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ABSTRACT

Global economy has, in the last two decades, witnessed some transformations. The
principal among them is changing from the tangible production processes to intangible
one tagged as knowledge-based economy where intangible asset has been considered
as the main instrument of competitive advantages at both micro and macro levels.
However, the extent to which this strategic resource has impacted corporate value
remain unclear as most studies are limited to traditional accounting performance
indicators. Thus, this study investigates the relationship between intellectual capital and
corporate value moderated by ethnic diversity and religious diversity of board of
director in Nigeria over a period of 2010 to 2014 using panel data analyses. The study
is based on quantitative data obtained from 91 companies’ annual reports and accounts,
and supported with qualitative data using semi-structured interviews conducted with ten
financial analysts and ten heads of accounts of listed firms in Nigeria. The findings from
the analyses of the two-step system generalised method of moment (GMM) estimator
and qualitative empirical investigation through face-to-face personal interviews were
used to achieve the research objectives and answer the research questions advanced in
the study. Twelve hypotheses are advanced based on resource based, signalling and
upper echelons theories. While some of the findings were in line with theoretical
expectations, others were found not to support the hypotheses formulated. The overall
findings show that intellectual capital performance improves corporate value among
listed firms in Nigeria in the period under study. The study also found that intellectual
capital disclosure reduces the degree of share price volatility while it fails to
significantly explain the corporate cost of capital. It was also found that ethnic diversity
and religious diversity have favourable significant impact on the relationship between
intellectual capital and corporate value of listed firms in Nigeria. The findings of the
study have both theoretical as well as policy implications. In terms of theoretical
implications, the use of upper echelons theory is supported by the findings of this study.
Thus, this proves that board diversity along ethnic and religious lines can be used as a
moderating factor in the intellectual capital accounting research. In terms of policy
implications, the fact that board diversity moderated the relationship between
intellectual capital and corporate value poses some regulatory questioning. Hence, there
is a need for regulatory agencies to be more proactive in ensuring the appropriate
mixture in the board room along ethnic and religious lines. Notwithstanding several
limitations inherent in the study, the study contributes to the intellectual capital
accounting research paradigm by employing relevant value related dependent variables
as well as ethnic diversity and religious diversity as moderating variables together with
the consideration of endogeneity based on the estimator approach adopted.
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CHAPTER ONE
INTRODUCTION

1.1 BACKGROUND OF THE STUDY

The global economic environment has witnessed transformation from traditional
tangible to new intangible economy (Drucker, 1993) due to globalisation, exponential
growth of technological changes and deregulation in key sectors (e.g. Hand & Lev,
2003; Soete & Ter Weel, 1999). The new economy, which has been tagged as
knowledge-based economy (Drucker, 1993), has the capability to improve the
competitive advantage of macro, meso and micro organs of nations’ economies (€.g.
Drucker, 1993; Edvinsson & Sullivan, 1996).

Meanwhile, from the micro economic viewpoint, the debate concerning the new
economy began in the late 1980s when the corporate book value of firms in most
developed economies constantly shrunk in relation to their market value, resulting in
wide discrepancy between the two which contradict random walk theory of the market
hypotheses! (Bodie, Kane, & Marcus, 2011). The difference has been attributed to
intangible assets of the firms that are hiding in financial reports (e.g. Bontis, 1996;
Brooking, 1996; Edvinsson & Malone, 1997; Edvinsson & Sullivan, 1996) and have
generally been referred to as intellectual capital (Stewart, 1991).

Intellectual capital (IC) has been a subject of discussion in the literatures from

different perspectives regarding its definition, composition, management and

! The market value of a security moves randomly around its intrinsic value, which is based on book value
calculation. Therefore, it is expected that the book value of an entity should not significantly differ from
the market value, ceteris paribus



measurement. As a multi-facet concept, it has been defined in various ways in many
fields of study. However, taking it from the management perspective, IC is referred to
as a group of knowledge assets which belongs to an entity and most importantly capable
of improving the competitive power of the entity by adding value to the identified
stakeholders (Marr & Schiuma, 2001). Also, it has been considered as the difference
between market and book value of an enterprise (Brooking, 1997; Edvinsson, 1997a).
Further, IC has been commonly classified into three main categories: structural
capital, human capital and relational capital (e.g. Brennan & Connell, 2000; Brooking,
1997; Mouritsen, Larsen, & Bukh, 2001). Structural capital explains the knowledge
owned by the organisation which is created by employees and incorporated into the
entity’s internal structure (Abeysekera, 2011) while according to Bontis (1998),
relational capital is the knowledge embedded in the relationships external to the
organization, such as suppliers, customers, business partners which among others
include items such as brand and reputation, customer satisfaction, distribution channels,
business or research collaborations, and licensing agreements. Also, Chang (2007, p.
24) defines human capital as individual’s knowledge such as qualification, skills, values
and experience within an organization, which goes home with employees after work.
However, due to its intangible nature, IC fails to meet up with the recognition
criteria of accounting and financial reporting standard as stipulated in IAS 38 which
requires an entity to recognise intangible assets whether purchased or self-created (at
cost) if, and only if it is probable that the future economic benefits that are attributable
to the asset will flow to the entity and the cost of the asset can be measured reliably
(IAS 38.21), thus, leaving management and estimation of IC to the mercy of ‘those

charged with governance’ since there is no scientific framework for such exercises.



Nonetheless, the intellectual discourse concerning IC has increased due to the
growing understanding that the creation of corporate value and wealth depends on both
tangible assets such as financial and physical-plant capital and organisational capital
that include human and other relatively hidden assets (Zéghal & Maaloul, 2010).

Meanwhile, literatures have advocated for the proper management, measurement
and disclosure of IC given its dominant role in valuation of business organisations and
in ensuring the dynamics of organisational sustainability as well as value creation (e.g.
Firer & Stainbank, 2003). The extent in which IC has been able to ensure sustainable
advantage to corporate entities has been considered by prior studies by investigating its
influence on corporate performance (see Sharabati, Jawad, & Bontis, 2010; Vishnu &
Gupta, 2014) surrogated by traditional measures such as return on assets (ROA), return
on equity (ROE); however, there is no scientific conclusion.

Furthermore, corporate valuation is a relevant exercise to both entity as legal
persons and various stakeholders, particularly the investors. Thus, corporate value could
be seen both from corporate book and corporate market value (Koller, Goedhart, &
Wessels, 2010). Also, in the contemporary theory in finance, value maximisation has
been given adequate concern compared to traditional profit maximisation concept of
classical school of thought in determining corporate value, both in financing and
investing decision-making among various stakeholders (LApez-Iturriaga & Rodriguez-
Sanz, 2001). Hence, measures such as economic value added and free cash flow are
now given more consideration in corporate valuation (Shrieves & Wachowicz, 2001)
due to their superiority over the traditional profit maximisation concept most especially
in explaining the book value of corporate entities.

Moreover, the link between corporate market value and cost of capital is an

inverse one since the lower the cost of capital, the higher will be the value of the firm



