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Abstract 
Budgeting is one of the most important areas in policy making as it sets priorities within overall 
spending limit so as to influence the economy and enhance development. . The issue of budget 
implementation has been a source of concern to the public considering its importance on 
economic growth as corruption and financial crimes are known to have been embedded in 
budget implementation in the federal public service. The financial imbroglio between the 
legislature and the executive arms of government attracts public debate every fiscal year. The 
study evaluated how application of Forensic accounting techniques can proffer solutions to 
misapplication of fund, over budgeting, uncompleted projects, diversion of unutilized funds  
and serve as antidote to corruption and corruption and financial crimes in Federal government 
budget implementation. The study adopted survey research design. Snowball sampling 
technique was used to administered 200 copies of the structured questionnaire were 
administered  to federal ministries and parastatals  that constituted the elements of the 
population, 150 copies were retrieved representing 75% which was considered enough to 
achieve the objectives of the study. The reliability rate is 0.80 which showed the internal 
consistency of the variables. Descriptive and inferential (linear and multiple regress ion) 
statistics were used to analyze the data. The results showed that Forensic accounting 
techniques have significant effect on federal government budget implementation in federal 
public service.Ad.R2, 0.75,F-Stat,150.032,p-value 0.000; Investigative and auditing support 
service has significant impact on over budgeting and appropriation in federal public service.t -
statistic 4.059,p-value 0.000; Investigative and auditing support service has significant impact 
on misappropriation of allocated funds for execution of capital and developmental projects t-
statistics 3.3248,p-value 0.001;Invstigative and auditing support service has significant impact 
on uncompleted capital and developmental projects t-statistics 15.733 p-value 0.000;Litigation 
support service has significant impact on budgetary failure in Nigeria budgetary system t-
statistics 2.2268,t-statistics 0.0025;Expert witness has significant impact on eradicating 
financial crimes and corruption in diversion of unutilized allocated funds in federal public 
sector.t -statistics 20.363,p-value 0.000.Based on the findings, the study concluded that 
application of forensic accounting techniques can eliminate economic and financial crimes 
and corruption in the implementation of federal government budget. The study among others 
recommended that the federal government should implement forensic accounting practices in 
budget implementation. 

Keywords: Forensic Accounting, Budgetary implementation, Forensic Accounting 

Techniques, Corruption, Financial crimes   
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Introduction 

The issue of budget implementation according to Oke (2012) has long been a source of concern 

to the public when one considers its importance on economic growth and development in the 

nation. However, he stressed further that budgeting has raised challenges in the area of 

preparation, administration, supervision, monitoring among others, due to change in policy and 

governance. Ekeocha (2012) opined that through budget, government indicates what to spend, 

determines what to borrow, and sets policy priorities within overall spending limit so as to 

influence the economy. A nation that plans to achieve economic growth and development 

among the comity of nations must have a good budget implementation policy that will help to 

achieve the set goals. Ojo (2013) posits that in budgeting, government usually forecast how 

much can be generated and the spending pattern from all sources available to them. 

Omolehinwa and Naiyeju (2013) observed that budget in the public sector is a document or a 

collection of documents that refers to the financial conditions of the government. They further 

stressed that budget provides indication of revenue flow and that public sector budget is used 

as an instrument to allocate public resources towards achieving some basic amenities and 

values. Hence they observed that public decisions must therefore weigh the cost of action 

against the worth of the activity to society.  

 

 In spite of budgeting, Nigeria is still at a cross road in terms of infrastructural development 

across the states of the Federation. Ojo (2013) corroborates earlier submission made by Ahmed 

(2010) that basic amenities are still lacking in the country in the areas of health, road, education, 

transportation, electricity, water etc., thus affecting the welfare of the citizenry. It is important 

to note that in spite of the oil boom, many Nigerians still live in abject poverty, the value of the 

naira has fallen drastically and the exchange rate of the dollar to the naira is very high. Ahmed 

(2010) further stressed that the effect of poor planning and execution of budget cannot be ruled 

out as one of the reasons for the lingering poverty level in the country. Samuel and Wilfred 

(2009) defined budget as a ‘comprehensive document that outlines what economic and non-

economic activities a government wants to undertake with special focus on policies, objectives 

and strategies for accomplishment that are substantiated with revenue and expenditure 

projections’. Hellriegel, Jackson and Slocum (1991), also described budgeting as a process of 

categorizing proposed expenditures and linking them to goals. According to Stoner, Freeman 

and Gilbert (2008) budget is described as ‘a formal quantitative statements of the resources set 

aside for carrying out planned activities over stipulated periods of time’. They asserted that the 
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wide usage attached to it is the fact that it is stated in monetary terms which makes it easy to 

compare dissimilar activities and their profit – loss potentials. . Omolehinwa and Naiyeju 

(2013) observed that budget in the public sector is a document or a collection of documents 

that refers to the financial conditions of the government. They further stressed that budget 

provides indication of revenue flow and that public sector budget is used as an instrument to 

allocate public resources towards achieving some basic amenities and values. Hence they 

observed that public decisions must therefore weigh the cost of action against the worth of the 

activity to society.  

 

Oke (2013) posited that the issue of budget implementation has been a source of concern to the 

public considering the important impetus of budget implementation on economic growth. 

Onike (2012) observed that by half of 2011, the impact of the ₦4.8 trillion budgets was yet to 

be felt in the fiscal year because the budget was not up to 75% implementation. He stressed 

that capital budget which is a source of funding capital projects has direct impact on the lives 

of the citizenry but was not implemented. He stated further that practically every year the 

implementation of budget had been a source of friction between the executive and the 

legislature. He stressed further that it is not surprising that the Federal government did not 

implement the capital project as expected in 2012. Oke (2013) on the other hand observed that 

budgeting and its process remain problematic in the area of preparation and implementation. 

