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This research looks at the theoretical impact of corporate governance on shareholder value maximization in some 
Francophone countries in the CFA Zone in Africa. Data from Burkina Faso, Cameroon, Côte d’Ivoire and Gabon 
covering the period 2005 to 2009 were used and theoretical analysis done. Theoretical results show that, though 
highly dispersed, both within and between enterprises, corporate boards in the selected countries are relatively not 
independent. Our paper also shows that both sector and country-specific effects have an impact on shareholder 
value maximization. While the mining sector is dominant in maximizing shareholder value, it also suffers from 
higher taxes and interest payments. 
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INTRODUCTION 

 
“The governance of the corporation is now as important in 
the world economy as the government of countries” 
(Wolfensohn, 1999). This sentiment of the former president 
of the World Bank underscores the critical position 
corporations have come to play in both our economic and 
social lives. It may also speak to the global reach and 
political power of corporations, which, in many cases, now 
transcend the reach and power of governments. Indeed, 
during the past decade, several events are responsible for 
the heightened interest in corporate governance especially 
in developed countries in America, in Europe, and in some 
African developing countries. First, there has been a 
proliferation of corporate scandals (Enron, 2001; WorldCom, 
2002; Parmalat, 2003) and crises (Asian financial crises, 
1997; Russian financial crises, 1998; Lehman Brothers, 
2008) across the globe in which the behavior of the 
corporate sector affected entire economies and deficiencies 
in corporate governance endangered the stability of the 
global financial system. These scandals serve as evidence 
of the failure of the „shareholder theory‟ that  
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managers primarily have a duty to maximize shareholder 
returns. Second, the private, market-based investment 
process is now more important for most economies than it 
used to be, and that the entire process is underpinned by 
better corporate governance. With the size of firms 
increasing and the role of financial intermediaries growing, 
mobilization and allocation of capital have become more 
complex as a result of liberalization of financial and real 
markets, structural reforms including price deregulation and 
increased competition. These developments have the 
monitoring of the use of capital more complex in certain 
ways, enhancing the need for good corporate governance.  

Corporate governance is the set of processes, 
customs, policies, laws and institutions affecting the way 
in which a corporation is directed, administered or 
controlled. The aim of corporate governance is to ensure 
that companies that are not managed by their owners are 
run in the best interest of the shareholder. Although in 
recent years, too much focus has fallen on deterring 
fraudulent activities and on issues of transparency owing 
to some scandals of big corporations in the major 
economies of the world. The concept of corporate 
governance is being revisited not only in light of these 
scandals with means / ways to counter such attempts in 
future, but also in terms of taking the concept further/ 



 
 
 

 

beyond to make it a way of “corporate life” rather than just 
an option that may be followed for mostly gaining 
investors‟ confidence. The level or the state of corporate 
governance in a country plays an important role in 
attracting and holding the foreign investments, for 
building a robust capital market and for maintaining / 
restoring the confidence of both domestic and foreign 
investors.  

Corporate governance is also defined as the system by 
which companies are directed and controlled and this 
responsibility principally lies with the board of directors, 
shareholders and the management is by so, playing a 
principal role in the corporate governance process. 
Besides the board of directors, shareholders and the 
management, other stakeholders included in the process 
are employees, suppliers, customers, creditors, 
regulators, the environment and the community at large. 
The main objective of corporate governance is 
establishing transparency and accountability throughout 
the organization defined as a “nexus of contract” (Coase, 
1937). From very early in the debate, the financial market 
discipline view prevailed among most economists and 
financial. Finance theorists developed a compelling 
theoretical argument to support this view. The so-called 
market for corporate control, through which financial 
investors could remove poorly performing managers, was 
viewed as a helpful, even necessary part of the 
arrangements that reigned in potentially wayward 
managements (Jensen, 1986; Shleifer and Vishny, 1988). 
Advocates of this view produced voluminous evidence 
that the stock prices of companies rose when they 
became a target of a hostile takeover, and the fact of 
higher stock prices was taken as proof that the acquirer 
expected to manage the companies more efficiently than 
existing management.  

Shareholder theory asserts that shareholders advance 
capital to a company's managers, who are supposed to 
spend corporate funds only in ways that have been 
authorized by the shareholders. In the one hand, there is 
one and only one social responsibility of business- to use 
its resources and engage in activities designed to 
increase its profits, so long as it engages in open and free 
competition, without deception or fraud (Friedman, 1962). 
On the other hand, stakeholder theory asserts that 
managers have a duty to both the corporation's 
shareholders and “individuals and constituencies that 
contribute, either voluntarily or involuntarily, to [a 
company's] wealth creating capacity and activities, and 
who are therefore its potential beneficiaries and/or risk 
bearers” (Post et al., 2002). Note that we have 
considered only the „normative‟ version of the theory, 
which states how managers „ought to‟ behave. There are 
also „descriptive‟ versions of the stakeholder theory, 
which describe actual behavior of managers, and 
„instrumental versions‟, which predict outcomes (for 
example, higher profits) if managers behave in a certain 
way. These distinctions had been drawn crisply in Jones 
and Wicks (1999).  

In extension, the shareholder value should be the single, 

 
 

  
 
 

 

guiding principle of corporate governance, and that, to 
support this goal, enhanced investor control and 
oversight should be encouraged, has a number of 
assumptions and beliefs behind it, and implications that 
flow from it. So the shareholder value principle of 
corporate governance incorporates or implies the 
following set of fundamental beliefs: maximizing value for 
shareholders is the right social goal for corporations 
because it is equivalent to maximizing the overall wealth 
being created by a-corporation. Financial markets do a 
good job of assessing the true value of financial securities 
such as common stock. Hence stock price performance is 
the best measure of value being created for 
shareholders. Maximizing share value also helps to 
discipline managers. Introducing other metrics would 
confuse things and make it easier for managers to use 
their positions to advance their own interests rather than 
the interests of shareholders. Managers and directors will 
do a better job of maximizing share value if they are given 
high-powered incentives in the form of compensation 
packages tied to stock price performance, such as stock 
options.  

