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Abstract
The main objective of this study is to examine the relationship between the Chief Executive O�cer (CEO)
duality and the �nancial performance of commercial banks in Ethiopia. 12 commercial banks are
included in this study among 17 banks in Ethiopia based on their �nancial report of 10 years for the
period of 2009 to 2018. Five banks have not been included in the sample selection since one bank is a
development bank and the other four commercial banks are newly established. The secondary data have
been accrued from the National Bank of Ethiopia with banks' �nancial performance and primary data
have been gathered from selected commercial banks using survey questionnaires concerning corporate
structure. It uses panel data on �nancial performance measured by Return on Equity (ROE), Return on
Asset (ROA), and Net Interest Margin (NIM). To analyze data E-View 9 Statistics was used. Both multiple
regression and correlation were used to determine the relationship between the Chief Executive O�cers
(CEO) duality and �nancial performance of commercial banks in Ethiopia. The study investigated that
half of the banks chief executive o�cers hold the position of chairman The correlation result indicate that
Chief Executive O�cer (CEO) duality has a positively and statistically insigni�cant relationship with the
�nancial performance of commercial banks as measured by Return on Equity (ROE) (0.013), there is a
negative relationship between Chief Executive O�cers (CEO) Duality (-0.231) and the �nancial
performance as measured by Return on Assets (ROA). There is a negative relationship between Chief
Executive O�cer (CEO) duality (-0.043) and the �nancial performance as measured by Net Interest
Margin (NIM).

I. Introduction
The issue of corporate governance becomes international in the early 1980s. Corporate governance plays
a vital role in macro and microeconomic stability for economic growth as well as social welfare.
Therefore, international organizations give more attention and concern to this issue at the micro and
macro levels. It is used to make a smooth relationship among shareholders, the board of directors, and
top management in determining the direction and performance of the corporation. It is also de�ned [1] to
include the structures, processes, cultures, and systems that engender the successful operation of
organizations. The concept of corporate governance of banks and every large �rm has been a priority on
the policy agenda in the developed market economies for over a decade. The concept is gradually
warming itself as a priority in the African continent [6].

According to [27], state that corporate governance is about putting in place the structure, processes, and
mechanisms that ensure the �rm is being directed and managed in a way that enhances long-term
shareholder value through accountability of managers and enhancing �rm performance. In other words,
through such structure, processes, and mechanisms, the well-known agency problem (which results from
the separation of ownership from management and leads to a con�ict of interests within the �rm) may
be addressed so that the interests of managers can be aligned with those of the shareholders.
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Nowadays, most of the shareholders in the �rm are seeking to be the board of directors to account for the
�nancial performance of their organization in the business environment. The failure of substantial
corporations around the world has paid attention to the performance and behavior of the board of
directors of an organization. The Board of directors, found on the top management of the organization, is
held responsible for the strategic direction that the organization takes. Effective corporate governance is
having a very crucial background and affects the success of entrepreneurship.

Ethiopia‘s location gives it strategic dominance as a jumping point in the Horn of Africa, close to the
Middle East. Ethiopia is bordered by Eritrea to the North, Sudan to the West, Kenya to the South, Somalia
to the East, and Djibouti to the Northeast. Ethiopia is landlocked and has been using neighboring
Djibouti's main port for the last two decades. The country covers an area of 1,126,829 km². A population
of more than 114 million inhabitants (in 2020) makes the country the second-most populous nation in
Africa next to Nigeria.

Ethiopia is the fastest-growing economy in Africa. However, it is also one of the poorest with a per capita
income of $790. Ethiopia aims to reach lower-middle-income status by 2025. Ethiopia has registered
remarkable economic performance with annual growth averaging 10.9% over the past ten years. This is
double the Sub Sahara Africa and triples the world average growth over this period and has led to
Ethiopia being rated as one of the fastest-growing economies in the world (UNDP, 2014).

