hypothesis 3b: There is a negative association between chairperson ownership and board compensation when there is an alignment of interests between the chairperson and the other shareholders.

3.4 State ownership 
Li et al. (2007) argue that state ownership has a negative influence on directors’ compensation because they are often selected from among low-paid bureaucrats to act as state representatives. According to institutional theory (North 1990), organisations need to conform to the established norms to obtain societal legitimacy. Li (1994) argues that when the state is a major owner, it is especially important for the board of directors to appear to be legitimate and accountable to the public. State ownership should therefore have a negative effect on the directors’ compensation because the compensation must be disclosed in the financial statements (IASCF 2010), which can be easily accessed by the public. 
Many state-controlled companies have a large base of assets and other resources that, in one way or another, may be consumed privately by the directors. The directors in state-controlled companies may thus be willing to receive lower compensation than they would receive from non-state-controlled companies because of the implicit benefits gained from state-controlled assets. This potential trade-off reinforces our expectation that state ownership will be negatively related to board compensation. The existing empirical evidence supports this argument. For example, Barontini and Bozzi (2011) found that state-owned companies in Italy are associated with lower board compensation. Thus, we suggest the following:

Hypothesis 4: There is a negative association between state ownership and board compensation.
3.5 Ownership concentration
Many Sub-Saharan African companies are characterised by highly concentrated ownership. The degree of ownership concentration has implications for the strategy and policies of a company. One of the policies that might be affected is compensation. In companies with a high ownership concentration, the major shareholders will have a substantial economic incentive to monitor top management’s behaviour (Busta et al., 2014), whereas in the companies with dispersed ownership, the individual shareholders are unlikely to have sufficient motivation to do the same (Connelly et al. 2010; Filatotchev and Wright 2011; Shleifer and Vishny 1986). Close monitoring reduces the agency costs and directs decisions toward increasing firm value (Busta et al., 2014; Shleifer and Vishny 1986). Because large shareholders maintain close control over their interest in a company, they may not need to depend as much on the directors. Thus, because compensation may be considered to be an incentive to directors but also a cost incurred by shareholders, we expect that, where possible, the shareholders will seek to minimise these costs. This is supported in the literature. For example, based on the companies listed on the Milan Stock Exchange, Barontini and Bozzi (2011) found that board compensation is lower in the companies with more concentrated ownership. Therefore, we suggest the following:

Hypothesis 5: There is a negative association between ownership concentration and board compensation.
3.6 Foreign ownership 
Privatisation and trade liberalisation reforms in Sub-Saharan Africa have attracted foreign investment (Asiedu and Gyimah-Brempong 2008). Foreign shareholders may influence various policies, including board compensation. In general, foreign investors are more likely to demand better performance from their investments (Kimura and Kiyota 2007). To achieve this performance, the foreign investors are likely to engage the best directors (Martins 2011), who they believe will better manage their investments and generate good performance (Firth et al. 2007). However, good performance often comes with high costs because the high-performing directors are likely to demand high compensation (Oxelheim and Randøy 2005). 
Foreign investment may create more challenges for the directors because they must simultaneously address the demands of the foreign shareholders and the local environment. For example, Oxelheim and Randøy (2005) suggest that the management of a company under foreign influence will be exposed to a clash between two corporate cultures and that the need to reconcile two or more systems will pose new challenges and tasks. Furthermore, the degree of international influence over a company is an important determinant of the complexity that it will face (Filatotchev et al. 2008). Foreign shareholders who invest in countries with volatile institutions (Peng et al. 2008), such as many Sub-Saharan African countries, could face more information asymmetry and may find it difficult to manage the risks associated with an uncertain institutional environment. In such environments, foreign shareholders may depend more on the directors to run the business, which may lead to higher director compensation.
It is more common to find foreign experts on the boards of companies with foreign shareholders. Normally, foreign experts are paid higher compensation than local employees in developing countries. For example, Leung et al. (2009) found a large compensation gap between local and expatriate employees in China. Given the prevalence of low compensation in Sub-Saharan African countries (Asiedu and Gyimah-Brempong 2008), we expect the companies with a high level of foreign ownership to pay higher board compensation than other companies. Thus, we suggest the following:

Hypothesis 6: There is a positive association between foreign ownership and board compensation.
4 Data and variables
4.1 Data collection and sources
Former corporate governance studies from listed Sub-Saharan firms have been single country studies (Barako et al. 2006; Ezeoha and Okafor 2010). We bring the literature forward by presenting evidence from multiple countries. Our sample includes listed non-financial companies from countries that had active stock exchanges as of December 2009. However, we exclude South Africa, Zimbabwe and Côte d'Ivoire. South Africa is excluded because it has a relatively highly developed stock market in term of market capitalisation and the volume of shares traded compared to other Sub-Saharan African countries. Zimbabwe is excluded because of the hyperinflationary economic condition during the years for which the data of this study were collected. Côte d'Ivoire is excluded because their stock exchange is operated in French and we are unable to translate the information into English.
The names of the listed companies were obtained from the websites of the stock exchanges in each country. The dataset includes all companies listed as of December 2009.[footnoteRef:2] Focusing on the non-financial companies, we then search for each company’s website using the Google search engine. Depending on availability, annual reports are downloaded from the companies’ websites. We also obtain annual reports from http://www.africanfinancials.com, which contains annual reports for many Sub-Saharan African listed companies. We use manually collected data for the 2005-2009 period from the companies’ annual reports. However, we are not always able to obtain the reports for all five years because some companies are not listed for the entire period and other companies do not place their reports online for all years. Table 1 presents a summary of the unbalanced panel data for the overall sample of companies listed in the selected countries during the 2004-2009 period. [2: It could be argued that due to the financial crisis in 2007-2008 the data included in our sample is not robust. However, we know of no efforts to reverse or significantly change governance policies in Africa because of the crisis. Thus, the crisis did not change the governance landscape. Moreover, the crisis was more negatively pronounced in advanced countries than in developing countries like Sub-Saharan Africa countries (Allen and Giovannetti, 2011). According to economic reports Sub-Saharan Africa had recovered from the crisis by 2010 when regional economic growth was back fairly close to the high levels of the mid-2000s (IMF, 2011). This means that economic performance in Sub-Saharan Africa had a downturn in 2009 but by 2010 it had returned to its normal. This may have implication on our data since 2009 is included in our sample. In particular, the crisis might have influenced company performance in 2009. To check for this possibility we compare the means of ROA before and during crisis (unreported). The results indicate no significant difference. We therefore argue that our data are robust.] 

------------------------------------
Insert Table 1 about here
------------------------------------

Many of the companies in our sample prepare their annual reports using the local currency. Therefore, we translate the financial data into US dollars using the yearly average exchange rate according to each country’s Central Bank. 

4.2 Variables and Measures
4.2.1 Dependent variables
Average cash compensation: the total cash compensation of all directors divided by the total number of directors. This measure of board compensation has been used in previous studies (e.g., Andreas et al. 2012; Barontini and Bozzi 2011). To reduce heteroskedasticity, we use the natural logarithm of the average cash compensation as the dependent variable in the regression analysis.
4.2.2 Independent variables
Board ownership: the shares owned by all directors, excluding those owned by the CEO and the chairperson, divided by the total shares outstanding at year end. CEO ownership: the shares owned by the CEO divided by the total shares outstanding at year end. Chairperson ownership: the shares owned by the chairperson divided by the total shares outstanding at year end. State ownership: the shares owned by the state divided by the total shares outstanding at year end. Ownership concentration: the proportion of shares owned by shareholders who own at least 5 percent of all of the shares outstanding at year end. Foreign ownership: the shares owned by foreign shareholders divided by the total shares outstanding at year end.
4.2.3 Control variables
We include several control variables that can affect a company’s board compensation policy. 
Company performance: High-performing companies have the ability to generate more resources, which can be utilised to pay higher compensation. Thus, we expect a positive association between company performance and board compensation. We use Return on Assets (ROA, i.e., the operating profit divided by total assets) to measure company performance.
Company size: According to the literature, there is empirical evidence that company size is related to board compensation (Tosi et al. 2000). Thus, larger companies are likely to pay higher compensation. We measure company size by the logarithm of the book value of the total assets.
Leverage: The literature suggests that leverage can be used as a corporate governance mechanism to control the performance of agents (Jensen 1986). The companies with external debt are normally monitored by the debt holders; this monitoring helps limit high compensation. Moreover, debt obligations reduce free cash flows that could otherwise be used to pay higher compensation. We measure company leverage by the ratio of the book value of the total debts to the book value of the total assets.
Company growth: Complex companies require qualified directors who are capable of assuming the responsibilities that come with complexity. If the shareholders prefer a high-quality board that can effectively and efficiently monitor and advise management, they must be willing to pay compensation that is commensurate with the qualifications of the board members (Liu and Fong 2010). Thus, we expect board compensation to be related to the complexity and the growth opportunities of a company. We measure company complexity and growth by the ratio of sales in the current year to sales in the prior year.
Ratio of foreign directors[footnoteRef:3]: As argued in the hypothesis foreign experts may be better paid than local directors. We therefore control for the percentage of foreign directors in the board which is measured as a ratio of number of foreign directors to total number of all directors. [3:  There are also other board characteristics which may influence the board compensation such as experience, education and age. However, we have no access to this information. ] 

