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the results confirmed that gender diversity had an influence on dividend payout; hence the existing 

legislation should encourage more participation by women in governing bodies. Their evidence 

supported the Act for effective equality between women and men, which established that listed 

companies had to achieve a quota of 40% of women in decision-making bodies by 2015. 

 
Pucheta-Martinez and Lopez-Zamora (2016) examined how board composition affects dividend 

policies. Concretely, they analysed the effect of institutional directors on boards, also 

differentiating between pressure-sensitive and pressure-resistant institutional directors. 

Furthermore, the impact of foreign directors was also examined. Their findings showed that 

institutional and foreign directors on boards affected dividend policies positively, suggesting that 

these directors were more likely to mitigate agency costs. Additionally, their results reported the 

relevant monitoring role that pressure-sensitive directors play, since they impacted positively on 

dividend policies, while pressure-resistant directors showed no effect. Thus, institutional directors 

should not be considered as a uniform group. 

 
Al-Dhamari, Ismail and Al-Gamrh (2016) examined the effect of board diversity on corporate 

dividend payout policy of Malaysia non-financial listed firms. They sampled 831 firms list in 

Bursa Malaysia 2010. They employed multiple regressions analysis in which from the findings, 

the presence of women on the boards of Malaysian firms has a positive contribution to dividend 

yield, particularly when firm generate large free cash flow. 

 
Al-Marneh, Yaseen, and Iskandrani (2017) investigated the impact of board gender diversity on 

dividend policy in the context of Jordanian commercial banks. They used a sample of 13 Jordanian 

Commercial Banks listed on Amman Stock Exchange for the period 2005-2014. They found strong 

and robust evidence which indicated that diversified boards tend to pay higher cash dividends to 

shareholders since women could better address the needs of investors in impatient emerging 

markets. Moreover, their study presented the negative moderating effect of both, the government 

existence in the boardroom and international financial crisis on the relationship between gender 

diversity and dividend policy indicators. However, under such conditions, the diversified boards 

became more conservative and retained most of the profit and paid fewer dividends because of the 

risk-averse tendencies of women directors. 
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El-Magrhi, Ntim, Crossley, Malagila, Fosu and Vu (2017) examined the extent to which corporate 

board characteristics influence the level of dividend pay-out ratio using a sample of UK small and 

medium-sized enterprises (SMEs) from 2010 to 2013 listed on the Alternative Investment Market. 

The data analysed was employed using multivariate regression techniques, including estimating 

fixed effects, lagged effects and two-stage least squares regressions. The results showed that board 

gender diversity had a negative and significant relationship with the level of dividend pay-out.  

 
Chen, Leung and Goergen (2017) investigated whether female independent directors were more 

likely to impose high dividend payouts. They found evidence that firms with a larger fraction of 

female directors on their board had greater dividend payouts. Their finding was robust to 

alternative econometric specifications, and alternative measures of dividend payouts and female 

board representation. The positive effect of board gender composition on dividends remained when 

they employed propensity score matching, the instrumental variable approach, and difference-in-

differenced approach to address potential endogeneity concerns. Furthermore, they found that 

board gender composition significantly increases the dividend payout only for firms with weak 

governance, suggesting that female directors used dividend payouts as a governance device. 

 
Adamu, Ishak and Hassan (2017) explored whether there was a relationship between board 

structures and dividend policy evidenced form Nigeria. Using secondary data of 267 firm years 

from 2013 to 2015 of non-financial firms in Nigeria, the result of the random effect and logit 

regression showed that board gender had great influences on the decision to pay dividends in those 

non-financial listed firms in Nigeria. 

 
Al Rahahleh (2017) conducted a study on corporate governance quality, board gender diversity 

and corporate dividend: evidenced from Jordan between the years 2009 to 2015. The result 

disclosed after applying logit and Ordinary least square regression showed that corporate 

governance quality and board gender diversity had a positive and significant impact on dividend 

policy in the Jordanian non-financial listed firms. 