This research is a contribution to the ongoing debate on 
the examination of the impact of corporate governance on 
shareholder value maximization. Mixed and tenuous 
findings have been made from previous studies 
especially those ones that were conducted in some 
Anglophone sub-Saharan Africa countries, particularly 
Ghana, Kenya, Nigeria, and South Africa. More so, few 
studies have been conducted so far, on the Francophone 
countries in Africa. Hence, the study intends to reduce 
the knowledge gap by analyzing the case of some 
countries in the CFA Zone in Africa. The CFA Zone is 
basically composed of two sub-zones, characterized by 
significant structural economic and political differences 
within and between its member countries: the West 
African Economic and Monetary Union 
(WAEMU/UEMOA) and the Economic and Monetary 
Community of Central Africa (EMCCA/ CEMAC). The 
growing structural divergences between UEMOA and 
CEMAC have been intensified by the recent development 
of world oil markets, booming production in Equatorial 
Guinea and the arrival of Chad in the club of oil 
producers.  

Nevertheless, these two sub-zones have been 
considered as model case for economic and monetary 
integration in Africa. Yet, neither of these sub-zones 
meets the classical criteria of the optimum currency area 
(OCA). In contrast, they show a low degree of 
diversification of production and exports, low factor 
mobility (except of labor in some countries) and price and 
wage flexibility, different levels of infrastructure and of 
inflation, low intra-regional trade and a strong exposure to 
asymmetrical external shocks (e.g. violent political 
conflicts, different terms of trade development for oil- and 
agricultural exports). The informal sector is more im-
portant in structuring the CFA Zone than the institutions 
and policies of the formal economic sector, including its 
monetary institutions. Data from selected countries in 



  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Figure 1.  Basic structure of  a corporate governance  
system. 

 
 
CFA Zone, Burkina Faso, Cameroon, Côte d‟Ivoire and 
Gabon covering the period 2005 to 2009, were used and 
analysis done within the panel data framework. This work 
is theoretical review in nature and will utilize empirical 
data of 103 firms from the three sectors listed or not listed 
on the regional or national stock market. 
 

 

REVIEW OF THE LITERATURE 

 

Fundamentally, the economics of agency theory (Berle 
and Means, 1932) and incomplete contracting theory 
(Coase, 1937) and the problem of information asymmetry 
(Akerlof, 1970) provide the theoretical basis for effective 
corporate governance. Thus, there is no gainsaying of 
that fact that the principal-agent theory is generally con-
sidered as the starting point for any debate on the issue 
of corporate governance. The main requirements for 
effective corporate governance that are identified are 
transparency, equity and accountability. Indeed, the 
theoretical underpinnings for the extant research in 
corporate governance comes from the classic thesis, 
“The Modern Corporation and Private Property” by Berle 
and Means (1932). The thesis describes a fundamental 
agency problem in modern firms where there is a 
separation of ownership and control- a problem that has 
bothered students of corporations from Smith (1776) to 
Berle and Means (1932), Jensen and Meckling (1976) 
and Fama and Jensen (1983). They are run by 
professional managers (agents), who are unaccountable 
to dispersed shareholders (principals).  

The basic structure of a corporate system funded on 
the interplay between the four main corporate bodies 
(Figure 1), each with its specific role can be illustrated as 
follows: 

 

The shareholders‟ meeting is a company‟s highest 
decision-making body and the forum where the share-
holders can directly exercise their power. Shareholders 
meet at least once a year to approve the company‟s 
annual report, discharge the directors and the CEO from 

 

 

liability and decide on the appropriation of profits for the 
previous financial year. The AGM also elects board 
members and, when required, auditors for the coming 
term. The board of directors is appointed at the share-
holders‟ meeting to manage the company‟s affairs on 
behalf of the shareholders. The board has broad powers 
to manage the company without the involvement of the 
shareholders. However, the shareholders always have 
the right to call an extraordinary general meeting, (EGM), 
at any time and replace the board members.  

All public companies must have a Chief Executive 
Officer. The CEO is appointed by the board and is res-
ponsible for the day-to-day management of the company 
according to the instructions issued by the board of 
directors. The division of responsibilities between the 
board and the managing director is stipulated in a set of 
written instructions that is approved by the board of 
directors. The managing director may or may not be a 
member of the board. The auditors – one or more – are 
appointed by the shareholders at the annual general 
meeting, (AGM), to audit the company‟s annual report 
and accounts, as well as the running of the company by 
the board of directors and the managing director. 
Formally, the auditors report to the shareholders, but in 
practice they also have an important role in supporting 
the board in its task of overseeing the CEO‟s running of 
the company.  

In corporations, the decision making rights are 
delegated to the managers by the shareholders to act in 
the best interests of the principal. This separation of 
ownership from control implies a loss of effective control 
by shareholders over managerial decisions and as a 
result of this, a system of corporate governance controls 
is implemented to assist in aligning the incentives of the 
managers with those of the shareholders. The structure 
of the market has changed over time. Many years ago, 
buyers and sellers of corporation stocks worldwide were 
individual investors like wealthy businessmen or families, 
who often had a vested, personal and emotional interest 
in the corporations whose shares they owned. Over time, 
markets have become largely institutionalized: trading of 



 
 
 

 

shares significantly moved within the hands of institutions 
(pension funds, insurance companies, mutual funds, 
hedge funds, investor groups, and banks). Shareholding 
structure of firms has likewise changed. The rise of the 
institutional investors has brought with it the advantage of 
increased professional diligence which has tended to 
improve regulation of the stock market, although not 
necessarily in the interest of the small investors.  

