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Abstract:

Corporate governance continues to be an important contributor towards the success of companies in
the developing countries. This study sought to examine the influence of corporate governance on
performance of agricultural firms in Zimbabwe so as to improve their performance. Specifically, the study
aimed to assess corporate governance’s influence on return on equity and return on assets of Listed
agricultural firms from 2013-2022. Panel data for five agricultural firms for the period 2013 — 2022 was
collected. The data included board size, number of non-executive directors, board independence, board
committees, Chief executive officer duality, return on assets and return on equity. Stata 18 was employed
to regress the data. Correlation analysis using the zero-order pairwise was chosen as the main tool of
analysis in the research to find the relationship between corporate governance and performance. The
research concluded that when financial performance is proxied by return on assets the study indicates
that board size has a negative effect on performance. This is contrary when financial performance is
measured using return on equity. It was established that as the number of board committees increases,
the lower the performance. Firm assets, firm leverage and firm age positively influences financial
performance of agricultural firms in Zimbabwe. This study recommends that companies should
implement corporate governance measures to promote firm performance. More specifically, it is
recommended that board size,number of non-executive directors and number of board committess be

managed to enhance financial performance.
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Introduction

Following corporate scandals in the last decade, corporate governance became increasingly important.
Maijor corporate scandals include WorldCom, Enron, Parmalat, and Arthur Anderson (Briano Turrent &
Rodriguez-Ariza, 2016; Dibra, 2016; Nordberg 2018). Stakeholder rights have been protected globally
and nationally through several initiatives. The Organisation for Economic Co-operation and
Development (OECD) established global corporate governance (CG) principles to prevent company
crises by ensuring best practise (OECD, 2004). The Cadbury Report (1992), Greenbury Report (1997),
Hampel Report (1998), Combined Code of 2003, and UK CG Code of 2010 were released by UK

companies as corporate governance recommendations.

In Zimbabwe corporate governance is not a new phenomenon and the public sector has over the years
developed institutional, legal and regulatory frameworks to enhance the efficient and effective operations
of public institutions. Corporate governance disclosure is advocated for in the Companies Act (1951),
the Zimbabwe Stock Exchange Act (1996), the Reserve Bank of Zimbabwe’s Corporate Governance
Guidelines, the Public Finance Management Act, Corporate Governance Framework for State
Enterprises and Parastatals (2010), the National Code of Corporate Governance (2015), the Public

Entities Corporate Governance Act (2018) among other legal documents.

However, despite all the above codes, the enforcement of the Corporate Governance tenets isa
dilemma, for example the Public Entities Corporate Governance Act (2018) is anchored on a “comply or
explain” basis. Resultantly corporate governance scandals still prevailed in public institutions from 2013-
2017such as Ministry of Higher and Tertiary Education, Zimbabwe Revenue Authority (ZIMRA), Air
Zimbabwe, and the Municipality of Harare, Premier Service Medical Aid Society (PSMAS) and
Zimbabwe Broadcasting Corporation (ZBC). As a result, the focus of the research was on private

companies in the agricultural sector listed on the Zimbabwe Stock Exchange.

This study explores the influence of corporate governance on firm performance in Zimbabwe’s
agriculture listed companies. Five publicly traded (listed) firms operating in the agricultural sector of
Zimbabwe where the primary focus over the period of 2013 to 2022. In order to make the agricultural
sector in Zimbabwe more effective and efficient in the twenty-first century, it is of the utmost importance

to get an awareness of the effect that corporate governance have on the performance of the agricultural

Indicators in relation to research on corporate governance show that the majority of study has
concentrated on the manufacturing and financial sectors. As a result, there is an urge to concentrate on
other sectors of production in Zimbabwe like the agricultural sector, which is one of the factors that
contribute to the success of the Zimbabwean economy. It is of the utmost significance that businesses

operating in the agriculture sector have a comprehensive understanding of the extent to which corporate
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governance have on performance, as well as the opportunities that exist within these areas, in order to
improve their performance. The subject that will be investigated in this study is, therefore, to explore the
extent to which corporate governance have on the performance of a company operating in the

agricultural sector in Zimbabwe.