Saeed and Sameer (2017) investigated the impact of board gender diversity on dividend payments 

in the context of emerging economies. Using a dataset of listed firms from India, China and Russia 
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over the period 2007–2014, they found strong and robust evidence indicating that board gender 

diversity is negatively related to cash dividend payments in all emerging economies. Moreover, 

they found that state-ownership positively moderates the relationship between gender diversity 

and dividend payments. However, this effect is observed only for China and Russia. In additional 

analyses, they found that the negative link between board gender diversity and dividend payments 

is more pronounced during the financial crisis. However, the moderating role of state-ownership 

does not remain significant during the financial crisis. 

 
Muhammad (2018) examined the impact of female representation in the board of directors and 

ownership concentration on dividend policy of firms listed in Indonesia Stock Exchange (IDX). 

Female representation was measured by dummy which was stated by 1 for the existing of 

representation and 0 otherwise. The data used in the study were obtained from Indonesian Capital 

Market Directory, Indonesian Stock Exchange database, and company annual reports. He used a 

sample of 323 observations of publicly listed companies on the Indonesian Stock Exchange for the 

fiscal year that ends 2014 to 2016; the study found that, in general, female representation in the 

board of directors positively affects dividend policy.  

 
Eluyela, Adetula, Obasaju, Ozordi, Akintimehin and Popoola (2018) examined the influence 

foreign and indigenous directors had on determining firms’ dividend payout structure. The 

population for this study was the fifteen Deposit Money Banks listed on the Nigerian Stock 

Exchange. They used random sampling technique, with a sample of 14 DMBs for the years 2010 

to 2017. The total observations used for the work was 112. The study adopted a panel data 

methodology, which was estimated with a random-effect model. It was observed that a significant 

relationship exists between foreign directors and the dependent variable dividend payout structure.  

Jiraporn, Bouattour, Hamrouni and Uyar (2019) conducted a study on whether board gender 

diversity influence dividend policy, Evidence from France. Using a sample of French companies, 

they found that board gender diversity leads to a stronger probability for firm to pay dividends as 

well as to larger dividends. Their results were consistent with the notion that female directors 

improve the monitoring function of the board, thereby forcing managers to disgorge more cash out 
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in the form of larger dividends. The free cash flow problem was mitigated as larger dividends 

reduce the free cash flow left inside the firm that could be exploited by opportunistic managers. 

Almeida, De Morais and Coelho (2020) examine the marginal influence of female participation on 

the board of directors and executive board regarding decisions associated with dividend policy in 

companies operating in Brazil. The sample composed of non-financial companies listed on the B3 

Stock Exchange between 2010 and 2015, which encompasses 261 companies (1,084 observations 

per year). The econometric analysis was carried out through the descriptive analysis of the 

variables and LOGIT and TOBIT tests of inference estimated with fixed effects and meeting all 

econometric requirements. The proportion of women in both deliberative and executive bodies 

affect marginally the dividend policy of Brazilian companies. The female presence in management 

bodies contributes to a higher probability of earnings distribution and increase in the payout level; 

such tendency is moderated when women are in the board of directors; hence they do not reject 

the hypothesis of female influence on dividend policy decisions in Brazil. 

 
Ain, Yuan, Javaid, Zhao, and Xiang (2021) investigated the relationship between gender diversity 

on the board and dividend payouts in China using a large sample over the period 2003–2017. Our 

results provide robust and strong evidence showing that gender diversity on the board is positively 

associated with cash payments of dividends. The empirical outcomes confirm that gender diversity 

on the board facilitates corporate governance and subsequently promotes dividend payouts. They 

demonstrate that gender diversity on the board has the greatest effect when the board has critical 

mass participation (three or more female directors) compared with only their token participation. 

However, independent female directors increase dividend payouts, while female executive 

directors do not have a significant impact. Furthermore, they extend the literature on the 

relationship between dividend payments and government ownership by providing evidence that 

gender diversity has a higher impact on dividend payouts for state-owned enterprises than non-

state-owned enterprises. After controlling the endogeneity problems, our findings are reliable and 

robust. 