Institutional environment: This study covers different countries across Sub-Saharan Africa, all of which have different institutional environments that might influence the relationship between the ownership structure and board compensation differently. Institutions are considered strong if they support free exchange between different parties in the market but weak if they fail to support an effective market (Meyer et al. 2009). We expect strong institutions to support the effective functioning of various corporate governance mechanisms, including helping directors to conduct their duties in the most effective ways possible. Institutional environment is multidimensional, so we use multiple measures: a corruption index, gross domestic product and the percentage of the stock market capitalisation on gross domestic product. 
i. Corruption: Corruption is a central and unfortunate institutional issue in most developing countries such as those in Sub-Saharan Africa. Corruption is related to agency problems (Pinto et al. 2008) and is therefore relevant when studying the relationship between ownership structure and board compensation. The corruption literature suggests that in the principal-agent model, the agent, in exchange for compensation or some sort of gain, has an incentive to favour a third party at the expense of the principal (Pinto et al. 2008). We argue that corruption could affect the board compensation either positively or negatively. Corruption could have a positive effect if the shareholders believe that they must pay the directors more to persuade them not to behave in a way that is corrupt. However, the effect of corruption could be negative if the shareholders perceive that they should be more involved in the business and would therefore not need to pay high compensation to the directors. To measure corruption, we use the Transparency Corruption Perceptions Index (TCPI) from Transparency International (Catrinescu et al. 2009; Transparency International 2011). This index ranks countries in terms of the degree to which corruption is perceived to exist (Transparency International 2011). The higher the score is, the lower the perceived corruption in the country.
ii. Country economic performance: Specific country economic performance is likely to affect wages and salary levels, including board compensation. We use Gross Domestic Product (GDP) from the World Bank Development Indictors reports to measure a country’s economic performance.
iii. Financial market development: Financial market development influences economic development (Enisan and Olufisayo 2009; Ghirmay 2004) and is related to the effectiveness of companies’ corporate governance systems and the companies’ performance. We expect high financial market development to reduce agency problems, which include controlling the directors’ ability to obtain high compensation. We measure financial market development by the percentage of stock market capitalisation on gross domestic product (La Porta et al. 2006). We obtain this information from the World Bank Development Indicators reports.
iv. Index of Economic Freedom: Finally, to control for the institutional environment, we include the index of economic freedom. The countries with high economic freedom are more likely to have low uncertainty and smaller agency problems, which are typically associated with high uncertainty. We expect the boards to be better compensated in the countries with a higher economic freedom index score. This information is obtained from the 2012 Index of Economic Freedom report, which is prepared by the Heritage Foundation.
Other control variables: Finally we include the proportion of executive directors to control for the effect of the number of executive directors on the average board compensation. Where necessary, we also include country dummies, industry dummies and year dummies to control for country, industry, and year fixed effects, respectively.
4.3 Regression method
Our dataset consists of unbalanced panel data with five years of observations. With this type of dataset, we can conduct regressions using pooled ordinary least squares (OLS), the fixed effects (FE) method or the random effects (RE) method. To select the better method between the FE and the RE, we run a Hausman test (Hausman 1978), which tests the null hypothesis that the coefficients estimated by the efficient RE estimator are the same as those estimated by the consistent FE estimator. The results of this test, which are not presented here, reject the null hypothesis, meaning that the RE method is consistent and efficient in this case. Additionally, we test for RE in the model using the Breusch-Pagan Lagrange Multiplier (LM), to decide between the RE regression and the OLS regression. The LM tests the null hypothesis that the variances across entities are zero. The results of this test, which are not reported here, reject the null hypothesis, so we conclude that the RE method was more appropriate than OLS. However, as a robustness check, we run the OLS regressions as well. 
4.4 Descriptive statistics
Table 2 presents the summary statistics for the overall sample. The table shows that the average compensation of the boards in our sample is US$47,677 with a median value of US$29,580, a minimum of US$668, and a maximum of US$260,382. This result indicates that there is high variation in the board compensation offered by the companies in our sample. The percentages of shares held by the board, the chairperson, the CEO and the government range between 2 percent and 6 percent. Ownership concentration has a mean of 62 percent and a median of 65 percent suggesting there is a high concentration of share ownership in the companies listed in Sub-Saharan African countries. Foreign ownership has a mean of 31 percent and a median of 20 percent, indicating the importance of foreign investors in Sub-Saharan African companies. 
On average, the companies appear to be profitable with a mean Return on Assets (ROA) of 14 percent. The mean leverage is 0.53 and the median 0.51. This suggests that the debt holders may influence company matters, especially those related to the use of cash flow including board compensation. Our sample shows a high variation in sales growth, which ranges from minus 57 percent to 1268 percent, with a mean of 23 percent. Finally, our sample shows that the groups of executive directors and foreign directors each represent approximately one quarter of all directors.
------------------------------------
Insert Table 2 about here
------------------------------------
Table 3 shows a simple correlation matrix. Board compensation is negatively and significantly correlated with chair ownership and ownership concentration. In relation to the control variables, Table 3 indicates that board compensation has a positive and significant correlation with company size, company performance (Tobin’s Q), sales growth and the proportion of executive directors. As we see, none of the correlation coefficients are at a level that would indicate problems with multicollinearity in our regressions. 
------------------------------------
Insert Table 3 about here
------------------------------------
5 Empirical results
5.1 The relationship between ownership structure and board compensation
In this section, we discuss the results of the RE regression that are shown in Table 4. We use robust standard errors in the regression (Gujarati 2003). The OLS regression results are also shown in Table 4 as a robustness check, but our discussion is based on the RE regression results. Nevertheless, there are few differences between the RE and the OLS regression results, which indicate that our results are robust. 
Table 4 indicates that there is a positive and significant association between board ownership and board compensation (z = 2.12, p<.05). Hence, hypothesis 1a is supported while hypothesis 1b is rejected. This result suggests that owning more shares is not a sufficient incentive to induce directors to accept low compensation. Thus, the directors’ shareholding leads to entrenchment rather than to alignment between the directors’ and the other shareholders. The directors in Sub-Saharan African listed companies, on average, use their shareholding power and influence to obtain excess compensation from the company.
In relation to hypothesis 2, we find that there is a significant and positive association between CEO ownership and board compensation (z = 2.90, p<.01). This result supports hypothesis 2b, i.e., that CEO ownership could lead to CEO entrenchment. Our results indicate that a high percentage of shares held by CEOs does not motivate them to protect the interests of shareholders, at least not by limiting the cash outflow that is paid as board compensation.
For hypothesis 3, we find that the coefficient of chairperson ownership is significantly negatively associated with board compensation (z = 1.78, p<.10). Thus, we find support for the alignment argument.
Hypothesis 4 suggests that state ownership is negatively associated with board compensation. This hypothesis is supported (z = -2.58, p<.01). Thus, the companies in which the state has a greater influence pay lower compensation than other companies. This result may suggest that these companies are operating under political constraints that limit the level of compensation paid to directors. 
Hypothesis 5 states that the ownership concentration is negatively associated with board compensation. This hypothesis is supported (z = -2.17, p<.05). This finding supports the substitution argument that ownership concentration is a substitute for board services. When shareholders assume responsibility and become involved in the affairs of the business, they reduce their dependence on the services provided by the board, leading to lower board compensation. This finding is similar to those from Barontini and Bozzi’s (2011) study which found that more concentrated ownership is associated with lower board compensation in Italian companies. 
Hypothesis 6 posits that foreign ownership is positively associated with board compensation. The results indicate that the coefficient of the foreign ownership is positive but not significant. 
------------------------------------
Insert Table 4 about here
------------------------------------
As for the control variables, we find, as expected, that company size is significant and positively associated with board compensation. Likewise, the results indicate that the proportion of executive directors is significant and positively associated with board compensation. The other control variables included in our regression model do not indicate any significant association with board compensation.
In our hypotheses and in Table 4, we only consider the possible linear relationship between ownership characteristics and board members’ compensation. It can, however, be argued that there could be a nonlinear relationship between the variables. For example, it can be argued that when the state owns a low percentage of shares, there could be a positive relationship with compensation, while when the state has a high percentage of shares, the relationship becomes negative. Likewise, it can be argued that the negative relationship with compensation proposed for ownership concentration and foreign ownership only takes effect when the level of ownership is high (Li et al. 2007). Thus, to test for these possibilities, we now run a random effects regression to examine the non-linear relationships between ownership characteristics and board compensation.
------------------------------------
Insert Table 5 about here
------------------------------------
As shown in Table 5, the only significant quadrant relationship between ownership structure and excess board compensation is found for CEO ownership. However, the corresponding linear relationship is negative but not significant. This implies there is no significant curvilinear relationship rather there is a minima point of CEO ownership beyond which CEOs become entrenched, and as a result, directors will receive high compensation.
In the results presented in Table 4 Nigerian companies represent 28 percent of the observations. This large proportion could influence the results. Therefore, we run similar regressions but exclude Nigerian companies to test whether the results in Table 4 still hold. The results of the regression excluding Nigerian companies are indicated in Table 6. 