He noted that there is the need for adequate control aimed at improving effective resource 

utilization at the budget implementation stage. He reiterated that budget implementation has 

significant impact on the performance of the economy. Onalo, Lizam and Kasem(2010) averred 

that government of every nation want to achieve reasonable growth through monetary policy 

and fiscal policy, however,  expenditure profile of government has been poorly implemented. 

 

Ezeagba and Adigwe (2015) in table 1.1 below observed that budgetary implementation has 

dwindled in the country for over a decade. They observed further that an average 

implementation percentage of disbursed recurrent and capital expenditure between year 2004 

and 2013 according to the Central Bank of Nigeria Annual Report varies. The table 1.1 below 

presents the budget expenditure allocation and average implementation level between years 

2004 to 2013. 
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Table 1:  Budget Expenditure Allocation and Average Implementation Percentage 

(2004 – 2013) in Nigeria (N Billions) 

Budget RE Exp CA Exp Total AI% 

2004 568 350 918 50 

2005 1000 617 1618 92 

2006 1337 539 1876 92 

2007 1485 782 2266 60 

2008 1819 673 2492 30 

2009 2014 797 2871 20 

2010 2755 1854 4609 20 

2011 2481 1005 3486 * 

2012 2472 1320 3792 20 

2013 2629 1620 4249 * 

TOTAL 18620 9556 28177  

 

Source: Central Bank of Nigeria Annual Reports (2014) as cited in Ezeagba and Adigwe 

(2015) 

Key: RE = Recurrent Expenditure; CA = Capital Expenditure; AI% = Average 

Implementation Percentage; *= Not indicated in the source 

One may need to ask the following questions -why was the budget not totally implemented? 

What happened to the unexpended money? What were the reasons for this action or inaction 

despite full disbursement of fund?  What roles are the anti-graft agencies playing to stop this 

menace in the country? Given this premise the issue of budget implementation should be given 

serious consideration. 

Forensic accounting according to Houck, Mary-Jo, Bonnie-Morns, Riley, Robertson, Wells 

(2006) includes accounting, auditing and investigative skills to assist in legal matters while 

American Institute of Certified Public Accountant (AICPA) cited in Houck, Kranacher, Jo, 

Riley, Robertson and well (2006) defined forensic accounting as the application of special 

skills in accounting, auditing, finance, quantitative method, law and research. They stressed 

further that it encompasses litigation support, investigation and dispute resolution. This implies 

that forensic accounting is the intersection between accounting, investigation and the law. 

Ribadu (2005) opined that laws relating to economic and financial crimes, criminal and penal 
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codes are empowered to enforce all the anti- corruption and anti-money laundering laws which 

in turn lead to the punishment prescribed in the EFCC Establishment Act (2000). This ranges 

from payment of fine, forfeiture of assets, imprisonment up to five years depending on the 

nature and gravity of the offence.  The mandate of ICPC in line with the Act setting it up 

according to him is to prohibit and prescribe punishment for corruption, fraud, embezzlement, 

bribery and forgery perpetrated by Nigerians. 

 
Ribadu (2005) further posited that cases of fraud are prevalent in the Public sector in Nigeria 

and that every segment of the public service seems to be involved in one way or the other. 

Despite all the efforts of the government and its agencies, it is very clear that the rate of 

corruption in Nigeria is very high. Adegbie and Fakile, (2012) posited that Forensic accounting 

is found to be the best antidote to combat both economic and financial crimes in Nigeria. Dada 

(2013) describes Forensic accounting as the special practice area of accountancy that describes 

engagements resulting from actual or anticipated disputes and litigation. Forensic accounting 

according to him is based upon scientific detection, interpretation and communication of 

evidences through a thorough investigation of books and records of an accounting system. 

Scholars such as Omolehinwa (1989), Ughor and Ukpere (2009), Ezeagba and Adigwe (2015) 

among others have observed that there has been poor implementation of budget and diversion 

of unspent budget disbursement by government officials in Nigeria. They however noted that 

if implementation of budget in the Public sector is properly addressed it will lead to creation 

of wealth through employment generation, improvement in citizen’s welfare, enhancement of 

price stability and acceleration of the provisions of infrastructure needed to boost the economy 

of the nation. 

 
Bamiro and Adedeji (2010) noted that, the amount released for capital projects to Federal 

Universities, Polytechnics and Colleges of Education between 2006 and 2008. According to 

them in year 2006, the amount released for capital projects to the Universities was 

₦6,412,015,000, in year 2007 ₦8,285,015,000 was released while in year 2008 

₦13,958,579,185 respectively. To Polytechnics, in year 2006 the fund released for capital 

projects was ₦2,164,746,264, in year 2007 ₦2,424,746,264 was released while in year 2008 

₦3,578,057,860 was released respectively. To  Colleges of Education, in year 2006 

₦3,063,175,000 was released, in year 2007 ₦4,991,020,000 was released while in year 2008 

₦2,883,329,309 was released for capital projects. The amount released for capital projects 

according to them amounts to 10.7% of the total allocation to the tertiary institutions. The 
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amount though too small, yet calls for questioning. Were capital projects implemented, funds 

unutilized or diverted considering the deplorable conditions of our tertiary institutions? This is 

one of the issues that this study investigated.  