 

 

3. METHODOLOGY 
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The study examines the relationship between board diversity and dividend policy of Deposit 

Money Banks (DMBs). The population of the study is all DMBs listed in the Nigerian Stock 

Exchange. A sample of 12 firms was taken using judgmental sampling technique. In order to 

understand the industry trend briefly the study used 9 years data (2012-2020) to see the effect of 

each independent variable on the dividend payout. 

 
Model specification: 

To evaluate the impact of board diversity on dividend payout in Nigeria listed Deposit Money 

Banks. The study adopted the model used by …. 

DPRit = β0 + β1BGit+ β2BFDit+ β3ROAit + β4FISit + β5AGEit + µit……………..…i 

DPR represent the Dividend payout ratio measured by dividend per share divided by 

earnings per share 

BG represent board gender measures the percentage of female director on the company 

board 

BFD represent board foreign directors; which measures the number of foreign directors on 

the company board 

ROA represent the return on assets measure by net profit after tax by total assets 

FIS represent the firm size measure by the natural log of total asset 

AGE representing firm age measured by the age the company was listed to date 

 i and t represent the industry and time 

 β represent the coefficients and error term. 

 The model examines the relationship between the predictors and criterion variables. 
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4. DISCUSSION OF RESULT 

This section of the study gives the descriptive statistics of the variables used, the correlation matrix 

and the regression analysis. 

Table 1: Descriptive Statistics 

VARIABLES OBS MEAN 
STD 
DEV 

MIN MAX 

DPR 108 0.282 0.323 0.000 1.579 

BGD 108 0.179 0.122 0.000 0.455 

BFD 108 0.077 0.114 0.000 0.500 

ROA 108 0.032 0.053 -0.057 0.271 

FIS 108 27.54 1.207 25.01 29.66 

AGE 108 41.33 31.10 1.000 126.0 

Source: Generated from annual report and accounts 2021 
 

It can be seen from table 1 that the number of observations for DPR are 108. It shows that DPR 

has a mean value of 0.2822 percent which is the ratio of dividend per share to earnings per share 

of sampled bank. When the mean value is compared to the value of standard deviation which is 

0.2734, it shows how the spread is to the mean. Hence, the standard deviation indicates that there 

is no significant variation in DPR between the sampled Banks during the period of the study. 

Furthermore, DPR has a minimum of 0.00 and maximum of 1.06 percent. This indicates that during 

the period of study, there are banks which did not declare dividend, for example, Union Bank, 

Unity Bank and Wema Bank have the largest portion of years which dividend was not declared. 

Board Gender has a mean value of 17.7 percent with a standard deviation of 0.12 which indicates 

significant variation in the board gender across sampled Banks. However, Fidelity Bank had no 

female director sitting on the board for the years 2012 to 2020 while First City Monument Bank 

and Union Bank had no female director on the board for the years 2012 to 2014 while Wema Bank 

had no female director in the years 2012 and 2014 respectively. This shows why there is a 

minimum value of 0 and a maximum of 45 percent females sitting on the board of Sterling Bank. 

On the average, the sampled Banks for the study have a mean of 9.5 percent of foreign directors 

sitting on the board with a minimum and maximum value of 0 and 50 percent. A close examination 

of the mean value with the minimum and maximum value indicates that majority of the sampled 

Banks have no foreign directors sitting on the board and this is supported by the standard deviation 
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which show a value of 0.1218 which indicates significant variation in the composition of foreign 

directors to the board size of the sampled Banks. 

As indicated in table 4.1, the profitability of the sampled Banks measured as return on asset has a

mean value of 3.02 percent and a minimum and maximum value of -5.71 percent and 27.1 percent 

respectively. This indicates that there is a wide gap between profitable and less profitable Banks. 

This can also be seen from the standard deviation 5.30 which indicates no significant variation in 

profitability of Banks. In 2012, Wema bank recorded a loss of N5 Billion while Unity Bank 

recorded as loss in 2013 and 2017 of N22 Billion and N14 Billion respectively. 