------------------------------------
Insert Table 6 about here
------------------------------------
As shown in Table 6, the results reported in Table 4 are upheld when excluding Nigerian companies in the regression. The only important difference is the coefficient of concentrated ownership, which is no longer significant. Overall, these results suggest that the Nigerian companies are not driving the results reported in Table 4.
In hypothesis 5 we argue that ownership concentration may influence board compensation and the results in Table 4 indeed indicate that ownership concentration is negatively related to board compensation. However, it is also possible that the existence, whether large or small, of certain kinds of ownership may be related with board compensation. To test for this possibility we examine whether the existence of state, foreign and family ownership in a firm is associated with the board compensation. Thus, we introduce dummy variables for state, foreign and family ownership and use dispersed ownership type as control group. The results are reported in Table 7. 

------------------------------------
Insert Table 7about here
------------------------------------

The results presented in Table 7 are interesting since they show that it is the existence (the dummy) of state ownership that influences board compensation and not whether the state holds a larger or smaller percentage of the firm. Thus, firms with the state as a shareholder pay lower board compensations. For the foreign and family ownership types the results are not significant. The results remain also when we run the regression without the ownership variables (column 2).
5.2 The relationship between board compensation and company performance 
Now, we examine the association between board compensation and company performance. We test this relationship by regressing company performance on excess board compensation, ownership structure and other company characteristics. Specifically, we examine whether excess board compensation, measured as a residual of the regression equation used in Table 4, is systematically related to company performance, measures of corporate governance and other characteristics of the company. In testing this relationship, we check whether the excess board compensation is a form of rent extraction caused by principal-agent problems between the directors and the other shareholders or whether excess compensation is a form of premium paid to the high performing directors.
The relationship between company performance and board compensation could be susceptible to endogeneity concerns. With a panel dataset, endogeneity can be addressed by fixed effect estimates with instrumental variables. To take this step, we must look for a valid instrument. However, in governance regressions, it is usually difficult to find an instrument that can pass the stringent test of validity. This difficulty occurs because in corporate governance studies, the variables that are considered to be the most correlated with the endogenous variable are the other governance characteristics that are already(or should be) included in the regressions (Adams and Ferreira 2009). In this regard, we examine the relationship between excess board compensation and company performance by using the general method of moments (GMM) estimator, which specifically addresses endogeneity by using the lagged values of both the endogenous and the exogenous variables as instruments. This method is more appropriate in a situation where it is difficult to find instruments to address the endogeneity problem (Wintoki et al.2012).
The important consideration in the application of the GMM estimator is to ensure the consistency of the estimator, which depends on the validity of the instruments. Arellano and Bond (1991), Arellano and Bover (1995), and Blundell and Bond (1998) suggest two specification tests to test the validity of the instruments. The first test is the over-identification restrictions test, the Hansen test, which tests the null hypothesis that the instruments are valid. If this test result cannot reject the null hypothesis, the instruments are valid. The second test is the autocorrelation test, which considers the presence of second-order autocorrelation in the residuals from differenced equations (Arellano and Bond 1991). If the test result p-value is large, it suggests that there is no second-order autocorrelation.
We measure company performance using the Return on Assets (ROA)[footnoteRef:4]. We use the residual compensation from the regression model in Table 4 as the primary independent variable. We control for governance structure, company characteristics and year dummies. Furthermore, we test for the nonlinear relationship between company performance and ownership structure. [4:  As an alternative, in unreported tests we ran similar tests measuring company performance using thereturn on equity and Tobin’s Q. However, we did not find any significant results. ] 