This process occurred simultaneously with the direct 
growth of individuals investing using professionals to 
manage their funds. In this way, the majority of invest-
ment now is described as “institutional investment” even 
though the vast majority of the funds are for the benefit of 
individual investors. Previously, the Board of Directors of 
large corporations used to be chosen by the principal 
shareholders, who usually had an emotional as well as 
monetary investment in the company, and the Board 
diligently kept an eye on the company and its principal 
executives. Nowadays, if the owning institutions do not 
like what the President/CEO is doing and they feel that 
firing them will likely be costly and/or time consuming, 
they simply sell out their interest in those corporations. 
Now, the Board is mostly chosen by the President/CEO, 
and may end up being made up primarily of their friends 
and associates. Since the shareholders rarely object, the 
President/CEO generally takes the Chair of the Board 
position, making it more difficult for the institutional 
owners to terminate him. Occasionally, but rarely, institu-
tional investors support shareholder resolutions on such 
matters as executive pay and anti-takeover measures.  

Lastly, this change in shareholding structure in 
corporations by the large institutions is based on the 
strategy of eliminating individual company, financial or 
other risks by investing funds in a very large number of 
different companies with sufficient liquidity. One must 
point out that the concept of corporate governance has 
been a priority on the policy agenda in developed market 
economies for over a decade especially among very large 
firms. Further to that, the concept is gradually war-ming 
itself as a priority in the African continent. Indeed, it is 
believed that the Asian crisis and the relative poor 
performance of the corporate sector in Africa have made 
the issue of corporate governance a catchphrase in the 
development debate (Berglof and von Thadden, 1999). A 
number of recent studies show that good corporate 
governance increases valuations and boosts the bottom 
line. For example, a study by Gompers et al. (2003) 
showed that companies with strong shareholder rights 
yielded annual returns that were 8.5% greater than those 
with weak rights. Related to that, it was also observed 
that the more democratic firms also enjoyed higher 
valuations, higher profits, higher sales growth, and lower 
capital expenditures.  

In regard to the principal-agent paradigm, the funda-
mental question is how to ensure that managers follow 
the interests of shareholders in order to reduce cost 
associated with principal-agent theory? The principals in 
this wise are confronted with two main problems. First, 
they face an adverse selection problem: selecting the 

 
 

  
 
 

 

most capable managers. They are also confronted with a 
moral hazard problem: giving the managers the right 
incentives to put forth the appropriate effort and make 
decisions aligned with shareholders interests (e.g., take 
the right amount of risk and do not engage in empire 
building). Jensen and Meckling (1976) further defined 
agency relationship and identified agency costs. Agency 
relationship is a contract under which “one or more 
persons (principal) engage another person (agent) to 
perform some service on their behalf, which involves 
delegating some decision-making authority to the agent”. 
Conflict of interests between managers or controlling 
shareholder, and outside or minority shareholders refer to 
the tendency that the former may extract “perquisites” (or 
perks) out of a firm‟s resources and less interested to 
pursue new profitable ventures.  

Agency costs include monitoring expenditures by the 
principal such as auditing, budgeting, control and 
compensation systems, bonding expenditures by the 
agent and residual loss due to divergence of interests 
between the principal and the agent. The share price that 
shareholders (principal) pay reflects such agency costs. 
To increase firm value, one must therefore reduce 
agency costs. This is one way to view the linkage be-
tween corporate governance and corporate performance. 
Fama (1980) aptly comments that separation of 
ownership and control can be explained as a result of 
“efficient form of economic organization”. One difference 
between countries corporate governance systems is the 
differences in the ownership control of firms that exist 
across countries. Systems of corporate governance 
therefore can be distinguished according to the degree of 
ownership and control and the identity of controlling 
shareholders. While some systems are characterized by 
wide dispersed ownership (outsider systems), others tend 
to exhibit concentrated ownership of control (insider 
systems). In the outside systems of corporate 
governance especially in USA and UK, there exist a basic 
conflict of interest between strong managers and widely 
dispersed weak shareholders.  

On the other hand, in insider systems (notably 
Germany and Japan), the basic conflict is between con-
trolling shareholders (or blockholders) and weak minority 
shareholders. Corporate governance, as a concept, has 
attracted various definitions. Metrick and Ishii (2002) 
define corporate governance from the perspective of the 
investor as “both the promise to repay a fair return on 
capital invested and the commitment to operate a firm, 
efficiently given investment”. The implication of this 
definition is that corporate governance has an effect on a 
firm‟s ability to access the capital market. These authors 
argue that firm level governance may be more important 
in developing markets with weaker institutions as it helps 
to distinguish among firms. Cadbury (1992) defines cor-
porate governance as “the system by which companies 
are directed and controlled”. Governance system can 
also be defined as the complex set of constraints that 
shape the ex-post bargaining over the quasi rent 
registered by the firm. 



 
 
 

 

Corporate governance is in one hand concerned with 
ways of bringing the interests of (investors and 
managers) into line and ensuring that firms are run for the 
benefit of investors. Also, in the other hand, it is 
concerned with the relationship between the internal 
governance mechanisms of corporations and society‟s 
conception of the scope of corporate accountability 
(Deakin and Hughes, 1997). It has also been defined to 
include the structures, processes, cultures and systems 
that engender the successful operation of organizations. 
Corporate governance is also seen as the whole set of 
measures taken within the social entity that is an 
enterprise to favor the economic agents to take part in the 
productive process, in order to generate some 
organizational surplus, and to set up a fair distribution 
between the partners, taking into consideration what they 
have brought to the organization (Maati, 1999).  

In the light of the foregoing analysis, it may be stated 
more generally that different systems of corporate 
governance will embody what are considered to be 
legitimate lines of accountability by defining the nature of 
the relationship between the company and key corporate 
constituencies. Thus, corporate governance systems may 
be thought of as mechanisms for establishing the nature 
of ownership and control of organizations within an 
economy. In this context, corporate governance 
mechanisms are economic and legal institutions that can 
be altered through the political process-sometimes for the 
better (Shleifer and Vishny, 1997). Company law, along 
with other forms of regulation (including stock exchange 
listing rules, and accounting standards), both shape and 
is shaped by prevailing systems of corporate governance. 
The effect of regulation on corporate governance occurs 
through its effect on „the way in which companies are 
owned, the form in which they are controlled and the 
process by which changes in ownership and control take 
place (Jenkinson and Mayer, 1992). Ownership is 
established by company law, which defines property 
rights and income streams of those with interests in or 
against the business enterprise (Deakin and Slinger, 
1997). Corporate governance describes how companies 
ought to be run, directed and controlled. It is about 
supervising and holding to account those who direct and 
control the management.  