Ii. Statement Of The Problem
The board of directors has an imperative task in lessening the agency costs that arise from the
separation of ownership and decision control in corporations [8]. A chief executive o�cer (CEO) is the
highest-ranking executive in a company, whose primary responsibilities include making major corporate
decisions, managing the overall operations and resources of a company, acting as the main point of
communication between the board of directors (the board) and corporate operations and being the public
face of the company. A CEO's role varies from one company to another depending on the company's size,
culture, and corporate structure. In large corporations, CEOs typically deal only with very high-level
strategic decisions and those that direct the company's overall growth. In smaller companies, CEOs often
are more hands-on and involved with day-to-day functions. CEOs can set the tone, vision, and sometimes
the culture of their organizations. The major duties, responsibilities, and job description of a CEO include
Communicating, on behalf of the company, with shareholders, government entities, and the public,
leading the development of the company’s short-and long-term strategy, Creating and implementing the
company or organization’s vision and mission, evaluating the work of other executive leaders within the
company, including directors, vice presidents, and presidents, maintaining awareness of the competitive
market landscape, expansion opportunities, industry developments, etc., ensuring that the company
maintains high social responsibility wherever it does business, assessing risks to the company and
ensuring they are monitored and minimized, setting strategic goals and making sure they are measurable
and describable. The position of Chief Executive O�cer and Chairperson of the Board is held by some
person. Most organizations and companies permit the Chief Executive O�cer to become the chairperson,
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which can cause a con�ict of interest problems. [13] Established an optimistic and signi�cant connection
between performance and separation of the o�ce of board chair and CEO. [28] Similarly commented that
�rms are more signi�cant when different personnel takes up the o�ce of the board, chair, and CEO. The
consequences of the study of [17], put forward that boards that are prearranged to be more independent
of the CEO are more effective in monitoring the corporate �nancial accounting procedure. According to
[21], a board of directors dominated by the CEO is more likely to lack independence, which leads to
increased agency discord and, ultimately, poor company results. The purpose of the present research is to
investigate the effect of Chief Executive O�cers (CEO) duality on the �nancial performance of
commercial banks in Ethiopia which has a lack of consistency based on previously conducted
researches. Furthermore, this research investigates to answer the following basic questions: 

1.  Is there any relationship between Chief Executive O�cers (CEO) duality and �nancial performance of
commercial banks as measured by Return on Equity (ROE? 

2. Is there any relationship between Chief Executive O�cer (CEO) duality and �nancial performance of
commercial banks as measured by Return on Asset (ROA)?

3. How can be Chief Executive O�cer (CEO) duality can affect the �nancial performance of commercial
banks in Ethiopia as measured by Net Interest Margin (NIM)?

Research Hypothesis

Based on the above-mentioned research question, the following hypotheses have been formulated and
tested.

 H1: There is a negative relationship between Chief Executive O�cers (CEO) duality and the �nancial
performance as measured by Return on Equity (ROE).

 H2: There is a negative relationship between Chief Executive O�cers (CEO) duality and the �nancial
performance as measured by Return on Assets (ROA).

 H3: There is a negative relationship between Chief Executive O�cers (CEO) duality and the �nancial
performance as measured by Net interest margin (NIM)

Iii Review Of Related Literature
Corporate Governance refers to how the power of a corporation is exercised in the corporation’s total
portfolio of assets and resources to maintain and increase the shareholder value and satisfaction of
other stakeholders in the context of its corporate mission.

Empirical Review 
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Board duality is de�ned as when the chief executive o�cer of the corporation is as well holding the
function of the chairman of the board of directors. According to [2], executive duality refers to the
organizational structure wherein the Chief Executive O�cer (CEO) also serves as the chairman of the
same �rm's board of directors. [14] established an optimistic and signi�cant connection between
performance and separation of the o�ce of board chair and CEO. [28] similarly commented that �rms are
more signi�cant when different personnel takes up the o�ces‖ of the board, chair, and CEO.