 
Also, firm size which is derived by the total assets of the sampled Banks has an average mean of 

N1.62 Trillion, with a minimum and maximum value of N70 Billion to N7 Trillion respectively. 

This implies that on average all Banks have N1 Trillion worth of assets both fixed and current. 

The standard deviation of N1.60 Trillion indicates no significant variation on the total assets of 

sampled Banks.  

Lastly, the firm age of sampled Banks has a mean value of 41.3 years and a minimum and

maximum of 1 to 126 years. This shows that most of the sampled Banks have grown reasonably. 

Stanbic IBTC was in the phase of reorganizing into a holding company structure hence was 

delisted and enlisted in November 2012 as Stanbic IBTC Holding Plc. That was responsible for 

the minimum value of 1 year and First Bank Holding recorded the oldest bank listed in the Nigerian 

Stock Exchange. 

 
4.2 CORRELATION MATRIX 

The results of the Pearson’s correlation between the dependent variable dividend payout ratio and 

the explanatory variables (board gender, foreign directors, return on asset, firm size, firm age) are 

presented in table 2. It shows the relationship between all pairs of variables in the regression 

models. This gives an insight into the magnitude of the pairs of the explanatory variables used in 

the study.  
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Table 2: Correlation Matrix 

VAR DPR GEN FOR PRO FIS AGE 

DPR 1.0000      

GEN 0.1329 1.0000     

FOR -0.3022*** 0.0977 1.0000    

PRO 0.2042* 0.3474*** 0.2140** 1.0000   

FIS 0.1773 0.0225 -0.4019*** -0.3713*** 1.0000  

AGE -0.1158 -0.1374 -0.4117*** -0.1402 0.2058** 1.0000 

Source: Generated from annual report and accounts 2021 
  * significant at 10% 
  ** significant at 5% 
  *** significant at 1%   
 
 From table 2 it can be seen that gender diversity, ROA, and Firm size have a positive and 

significant relation with dividend payout ratio with a coefficient value of 0.1329, 0.2042 and 

0.1773 respectively, while foreign directors and firm age a negative a insignificant relationship 

with DPR, having a coefficient value of -0.3022 and -0.1158 respectively.  

 
Furthermore, board gender has a positive and significant relationship with profitability which has 

a coefficient value of 0.3474 while positive and insignificant relationship with foreign director, 

firm size with a coefficient value of 0.0977 and 0.0225 respectively. While negative and 

insignificant relationship with firm age with a coefficient value of -0.1374.  

Foreign director has a positive and significant relationship with profitability which has a 

coefficient value of 0.2140 while negative significant relationship with firm size and firm age 

which have a coefficient value of -0.4019 and -0.4117.  

 
This section presents and interprets the results of the regression on the relationship between 

board diversity (board gender, and foreign directors), controls (profitability, firm size and firm 

age), and dividend policy proxy by dividend payout ratio. 
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 Table 3 FGLS Regression 

DPR COEF Z P>|Z| VIF 

GEN 0.1254 1.31 0.191 1.20 

FOR -1.7502 -8.99 0.000 1.39 

PRO 0.4264 1.46 0.144 1.36 

FIS -0.0622 -3.47 0.001 1.38 

AGE -0.0024 -2.28 0.022 1.22 

CON 2.2241 4.65 0.000  

Mean VIF    1.31 

R Square     

Prob. F     0.000   

 Source: Generated from annual report and accounts 2021 
  * Significant at 10% 
  ** significant at 5% 
  *** significant at 1%   

 
From the table 3 show the FGLS regression analysis for this study. From both the model, it can be 

seen that the p value for model fitness is significant at < 0.1% which indicate that the model is fit. 