This paper will provide a professional appraisal to investors, shareholders, policymakers, stakeholders,
and academia regarding the impact of engaging in corporate governance activities. Furthermore, the
research will provide insights into how agricultural companies can improve their efficacy and resilience
in a challenging environment by analyzing the interactions between governance frameworks and CSR

practices. Specifically, the research will focus on how these strategies might be implemented.
The paper therefore aims to answer the following research questions;

e What is the effect of board size on return on assets and return on equity?

e Whatis the effect of board committees on return on equity and return on assets of Zimbabwe
listed agricultural firms?

e What is the effect of Board independence on return on assets and equity of Zimbabwe’s |
isted agricultural firms?

e What is the effect of CEO duality on return on assets and equity of Zimbabwe’s listed

agricultural firms?
Literature Review

Definitions and Basic Theory

Corporate governance has no set definition as alluded to by Alsurayyi and Alsughayer (2021) however
Amjaad et al (2021) argues that the definition of corporate governance can be distinguished from a
broad and narrow perspectives. Notably the perspective depends from the angle of the researcher or
theorists. The broad perspective incorporates all stakeholders in the definition as alluded to by Denes,
et al. (2017). This implies that corporate governance entails the mechanisms in which a company and
those in control set their objectives, and the way they achieve them, assess risk and mitigate against
them. This broad definition is in sync with by the Cardbury Committee (in Mahrani & Soewarno, 2018)
as the set of rules that govern the relationships between different stakeholders of an entity, inclusive of
managers, employees, and creditors. Furthermore Slobodan, et al. (2021) reiterate the role of corporate

governance in ensuring equal representation of all stakeholders and managing conflicts of interest.

According to the research corporate governance proxies employed include, board size, number of board
committees, board independence and Chief executive officer duality.Performance will be measured by

return on assets and return on equity of the firms under review from 2013 -2022.
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The study employed the agency theory to explain the relationship between corporate governance and
business performance. Jensen and Meckling (1976) define an agency relationship as a contract in which
the owner trusts an outsider to handle their business. Since Adam Smith (1776), this theory has focused
on the separation of ownership and control and interaction and separation between owners and
managers (Obaji et al. 2015; Alsughayer and Alsurayyi 2021). Role separation reduces agency
difficulties and promotes excellent corporate governance, according to Cherian et al. (2020). The agency
theory emphasizes shareholder value maximization, which lowers the agency problem if managers
focus on it. The theory advocates that management makes decisions that direct the firm's activity in
accordance with good corporate governance. According to Mahrani and Soewarno (2018), management
must make decisions that boost profits and good corporate governance reduce financial risk, attract

investment, and improve firm performance (Zain & Abdullah, 2019).

The agency theory postulates several reasons why good corporate governance is beneficial to the
organisation. These include improved transparency, better monitoring and greater public disclosure. On
the same note Nagalingam (2022) adds that in line with the agency theory, good corporate governance
help reduce expropriation cost thereby increasing investor confidence. Panda & Leepsa, (2017).and
Muhammad &Ahmad, (2020),) highlights that the theory provides a powerful base for explaining the
relationship between shareholders and managers and provides for testable hypothesis furthermore the
theory makes it easy to make suggestions for solutions to problems emanating from agency issues.
According to Bebchuk et al. (2017), Panda &Leepsa (2017) and Ronald et al. (2015) agency problems

emanate from managers decisions to either under or over invest.

In this regard it is imperative that manager’s decisions should align with the principal’s motives and their
ability to do so is key to performance of the organisation. However, the main worry under the agency
theory is that managers act to their best interests. In order to mitigate against the misaligned objectives,
it then calls for adequate monitoring of the managers and resultantly the manager’s remuneration is high
in a bid to motivate and incentivise them to make strategic decisions that are in line with principals’
motives. This notion was earlier proposed by Jensen and Meckling (1976) that the incentive purpose is
to motivate managers such that they will create more surpluses for the firm which is in line with principal’s

motive for value maximisation.