[16] con�rmed that big and autonomous boards add to a �rm‘s value, and the synthesis of the two o�ces
unenthusiastically affects the �rm‘s performance, as the �rm has a lesser amount of access to debt
�nance. The consequences of the study of [17] put forward that boards that are prearranged to be more
independent of the CEO are more effective in monitoring the corporate �nancial accounting procedure. [9]
found that �rms that separated the functions of board chair, and CEO had smaller debt ratios. Con�ict of
interest, the concentration of power, and reduced board independence are usually observed when the
roles of CEO and Chairman of the board are exercised by the same individual, i.e. if no separation of chief
executive o�cers and chairman of the company. According to [19], a board of directors dominated by the
CEO is more likely to lack independence, which leads to increased agency discord and, ultimately, poor
company results. According to [17], CEO Duality increases decision-making pace and e�ciency
eliminates disagreements on the board of directors and may have a positive impact on �rm results.

According to [3],  [4], and  [16], in the absence of separation between the chairman and executive o�cer, it
is the cause for potential con�ict between management and the board since gaining complete power.
Effective leadership in the form of a capable Chief Executive O�cer is considered critical for the
organization's sustainability, and the CEO is one of the most powerful employees [11]. The agency theory
postulates the divergent interests of shareholders and the management trustees who are entrusted with
the management of affairs of the business [7], whereas the stewardship theory expects managers to be
trustworthy and responsible trustees of the organizational assets for intrinsic satisfaction, challenging
endeavors, exercise daily assigned duties and responsibilities to achieve appreciation from peers and
higher authorities [4]. Furthermore, according to the resource dependence theory, directors are recruited
based on explicit quali�cations and technical experience [25]; [12]. According to existing research, CEOs'
explicit personal characteristics can in�uence their behavior and decision-making process, which, in turn,
in�uences �rm performance ([13] In a bank, if there is no separation of powers between chief executive
o�cers and chairman, i.e. direct duality, board meetings have a loophole to make policies which may
unrestrained from his/her actions in the best interest of him/her. This automatically weakens the BOD's
oversight power and roles, putting checks and balances, which are critical components of internal control
and good corporate‖ governance, in jeopardy. According to [22] a board of directors dominated by the
CEO is more likely to lack independence, which leads to increased agency discord and, ultimately, poor
company results.

[23] Investigated the effects of CEO duality on �rm performance in Nigeria and found that CEO duality
has no substantial impact on �rm �nancial performance in Nigeria. [20] on the other hand, conducted an
empirical study of the impact of CEO duality on the �nancial performance of listed companies in Nigeria
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and concluded that concentrating control in the hands of a single executive may have negative
consequences.

According to [3] the CEO duality creates a single focal point for the �rm's leadership, resulting in an
impression of �rm stability and increased con�dence in the business management and fostering better
communication between the administration and the Board of Directors. To support this claim, [4] claims
that CEO duality establishes solid, unambiguous leadership expressed in a unity of command and those
�rms with CEO duality make better and faster decisions, outperforming those with the two positions split.
As a result, CEO Duality is anti-corporate governance and detrimental to the �rm's overall success. The
agency theory takes this stance. However, as previously mentioned, the stewardship theory supports CEO
Duality as a central requirement for establishing a necessary and strong command chain at the top
management of the company. According to [19], CEO Duality increases decision-making pace and
e�ciency eliminates disagreements on the board of directors and may have a positive impact on �rm
results.

Iv Research Methods And Methodology
The methodology of every research work includes the sources of data, methods of collecting data, and
analysis and interpretation of data. To test the hypotheses developed for this research, the quantitative
approach with panel data is adopted. It presents the research design, procedures of data collection, the
sampling procedure and method of data analysis, and the measurements of the variables. This study
investigates the impact of Chief Executive O�cers (CEO) duality on the �nancial performance of
commercial banks in Ethiopia on a sample of the data collected from 2009 to 2018. Although the total
number of banks in Ethiopia is 17, �ve of them have not been included in the analysis due to one bank is
a development bank and the other four banks are newly established. Therefore, 12 commercial banks are
included in this study. This study employed the analysis of regression and correlation. The secondary
data collected from the National bank of Ethiopia with banks' �nancial performance and primary data are
collected from each selected bank regarding banks corporate structure. In the present study, accounting-
based �nancial performance indicators are used as dependent variables. The three diverse �nancial
performance pointers used as dependent variables in this study to examine the impact of Chief Executive
O�cers (CEO) duality on �nancial performance are Return on Equity (ROE), Return on Assets (ROA), and
Net Interest Margin (NIM). 