 

Onuba (2013) reported that the Federal government released ₦400 billion for capital projects 

in the year 2013. He noted that the Finance Minister in that year, Dr Ngozi Okonjo Iweala 

reported that ₦497 billion was allocated to key infrastructures, including Power, Works, 

Transport, and Aviation, Gas Pipelines, and Federal Capital Territory (FCT), Human Capital 

Development while Education and Health were allocated ₦705 billion and ₦175 billion was 

allocated to Water resources and Agriculture. He reiterated further that the Finance Minister 

then stressed that “Nigeria’s infrastructure deficit remains one of the binding constraints to 

growth in the economy so 2013 budget made provision for aggregation of expenditure of 

₦4.987 trillion.” Onuba (2013) however noted that in spite of this huge money, it is pathetic to 

note that the impact of the money was not felt in the nation’s economy as many Nigerians are 

still unemployed and infrastructures needed for growth and development are nothing to write 

home about in spite of the former Finance Minister Dr. Ngozi Okonjo Iweala’s submission 

during the regime of President Goodluck Jonathan. The issue of uncompleted project is another 

grey area that this nation is suffering from. Woka and Miebaka (2014) observed that there is 

incessant and prevalent abandonment of developmental projects in the country. These they 

observed is alarming as it creates negative effects on the economy as a whole. They highlighted 

the following as some of the reasons for the uncompleted projects –improper monitoring and 

supervision of the projects, poor budget implementation, improper project timing, 

inappropriate allocation and inconsistency in government policy.  

 

The study was designed to examine Federal government budget implementation challenges and 

the application of Forensic accounting techniques with a view to proffering solutions to the 

problem and then serve as antidote to financial crimes and corruption. The study was further 

broken down to apply the techniques of forensic accounting as follows:(a) to examine the 

extent of which the impact of investigative and auditing support services can solve the 

challenges of  over budgeting,  misappropriation of budgeted allocated funds, uncompleted  

capital and developmental projects (b) to determine the application of litigation support 

services on the enhancement of efficiency of ant - graft agencies in curbing  budgetary failure 

and (c) to examine the application of expert witness in eradicating financial crimes and 

corruption in the diversion of unutilized allocated funds. 
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In realizing the objectives of the study, the following hypotheses were tested: 

H01: Investigative and auditing support services cannot significantly eradicate over budgeting 

and appropriation in Federal government budget preparation  

H02: Investigative and auditing support services cannot significantly curb misappropriation of 

budgeted allocated funds for execution of capital and developmental projects in federal 

government budget implementation. 

 

H03: Investigative and auditing support services cannot significantly eradicate the issue of 

uncompleted capital and developmental projects despite full disbursement of budgeted 

allocated funds in federal government budget implementation. 

H04: Litigation support services cannot significantly enhance the efficiency of anti -graft 

agencies in curbing the impact of budgetary failure in Nigeria budgetary system and ensuring 

the success of budget implementation in Public sector 

H05 Expert witness in litigation cannot significantly eradicate financial crimes in the diversion 

of unutilized allocated funds in in federal government budget implementation. 

 

The motivation behind this study was brought out when the researchers came across a journal 

titled ‘Theory of Government Accounting’ by Omolehinwa & Naiyeju, (2013) where the 

researchers cited the Corruption Perception Index rating, released by Transparency 

International (TI) which showed that Nigeria failed to achieve any improvement over the past 

years. Transparency International (TI) which is concerned with compiling an annual global 

Corruption Perception Index (CPI), which base their work on extensive surveys and measures 

public opinion about corruption on government level, revealed that in 2008, she came 121st out 

of 150 countries, in 2009 Nigeria came 130th out of 150 countries, in year 2010 Nigeria came 

134th out of the 178 countries that were assessed. This shows a declining trend and should be 

a serious concern to a developing economy like Nigeria. 

 
Literature review 

Empirical Review 

The 1999 Nigerian constitution is the most important regulatory framework because of its 

supremacy over others. It provides for the establishment of the consolidated revenue fund and 

the Federation account among others. It is also concerned with the auditing of government 

Departments and parastatals by indicating the appointment, duties and removal of the Auditor-
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General of the Federation. Issues relating to the nation’s revenue are discussed in the 

constitution some of which are discussed below. 

 
Section 80(4) states that: 

“No monies shall be withdrawn from the consolidated revenue fund or any other public fund 

of the federation except, in the manner prescribed by the National Assembly”.  Abdullahi 

(2011) therefore suggested that policy-makers in the relevant governmental Departments, 

professional bodies, and practitioners, including business schools, ought to work in 

collaboration with others to effectively address the issue of fraud and crime because of what 

the constitution prescribes.  

 
Section 81(1) states that: 

“President shall cause to be prepared and laid before each House of Assembly at any time in 

each financial year estimates of the revenue and expenditure of the federation for the next 

financial year”.   

Abdullahi (2011) while criticizing this section opined that: 

it should be noted that the constitution does not state when 

precisely the President should present the budget for the next 

financial year and also never stated when the budget set 

before the National Assembly (NASS) should be approved 

but state in the constitution that the President can spend 

money from the consolidated revenue fund when the budget 

as not been approved on matter he sees as contingent to the 

economy but should not exceed the amount of the previous 

financial year, all within six months of the new financial year. 

So if the amount spent during the previous financial year was 

3trillion until the time the NASS approve the budget, the 

President can spend up to that which in turn gives room for 

the corruption in the public sector. 

 

Ekeocha (2012) observed that timely budgeting help the government in setting priorities and 

influencing the economy. Agu, Idike, Okwor and Ugwufa (2014) stressed that the ability to 

make sensible choices is the bedrock for good governance. They however reiterated that timely 

budgeting is not usually done in Nigeria and the extant laws are unable to address this fiscal 
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challenge.  Danladi, Akomolafe,and olarinde,and Anyadiegwu (2015) opined that government 

activities produce misallocation of resources which have negative effect on growth on growth 

of national output. Government in their budget shows that recurrent expenditure grows at a 

higher rate than the expenditure on capital budget. 