Arnardottir (2024) and Debnath (2021) argue that the ownership structure of the organisation plays a
part in the agency problem to improve firm performance. The organisational factors include the
composition of the board that is board size, CEO duality, independence of the board and the number of
committees in the board of directors. However, the overarching notion is that the interests of both the
shareholders and the managers need to be aligned.
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Corporate Governance and Performance

The concept of the board size is debatable among scholars and Johl et al. (2015) argue that there is
optimal board size. However, Shafi et al (2016) and Ofoegbu et al. {2018) defines board size as the
number of board of directors on a board whilst Naciti (2019) further asserts that although there is no
optimal size for a board size but the correct size of a board should be determined by how well the board

functions as a unit.

According to Donaldson & Davis (2019) there is a greater intuitive thinking regards the perception that
the larger the board of directors, the more effective is the board. There are a number of schools of
thought of the view that an increased board number implies a greater performance and the market
responds favourably (Terjesen et al. 2016; Johl et al.2015; Alabdullah, et al.2018).). The argument for
the larger boards then supports the resource dependency theory proposition having the board to make
some linkages which are beneficial to the organisation (Lakatos 2020, Naciti ,2019) and Pfeffer ,2019).
The larger boards are characterised by diverse backgrounds of board members, diverse managerial
skills, vast networks as a result of large membership of board members for the organisation
(Cucari,2018). There is likely to be quality decision making as a result of sharing ideas with a larger

board an argument proposed by Arora and Sharma (2016).

However, Nguyen et al (2015), Lakatos (2020) and Zheng & Tsai (2019) argue that the larger the board
the more challenges incurred in their monitoring role. Problems of communication and coordination and
higher monitoring costs together with compromised ability to monitor and advise managers on firm
performance are cited as some of the challenges associated with larger boards. The result is that greater
agency costs are incurred which will then be passed on to the performance of the firm resulting in poor
performance. There are different schools of thought regarding the recommended board size. The
number of board members tends to vary among countries and Shafi et al. (2016) concludes that there
is no standardised board size among companies and that board size is influenced by the different
cultures of organisations and countries. Some academics noted that the board size determine the ability
of the board to execute strategic actions thereby improving on the performance of an organisation.
According to Giannarakis et al (2020) an increased number of board of directors has a positive effect on

performance.

Measurement of board independence refers to the number of independent non-executive directors to
the total number of directors, (Ofoegbu et al. 2018). Giannarakis et al. (2020) asserts that an increased
number of independent board of directors has a positive effect on performance. Mahrani and Soewarno,
(2018) further concurs with Ahmed and Hamdan (2015) who found empirical evidence that independent
directors are a key element towards improved financial performance. In terms of performance of an

organisation Nyakurukwa and Seetharam (2023) concluded that the proportion of independent directors
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has a significant effect on firm performance a notion which is contrary to Hermalin and Weisbach (1991)
who in his research found no significant correlation between the proportions of non-executive directors

to firm performance.

A long-established precept according to organisational theory is that an organisation should establish
specialised structures to address the complexity of organisational challenges, (Lawrence and Lorsch,
1967). These are then named board committees. Board committees are defined by Kolev, et al (2019)
as subgroups of directors set aside for a specific purpose of the organisation and they are a key
functionality of a board. he importance of the board committees cannot be overlooked although most
researches on corporate governance overlooked the fact that board committees play a part in shaping
the corporate governance structure of the board. Kolev, et al (2019) concurs that most researches on
corporate governance focuses on the functions of the board, composition, size and independence.
However, the inconclusively of the findings on effect of corporate governance on firm performance using
board structures has led to some researches focusing on the board committees. Prior researchers have
identified some facts that board committees should comprise of for them to function effectively and
resultantly bringing a positive effect on performance. Chen and Wu, (2016) and Kolev (2019) cited that
smaller committees with specialised expertise and increased frequency in meetings results in efficient
and expedient board committees. For more effective implementation of the boards, Chen and Wu,

(2016) suggests close monitoring by stakeholders so as to curb free riding challenges.

In most English common law countries like Canada, Australia, United State and the United Kingdom
the three most common board committees are audit committee, compensation committee and the

nomination or governance committee (Calkoen, 2017, Chen and Wu 2016).