Previous empirical studies have provided the nexus 
between corporate governance and firm performance 
(Yermack, 1996; Claessens et al., 1999; Klapper and 
Love, 2002; Gompers et al., 2003; Black et al., 2003; 
Sanda et al., 2003) with inconclusive results. Others, 
Bebchuk and Cohen (2004) and Bebchuk et al. (2004) 
have shown that well governed firms have higher cor-
porate performance. The main characteristic of corporate 
governance identified in these studies include board size, 
board composition, and whether the CEO is also the 
board chairman. There is a view that larger boards are 
better for corporate performance because they have a 
range of expertise to help make better decisions, and are 
harder for a powerful CEO to dominate.  

However, recent thinking has leaned towards smaller 

 
 
 
 

 

boards. Jensen (1993) and Lipton and Lorsch (1992) 
argue that large boards are less effective and are easier 
for a CEO to control. When a board gets too big, it 
becomes difficult to co-ordinate and process problems. 
Smaller boards also reduce the possibility of free riding 
by individual directors, and increase their decision taking 
processes. Empirical research supports this. For 
example, Yermack (1996) documents that for large U.S. 
industrial corporations, the market values firms with 
smaller boards more highly. Eisenberg et al. (1998) also 
find negative correlation between board size and profi-
tability when using sample of small and midsize Finnish 
firms. Kyereboah-Coleman and Biekpe (2005), with the 
case of Ghana, have identified that small board sizes 
enhances the performance of microfinance institutions. 
Mak and Yuanto (2003) echo the aforementioned findings 
in firms listed in Singapore and Malaysia when they found 
that firm valuation is highest when board has five 
directors, a number considered relatively small in those 
markets. Sanda et al. (2003) in a Nigerian study, found 
that firm performance is positively related with small, as 
opposed to large boards.  

Though, the issue of whether directors should be 
employees of or affiliated with the firm (inside directors) 
or outsiders has been well researched, yet no clear con-
clusion is reached. On the one hand, inside directors are 
more familiar with the firm‟s activities and they can act as 
monitors to top management if they perceive the 
opportunity to advance into positions held by incompetent 
executives. On the other hand, outside directors may act 
as “professional referees” to ensure that competition 
among insiders stimulates actions consistent with 
shareholder value maximization (Fama, 1980). John and 
Senbet (1998), argue that boards of directors are more 
independent as the proportion of their outside directors 
increases. Though its been argued (Fama and Jensen, 
1983; Baysinger and Butler, 1985; Baysinger and 
Hoskinsson, 1990; Baums, 1994) that the effectiveness of 
a board depends on the optimal mix of inside and outside 
directions, there is very little theory on the determinants 
of an optimal board composition (Hermalin and 
Weisbach, 2002).  

A number of empirical studies on outside directors 
support the beneficial monitoring and advisory functions 
to firm shareholders (Brickley and James, 1987; 
Weisbach, 1988; Byrd and Hickman, 1992; Brickley et al., 
1994). Baysinger and Butler (1985) and Rosenstein and 
Wyatt (1990) showed that the market rewards firms for 
appointing outside directors. Brickley et al. (1994) found a 
positive relation between proportion of outside directors 
and stock-market reactions to poison pill adoptions. Also, 
Kyereboah-Coleman and Biekpe (2005) found a positive 
relationship between proportion of outside board 
members and performance of microfinance institutions in 
Ghana. However, Forsberg (1989) found no relation 
between the proportion of outside directors and various 
performance measures. Hermalin and Weisbach (1991) 
and Bhagat and Black (2002) found no significant re-
lationship between board composition and performance. 



 
 
 

 

Yemack (1996) also showed that the percentage of 
outside directors does not significantly affect firm 
performance. This was also confirmed by Kyereboah-
Coleman and Biekpe (2005) when studying nontraditional 
export firms in Ghana. Agrawal and Knoeber (1996) 
suggest that boards expanded for political reasons often 
result in too many outsiders on the board, which does not 
help performance.  

Considerable attention has been given to the role of 
boards in monitoring managers and in removing non-
performing CEOs. Jensen (1993) voices his concern that 
a lack of independent leadership makes it difficult for 
boards to respond to failure in top management team. 
Fama and Jensen (1983) also argue that concentration of 
decision management and decision control in one 
individual reduces board‟s effectiveness in monitoring top 
management. Thus, the literature reveals a board 
structure typology, the one-tier system and the two-tier 
system. In the one-tier system, the chief executive officer 
(CEO) is also chairman of the board, whilst the two-tier 
system has a different person as the board chairman and 
is separate from the CEO. It has been noted though that 
the one-tier board structure type leads to leadership 
facing conflict of interest and agency problems (Berg and 
Smith, 1978; Bickley and Coles, 1997) thus giving 
preference for the two-tier system. Agency problems tend 
to be higher when the same person holds both positions. 
Yermack (1996) argues that firms are more valuable 
when the CEO and board chair positions are separate. 
Relating CEO duality more specifically to firm 
performance, researchers however find mixed evidence.  

Daily and Dalton (1992) find no relationship between 
CEO duality and performance in entrepreneurial firms. 
Brickley et al. (1997) show that CEO duality is not 
associated with inferior performance. Rechner and Dalton 
(1991), however, report that a sample of fortune 500 
companies with CEO duality have stronger financial 
performance relative to other companies. Goyal and Park 
(2002) examine a sample of United States companies 
and find that the sensitivity of CEO turnover to firm 
performance is lower for companies without CEO duality. 
Sanda et al. (2003) found a positive relationship between 
firm performance and separating the functions of the 
CEO and Chairman. Kyereboah-Coleman and Biekpe 
(2005) realized that while CEO duality is positively 
important for microfinance institutions; it is relatively 
inconclusive on several performance measures in the 
non-traditional export sector in Ghana. Klapper and Love 
(2002) examine corporate governance and performance 
in a sample of firms in14 countries, most of which are 
developing economies.  