The r square for model 1 is 23 percent. From the table 3, model 1 show that board gender diversity 

has a positive but statistically insignificant relationship with dividend policy, with a coefficient 

value of 0.1254, p value of 0.191 which is greater than 10 percent level. This result fail to accept 

the null hypothesis that gender diversity has a negative and insignificant relationship with dividend 

policy. However, the explanation for the result is the higher or lower the number of female 

directors it has no significant impact on the dividend payout ratio of listed banks. The implication 

of this is that the higher or lower the number of female directors, it will not have any significant 

impact on dividend policy of listed DMBs in Nigeria. This contrary to the findings of Bolbol 

(2012), who found a negative and insignificant result. The result too is consistent with the findings 

of Pucheta-Martinez & Bel-Oms (2015), Al Dhaman et al (2016), Chen, et al (2017), Adamu, et 

al (2017), Jiraporn et al (2019) and Ain et al (2021) had positive but significant relationship with 

dividend policy. 

 

Furthermore, the table 3 shows foreign directors have a negative significant impact on dividend 

payout ratio with a coefficient value of -1.7502, p value of 0.000 which is less than 1 percent. This 

result also fails to accept the null hypothesis that foreign directors have a negative and insignificant 
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impact on dividend payout ratio of listed banks. This result is inconsistent with the works of 

Pucheta-Martinez & Lopez-Zamora (2016) who found foreign director to have a positive and 

significant relationship with dividend policy. The implication of this is the higher the number of 

foreign directors, the less will be dividend policy toward shareholders. Although, their actions may 

be due to them in the board, they should explore more room of investing in profitable ventures for 

a higher return to shareholder. 

 
Profitability has a positive and insignificant relationship with dividend payout ratio. It has a 

coefficient value of 0.4264, p value of 0.144 which is greater than 10 percent. This result fails to 

accept the hypothesis for the study which states profitability has a negative and insignificant 

relationship with dividend policy. This implication hare is, the more the profit realized by listed 

banks, it has no significant impact on dividend payout ratio. This is contrary to the studies of … 

Lastly, firm size and firm age have a negative and significant relationship with dividend policy of 

listed banks in Nigeria. Firm size has a coefficient value of -0.0622, p vale of 0.001 which is less 

than 1 percent. This implies that, the larger the size of the firm, the lower will be the dividend 

payout ratio. Firm age has a coefficient value of -0.0024, p value of 0.022 which is less than 5 

percent level. The implication of this result is the old a firm is the lesser the dividend payout ratio 

of listed DMBs in Nigeria.  

 
5.0 CONCLUSION 

The study concludes that gender diversity of the board of listed DMBs have a positive and 

insignificant impact with dividend policy. The likely reason for this outcome may be due to their 

low number on the board. Probably, the nature of female counterpart in electing on the board. They 

should have the willingness to participate. Furthermore, the study also conclude that foreign 

directors have a negative and significant impact on dividend policy. This implies that they 

contribute negatively to dividend policy. However, the negative impact may be due to the low 

number of foreign directors on firm board. Furthermore, their expectation maybe to improve on 

shareholders earnings hence seeking for profitable portfolios.  

The study recommends that higher participation of both female and foreign directors, in order to 

analyze their decision towards dividend policy. The female directors if elected to serve for a 
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director, they should be willing to take the responsibility. Additionally, foreign directors may be 

limited to contributing to investments opportunities and not towards dividend policy. Lastly, other 

diverse characteristics should be analyze toward identifying proxies contribution to dividend 

policy. This cannot be achieved unless in annual reports and accounts of listed firms disclose full 

profile of the board members. 
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Abstract 

This study examined the determinants of financial performance with emphases on profitability of 
the listed insurance companies in Nigeria. 19 out of the 26 insurance firms listed on the Nigerian 
Stock Exchange were used as the sample of the study. Data of the study covering a period of ten 
years (2009 to 2018) were collected from the Annual report and account of the selected Insurance 
Companies and were analysed using Descriptive Statistics, Correlation and regression analysis. 
The study uncovered that liquidity, investment, reinsurance dependence and retention ratio are 
the major determinants of financial performance of listed insurance companies in Nigeria. The 
study recommended that listed insurance companies should convert significant part of their cash 
and cash equivalent into productive assets that can improve their financial performance, increase 
investment in profitable sectors, give adequate attention to reinsurance facilities, view reinsurance 
as an important risk management mechanism and retain a good portion of their net income to 
grow the company. 