Table 8 presents the GMM regression results. Our findings indicate a negative but not significant relationship between excess board compensation and company performance. These results suggest that excess board compensation in the companies listed in Sub-Saharan African countries represent neither a form of rent extraction nor a premium paid to high performing directors. 
In relation to the ownership structure, we find that there is a linear negative and significant association between chairperson ownership and company performance. This finding supports the arguments in hypothesis 3, which suggest that chairperson ownership could lead to entrenchment, which could lead company performance to suffer. 
The results in Table 8 further show that there is a negative nonlinear significant relationship between CEO ownership and company performance. These results suggest that a high proportion of CEO ownership could lead to CEO entrenchment, which then negatively impacts the company performance. These results correspond indirectly to the results shown in Table 4, where there is positive association between CEO ownership and board compensation.
 Finally, Table 8 shows that with the exception of the lag company performance measures, there is no other variable with a significant coefficient. 
------------------------------------
Insert Table 8 about here
------------------------------------
6 Conclusions
This study examines the determinants of board compensation and the effect of board compensation on company performance for companies listed in Sub-Saharan African countries over the 2005-2009period. We examine board ownership, CEO ownership, chairperson ownership, state ownership, concentrated ownership and foreign ownership and examine their association with board compensation. We find that board ownership and CEO ownership both have a significant positive association with board compensation, while state ownership and concentrated ownership have a significant negative association with board compensation. Neither chairperson ownership nor foreign ownership is associated significantly with board compensation. We find no significant relationship between board compensation and company performance.
In a context with weak institutions, like in Sub-Saharan Africa, companies benefit little from external governance mechanisms. Thus, internal governance, and in particular, board governance, becomes important. In this regard, this study contributes to the literature on the link between ownership structure and board compensation and the effect of board compensation on company performance. In a practical sense, our findings are important for both current and potential shareholders. In particular, our results are important for companies, and stakeholders of companies, listed in Sub-Saharan African countries. 
Board members’ characteristics like their experience and educational background may influence the level of compensation received. Unfortunately we don’t have access to this information and recommend it for future research. Furthermore, board compensation could be categorised into executive and non-executive directors, but we lack sufficient information to separate the compensation in this way. Although the same approach is used by others (e.g. Barontini and Bozzi 2011), we believe that it would have been better if these categories were differentiated. In addition, our dependent variable only includes the cash compensation paid to directors as reported in the annual reports of the companies. However, a director may accept a position on a board because of stock options or the expectation of other benefits associated with directorship, such as substantial reputation enhancement and networking. The literature suggests that the value of a directorship lies in the opportunity to develop a reputation as an expert in decision control (Fama and Jensen 1983) as well as a loyalist to the CEO (Hermalin and Weisbach 1998), thereby increasing the value of the director’s human capital. Future studies could therefore consider that directors may receive benefits other than cash compensation.
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Table 1
Summary of unbalanced panel data observations by country and year
	
	Years
	
	Total number of companies listed as of Dec. 2009
	Sample size of 2009 as % of the total number of companies listed as of Dec. 2009

	Country
	2005
	2006
	2007
	2008
	2009
	Total
	
	

	Botswana 
	9
	9
	11
	10
	7
	46
	11
	64 %

	Ghana
	7
	11
	14
	11
	6
	49
	23
	26 %

	Kenya
	19
	20
	23
	22
	14
	98
	30
	47 %

	Malawi
	4
	4
	5
	5
	5
	23
	6
	83 %

	Mauritius 
	12
	13
	13
	16
	16
	70
	28
	57 %

	Namibia
	2
	2
	2
	2
	2
	10
	3
	67 %

	Tanzania
	3
	4
	5
	5
	3
	20
	7
	43 %

	Uganda
	4
	4
	3
	3
	2
	16
	3
	67 %

	Zambia
	12
	14
	10
	7
	6
	49
	14
	43 %

	Nigeria
	32
	36
	39
	30
	10
	149
	161
	6 %

	Mozambique
	0
	0
	1
	1
	1
	3
	1
	100 %

	Total
	104
	117
	126
	112
	72
	531
	289
	25 %


This table shows the summary panel data observations. We obtained lists of the companies listed on the stock exchange from each stock exchange website in December 2009. As a result, we have no historical information about the number of companies listed in previous years. The two columns on the right present the sample size as the percentage of the population of non-financial companies listed as of December 2009.  Overall, we include in our sample 27% of the non-financial companies listed in December 2009.