 
Misappropriation of fund is endemic in the society as it cuts across different areas of 

governance. It is even becoming issues of global interest. The Global Fund Grant for instance 

opined that 1.9% of Global Fund Grant have been misspent fraudulently, misappropriated or 

inadequately accounted for. Therefore, to stem this tide, Global Fund Grant has put in place 

different measures to prevent and detect such cases. These include proper documentation and 

assessment regularly, assessment on proposed implementers’ capacity to implement, review of 

work done and overhaul of Global Fund financial system and process. Aderibigbe (2000) 

reported that EFCC grills Martins Elechi the Former Governor of Ebonyi State over 

misappropriation of public funds while in office. In like manner Federal Information Ministry 

workers protest alleged gross misappropriation of public funds against the Permanent Secretary 

to the Ministry as reported in Channels Television Station, Lagos. To curb the issue of 

misappropriation across board, forensic accounting is therefore proposed. Barkan (2006) 

observed that constitutional provisions that are subject to multiple interpretations have 

contributed to friction between the executive and legislative arms of government. Overlapping 

responsibilities across various levels of government creates further confusion, making it 

difficult to hold public officials accountable.  Legislators are often under pressure to pass 

budgets within time frames that do not allow for diligent review.  Evidences are bound in the 

records of anti-graft agencies about how corruption is quite endemic (Ribadu, 2006). 

Fluctuating revenue and over dependence on oil revenue, unstable economic parameters, for 

example price level and unemployment affect budgetary effectiveness. Poor conception of 

people toward budget, unstable government policies from one fiscal year to another, inadequate 

finance, lack of qualified manpower, paucity of data, lack of effective budget  monitoring that 

is the execution of the budget, delay in approval of project proposal by the Ministry and the 

Legislature (Skousen and Wright, 2008). Sulaiman and Dalhat (2018) citing Ijewerenwe (2015) 

stated that economic and financial crimes and infact, public sector corruption in Nigeria are 

great obstacles to the progress of Nigeria. The preliminary investigation by EFCC set the stage 

for a subsequent fuller investigation, If sufficient grounds exist to proceed with the 

investigation,the preliminary process gives full confidence to the investigation to continue to 

eradicate the syndrome in Nigeria.   
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Adeniran (2018) opined that budget delay impacts negatively on the economic growth of 

Nigeria and further depressed the economy. The unceasing abandonment of development 

projects is so shocking in the developing countries such that Nigeria has remained one of the 

countries in such difficulty (Omolehinwa, 2003). Therefore, it is important to stress that the 

incessant abandonment of projects would bring several effects on real properties and its values 

and the economy at large. The abandonment of development projects is the act of discontinuing 

any activities or maintenance works on such development project within a time frame of the 

contract agreement and with no intention of returning back to the development (Omolehinwa, 

2003). 

 
For a better and effective budget implementation below are some guidelines suggested by 

(Omolehinwa, 2011): 

i.  The budget should be prepared on timely basis and approved by the National Assembly 

preferably before the beginning of the financial year. This also ensures that there is a 

meaningful cash plan by the Accountant- General as required by section 26 of fiscal 

responsibility Act.  

ii. The President must learn how to avoid pressure (from various stakeholders especially the 

legislators) to include in the Budget Proposal already submitted to the National Assembly 

new projects that were not properly designed. 

iii. In order to assess the right amount of fund they need at the right time, they must prepare 

on timely basis the project procurement document and meet the requirements for obtaining 

certificate of objection to the award of contract.  

iv. Planning documentation and works specifications should be readily available for the 

purpose of assessing capital project performance. 

 v. The government should review its basis of recording financial transactions so as to evaluate 

the government’s ability to finance its activities and meet its liabilities when the need arises.  

Evidence abound that the wave of economic and financial crimes in Nigeria is on the high side 

and even in the whole world at large.  No wonder, a high level of expertise is necessary to 

analyze current complicated financial transactions and events (Razaee, Crumbley and Elmore, 

2006).  They therefore stressed that Forensic accounting has been thrown into the forefront of 

the crusade against financial deception. In this concept, Forensic accountants provide an 

account analysis to determine the facts necessary to resolve a dispute before it is brought before 

the court or the lawsuit process takes its course (Ozkul and Pamukc, 2012). 
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Ribadu (2006) observed that several factors affect the efficiency of other anti -graft agencies in 

the country. These he categorized as internal and external factors. Internal factors according to 

him are those considerations that are inherent in the nature of the legal and judicial framework 

and the agencies that are involved in anti-corruption work.  

The external factors he stressed further include: the system that 

rewards corruption, political interference in anti-corruption cases, 

overburdened and corrupt judiciary. The internal factors include: 

poor and incompetent leadership, corruption amongst the staff of the 

anti-graft agencies and, lastly, the unreliability of sister agencies. 

One of the most prominent external factors is the paradoxical 

situation where ex-convicts are rewarded rather than punished for 

criminal offenses in Nigeria. In fact, the people who have committed 

various fraudulent acts are often celebrated and treated with special 

consideration. For example, many prominent members of society 

organized lavish parties for Olabode George following his release 

from jail for the embezzlement of public funds. And, the Lagos State 

judge who sentenced him was demoted to the family court as a direct 

result of his involvement in the case against George (Ribadu, 2005). 

Akani and Ogbeide (2017) stated that forensic accounting is very essential for 

the     reduction of frauds,fraudulent activities and corruption which are factors 

that destroy corporate and national image and economic growth of Nigeria.Thid 

evil has resulted into capital flights,gathering of wealth by the culprits at the 

expense of the citizens of Nigeria.That all concerned should rise to their 

responsibilities and make everybody to be accountable and transparent. 