On measuring of performance against corporate governance, most researches engaged parameters of
return on assets (ROA), return on equity (ROE), and mostly Tobin’s Q (Purbawangsa et al., 2020 & Adel
et al., 2019). In this study firm performance was measured by Return on Equity (ROE) and Return on
Assets (ROA) for the 5 agricultural firms from 2013-2022.

Hypothesis

From the above discussion it can be noted that the role of corporate governance on firm performance
has been a mainstream concern, with research coming up with varied perspectives, as argued by
Sarwar et al. (2022). Differing views have been proffered by different researchers, with some arguing
that corporate governance has a positive impact on a firm’s performance (Purbawangsa et al.,2020,
Sarwar et al.,2022, Zarefar, & Sawarjuwono, 2021), whilst others argue for a negative relationship

between firm performance and corporate governance (Mukhtaruddin, et al., 2019). On the other hand,
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some authors including Shafi e Mohamed Zabri et al. (2016) saw no relationship between the two

variables.
As a result, the research will focus on the following hypothesis;

In their studies Nagalingam et al. (2022) and Pillai and Al-Malkawi, (2018) concluded a positive
relationship between corporate governance and the firm performance as well as the financial

performance of the company. Therefore, the first hypothesis is derived:
H1: There is a positive relationship between corporate governance and financial performance

In their research, Slobodan et al. (2021) noted a weak positive relationship between corporate
governance quality and return on assets indicators. They further alleged that more companies with good
corporate governance practices had above average growth rates which is backed by high performance,
whilst companies with low corporate governance practices have below average growth rates, implying

that they have got low performance.

H2: There is a weak relationship between corporate governance and operational performance.
Methods and Data

Inorder to address the research questions corporate governance data was extracted from annual reports
of 5 agricultural companies listed on the Zimbabwe stock exchange from 2013-2022.The following table

outlines the variables, type, indicators, scale of measurement and the source of information.
Sample

Five agricultural companies were selected from the total of ten agricultural companies that are listed on
the Zimbabwe Stock Exchange. This represents fifty percent of the total population.The period of study
was 2013-2022.

Variables

The variables employed in this research are outlined in the table below.
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Variabl | Type Indicat | Sym Scale of Measurement Source
e of or bol
Variabl
e
Board . . . .
Corpor Inde : B1B Number of board of directors in the firm Directors
ate size s reports —in
penden
Gover t annual
nance reports
CE(,) B2C | Indication that the CEO is also Chairman of the board Annual
duality | £ Reports
0=CEO, only P
1=CEOQO is also Chairman
Board B3Bi Percentage of Number of independent non-executive Annual
Indepe .
directors on the board Reports
ndence
Board . . . )
.. | B4B The board should include the following committees; Annual
Commit . .
c risk, audit, Reports
tees
remuneration, operation and monitoring,
compensation,
shareholder grievance, sustainable and operations
and
other committees
Number of committees
Financ | Depen Retum ROE Ratio of net profit attributed to shareholders equity computed
ial dent ec?t?ity from financial
Perfor statements in
annual
mance
reports
Return . .
Operat | Depen on ROA Calculation of ratios from the Annual Statements- computed
ional dant . . from financial
C ’ t divided by total ts (ROA
Perfor Assets ompany’s net income divided by total assets ( ) statements in
mance annual
reports
Contro Firm B6F Number of years in operation
| Age a
Variabl
es
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Financi | B7FI Ratio of total debt to total assets Annual
al Reports
Levera
ge
Compa B8 Natural log of Total Assets Financial
ny size
Fs Statements

Table 1: Variables, Type of variable, Indicators, Scale of Measurement and Source (primary source)
Model Specification

The study uses the following regression model to explore the relationship between corporate
governance and financial performance of agricultural companies on the Zimbabwe Stock Exchange.
Firmperf, = B, + B,BS, + p,Bl, + p,BC, + B,FA4, + B.FL, + u, (1)