Research Model 

ROEit = α0 + 1CEO + e

ROAit = α0 + 1 CEO + e

NIMit = α0 + 1 CEO + e

Where, 
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ROE stands for Return on Equity, a proxy for banks pro�tability

ROA stands for Return on Asset, a proxy for bank pro�tability 

NIM stands for Net Interest Margin, a proxy for bank pro�tability

CEO stands for Chief Executive O�cers duality

e stands for the error term 

Analysis of Data

Table 4.1 shows that the mean value of the �nancial performance of commercial banks as measured by
ROA is 3.086 percent. This indicates that the sample commercial banks in Ethiopia on average earned
Net Income before Tax (NIBT) of 3.086 percent of the total assets. Since ROA indicates the e�ciency of
the management of a company in generating NIBT from the resources of the institution, the higher ROA
shows that the company is more e�cient in using its resources. The maximum value of ROA is 6.70 and
the minimum value of 0.000. That means the most pro�table and least pro�table banks among the
sampled banks earned 0.067 Birr and 0.00 of net income for a single Birr invested in the assets of the
�rm respectively. ROA is an essential indicator for a bank as it shows investors how the company
is behaving in terms of converting assets into net capital. As a result, it can be inferred that the higher the
percentage, the better it is for a bank to generate income from its total assets.

Return on Equity (ROE) is the amount of net income generated by a company as a percentage of its
shareholder‘s equity. It measures the pro�tability of a company by showing how much net pro�t a
company can generate with the money invested by shareholders. The ROE, which is measured by the Net
Income after Tax (NIAT) divided by total shareholders’ equity, has a mean value of 24.841 percent.
This implies that the sample commercial banks in Ethiopia on average earned 24.841 percent of each Birr
invested in shareholders’ equity. Comparing results of the three �nancial performances as measured by
ROE, ROA, and NIM with a mean value of 24.841, 3.086, and 5.198 percent respectively, the sample
commercial banks are relatively better on ROE implying that the sample commercial banks are better
in utilizing shareholders ‘equity capital. The maximum value of ROE is 77.71 and the minimum value
is 0.000. The standard deviation of 12.169 shows that it varies by 12.169 from the average value
of 24.841.

Net Interest Margin (NIM) is the third indicator of banks' pro�tability and growth. It reveals how much the
bank is earning in interest on its loans compared to how much it is paying out in interest on deposits. Net
Interest Margin (NIM) is the spread of the interest earned and the interest expended by the bank. NIM,
which is measured as net interest income‖   divided by the average asset, shows a mean ―value of
5.198 percent. This implies that the sample banks on average earned 5.198 percent net interest income of
the total assets. The maximum value is 14.000 percent and the minimum value is 1.200 percent. The
standard deviation of 2.484 percent shows that from its average value NIM �uctuates by 2.484.
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Meanwhile, NIM re�ects how the bank covers its cost of service and the pro�tability of the bank, the
higher the NIM show, the higher bank's pro�t and the more stable the bank is