 

Dada, Enyi, and Owolabi (2013), opined that after all the required information had been gotten, 

for the economy to grow, a Forensic accountant when engaged will look into the pre- political 

post period for the people holding public office and also the post- political era in the discovering 

of assets owned by them and valuing all their assets to verify the misappropriation of public 

funds. They stressed further that the first step to be taken by a Forensic accountant is to 

investigate into the location of hidden assets. Omolehinwa (2013), observed that there is 

adverse consequences of leaving funds budgeted for implementing projects unspent. He noted 

that: 
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‘most Ministries, Departments and Agencies (MDAs) of Nigeria’s 

Government as well as State Governments including their own MDAs 

have been publishing huge sums (of money) that they have returned to 

the public treasury’. It seems according to him that the MDAs 

returning unspent funds are eager to exhibit their non-corruptive 

credentials. ‘Leaving funds unspent translates into abandonment of 

projects or components of them as a form of failure to implement 

projects and programmes designed to achieve development’. 

He also reiterated that experts need to pay attention to monitoring and evaluation of the projects 

on which budgeted funds are being returned. This is necessary so as to assess the transformation 

of corruption from the stealing of money to the stealing of government time and/or 

abandonment of duties and responsibilities if any. Babatunde (2018) stated that government 

spending on transport and communication, education and health infrastructure has significant 

effect on economic growth,however the budgetary spending on agriculture and natural 

resources have inverse effect on the economic growth of Nigeria. Hafex (2018) asserted that 

Nigeria future success depends on the government ability to transform its non-renewable 

natural capital into productive wealth by investing in the health of its people which has not 

been focused on in the past budgets. 

 

Theoretical Review 

The study is underpinned by two theories of: 

Theory of the Fraud Diamond   

Wolf and Hermanson (2004) proffered the Theory of the Fraud Diamond, in place of the fraud 

triangle. They argued that the diamond offers a better view of the factors leading to fraud. They 

add a fourth variable, capacity, to the three-factor theory of Cressey. Capabilities mean that, 

‘the fraud perpetrator must have the necessary traits, abilities, or positional authority to pull off 

his crime’.  Wolf and Hermanson believe that much fraud would not have occurred without the 

right person with the right capabilities implementing the details of the fraud. They also 

suggested four observation traits for committing fraud; First, authoritative position or function 

within the organization, Second capacity to understand and exploit accounting systems and 

internal control weakness, Third, confidence that he/she will not be detected or if caught he/she 

will get out of it easily, Fourth, capability to deal with the stress created within and otherwise 

good person when he or she commits bad acts. 
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Theory of Fraud Triangle  

According to Crumbley (2003) three factors, referred to as the “fraud triangle,” often combine 

to lead individuals to commit fraud: pressure or an incentive to engage in fraud; a perceived 

opportunity; and the ability to rationalize fraudulent behavior. The concept is explained below; 

Pressure to commit fraud. Pressure whether internal or external can be either a positive or a 

negative force. When goals are achievable, pressure contributes to creativity, efficiency, and 

competitiveness. According to him, he however noted that temptations for misconduct arise 

when goals do not appear to be attainable by normal means, yet pressure continues unabated, 

with career advancement, compensation, and even continued employment at risk. He claims 

that ‘When pressure is transformed into an obsessive determination to achieve goals no matter 

what the cost, it becomes unbalanced and potentially destructive. That is when individuals are 

most likely to resort to questionable activities that may lead to fraud’. 

 
Opportunity for fraud: Crumbley explained that even when pressure is extreme, financial 

reporting fraud cannot occur unless an opportunity is present. Opportunity according to him 

has two aspects:  

the inherent susceptibility of the company’s accounting to 

manipulation, and the conditions within the company that may 

allow a fraud to occur. The nature of the company’s business and 

accounting can provide sources of opportunity for fraud in the 

form of significant related- party transactions outside the ordinary 

course of business; a large volume of estimates of assets, 

liabilities, revenues, or expenses that are subjective or difficult to 

corroborate; and isolated, large transactions. Some large 

transactions, especially those close to period-end, can pose 

complex “substance over form” questions that provide 

opportunities for management to engage in fraudulent reporting. 

The opportunity for fraud is also affected by a company’s internal environment, which is 

largely influenced by the entity’s culture and the effectiveness of its internal controls.  

 
Rationalization of fraud: Individuals who commit financial reporting fraud possess a 

particular mindset that allows them to justify or excuse their fraudulent actions. Where the 

motivation for fraud is more altruistic than personal—to save jobs or keep the company 

afloat—the pressure to commit fraud also can become the rationalization for it. The process of 
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rationalization, according to Crumbley, (2006) often starts with justifying ‘a small nudge to the 

boundaries of acceptable behavior but then deteriorates into a wholesale loss of objectivity’. 

For any crime to be perpetrated, then the three steps which are pressure, opportunity and 

rationalization must have been in place, for it to be successful.  This research sheds light to the 

fact that through Forensic accounting techniques, all these acts can be identified on time for 

proper preventive action taken alongside it. 

 
While budgetary theory guides the preparer of budget for planning for the welfare of citizens, 

the theory of fraud diamond and theory of fraud triangle centre on the position of the mind and 

advantaged position which will guide the forensic accountant on the investigation. 