They find that better corporate governance is 
associated with better performance in the form of Tobin‟s 
q and ROA and that good governance seems to matter 
more when the legal environment of a country provides 
investors with weaker protections. Related to the 
aforestated discussion, John and Senbet (1998) provide 
a comprehensive review of the stakeholder theory of 
corporate governance. The main issue raised in the 

 
 

  
 
 

 

theory is the presence of many parties with competing 
interests in the operations of the firm. They also 
emphasized the role of non-market mechanisms such as 
the size of the board, committee structure as important to 
firm performance. Jenson (2001) critique the Stakeholder 
theory for assuming a single-valued objective. They, thus, 
propose an extension of the theory called an enlightened 
stakeholder theory. However, problems relating to empi-
rical testing of the extension have limited its relevance 
(Sanda et al., 2003). Corporate governance generally 
refers to the set of mechanisms that influence decisions 
made by managers when there is a separation of 
ownership and control. As discussed earlier, some of the 
conventional variables used as measures of corporate 
governance are board size, board composition and CEO 
duality. 

 

THEORETICAL MODEL 
 
We specify in this theoretical work the basic framework, and the 
economic model for our analysis in the form of the following 
regression equation which was in line with what is mostly found in 
the literature: 
 

Yit = β Xit + α Z‟i + uit (1) 
 
Where i = 1, 2, …, N and t = 1, 2, …, T and Xit is a k-dimensional 
vector of explanatory variables not including the constant. 
 

The heterogeneity or individual effect is α Z‟i where Z‟i represents a 
constant term and a set of observable and unobservable variables. 
With Z‟ containing only a constant term, Ordinary Least Squares 
(OLS) thus provides consistent and efficient estimates of the 
common and the slope vector β. However, if Z‟ is unobserved and 

correlated with Xit, then the OLS estimators are biased and 
inconsistent due to an omitted variable. Dealing with this situation, 
this study uses either the fixed or random effects estimations 
technique by carrying out the Hausman specification test. Our study 
also employs a modified version of the econometric model of Wen 
et al. (2003) and Kyereboah-Coleman (2007) which is given as 
follows: 
 

Di,t  Vi,t = β0  + Z‟i,t β1  +  Controli,t β2  + ηi  + λi  + ui,t (2) 
 
Where i = 1, 2, …, 103 firms and t = 1, 2, …, 5 is time 
(2000 to 2005) and Di,t  Vi,t is a normalized measure of dividend 

and earnings per share for firm i at time t. β0 is the intercept, Z‟i,t is 

a 1  k vector of observations on k explanatory variables for firm i at 

time t and Controli,t is a 1  k vector of control variables for firm i at 

time t. β1 and β2 are a k  1 vector of parameters, ηi and λi are 

respectively categorical country and sector specific variables, and 

ui,t is the term of error. 
 
The modification of the model involves the inclusion of both country 
and sector categorical variables. This is to enable us to capture the 
effect of country and sector specific impacts on the dependent 
variables of shareholder wealth as showing in the data as follows. 

 

THEORETICAL RESULTS 
 
By defining what constitutes these sectors, our study 
largely depended on the classifications given by the 
various stock exchanges. There is a possibility of non-
uniform classification which could pose a problem with 



 
 
 

 

regard to the analysis and results. However, we are of the 
opinion that such differences are marginal and thus have 
little impact on compromising the validity of our results. 
The banking and finance sectors were omitted in tandem 
with researches on corporate governance (Faccio and 
Lasfer, 2000). The date covers the period 2005 to 2009. 
The various stock exchange (UEMOA‟s BRVM in Abidjan, 
CEMAC‟s BRVM in Libreville, and Douala stock 
exchange, DSX, in Cameroon) fact book served as the 
main sources and supplemented with the field work for 
some of the governance variables.  

Describing and justifying our variables, we identified in 
the literature that several studies have looked at 
corporate governance and firm performance and others, 
to some extent, have looked at corporate governance and 
investor protection by essentially looking at legal and 
accountability issues related to firms (Klapper and Love, 
2004). While some have contended that the creation of 
value enhancing the performance of a firm indirectly 
ensures shareholder value maximization (Kyereboah-
Coleman, 2007) counter, such argument and advance the 
point that the performance of a firm may not necessarily 
impact on shareholders. In this research, we continue 
with Kyereboah-Coleman‟s (2007) work by measuring 
shareholder value looking at dividend using the ratio: 
 

 

Dividend per  share =  Total  annual dividend pay-out   
Total shares (3) 

 

And earnings per share with the ratio: 

 

Earnings per share = EAIT / Total shares (4) 

 

EAIT = Earning after interest and taxes (as the dependent 
variables). Indeed, both the dividend per share and 
earning per share are popular direct measurable benefits 
that accrue to shareholders. With regard to the 
independent and governance variables, we capture the 
size of the board, the independence of the board, 
whether the CEO doubles as board chairman or 
otherwise, the tenure of the CEO, and the size of the 
audit committee.  

Our study also include both country, with listed and non 
listed firms, and sector categorical variables to ascertain 
whether country and sector specific have any significant 
impact on shareholder value maximization. The size of 
the board is measured by the number of members of the 
board and the independence of the board by the ratio of 
the number of outside or non-executive directors (NEDs) 
to total board size (John and Senbet, 1998). The duality 
of the CEO is measured as a dummy variable with a 
value of 1 when CEO doubles as board chairman and 0 
when two people are entrusted with the two 
responsibilities. The tenure of the CEO is measured by 
the length of time a CEO serves in that capacity. One 
important variable captured in this paper is the size of the 
audit committee. Kyereboah-Coleman (2007) has recog-
nized the importance of audit committees in a corporate 

 
 
 
 

 

governance structure. By doing so, this research capture 
firm specific characteristics such as firm size (measured 
by employee size), asset tangibility (measured by ratio of 
fixed assets to total assets), debt ratio (measured by the 
ratio of the total debts to total assets), firm level risk 
(Equation 5) and firm age, as possible control variables. 