Table 4.2 shows the descriptive results of independent variable Chief Executive O�cers (CEO) duality.
When a Chief Executive O�cer (CEO) is also the chairman of the board of directors, in addition to leading
the �rm at the highest level, this is referred to as duality. This independent variable is explained by
whether the Chief Executive O�cer (CEO) of the bank holds the position of the chairman of the board or
not. It is a dummy variable. The value of 1 is given if holds the position of the chairman, otherwise, 0. The
mean value of this variable is 0.508 with a maximum of 1.000 and a minimum of 0.000 (dummy
variable) disclosing that half of the banks’ chief executive o�cers hold the position of chairperson in
selected commercial banks in Ethiopia. The standard deviation of 0.502 implies that there is no deviation
from the average mean. According to [20], the role of holding the position of chairman of a chief
executive o�cer cannot be effectively performed by the board. The studies [15] revealed that chief
executive o�cer duality has an unhelpful result on managerial performance. [7] & [13] argue that CEO
duality may hinder the board's ability to monitor management and thereby increase the agency cost.
According to [22] �rms with a separate CEO and chairman consistently outperform �rms with combined
titles. The study conducted by [21] investigated the principal-agent con�ict and concluded that there is a
negative relationship between CEO duality and accounting performance measures in the banking
industry. [5] using a panel of U.S. �rms, �nd that CEO duality has a negative and signi�cant impact on the
operating performance of �rms when independent directors account for a small proportion of the board.
According to [10] separating the CEO and the chairman would increase the �rm's performance since the
board would have neutral power to oversee the CEO's duties.

Results of Correlation Analysis

A correlation coe�cient in statistics is a quantitative assessment that measures both the direction and
the strength of this tendency to vary together. There are different types of correlation that one can use for
different kinds of data. For this study, the researchers used the most common type of correlation i.e.
Pearson‘s correlation coe�cient. The greater the absolute value of the correlation coe�cient, the stronger
the‖ relationship with the variables (dependent and independent). Table 4.3 shows that Chief Executive
O�cer (CEO) duality is positively and statistically insigni�cant relationship with the �nancial
performance of commercial banks as measured by Return on Equity (ROE) (0.013), there is a negative
relationship between Chief Executive O�cers (CEO)  Duality (-0.231) and the �nancial performance as
measured by Return on Assets (ROA). There is a negative relationship between Chief Executive O�cer
(CEO) duality (-0.043) and the �nancial performance as measured by Net Interest Margin (NIM). 

Result of Regression Analysis

Regression is a statistical method used in �nance, investing, and other disciplines that attempt to
determine the strength and character of the relationship between one dependent variable (usually
denoted by Y) and a series of other variables (known as independent variables). The dependent variables
for this study are the �nancial performance of commercial banks in Ethiopia measured by ROE, ROA, and

https://www.mbabrief.com/what_is_chief_executive_officer.asp
https://www.mbabrief.com/what_is_ceo.asp
https://www.mbabrief.com/what_is_chairman_of_the_board.asp
https://www.sciencedirect.com/science/article/pii/S0970389618300326#bib0065
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NIM and the independent variable Chief Executive O�cers (CEO) duality. Table 4.4 shows that the Chief
Executive O�cer in the current study is explained by whether the chief executive o�cer holds the position
of chairperson or not. It is a dummy variable. A score of 1 is given if the chief executive o�cer holds the
position of chairperson, otherwise 0. As presented in Table 4.4, Chief Executive O�cer is positively
correlated with �nancial performance as measured by ROE 0.001 and statistically insigni�cant (p-value=
0.488).

Chief Executive O�cer duality is the independent variable in the present study as measured by whether
the chief executive o�cer of the bank holds the position of the chairperson or not. It is a dummy variable.
A score of 1 is given if the chief executive o�cer holds the position of chairperson, otherwise 0. From the
�xed effect regression results (Table 4.5), the chief executive o�cer duality is negatively and
insigni�cantly regressed with the �nancial performance of commercial banks as measured by return on
assets. The coe�cient value of chief executive o�cer (CEO) duality is -0.002 and its p-value of 0.222.

Chief Executive O�cer (CEO) duality is explained by whether the chief executive o�cer holds the position
of chairperson or not. It is a dummy variable. A score of 1 is given if the chief executive o�cer holds the
position of chairperson, otherwise 0. Based on the random effect regression model in Table 4.6, the
coe�cient of the chief executive o�cer is -0.422 and its p-value of 0.018. This shows that there is a
negative and signi�cant relationship between Chief Executive O�cer Duality and the �nancial
performance as measured by Net Interest Margin (NIM) of the sample commercial banks in Ethiopia at 5
% of the level of signi�cance. The present study implies that holding all independent variables remain
constant, as Chief Executive O�cer duality increase by one, �nancial performance as measured by Net
Interest Margin (NIM) of the sample commercial banks in Ethiopia is decreased on average by 0.422
percent.