 
Methodology 

The study adopted Survey design because it allowed for data to be collected from a sample 

with the aim of discovering the relationship or interactions among variables. The population of 

the study consisted of 200 staff of Federal Government establishments with copies of structured 

questionnaire administered  according to the experts  in various establishments: Federal  

Ministry of Finance 20 with 15 retrievals, Federal ministry of   Education  20 with 15 retrievals, 

Economic and Financial Crimes Commission (EFCC),Independent Corrupt Practices and 

Related offences Commission (ICPC) 15 with 10 retrievals; Office of the Accountant General 

of the Federation  30 with 24 retrievals; Federal Ministry of Health 15 with 9 retrievals; Federal 

Ministry of Statistics 30 with 23 retrievals; Federal Ministry of Works 30 with 23 retrievals; 

Nigeria Prisons Services 8 with 4 retrievals. In all 200 copies of the questionnaire were 

administered with 150 total retrievals representing 75% which were considered enough to 

achieve the objectives of the study. In this situation snowball sampling method since it was 

difficult to identify members of the desired population. The questionnaire was structured with 

five liker scale adopted. Analysis of Variance (ANOVA) to test the hypotheses for the study.  

 

Functional relationship 

Y=f(X) 

Y=Federal Government Budget Implementation 

X=Forensic Accounting Techniques  

.y1=Over Budgeting and Appropriation (OBA) 

.y2=Misappropriation of Budget Allocated Funds (MBA) 

.y3=Uncompleted Projects (UP) 
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.y4=Impact of Budget Failure and Enhancement of Anti-graft Agencies (IBFEA) 

.y5=Diversion of Unutilized Allocated Funds (DUAF) 

.x1=Investigative and Auditing Support Services (IASS) 

.x2=Litigation Support Services (LSS) 

.x3=Expert Witness (EW) 

 

OBA=f(IASS)-………………  .equation 1 

MBA=f(IASS)………………… equation 2 

UP=f(IASS)…………….            equation 3 

IBFEA=f(LSS)…………              equation4 

DUAF=f(EW)…………                equation 5 

Model Specification  

OBA=β0 +β1IASS +μt………….Model 1 for Hypothesis 1 

MBA=β0+β2IASS +μt……………….Model 2 for Hypothesis 2 

UP=β0 +β3IASS +μT
………………..Model 3 for Hypothesis 3 

IBFEA =β0 +β4LSS +μt……….Model 4  for Hypothesis 4 

DUAF=β0 +β5EW + μt…………Model 5 for Hypothesis 5 

 

Research Findings 

The findings are discussed according to the tests of hypotheses 

 

Test of hypothesis 1 

H01: Investigative and auditing support services cannot significantly eradicate over budgeting 

and appropriation in Federal government budget preparation  

Table 2 Goodness of the Fit of Model 1 

Model R R Square Adjusted R Sq Std Error 

  .316 .100 .094 .57299 
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a. Predictors: (Constant), IASSo 

             Table 3                                       ANOVA  

Model Sum of 

Squares Df Mean Square F Sig. 

1 Regression 5.408 1 5.408 16.473 .000a 

Residual 48.592 148 .328   

Total 54.000 149    

a. Predictors: (Constant), IASSo 

b. Dependent Variable: OBA 

 

Table 4        Regression Result of Model 1 Dependent variable :OBA 

 

Model Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. B Std. Error Beta 

1 (Constant) .563 .075  7.537 .000 

IASSo .282 .069 .316 4.059 .000 
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OBA=β0 +β1IASS +μt 

OBA=0563 +0.282IASSo 

The result of the regression estimates of model 1 above indicates that the coefficient of 

the independent variable (β1), Investigative and Auditing Support Services (IASSo) has 

a positive effect on over budgeting and appropriation in Federal Government budget 

preparation (OBA). This is indicated by the sign and size of (β1) that is 0.316 > 0 in 

figure 4.1.1This result is consistent with a prior expectation. The regression model result 

shows that Investigative and Auditing Support Services (IASSo) has a positive effect on 

over budgeting and appropriation in Federal Government budget preparation (OBA). 

However, the coefficient of determination (indicated R squar e) is 0.10. This stipulates 

that 10% variation in the eradication of over budgeting and appropriation in Federal 

Government budget preparation (OBA) can be attributed to Investigative and Auditing 

Support Services (IASSo), while the remaining 90% variation in the eradication of over 

budgeting and appropriation in Federal Government budget preparation (OBA) can be 

attributed to other factors not covered in this model. Although the R-square is low (at 

10%), the result is seen to be statistically significant. The result as indicated in 4.1.2  

shows that at the level of significant 0.05, degree of freedom 149,the F Statistics is 

16.473 with p-value of 0.000.Table 4.1.3 shows that 0.282 increase in Investigative 

Support Service will lead to the same level of eradication of  over budgeting and 

appropriation of funds in Federal government in budget preparation. With t-statistics of 

4.059 and p-value pf 0.000, the study rejects the null hypothesis. This means that 

Investigative and Auditing Support Services (IASSo) has significant effect on 

eradication of over budgeting and appropriation in Federal Government budget 

preparation (OBA).  

 

Test of Hypothesis 2 

H02: Investigative and auditing support services cannot significantly curb misappropriation of 

budgeted allocated funds for execution of capital and developmental projects in federal 

government budgetary system 
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Table 5     Goodness of the Fit of Model 2 

R R Square Adjusted R Sq Std Error 

.258 .067 .060 .58359 

 

Table 6                                              ANOVA b 

Model Sum of 

Squares Df 

Mean 

Square F Sig. 