 
Keywords: Determinants, Profitability, Nigerian Insurance Companies. 
 

1.1 Introduction   

The world economy has become more integrated; firms have been facing more and more pressure 

to disclose their business performance. This led the insurance companies’ regulators all over the 

world to negotiate and harmonize global insurance regulations which could lead to greater 

standardization of insurance policies and promote globalization of the insurance value chain. To 

achieve this, there is need for a better understanding of the determinants of insurance companies’ 

financial performance (the major aspect of performance) by the regulators and other market 

participants such as financial institutions that are eager to provide financing for insurance 

companies in order to enhance their performance. 
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To enhance the performance of Insurance companies in Nigeria and to make them stronger players 

nationally and internationally, the sector underwent a reform in 2004. However, in 2014 available 

statistics revealed that the performance of insurance companies in Nigeria still remains below 

average. The statistics further indicated that the companies contributed only 0.3% of overall GDP 

in 2014 in terms of the value of gross premiums written which was very minimal if compared to 

16% of South African insurance contribution to GDP. This among others provides a cause for 

assessing the determinants of insurance companies’ performance in Nigeria. Therefore, this study 

examines the determinants of profitability of insurance companies in Nigeria. 

 
Furthermore, financial performance and factors that have an effect on it is a recurring topic in 

academic literature. While some studies look at the external factors affecting performance which 

are the macroeconomic factors that influence the business decision of a company which are not 

within the control of the management -the political, economic, social, technological and 

environmental factors, others look at the internal factors like size, volume of capital, underwriting 

risk, premium growth, asset tangibility, liquidity etc. This study focuses on the internal 

determinants based on the resource based view suggesting that the internal resources of a firm are 

key to gaining competitive advantage (Zainudin, Mahdzan and Leong 2018). 

 
Nevertheless, there is no consensus on a common collection of the internal determinant of firm 

performance (Nikolaus 2015). Many studies are conducted on the determinants of financial 

performance in Nigeria and other countries. Studies conducted in other countries include that of

Hu’s and Izumida’s (2008) in Netherlands, Mirza and Javed (2013) and Abbas (2013) in 

Pakistan,Vithessonthi and Tongurai (2015) in Netherlands also, Anila Çekrezi (2015) in Albania, 

Mwangi (2015) and Murerwa (2015) in Kenya. The above studies used different collections of

financial performance determinants and their findings may not be applicable to our economy 

(Nigeria).   

 
In Nigeria few studies were conducted on the determinants of financial performance. These include 

Cyril and Nwangwu (2013) and Osuka and Chinye (2013). These two studies focused on the

determinants of financial performance of quoted banks in Nigeria and due to the specialty in 

banking operations  the findings there in, could be of no or less relevant to other sectors in the 
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Nigerian economy. Otunaiya, Ologbon and Oyebanjo (2013) studied the determinants of financial 

performance of maize farms in Egba division of Ogun state. Their study also falls short in its scope 

as it focused only on one firm and in one state. 

 
Ibrahim (2016) also assessed the determinants of insurance companies' performance in Nigeria. 

Although this study was on insurance sector, but the findings of the study will not be relevant due 

to the lapse of time. Similarly, the study failed to consider some important determinants that are 

capable of having great influence on the financial performance of insurance companies such as

investment, insurance dependence, under writing risk and retained risk. Therefore, this study 

intends to assess the determinants of financial performance of listed insurance companies in 

Nigeria using a new collection of the determinants which is different from the one used by previous 

studies in Nigeria as a means to bridge the gap with those studies. 

 
1.2 Objectives of the Study  

The research aims at examining the determinants of financial performance of the listed insurance 

companies in Nigeria. Specifically, the objectives of this research are to examine the impact of: 

i. Leverage on the profitability of listed insurance companies in Nigeria. 

ii. Liquidity on the profitability of listed insurance companies in Nigeria. 

iii. Growth rate on the profitability of listed insurance companies in Nigeria. 

iv. Investment on the profitability of listed insurance companies in Nigeria. 

v. Underwriting risk on the profitability of listed insurance companies in Nigeria. 

vi. Insurance dependence on the profitability of listed insurance companies in Nigeria. 

vii. Retained risk on the profitability of listed insurance companies in Nigeria. 