Where FirmPerf, is the firm performance measured by either the return on assets (ROA) or return on
equity (ROE). g, represents the parameters being estimated, BS, is the board size of firm i in period ¢
. BI is board independence whereas BC represents board committees. FAis firm age while FL
measures the financial leverage of the firm. u, represents the error term. Stata 18 was used to regress

the data.
Control Variables

Atinc & Simmering (2021) emphasises that control variables are crucial components in study design and
facilitate the isolation of the effects of independent variables on dependent variables. They are factors
maintained at a constant level or regulated during an experiment to avert their impact on the results. By
regulating these variables, researchers can more precisely evaluate the correlation between the
principal variables of interest. For the purpose of this research, company size, firm age and financial

leverage were employed as the control variables
Results

The research sought to explore the effect of CG on performance of Agricultural firms listed on the
Zimbabwe Stock Exchange for the period 2013-2022.The proxies of CG were, board size, number of
board committees, CEO duality, number of non-executive directors and board independence. Stata 18

was used to perform regression analysis.
Descriptive Analysis

The statistical measures considered include the mean, standard deviation, minimum and maximum.
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Variable Obs Mean Std. Dev. Min Max
log assets 50 16.428 3.323 7.856 23.732
Roe 50 .929 3.798 -1.501 25.963
Roa 50 .534 1.137 -.155 5.214
financial leverage 50 1.033 1.655 .005 7.962
Age 50 78.32 21.802 44 120
Bsize 50 6.2 404 6 7
Numberofnonexecdir~s 50 5.2 .756 4 6
BoardIndependence 50 .838 107 .667 1
BoardComm 50 4 1.429 2 6
CSR 50 4 .808 0 2

Table 2: Descriptive statistics.

From table 2 return on equity (roe) and return on assets (roa) has respective averages of 0.9 and 0.5
showing that the selected companies are better-off in roe (financial performance) than roa.(operational
performance). However, there is a greater variability in financial performance of the companies relative
to operational performance. The negative minimum figures on both return on equity and return on assets

is indicative of poor financial and operational performance.

The average board size is 6 members whilst the minimum number of board members is 6 and the
maximum is 7. This is contrary to Jensen (1993) and Lipton and Lorsch (1992) who recommended

between eight or nine directors in their study on the effect of board size on performance.
Correlation Analysis

Correlation analysis using the zero-order pairwise to ensure that model does not suffer from a
misspecification in the form of perfect correlation among variables was employed. The general rule is
that the zero-order correlation coefficient must be below 0.8 (Gujarati, 2008). The results presented in
Table 3 indicates that the variables included in the regression analysis are not perfectly correlated.
Financial leverage and return on assets have a correlation coefficient of 0.718 indicating that there is a
strong positive relationship between the two variables. Similarly, corporate social responsibility and

Board committee has a correlation coefficient of 0.71 indicating a strong relation between the variables.
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Variables ()] (2) (3) 4) 5) (6) (0] (8) 9)
(1) roa 1.000

(2) roe 0.452 | 1.000

(3) Bsize 0.110 | 0.367 | 1.000
(4) BoardComm | -0.188 | -0.298 | -0.707 | 1.000

(5) CSR -0.248 | -0.124 | -0.250 | 0.707 | 1.000
(6) log_assets | -0.091 | 0.177 | -0.052 | 0.098 | 0.173 | 1.000

(7) 0.718 | 0.592 | 0.206 | -0.007 | 0.020 | -0.050 | 1.000
financial leve~e

(8) Age -0.011 | -0.232 | -0.642 | 0.313 | 0.004 | -0.347 | -0.132 | 1.000

9) -0.195 | 0.016 | 0.090 | 0.382 | 0.765 | 0.488 | 0.051 | -0.598 | 1.000
Board Indep

Table 3: Matrix of correlations

This result indicates that companies that have corporate social responsibilities have more board
committees. More so, the correlation coefficient of corporate social responsibility and board
independence (all measures of corporate governance) are highly correlated with a value of 0.77. This
result indicates that the proxies of corporate governance are correlated. Despite the low correlation
coefficient values of the corporate governance, the four corporate governance variables were used

independent of each other in the regression analysis.