1 Regression 3.594 1 3.594 10.553 .001a 

Residual 50.406 148 .341   

Total 54.000 149    

a. Predictors: (Constant), IASS1 

b. Dependent Variable: MBA 

Table 7 Coefficientsa 

Model Unstandardized 

Coefficients 

Standardized 

Coefficients 

T Sig. B Std. Error Beta 

1 (Constant) .639 .069  9.289 .000 

IASS1 .310 .095 .258 3.248 .001 

a. Dependent Variable: MBA 

Source: Researcher’s Output extract from SPSS, 2015 

 

The Model 

MBA= β0+ β2 IASS1+ μt 

MBA = 0.639 + 0. 310 IASS1 

 

The result of the regression estimates of model 2 in table 4.2.1 indicates that the coefficient of 

the independent variable (0.258), Investigative and Auditing Support Services (IASS1) has a 

positive effect on curbing misappropriation of budgeted allocated (MBA) funds for execution 

of capital and developmental projects in Public sector. This is indicated by the sign and size of 

(β2) that is 0. 258> 0. This result is consistent with a prior expectation. 
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The regression model result shows that Investigative and Auditing Support Services (IASS1) 

has a positive effect on curbing misappropriation of budgeted allocated (MBA) funds for 

execution of capital and developmental projects in Public sector. However, this relationship is 

statistically significant. This is shown by the F-statistics of 10.553 and p-value of 0.001 at a   

level of significance of 0.05 in table 4.2.2 which is lower than the acceptable of 0.05. This 

shows that the coefficient β2 is statistically significant in this model. Thus, the relationship 

between Investigative and Auditing Support Services (IASS1) and curbing misappropriation of 

budgeted allocated (MBA) funds for execution of capital and developmental projects in Public 

sector is statistically significant. 

 

Furthermore, the coefficient of determination indicated by the R square on table 4.2.1) is 6.7%. 

This stipulates that about 6.70% variation in the curbing misappropriation of budgeted 

allocated (MBA) funds for execution of capital and developmental projects in Public sector is 

attributable to Investigative and Auditing Support Services (IASS1), while the remaining 93% 

variation in curbing misappropriation of budgeted allocated (MBA) funds for execution of 

capital and developmental projects in Public sector can be attributed to other factors not 

covered in this model. This shows an existence of strong explanatory power of the model.  

At a level of significance 0.05,the t-statistics is 3.248 while the p-value is 0.001 which is less 

than 0.05.The null hypothesis is rejected which means  Investigative and Auditing Support 

Services (IASS1) has significant effect on curbing misappropriation of budgeted allocated 

(MBA) funds for execution of capital and developmental projects in Public sector. 

 

Test of Hypothesis 3 

H03: Investigative and auditing support services cannot significantly eradicate the issue of 

uncompleted capital and developmental projects despite full disbursement of budgeted 

allocated funds in federal government budget implementation. 
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Table 1     Goodness of the Fit of Model 3 

 

Model R R Square Adjusted R Sq Std Error 

  .791 .626 .623 .52576 
 

 (Constant), IASS2 

                         Table 2                             ANOVA b 

Model Sum of 

Squares Df 

Mean 

Square F Sig. 

1 Regression 68.423 1 68.423 247.528 .000a 

Residual 40.911 148 .276   

Total 109.333 149    

a. Predictors: (Constant), IASS2 

b. Dependent Variable: UP 

 Source: Researcher’s Output extract from SPSS, 2015a 

 

 

Table 3                     Regression Result of Model 3 

Model Unstandardized 

Coefficients 

Standardized 

Coefficients 

T Sig. B Std. Error Beta 

1 (Constant) -.264 .045  -5.883 .000 

IASS2 .725 .046 .791 15.733 .000 

 

The Model 

UP = β0+ β3 IASS2+ μt 

UP = -0.264 + 0.725IASS2 

 

Model 3 and a prior expectation 

The result of the regression estimates of model 3  in table 3  indicates that the coefficient of the 

independent variable (β3), Investigative and Auditing Support Services (IASS2) has a positive 

effect on eradication of uncompleted capital and developmental projects (UP) despite full 
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disbursement of budgeted allocated funds in Public sector. This is indicated by the sign and 

size of (β3) that is 0.725 > 0. This result is consistent with a prior expectation. 

 

Interpretation of Result 

The regression model result shows that Investigative and Auditing Support Services (IASS2) 

has a positive effect on eradication of uncompleted capital and developmental projects (UP) 

despite full disbursement of budgeted allocated funds in Public sector. However, the coefficient 

of determination (indicated R square) is 0.626. This stipulates that 62.6% variation in the 

eradication of uncompleted capital and developmental projects (UP) despite full disbursement 

of budgeted allocated funds in Public sector can be attributed to Investigative and Auditing 

Support Services (IASS2), while the remaining 37.4% variation in the eradication of 

uncompleted capital and developmental projects (UP) despite full disbursement of budgeted 

allocated funds in Public sector can be attributed to other factors not covered in this model. 

This shows existence of a strong explanatory power of the model. 

 

Also, the result is seen to be statistically significant. This is shown by the F-statistic of 247.528 

with p-value of 0.000 which is lower than the acceptable of 0.05. This shows that the coefficient 

(β3) is statistically significant in this model. Thus, the positive relationship between 

Investigative and Auditing Support Services (IASS2) and eradication of uncompleted capital 

and developmental projects (UP) despite full disbursement of budgeted allocated funds in 

Public sector is statistically significant.  

At the level of significance 0.05 and degree of freedom 149,the t-statistic is 15.733 with p-

value of 0.000 which is lower than 0.05 adopted for this study, which   indicates that 

Investigative and Auditing Support Services (IASS) has a significant positive effect on 

eradication of uncompleted capital and developmental projects (UP) despite full disbursement 

of budgeted allocated funds in Public sector. Therefore, H03 is rejected, the research question 

3 answered and objective 3 achieved.  Meaning that, Investigative and auditing support service 

can eradicate uncompleted capital and developmental projects despite full disbursement of 

budgetary allocate funds in Public sector. 