Conclusions
Based on the analysis the researcher concludes that half of the bank's chief executive o�cers hold the
position of chairman since the average mean shows 0.508 or 51%. The correlation result indicates that
Chief Executive O�cer (CEO) duality is positively and statistically insigni�cant relationship with the
�nancial performance of commercial banks as measured by Return on Equity (ROE) (0.013), there is a
negative relationship between Chief Executive O�cers (CEO)  Duality (-0.231) and the �nancial
performance as measured by Return on Assets (ROA). There is a negative relationship between Chief
Executive O�cer (CEO) duality (-0.043) and the �nancial performance as measured by Net Interest
Margin (NIM). 

This result is supported by the regression result analyzed in Tables 4.4, 4.5 & 4.6.

Recommendation
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The �ndings of the study point to on average 51% of chief executive o�cers hold the position of
chairman in the commercial banks in Ethiopia. This leads to a negative relationship between Chief
Executive O�cers (CEO) Duality and the �nancial performance of commercial banks in Ethiopia as
measured by Return on Assets (ROA) and Net Interest Margin (NIM). From this, the researcher
recommends that the position of chief executive o�cers and the position of chairman should be separate
in Commercial banks in Ethiopia.
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Table 2: Summary of Descriptive Statistics for Dependent Variables

Variable Observation Mean Maximum Minimum Std. Dev.

ROA 120 3.086 6.700 0.000 0.973

ROE 120 24.841 77.710 0.000 12.169

NIM 120 5.198 14.000 1.200 2.484

Source: E-view 9 result

Table 3: Summary of Descriptive Statistics for Independent Variables

Independent Variable  

Observation

 

Mean

 

Maximum

 

Minimum

 

Std. Deviation

CEO 120 0.508 1.000 0.000 0.502

Source: E-view 9 results.

Table 4: Correlation analysis of ROE, ROA, and NIM with Chief Executive O�cers (CEO) duality

  ROE ROA NIM CEO

ROE 1.000      

ROA 0.123 1.000    

NIM 0.05 0.712 1.000  

CEO 0.013 -0.231 -0.043 1.000

Source: E-view 9 results.

Table 5: Regression results using ROE as a proxy of �nancial performance
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Independent Variable

Dependent Variables Bank Financial Performance (ROE)

Coe�cient Std. Error P-Value

Constant 0.129** 0.042 0.003

Chief Executive O�cer Duality                0.001 0.001 0.488

R-Square    0.525    

Adjusted R square    0.428    

Standard error of the regression    0.007    

F-Statistic    5.419    

Prob. (F-Statistic)   0.000 Durbin-Watson stat 1.615

Source: E-view 9 result 

Table 6:  Regression results using ROA as a proxy of �nancial performance

 

 

Independent Variable

Dependent Variable Bank Financial
Performance (ROA)

Coe�cient Std. Error P-Value

Constant 0.339 0.228 0.541

Chief Executive O�cer Duality -0.002 0.002 0.222

R-Square              0.665  

Adjusted R square               0. 597  

Standard error of the regression               0.017  

F-Statistic               9.737  

Prob.(F-Statistic)                   0.000                        
         

                  Durbin-Watson stat      1.254

Source: E-view 9 result 

Table 7: Regression results using NIM as a proxy of �nancial performance.
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Independent Variable

Dependent Variable Bank Financial Performance

(NIM)

Coe�cient Std. Error P-Value

Constant -54.190* 12.982 0.001

Chief Executive O�cer Duality -0.422** 0.175 0.018

R-Square   0.510    

Adjusted R square   0. 476    

Standard error of the regression   0.958    

F-Statistic   7.364    

Prob.(F-Statistic) 0.000   Durbin-Watson stat 1.409

Source: E-view 9 result 
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