 
Firm level risk = [Std. deviation (  EBIT/Total assets)] 

(5) 
 
EBIT = Earning before interest and taxes. 

 

The firm level risk also measure risk earnings volatility as 
the standard deviation of the first difference of the ration 
of earnings before interest and taxes (EBIT) to total 
assets. For the purposes of regression, we find the 
natural log of employee size and firm age due to the wide 
variations in these variables at levels. 
 
 
Conclusion 
 
This research looks at the theoretical impact of corporate 
governance on shareholder value maximization in some 
countries in the CFA Zone in Africa. Data from Burkina 
Faso, Cameroon, Côte d‟Ivoire and Gabon covering the 
period 2005 to 2009 were used and the analysis will be 
completed within the panel data framework. Theoretical 
results show that, though highly dispersed, both within 
and between enterprises, corporate boards in the 
selected countries are relatively not independent.  

In the future, the regression model will be use to show 
that large board sizes enhance corporate performance 
and shareholder value maximization. Our theoretical 
paper also shows that both sector and country-specific 
effects have an impact on shareholder value 
maximization. While the mining sector is dominant in 
maximizing shareholder value, it also suffers from higher 
taxes and interest payments. 
 

 
REFERENCES 
 
Agrawal A, Knoeber CR (1996). Firm Performance and mechanism to 

control agency problems between managers and shareholders. J. 
Financ. Quant. Anal., 31: 377-397. 

Akerlof GA (1970). The Market for "Lemons": Quality Uncertainty and 
the Market Mechanism. Q. J. Econ., 84(3): 488-500.  

Allen WT (1993). Corporate Governance: The Internal Environment. 
Unpublished memorandum to 1993, Fifth Tulane Corporate Law 
Institute.  

Ayogu M (2000). Africa in comparative Governance. Hassan Toorawa 
Trust Occasional Paper 6, Du Bois Institute, Harvard University, and 
Hasan Toorawa Trust, Mauritius.  

Ayogu M (2001). Corporate Governance in Africa: The Record and 
Policies for good Governance. African Development Bank, Econ. 
Res., p. 66  

Bainbridge SM (2002). Director Primacy: The Means and Ends of 
Corporate Governance. UCLA School of Law Research, pp. 2-6. Los 
Angeles, CA: University of California Los Angeles. 

Barney J (1986). Strategic factor markets: Expectations, Luck, and 
Business Strategy, Management Science.  

Baums T (1994). Corporate governance in harmony-system and Recent 
Developments. in M. Issakson and R. Skog (eds) Aspects of 
corporate Governance, Stockholm: Jurist. 



 
 
 

 
Baysinger BD, Butler HN (1985). Corporate governance and the board 

of directors: Performance effects of changes in board composition, J. 
Law Econ. Organization, 1: 101-124.  

Bebchuk LA, Coates IV JC, Subramanian G (2002). The Powerful 
Antitakeover Force of Staggered Boards: Theory, Evidence, and 
Policy. Stanford Law Rev., 54: 887-951. 

Becht M, Bolton P, Rosell A (2002). Corporate Governance and Control. 
National Bureau of Economic Research, Cambridge.  

Berg SV, Smith SR (1978). CEO and Board Chairman: A quantitative 
study of Dual verses Unitary Board leadership. Directors and Boards, 
Spring, pp. 34-39  

Berger PG, Ofek E, Yarmack DL (1997). Managerial entrenchment and 
capital Structure decisions. J. Finance, 11(4).  

Berglog E, von Thadden EL (1999). The Changing Corporate 
Governance Paradigm: Implications for Transition and Developing 
Countries. Conferences Paper, Annual World Bank Conference on 
Development Economics, Washington D.C.  

Berle AA, Means GC (1932). The Modern Corporation and Private 
Property. Macmillan, New York.  

Bhagat S, Black B (2002). The Non-Correlation Between Board 
Independence and Long- Term Firm Performance. J. Corp. Law, 27: 
231-273.  

Bhagat S, Jefferis RHJr (2002). The Econometrics of Corporate 
Governance Studies. Cambridge, MA: MIT Press.  

Bhagat S, Shleifer A, Vishny R (1990). Hostile Takeover in the 
1980s:The Return to Corporate Specialization. Brooking Papers on 
Economic Activity: Microeconomics, pp. 1-72.  

Biggs JH (2002). Corporate Failure and Corporate Governance. TIAA-
CREF Participant Aug., pp. 2-3.  

Black B, Jang H, Kim W (2003). Does Corporate Governance Affect 
Firm Value? Working paper 327, Stanford Law School. 

Black B, Kraakman R (1996). A Self-Enforcing Model of Corporate Law.  
Harvard Law Rev., 109: 1911-1981. 

Black BS (1992). The Value of  Institutional Investor Monitoring: The 
Empirical Evidence. UCLA Law Rev., 39: 895-939.  

Blair MM (1994). CEO Pay: Why Such a Contentious Issue? Brookings 
Rev., 12: 23-37.  

Blair MM (1995). Ownership and Control: Rethinking Corporate 
Governance for the Twenty-first Century. Washington, D.C: 
Brookings Institution Press.  

Blair MM, Stout LA (1999). A Team Production Theory of Corporate 
Law. Virginia Law Rev., 85: 247-328.  

Blair MM, Stout LA (2001a). Trust, Trustworthiness, and the Behavioral 
Foundations of Corporate Law. University of Pennsylvania Law Rev., 
149: 1735-1810.  

Blair MM, Stout LA (2001b). Director Accountability and the Mediating 
Role of the Corporate Board. Washington Univ. Law Q., 79: 403-447.  

Boeker W (1997). Strategic Change: The influence of managerial 
characteristics and organizational growth. Acad. Manage. J. 