 
1.3 Research Hypotheses 

For the purpose of this study the following hypotheses are formulated in their null forms as follows: 

i. Leverage has no significant impact on the profitability of listed insurance companies in 

Nigeria. 

ii. Liquidity has no significant impact on the profitability of listed insurance companies in 

Nigeria 
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iii. Growth rate has no significant impact on the profitability of listed insurance companies in 

Nigeria 

iv. Investment has no significant impact on the profitability of listed insurance companies in 

Nigeria 

v. Under writing risk has no significant impact on the profitability of listed insurance 

companies in Nigeria 

vi. Insurance dependence has no significant impact on the profitability of listed insurance 

companies in Nigeria 

vii. Retained risk has no significant impact on the profitability of listed insurance companies 

in Nigeria 

 
2.1 The Concept of Performance 

The concept of organizational performance is very common in the academic literature although its 

definition is difficult because of its various meanings. For this reason, there is not a universally 

accepted definition of this concept. In the '50s, organizational performance defined as the extent 

to which organizations, viewed as a social system fulfilled their objectives (Georgopoulos & 

Tannenbaum, 1957). Thus, performance evaluation during this time was focused on work, people 

and organizational structure. Later in the 60s and 70s, organizations began to explore new ways to 

evaluate their performance as such performance was defined as an organization's ability to exploit 

its environment for accessing and using the limited resources (Yuchtman & Seashore, 1967). 

The years 80s and 90s were marked by the realization that the identification of organizational 

objectives is more complex than initially considered. Managers began to understand that an 

organization is successful if it accomplishes its goals (effectiveness) using a minimum of resources 

(efficiency). Thus, organizational theories that followed supported the idea of an organization that 

achieves its performance objectives based on the constraints imposed by the limited resources 

(Lusthaus & Adrien, 1998). In this context, profit became one of the many indicators of 

performance. 

 
Accordingly, there have been various measures of financial performance. For example return on 

sales reveals how much a company earns in relation to its sales, return on assets determines an 
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organization’s ability to make use of its assets and return on equity reveals what return investors 

take for their investments. The advantages of financial measures are the easiness of calculation 

and that definitions are agreed worldwide. Traditionally, the success of a manufacturing system 

or company has been evaluated by the use of financial measures (Tangen, 2003). 

 
Lebans & Euske (2006) provide a set of definitions to illustrate the concept of organizational 

performance. According to them, performance can be seen as a set of financial and nonfinancial 

indicators which offer information on the degree of achievement of objectives and results. 

Performance is dynamic, it requires judgment and interpretation and can be illustrated by using a 

causal model that describes how current actions may affect future results. 

 
Generally, firms’ performance is very essential to management as it is an outcome which has been 

achieved by an individual or a group of individuals in an organization related to its authority and 

responsibility in achieving the goal legally, not against the law, and conforming to the morale and 

ethic. Performance also, is the function of the ability of an organization to gain and manage the 

resources in several different ways to develop competitive advantage. 

 
Literature usually distinguishes between two types of firm performance, financial or economic 

performance and innovative performance. According to Hagedoorn and Cloodt, 2003 Financial or 

economic performance is often expressed in terms of growth of sales, turnover, employment, or 

stock prices, whereas innovative performance is generally expressed in terms of expenditures, 

patents, percentage of innovative sales, or self-reported innovations Although both types of 

performance are often inter-related (Damanpour & Evan 1984), literature often uses both types of 

performance as separate concepts or only focuses on one of the two (Knoben & Oerlemans, 2006). 

 
2.1.1 Financial Performance 

Most of the studies conducted on organizational performance define it as a dependent variable and 

seek to identify variables that produce variations in performance. This study utilizes ROA as

surrogate of performance. 

Return on assets (ROA) is an indicator of how profitable a company is relative to its total assets. 

It also gives an idea as to how efficient the management is at using its assets to generate earnings. 