The results of the empirical estimations on the relationship between corporate governance and financial
performance (measured using the return on equity) are presented in Table 4. Model 1 was estimated
using board size as a proxy of corporate governance. In model 1, the results show that the coefficient
of 4.47 which is significant at the 1% level of significance. The result indicates that board size has a
positive effect on the profitability of companies. The results indicate that as the number of the
independent board of directors increases by 1%, the return on equity increases by 4.5%. The log of
assets, financial leverage and company age are important variables influencing the return on equity of
the selected companies. These variables have a positive effect. The log of assets has a coefficient of
0.549 indicating that a 1% increase in assets result in 0.005% increase in the return on assets. Similarly,
financial leverage has a positive effect on return on equity with a coefficient of 1.353. This result shows
that a 1% increase in financial leverage ratio result in a 1.353% increase in the return on equity.
Company age (Age) has a coefficient of 0.063 which is significant at the 1% level. Thus, a 1% increase
in the number of operating years result in a 0.06% increase in company performance as proxied by the

return on equity.
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In model 2, the control variables of company assets, financial leverage and company age remain positive
and statistically significant. The coefficient of company assets is 0.411 is significant at 5% level while
that of financial leverage remain significant at the 10% level of significance. Corporate social
responsibility has a negative coefficient of -3.95 and significant at the 1% level. This result suggests that
participating in corporate social responsibility results in a decline in financial performance as proxied by
the return on equity. In model 2, corporate governance was measured using the number of non-
executive directors. This variable was found have a positive and significant effect on company financial
performance. An increase in the number of non-executive directors result in an increase in a 5.98%

increase in the return on equity.

(1) (2) 3) (4)
roe roe roe roe
log_assets .549*** 411 424** .368
(.179) (.185) (.197) (.236)
financial_lever~e 1.353* 1.444* 1.295 1.499*
(.806) (.823) (.884) (.823)
Age .063*** AT -.116* .023
(.017) (.023) (.067) (.025)
CSR -.479 -3.946*** 2.887 B14*
(.305) (.371) (2.65) (.11)
Bsize 4.465***
(.757)
Numberofnonexec~s 5.982***
(1.019)
BoardIndependence -37.681
(23.798)
BoardComm -1.219**
(.311)
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Constant -44.033*** -52.749*** 31.842 -4.88
(6.908) (5.311) (24.55) (6.165)
Observations 50 50 50 50
R-Squared .523 498 531 .522
Year dummies Yes Yes Yes Yes
Company dummies No No No No

Table 4: Random effects results of the effects of corporate governance on company performance
Standard errors are in parentheses
*** p<.01, ** p<.05, * p<.1

In model 3, corporate governance was measured using a dummy variable board independence which
takes a value of 1 if the company has an independent board and zero otherwise. The coefficient is -
37.68. However, this coefficient is not statistically significant indicating that having an independent board
of directors does not have a significant effect on the performance of the company. The only variables
that have an important effect on return on equity is company assets and company age. However, the
coefficient of company age is negative and statistically significant at the 10% level. This result indicates
that as the company grows, its performance decreases. This can be attributed to the presence of
diseconomies of scale. Lastly, in model 4, the number of board committees was used as a proxy of
corporate governance. The coefficient is -1.22 and significant at the 1% level. This shows that the
number of board committees result in a decrease in company performance. The other variables
important are financial leverage and corporate social responsibility. Both variables have a positive effect

on company financial performance.

In Table 5, the dependent variable used was return on assets to measure operational performance of
companies. Across all the models (1-4), the results are consistent in terms of the signs of the coefficient
s and their significance. However, only financial leverage is the only variable with a statistically significant
coefficient. All the four measures of corporate governance in the four models are negative and
statistically significant. In model 1, the coefficient of board size is -0.531 and is statistically significant at
the 1% level. This result shows that a 1% increase in board size result in a 0.53% decrease in company
operational performance. Similarly, the coefficient of the number of non-executive members is -1.09 and
significant at 1%. Board independence (-6.53) and the number of board committees (-0.36) have
significant negative coefficients suggesting that corporate governance has a negative effect on

operational performance of companies.
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(1) (2) 3) (4)
roa roa roa roa
log_assets -.023 -.023 -.023 -.023
(.111) (.111) (.111) (.111)
financial_lever~e .519** .519** .519** .519**
(.202) (.202) (.202) (.202)
company_age .004 .004 .004 .004
(.012) (.012) (.012) (.012)
CSR -.544**
(.135)
Bsize -.531*
(.298)
Numberofnonexec~s -1.088***
(.27)
BoardIndependence -6.531***
(1.619)
BoardComm -.363***
(.09)
Constant 3.869 6.122** 6.122** 1.769
(3.042) (2.668) (2.668) (1.708)
Observations 50 50 50 50
R-Squared .654 .654 .654 .654
Year dummies Yes Yes Yes Yes
Company dummies Yes Yes Yes Yes