Bratton  W  (2002).  Enron  and  the  Dark Side  of  Shareholder  Value.  
Tulane Law Rev., 76: 1275-1362.  

Brickley JA, Coles JL., Jarrell G (1997). Leadership Structure: 
Separating the CEO and Chairman of the Board. J. Corporate 
Finance, 3(3): 189-220  

Brickley JA, Coles JL., Terry RL (1994). Outside directors and the 
adoption of Poison Pills. J. Financ. Econ., 35: 371-390.  

Brickley JA, James CM (1987). The takeover market, corporate board 
composition, and ownership structure: The case of banking. J. Law 
Econ., 30: 161-181  

Byrd JW, Hickman KA (1992). Do outside Directors Monitor Managers? 
Evidence from Tender Offer Bids. J. Financial Econ., 32(2): 195-221. 

Byrne JA (1999). Chainsaw: He Anointed Himself America‟s Best CEO.  
Business Week, pp. 128-149.  

Cadbury SA (1992). Committee on Financial Aspects of Corporate 
Governance. HMSO.  

Chert RM, March J (1963). A Behavioral Theory of the Firm. Englewood 
Cliffs, NJ: Prentice- Hall.  

Claessens SS, Djankor J, Fan JPH, Lang LHP (2002). Disentangling the 
Incentive and Entrenchment Effects of Large Shareholders. The J. 
Finan., 57(6): 2741-2771. 

Clark RC (1986). Corporate Law. Boston: Little, Brown and Co.  
Clark RC (1987). Agency Costs Versus Fiduciary Duties. In J.W. Pratt 

and RJ. Zeckhauser, eds., Principals and Agents:The Structure of 
Business. Cambridge, MA: Harvard Business School Press. 

 
 

  
 
 

 
Coase RH (1937). The nature of the firm. Economica, 4: 386-405.  
Coates JC IV (1999). The Contestability of Corporate Control: A 

Critique of the Scientific Evidence on Takeover Defenses. OCL 
Discussion Paper 265.  

Daily CM, Dalton DR (1992). The Relationship Between Governance 
Structure and Corporate Performance in Entrepreneurial Firms. J. 
Bus. Venturing, 7(5): 375-386. 

Deakin S, Hugues A (1997). Comparative corporate governance:  an  
interdisciplinary agenda. Journal of Law and Society, 24: 1-9.  

Deakin S, Slinger G (1997). Hostile takeovers, corporate law, and the 
theory of the firm. Journal of Law and Society, 24: 124-51.  

Eisenberg T, Sundgren S, Wells MT (1998). Larger board size and 
decreasing firm value in small firms. Journal of Financial Economics, 
48(1): 35-54.  

Faccio M, Lasfer MA (2000). Managerial ownership and firm value: The 
UK evidence. Working paper, City University Business School  

Fama EF (1970). Efficient Capital Markets:A Review of Theory and 
Empirical Work. Journal of Finance, 25: 383–423.  

Fama EF (1980). Market Efficiency, Long-Term Returns, and 
Behavioral Finance. J. Financ. Econ., (49): 238–306.  

Fama EF, Jensen MC (1983). Agency Problems and Residual Claims. 
J. Law and Econ.. 26: 327-349.  

Forsberg R (1989). Outside directors and managerial monitoring. Akron 
Business and Economic Review, 20: 24-32.  

Friedman M (1962). Capitalism and Freedom. Chicago: University of 
Chicago Press.  

Fuller J, Jensen MC (2001). Just Say No to Wall Street. TSB Working 
Paper 02–01, Hanover, NH: Amos Tuck School of Business at 
Dartmouth College.  

Gompers P, Ishii L, Metick A (2003). Corporate Governance and Equity 
Prices. Quarterly Journal of Economics, 118: 107-155.  

Jarrell GA, Brickley JA, Netter JM (1988). The Market For Corporate 
Control:The Empirical Evidence Since 1980. Journal of Economic 
Perspectives, 2: 49–68.  

Jenkinson T, Mayer C (1992). The Assessment: Corporate Governance 
and Corporate Control. Oxford Review of Economic Policy, 8(3).  

Jensen MC (1986). Agency Costs of Free Cash Flow, Corporate 
Finance, and Takeovers. American Economic Review, 76: 323–329.  

Jensen MC (1993). The Modern Industrial Revolution, Exit, and the 
Failure of Internal Control Systems. J. Financ., 48: 831–880.  

Jensen MC (2001). Value Maximization, Stakeholder Theory, and the 
Corporate Objective Function. TBS Working Paper 01-09, Hanover, 
NH:Amos Tuck School of Business at Dartmouth College.  

Jensen MC, Meckling WH (1976). Theory of the Firm: Managerial 
Behavior, Agency Costs and Ownership Structure. J. Financ. Econ., 
3: 305–360.  

Jensen MC, Ruback RS (1983). The Market for Corporate Control:The 
Scientific Evidence. Journal of Financial Economics, 11: 5–50.  

John K, Senbet LW (1998). Theory of the Firm: Managerial Behaviour, 
Agency Costs and Ownership Structure. J. Banking and Financ..  

Jones T M, Wicks AC (1999). Convergent Stakeholder Theory. 
Academy of Management Review, 24(2): 206-221,  

Kaplan S, Stein J (1993). The Evolution of Buy out Pricing and Financial 
Structure in the 1980s. Quarterly Journal of Economics, 108: 313– 
357. 

Kennedy A (2000). The End of Shareholder Value: Corporations at the  
Crossroads. Cambridge, MA: Perseus Publishing.  

Klapper LF, Love I (2002). Corporate Governance, Investor Protection 
and Performance in Emerging Markets. World Bank Policy Res., 
Paper 2818.  

Koppes RH, Ganske LG, Haag CT (1999). Corporate Governance Out 
of Focus:The Debate Over Classified Boards. Business Law, 54: 
1023–1055.  

Kyereboah-Coleman A (2005). The link between Corporate governance 
and the performance of the non-traditional export sector: Evidence 
from Ghana. Working Paper, UGBS, Legon  

Kyereboah-Coleman A, Biekpe N (2005). Corporate Governance and 
the Performance of Microfinance Institutions (MFIs) in Ghana. 
Working paper, UGBS.  