Table 2
Summary statistics of variables
	Variables
	Mean
	Median
	SD
	Min
	Max

	Dependent variable
	
	
	
	
	

	Average cash compensation
	47,677
	29,580
	50,623
	668
	260,382

	ln(average cash compensation)
	10.12
	10.30
	1.28
	6.50
	12.47

	Independent variables
	
	
	
	
	

	Board ownership
	0.06
	0
	0.15
	0
	0.95

	CEO ownership
	0.03
	0
	0.08
	0
	0.48

	Chair ownership
	0.02
	0
	0.06
	0
	0.60

	State ownership
	0.05
	0
	0.16
	0
	0.88

	Ownership concentration 
	0.62
	0.65
	0.22
	0
	1.00

	Foreign ownership
	0.31
	0.20
	0.32
	0
	0.96

	Control variables
	
	
	
	
	

	ROA
	0.14
	0.11
	0.17
	-0.69
	0.96

	Size
	17.92
	18.09
	1.79
	6.76
	21.61

	Leverage
	0.53
	0.51
	0.28
	0
	318.6

	Growth
	22.48
	14.48
	85.17
	-56.83
	1268.04

	Ratio of Foreign directors
	0.30
	0.28
	0.25
	0
	0.67

	Proportion of executive directors
	0.24
	0.22
	0.16
	0
	1.00

	Corruption index (TCPI)
	3.17
	2.7
	1.25
	1.9
	5.9


This table presents the descriptive statistics of different variables for the observations of the companies listed in Sub-Saharan Africa over the 2004-2009period.

Table 3
Simple correlation matrix
	
	
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10
	11
	12
	13

	1
	Compensation
	1.00
	
	
	
	
	
	
	
	
	
	
	
	

	2
	Board ownership
	0.08
	1.00
	
	
	
	
	
	
	
	
	
	
	

	3
	CEO ownership
	-0.01
	0.14***
	1.00
	
	
	
	
	
	
	
	
	
	

	4
	Chair ownership
	-0.15**
	-0.08*
	0.29***
	1.00
	
	
	
	
	
	
	
	
	

	5
	State ownership
	-0.06
	-0.02
	-0.10*
	-0.08
	1.00
	
	
	
	
	
	
	
	

	6
	Ownership concentration
	-0.12**
	-0.01
	-0.09*
	-0.13***
	0.09*
	1.00
	
	
	
	
	
	
	

	7
	Foreign ownership
	0.08
	-0.20***
	-0.21***
	-0.24***
	-0.18***
	0.45***
	1.00
	
	
	
	
	
	

	8
	ROA 
	0.07
	0.01
	-0.14***
	-0.09*
	-0.03
	0.10**
	0.21***
	1.00
	
	
	
	
	

	9
	LnTobin’s Q
	0.17**
	-0.02
	0.13*
	0.05
	-0.22***
	-0.04
	0.12***
	0.56***
	
	
	
	
	

	10
	Size
	0.40***
	-0.13***
	-0.20***
	-0.25***
	0.21***
	0.06
	0.15***
	-0.08*
	-0.13***
	1.00
	
	
	

	11
	Leverage
	0.04
	-0.08
	0.06
	0.10**
	-0.02
	-0.02
	0.05
	-0.29***
	0.09*
	0.11**
	1.00
	
	

	12
	Growth
	0.10*
	0.01
	0.05
	0.01
	-0.02
	-0.05
	-0.01
	-0.01
	0.04
	0.01
	0.07
	1.00
	

	13
	Ratio of executive directors
	0.31***
	0.02
	0.22***
	0.12**
	-0.24***
	-0.03
	0.12**
	-0.06
	-0.10*
	0.03
	-0.01
	0.11**
	

	14
	Corruption index (TCPI)
	-0.04
	0.09*
	0.10**
	-0.05
	-0.12**
	0.14***
	-0.25***
	0.01
	-0.15***
	-0.45
	-0.19***
	0.00
	-0.01


This table presents the correlation coefficients of the firm specific variables. Asterisks indicate the significance at the 0.01 (***), 0.05 (**), and 0.10 (*) levels.

Table 4
Table 4: Regression on the relationship between ownership structure and board compensation
	Dependent variable: Excess compensation
	RE
	OLS

	
	
	

	Board ownership
	1.021**
	1.265***

	
	(2.12)
	(3.53)

	CEO ownership
	2.005***
	1.709**

	
	(2.90)
	(2.37)

	Chair ownership
	-1.747*
	-1.044

	
	(-1.78)
	(-1.30)

	State ownership
	-2.051***
	-2.628***

	
	(-2.58)
	(-4.62)

	Concentrated ownership
	-0.752**
	-0.916***

	
	(-2.17)
	(-2.89)

	Foreign ownership
	0.513
	0.348

	
	(1.46)
	(1.16)

	Ratio foreign directors
	-0.461
	-0.201

	
	(-0.83)
	(-0.60)

	ROA t_1
	0.679
	1.058**

	
	(1.62)
	(2.27)