Table 5: Random effects model results
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Standard errors are in parentheses

*** p<.01, ** p<.05, * p<.1
Discussion

Results of the regression analysis found a significant positive relationship between the board size and
ROE as firm performance. This implies that board size has a positive effect on profitability of firms.
Saidat et al. (2019) noted that the prevailing assumption is that larger board size correlates with
enhanced performance. This concept was also referenced by Larmou and Vafeas (2010), Amin et al.
(2022), and Pucheta-Martinez & Gallego-Alvarez (2020).

Nonetheless, the aforementioned reasoning contradicts earlier research by Jensen (1993), Puni &
Anlesinya (2019) and Lu, et al. (2022), who suggest that smaller boards are more effective. These
research findings contradict agency theory, which posits that a smaller board mitigates free-riding
issues, coordination costs, and communication costs associated with larger board sizes (Chu Yan et al.,
2021). As board size increases, achieving consensus on decisions becomes more challenging, in
contrast to a smaller board where members tend to achieve agreements more swiftly, resulting in more

effectiveness than larger boards.

The results of the study concurs with the resource dependency theory. Resource dependency theory
posits that larger boards have the advantage of aggregating greater resources. The connections among
various members enable the board to have increased access to diverse raw materials and financial
resources. Moreover, larger boards have a greater diversity of expertise than smaller boards. Pucheta-
Martinez & Gallego-Alvarez (2020) assert that larger boards enhance performance through the

exchange of ideas and contributions.

Results of the study further indicates that there is a negative relationship between board independence
and ROA. At all the levels of significance 1%, 5% and 10% significant levels the relationship between
board independence and performance indicated a negative relationship. This result is consistent with
Bhagat and Black (1999) and contrary to Mahrani and Soewarno, (2018), Ahmed and Hamdan (2015)
and Nyakurukwa and Seetharam (2023) who found empirical evidence that independent directors plays

a major role performance of firms.

In terms of board independence, the Cadbury Report (1992) commended that the board should include
at least three outside directors, whilst Hampel Report (1998) recommended least one third outside
directors. Furthermore, the results of the research is inconsistent with the Cadbury Report (1992) that
the more the number of non-executive directors, the greater the performance of the firm due to

independent decision making.
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Interestingly the relationship between board independence and performance measured by ROA

produced a contrary result to that of ROE.

As performance is proxied by ROE the results yielded a significant positive result at 1% and 5%
significance levels. This implies there was a strong relationship between board independence, board
size and board committees and performance. This result is consistent with the results from
Nyakurukwa and Seetharam (2023) and Dube and Pakhira (2013) who cites that their role entails to
assure that the organisation fulfils its role objectively. This notion is further shown by the responses of
the key informant as 47% agreed that non-executive directors give better and independent opinions

than executive directors.

The results of the regression analysis indicate that there is a negative relationship between CG (number
of board committees) and performance both under ROA and ROE. From the research this outcome
might imply that as the organisation have more board committees the board members will not give much
attention to all the boards. Resulting in having little time to focus on each and every issue regarding the
institution. Therefore, the research concurs with Kesner, (1988), Chen and Wu, (2016) and Kolev (2019)
who advocates that smaller and fewer committees with experience and knowledge together with time to

meet frequently will result in increased performance of the organisation.

The results of the data collection indicated that all the firms in Zimbabwe agricultural sector for the period
2013-2022 had no dual leadership. The CEOs did not hold the position of the chairperson, as a result
the data could not be regressed. This notion is commendable of the firms and one can conclude that

the leadership took heed from the corporate governance scandals of the early 2000s.
Conclusion

The main research objective of this thesis has been to examine the influence of corporate governance
on firm performance of listed agricultural firms in Zimbabwe for the period 2013 to 2022. The specific
objectives of the study were to: (i) determine how corporate governance impact the return on assets of
firms in the agricultural sector, (iii) examine the effect of corporate governance on return on equity of

agricultural sector firms in Zimbabwe, (iv) identify theories that explains corporate governance.