Lazonick W, O‟Sullivan M (2002). Maximizing Shareholder Value: A 
New Ideology for Corporate Governance. In Lazonick W, O‟Sullivan 
M, eds., Corporate Governance and Sustainable Prosperity.New 
York: Palgrave. 

Lipton M, Lorsch JW (1992). A Modest Proposal for Improved Corporate 



 
 
 

 
Governance. Business Lawyer, 48: 59-77.  
Maati J (1999). Le gouvernement d‟entreprise. De Boeck Université, 

Bruxelles.  
MacAvoy P, Millstein IM (1999). The Active Board of Directors and Its 

Effect on the Performance of the Large Publicly Traded Corporation. 
J. Appl. Corporate Finance, 11: 8–20.  

Mak YT, Yuanto K (2003). Board Size Really Matters: Further Evidence 
on the Negative Relationship Between Board Size and Firm Value. 
Pulses by Singapore Stock Exchange  

Martin K, McConnell J (1991). Corporate Performance, Corporate 
Takeovers, and Management Turnover. J. Financ., 46: 671–688.  

Mensah S, Aboagye K, Addo E, Buatsi S (2003). Corporate Governance 
and Corruption in Ghana. A Report prepared for IDRC CRDI ACMF 
CIPE. 

Metrick A, Ishii J (2002). Firm-level corporate governance. Paper 
presented at Global Corporate Governance Forum Research Network 
Meeting, Washington, D. C.  

Monks  RAG,  Minow  N  (1995).  Corporate  Governance.  Cambridge: 
Blackwell Business.  

Morck R, Shleifer A, Vishny R (1988a). Characteristics of Targets of 
Hostile and Friendly Takeovers. In A Auerbach, eds., Corporate 
Takeovers: Causes and Consequences. Chicago: University of 
Chicago Press.  

Morck R, Shleifer A, Vishny R (1988b). Management Ownership and 
Market Valuation: An Empirical Analysis. J. Financ. Econ., 20: 293– 
315  

Morck R, Shleifer A, Vishny R (1989). Alternative Mechanisms of 
Corporate Control. American Economic Review, 79: 842–852. 

Neumark D, Sharpe SA (1996). Rents and Quasi Rents in the Wage 
Structure: Evidence from Hostile Takeovers. Industrial Relations, 35: 
145–179.  

Yermark D, Sharpe SA (1996). Rents and Quasi Rents in the Wage 
Structure: Evidence from Hostile Takeovers. Industrial Relations, 35: 
145–179.  

Porter ME (1992). Capital Choices: Changing the Way America Invests 
in Industry. Washington, D C: Council on Competitiveness and 
Harvard Business School.  

Post JE, Preston LE, Sachs S (2002). Managing the Extended 
Enterprise: The New Stakeholder View. California Management 
Review, 45(1): 5-28. 

Rappaport A (1986). Creating Shareholder Value: The New Standard  
for Business Performance. NewYork: Free Press.  

Rechner PL, Dalton DR (1991). CEO Duality and Organizational 
Performance: A Longitudinal Analysis. Strat. Manage. J., 12(2): 155-
160. 

Rosenstein S, Wyatt JC (1990). Outside Directors, Board Effectiveness 
and Shareholders Wealth. J. Financ. Econ., 26: 175-191  

Sanda AU, Mukaila AS, Garba T (2003). Corporate Governance 
Mechanisms and Firm Financial Performance in Nigeria. Final Report 

 
 
 
 

 
Presented to the Biannual Research Workshop of the AERC, Nairobi: 

24-29  
Scharfstein D (1988). The Disciplinary Role of Takeovers”, Review of 

Economic Studies, (55): 185–199.  
Shleifer A, Summers LH (1988). Breach of Trust in Hostile Takeovers. 

In A. Auerbach AJ, eds., Corporate Takeovers: Causes and 
Consequences. Chicago: University of Chicago Press.  

Shleifer A, Vishny RW (1988). Value Maximization and the Acquisition 
Process. Journal of Economic Perspectives, 2: 7–20. 

Shleifer A, Vishny RW (1997). A Survey of Corporate Governance. J. 
Financ., 52: 737–783.  

Smith A (1776). An Inquiry into the Nature and Causes of the Wealth of 
Nations Edited by Edwin Cannan,. Chicago: University of Chicago 
Press.  

Stein J (1989). Takeover Threats and Managerial Myopia. J. Pol. Econ., 
96: 61–80.  

Stout LA (1990). Are Takeover Premiums Really Premiums? Market 
Price, Fair Value, and Corporate Law. Yale Law Journal, 99: 1235– 
1296.  

Stout LA (1997). How Efficient Markets Undervalue Stocks: CAPM and 
ECMH Under  

Stout LA (2000). Stock Prices and Social Wealth. HLS Discussion 
Paper 301. Cambridge, MA: Harvard Law School.  

Stout LA (2002). Do Antitakeover Provisions Decrease Shareholder 
Wealth? The Ex Post/Ex Ante Measurement Problem. Stanford Law 
Review, 55: 845–861.  

Tirole J (1986). Hierarchies and Bureaucracies: On the Role of 
Collusion in Organizations. J. of Law, Economics, and Organization, 
2: 181–214. 

Weisbach MS (1988). Outside Directors and CEO Turnover. Journal of 
Financial Economics, 20: 431-460. 

Williamson OE (1985). The Economic Institutions of Capitalism: Firms,  
Markets, Relational Contracting. New York: Free Press. 

Wolfensohn JD (1999). A Battle for Corporate Honesty. The Economist: 
The World in 1999, p. 38.  

Wruck K (1989). Equity Ownership Concentration and Firm Value. J. 
Financ. Econ., 23: 3–28.  

Yermack D (1996). Higher market valuation of companies with a small 
board of directors, J. Financ. Econ., 40(2): 185-221 