	Growth
	0.006
	0.005

	
	(0.21)
	(0.01)

	Size
	0.343***
	0.373***

	
	(6.07)
	(7.88)

	Debt ratio
	0.008
	0.497***

	
	(0.09)
	(2.81)

	Ratio of executive directors
	1.845***
	2.871***

	
	(4.32)
	(6.34)

	Corruption index (TCPI)
	0.140
	0.0470

	
	(0.55)
	(0.11)

	LnGDP
	-0.900
	-0.953

	
	(-1.34)
	(-0.83)

	Percentage of market capitalization on GDP
	-0.007
	-0.010

	
	(-1.41)
	(-1.18)

	Index Economic Freedom
	0.025
	0.026

	
	(1.13)
	(0.68)

	Country dummies
	Yes
	Yes

	Year dummies
	Yes
	Yes

	Industry dummies
	Yes
	Yes

	Observations
	276
	276

	R2
	0.542
	0.572

	adj. R2
	
	0.508



Dependent variable is excess board compensation computed as natural log of average board compensation above industry median compensation 
t statistics are in parentheses and are computed using robust standard errors.
* p< 0.10, ** p < 0.05, *** p < 0.01




Table 5
Table 5: The nonlinear relationship between ownership structure and board compensation
	Dependent variable: Excess average board compensation
	RE

	Board ownership
	0.596

	
	(0.36)

	Board ownership x 2
	0.845

	
	(0.31)

	CEO ownership
	-1.363

	
	(-0.64)

	CEO ownership x 2
	9.131**

	
	(2.01)

	Chair ownership
	-0.720

	
	(-0.26)

	Chair ownership x 2
	-2.348

	
	(-0.38)

	State ownership
	-0.035

	
	(-0.02)

	State ownership x 2
	-4.414

	
	(-1.37)

	Concentrated ownership
	0.334

	
	(0.32)

	Concentrated ownership x 2
	-1.046

	
	(-0.82)

	Foreign  ownership
	1.771*

	
	(1.65)

	Foreign ownership x 2
	-1.858

	
	(-1.23)

	ROA t_1
	0.666

	
	(1.52)

	Growth
	0.007

	
	(0.24)

	Size
	0.350***

	
	(6.32)

	Debt ratio
	-0.0119

	
	(-0.12)

	Ratio of executive directors
	1.833***

	
	(4.17)

	Corruption index (TCPI)
	0.136

	
	(0.54)

	LnGDP
	-1.105

	
	(-1.62)

	Percentage market capitalization to GDP
	-0.007

	
	(-1.50)

	Index Economic Freedom
	0.0262

	
	(1.18)

	Ratio of Foreign directors
	-0.448

	
	(-0.76)

	Country dummies
	Yes

	Year dummies
	Yes

	Industry dummies
	Yes

	Observations
	276

	R2
	0.544


Table 5 presents the results of the random effects regression on the nonlinear relationships between ownership structure and excess board compensation which is computed as natural log of average compensation above industry median compensation.
t statistics are in parentheses and are computed using robust standard errors.* p< 0.10, ** p < 0.05, *** p < 0.01


Table 6

Table 6: Regression on the relationship between ownership structure and board compensation excluding Nigeria
	Dependent variable: Excess average board compensation
	RE
	OLS

	Board ownership
	1.718***
	1.836***

	
	(2.85)
	(4.68)

	CEO ownership
	2.524**
	2.078**

	
	(2.34)
	(2.02)

	Chair ownership
	-1.054
	-1.481*

	
	(-1.01)
	(-1.83)

	State ownership
	-1.643**
	-2.614***

	
	(-2.06)
	(-4.45)

	Concentrated ownership
	-0.468
	-0.591

	
	(-1.25)
	(-1.46)

	Foreign ownership
	0.409
	0.103

	
	(0.99)
	(0.33)

	Ratio of foreign directors
	0.00512
	-0.392

	
	(0.01)
	(-0.89)

	ROA t_1
	0.286
	0.980

	
	(0.43)
	(1.50)

	Growth
	0.004
	0.001

	
	(0.15)
	(0.27)

	Size
	0.281***
	0.339***

	
	(4.61)
	(7.32)

	Debt ratio
	-0.003
	0.047

	
	(-0.01)
	(0.11)

	Ratio of executive directors
	2.019***
	2.591***

	
	(3.45)
	(4.22)

	Corruption index (TCPI)
	0.0359
	-0.108

	
	(0.14)
	(-0.22)

	LnGDP
	-1.769**
	-1.364

	
	(-1.97)
	(-0.87)

	Percentage of market capitalization on GDP
	-0.005
	-0.006

	
	(-0.90)
	(-0.63)

	Index Economic Freedom
	0.040
	0.010

	
	(1.31)
	(0.16)

	Country dummies
	Yes
	Yes

	Year dummies
	Yes
	Yes

	Industry dummies
	Yes
	Yes

	N
	193
	193

	R2
	0.55
	0.578

	adj. R2
	
	0.484



Table 6 shows the regression results, excluding Nigerian companies. Dependent variable is excess board compensation which is computed as natural log of average board compensation above industry median compensation.
t statistics are in parentheses and were computed using robust standard errors.
* p< 0.10, ** p< 0.05, *** p< 0.01