To address the research objectives, the thesis conducted a comprehensive review of literature focusing
on return on assets and return on equity as measures of financial performance. In addition, the thesis
reviewed several theories that explains corporate governance and corporate social responsibility. From
the literature review, several proxies of corporate governance were identified which included (a) the
Chief Executive duality, (b) Board Size, (c) board committees, and (d) board independence. These
variables together with other control variables such as firm age, total assets and the debt-to-equity ratio

of the firms were empirically used to investigate the nexus between corporate governance and financial

Wohllebe & Ross Publishing, Germany — The Open Access Publisher.

More information and current publishing opportunities at wr-publishing.org


https://doi.org/10.51137/wrp.ijarbm.2025.mkec.45791
https://www.wr-publishing.org/

International Journal of Applied Research in Business and Management (ISSN: 2700-8983)
an Open Access journal by Wohllebe & Ross Publishing, Germany.

Volume: 06 Issue: 01 Year: 2025

https://doi.org/10.51137/wrp.ijarbm.2025.mkec.45791

performance of the agricultural sector firms. Literature review was mainly used to answer the research

question, on the theories of corporate governance.

Secondary data of the 10 sampled years from 2013-2022 was obtained from consolidated financial

reports, annual reports, the list of the board of directors. Data was regressed using Stata 18.
Theoretical Implications and Recommendations

Two measures of financial performance and four measures of corporate governance were used. This
section discusses the major findings on the relationship between financial performance and corporate

governance.
What is the Effect of Board Size on Return on Assets and Return on Equity?

This question sought to establish whether the size of the board had a significant impact on the financial
performance of the agricultural firms as measured by the return on equity and return on assets. The
study findings from the random effects model are mixed. When financial performance is proxied by
return on equity, the study indicates that board size has a positive effect on performance. This is contrary
when financial performance in measured using return on assets. Increasing board size have a negative
effect on financial performance. These findings point to an optimal size of the board of directors.
Exceeding a certain threshold may generate negative externalities which might affect the performance
of the firm. It is thus recommended that firms should identify an optimal size of the board that might

enhances financial performance.

What is the Effect of Board Committees on Return on Equity and Return on Assets of

Zimbabwe Listed Agricultural Firms?

The establishment of the research is that as the number of board committees increases, the lower the
performance. This may be as a result of more allowances that might be needed to pay the different
committees. The allowances maybe having the effect of reducing the income of the organisation. Thus,
this study recommends that agricultural firms should reduce the number of board committees as these
have a negative implication on the financial performance of the firms. This finding supports the

hypothesis that board committees negatively affect financial performance of firms.

What is the Effect of Board Independence on Return on Assets and Equity of

Zimbabwe'’s Listed Agricultural Firms?

The research established a mixed result on the relationship between corporate governance and return
assets and return on equity. The results established that there exists a negative relationship between
corporate governance and financial performance as proxied by return on assets. At the same time the

research deduced a significant relationship between CG and ROE. This result was further supported by
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results from key informants that non-executive directors gives better and independent judgement than
executive directors. This finding adds to the inconclusive results on the nexus between bank
independence and financial performance. It is, therefore, recommended that firms determine the optimal
level of board independence to ensure that financial performance in optimized. Since there is a negative
effect of board independence on return on assets, it is recommended that firms should reduce bank
independence. However, it has to be noted that reducing board independence results in a reduction on

return on equity.

The focus on the agricultural firms is a contribution in the area where many studies have focused on the
manufacturing and services sector industry. The research therefore, is important in that it provides
significant contribution by providing empirically based policy implications and recommendations to

enhance financial performance of agricultural firms in Zimbabwe.
Further Research Questions

e How does board composition on performance of agricultural firms in Zimbabwe from 2013-
20227
e How does corporate governance impact on Tobin”s q of firms in the agricultural sector?

e How does corporate governance impacts on the performance of firms in the mining sector?
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