Table 7: Relationship between ownership control type and board compensation
	Dependent variable: Excess average board compensation
	(1)
	(2)

	Ownership Type: State
	-0.780*
	-1.824***

	
	(-1.69)
	(-4.25)

	Ownership Type: Foreign
	-0.0886
	0.110

	
	(-0.29)
	(0.55)

	Ownership Type: Family
	0.593
	0.583

	
	(1.34)
	(1.10)

	Board ownership
	0.912*
	

	
	(1.87)
	

	CEO ownership
	1.930***
	

	
	(2.66)
	

	Chair ownership
	-1.870*
	

	
	(-1.90)
	

	State ownership
	-1.128
	

	
	(-1.56)
	

	Concentrated ownership
	-0.766**
	

	
	(-2.10)
	

	Foreign ownership
	0.557
	

	
	(1.23)
	

	ROA t_1
	0.639
	0.602

	
	(1.52)
	(1.50)

	Growth
	0.004
	0.001

	
	(0.14)
	(0.44)

	Size
	0.362***
	0.358***

	
	(6.10)
	(6.52)

	Debt ratio
	0.007
	-0.010

	
	(0.08)
	(-0.10)

	Ratio of executive directors
	1.812***
	2.094***

	
	(4.27)
	(5.04)

	Corruption index (TCPI)
	0.147
	0.0538

	
	(0.59)
	(0.24)

	LnGDP
	-0.860
	-0.596

	
	(-1.28)
	(-1.02)

	Percentage of market capitalization on GDP
	-0.006
	-0.00450

	
	(-1.34)
	(-1.10)

	Index Economic Freedom
	0.0232
	0.0104

	
	(1.03)
	(0.56)

	Ratio of foreign directors
	-0.502
	-0.336

	
	(-0.87)
	(-0.62)

	Country dummies
	Yes
	Yes

	Year dummies
	Yes
	Yes

	Industry dummies
	Yes
	Yes

	Observations
	276
	337

	R2
	0.537
	0.496


Table 7 shows the regression results including ownership types. Dependent variable is excess board compensation which is computed as natural log of average board compensation above industry median compensation.t statistics are in parentheses and were computed using robust standard errors.* p< 0.10, ** p< 0.05, *** p< 0.01

Table 8: The relationship between board compensation and companyperformance
	Dependent variable: ROA
	Model 1
	Model 2

	Residual
	-0.008
	-0.003

	
	(-1.10)
	(-0.27)

	Board ownership 
	0.022
	0.042

	
	(0.28)
	(0.16)

	Board ownership x 2
	
	0.009

	
	
	(0.02)

	CEO Ownership
	0.038
	-1.450**

	
	(0.19)
	(-2.07)

	CEO ownership x 2
	
	3.794**

	
	
	(2.23)

	Chair ownership
	-0.458**
	0.765

	
	(-2.20)
	(1.10)

	Chair ownership x 2
	
	-2.012

	
	
	(-1.39)

	State ownership
	0.055
	-0.117

	
	(0.60)
	(-0.36)

	State ownership x 2
	
	0.170

	
	
	(0.33)

	Concentrated ownership
	0.024
	0.099

	
	(0.19)
	(0.19)

	Concentrated ownership x 2
	
	0.064

	
	
	(0.14)

	Foreign ownership
	0.044
	0.219

	
	(0.65)
	(1.28)

	Foreign ownership x 2
	
	-0.284

	
	
	(-1.24)

	ROA t-1
	0.741***
	0.652***

	
	(5.75)
	(4.83)

	Debt ratio
	-0.032
	-0.094

	
	(-0.79)
	(-1.58)

	Growth
	0.002
	-0.003

	
	(0.16)
	(-0.03)

	Size
	-0.016
	-0.015

	
	(-1.18)
	(-0.99)

	Board independence
	0.005
	0.042

	
	(0.03)
	(0.28)

	Corruption index (TCPI)
	-0.009
	-0.026

	
	(-0.52)
	(-1.16)

	LnGDP
	0.010
	0.029

	
	(0.34)
	(0.91)

	Percentage of market capitalisation on GDP
	0.006
	0.002

	
	(0.86)
	(0.45)

	Index of Economic Freedom
	-0.002
	0.006

	
	(-0.07)
	(0.19)

	Year dummies
	Yes
	Yes

	AR(1) test (p-value)
	0.055
	0.045

	AR(2) test (p-value)
	0.604
	0.537

	Hansen test for over-identif.
	0.366
	0.437

	Difference-in-Hansen test of exogeneity (p-value)
	0.459
	0.496

	Observations
	284
	284


This table shows the GMM regression results (Roodman, 2009). The explanatory variables are treated as endogenous using lags from theperiods t-2 and t-3 as instruments. We use a “collapse” option to limit instrument proliferation; we also use two-step robust standards. AR (1) and AR (2) are tests for first- and second-order serial correlation in the first-differenced residuals, under the null hypothesis of no serial correlation. The Hansen test of over-identification is under the null hypothesis that all instruments are valid. The null hypothesis of the difference-in-Hansen test of exogeneity is that the instruments used for the equations in the levels are exogenous. The t-statistics are in parentheses. *** (**) (*) denotes significance at the.01 (.05) (.10) level. Company performance is measured using the ROA.