Test of Hypothesis 4 

H04: Litigation support services cannot significantly enhance the efficiency of anti -graft 

agencies in curbing the impact of budgetary failure in Nigeria budgetary system and ensuring 

the success of budget implementation in Public sector 



 

22 Journal of  Accounting, July-December 2019 

 

Table 4      Goodness of the Fit of Model 4 

 

The result of the regression estimates of model 4 above indicates that the coefficient of the 

independent variable (χ4), Litigation Support Services (LSS) has a relationship with the 

enhancement of efficiency of anti-graft agencies in corruption eradication in Public sector. This 

is indicated by the sign and size of (χ4) that is -0.119 < 0. This result is inconsistent with a prior 

expectation. 

 

Model R R Square Adjusted R Sq Std Error 

  .183 .034 .027 .59381                  
 

 

Table 5                                         ANOVA  

Model                     Sum of                                          Mean   

                                Squares                  DF                  Square                 F                  Sig  

Regressio

n 

1.814 1 1.814 5.145 .0025a 

 I   Regression            1.814                        1                1.814                 5.145             .0025a 

      Residual              52.186                     148                .353 

      Total                    54.000                     149 

a.Predictor:(Constant),LSS 

b.Dependent Variable:IBFEA 

Residual 52.186 148 .353 

  

 

Table 6 

                                         Regression Result Model 4 

Model                               Unstandardized               Standardized 

                                          Coefficients                      Coefficients  

                                               B         Std Error             Beta                  T         Sig 

 1             Constant                   .771              0.50                                 15.396      .000 

                LSS                         -.119              0.53              -183             -2.268    .0025 

 

a.Dependent Variable IBFEA 

The Model 

Total 54.000 149 

   

IBFEA =β0 +β4LSS +μt 

IBFEA=0.771 -0.119LSS 

Sum of 

Squares Df 

Mean 

Square F Sig. 
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The regression model result shows that Litigation Support Services (LSS) has a relationship 

with the enhancement of efficiency of anti-graft agencies in corruption eradication in Public 

sector. However, this relationship is statistically significant. This is shown by the F-statistic 

level of  5.145 with p-value of 0.0025 in table 4.4.3 which is lower than the adopted level of 

significance of 0.05. This shows that the coefficient (β 4) is statistically significant in this model. 

Thus, the positive relationship between Litigation Support Services (LSS) and enhancement of 

efficiency of anti-graft agencies in corruption eradication in Public sector is statistically 

significant. 

 

Furthermore, the coefficient of determination (indicated by the R square on table 4.34.1 is 0. 

034. This stipulates that less than 3.4% variation in the enhancement of efficiency of anti -graft 

agencies in corruption eradication in Public sector is attributable to Litigation Support Services 

(LSS), while the remaining 96.6% variation in the enhancement of efficiency of anti-graft 

agencies in corruption eradication in Public sector can be attributed to other factors not covered 

in this model. Although the R-square is low at 3.4%, the result is seen to be statistically 

significant. At the level of significance 0.05 and degree of freedom 149,the t-statistic is 15.396 

while p-value is 0.0025 which is less than 0.05. Therefore, H04 is rejected, the research question 

4 answered and objective 4 achieved. Meaning that, Litigation support service can enhance the 

efficiency of anti-graft agencies in corruption eradication in the Public sector. 

 

Test of Hypothesis 5 

H05 Expert witness in litigation cannot significantly eradicate financial crimes in the diversion 

of unutilized allocated funds in in federal government budget implementation 

 

Table 7      Goodness of the Fit of Model 5 

Model R R Square Adjusted R Sq Std Error 

  .858 .737 .735 .47576 

a. Predictors: (Constant), EW4 
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Table 8                                       ANOVA b 

Model Sum of 

Squares Df 

Mean 

Square F Sig. 

1 Regression 93.860 1 93.860 414.665 .000a 

Residual 33.500 148 .226   

Total 127.360 149    

a. Predictors: (Constant), EW4 

b. Dependent Variable: DUAF 

 

Table 8           Regression Result of Model 5 

 

Model Unstandardized 

Coefficients 

Standardized 

Coefficients 

T Sig. B Std. Error Beta 

1 (Constant) .583 .056  10.404 .000 

EW -1.583 .078 -.858 -20.363 .000 
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Table 8                                       ANOVA b 

Model Sum of 

Squares Df 

Mean 

Square F Sig. 

1 Regression 93.860 1 93.860 414.665 .000a 

Residual 33.500 148 .226   

Total 127.360 149    

a. Predictors: (Constant), EW4 

a. Dependent Variable: DUAF 

 

The Model 

DUAF = β0+ β5+ μt  

DUAF = 0.583 – 1.583EW 

The result of the regression estimates of model 5 above indicates that the coefficient of the 

independent variable (β5), Expert witness (EW) has a negative relationship with the 

eradication of diversion of unutilized allocated funds (DUAF) in Public sector. This is 

indicated by the sign and size of the coefficient (χ5) that is -1.583 < 0. This result is 

inconsistent with a prior expectation. However, the coefficient of determination (indicated 

R square) is 0.737. This stipulates that 73.7% variation in the eradication of diversion of 

unutilized allocated funds (DUAF) in Public sector can be attributed to Expert witness 

(EW), while the remaining 26.3% variation in the eradication of diversion of unutilized 

allocated funds (DUAF) in Public sector can be attributed to other factors not covered in 

this model. This shows the existence of strong explanatory power of the model.  

 

Also, the result is seen to be statistically significant. This is shown by the F-statistic level 

of significance of 0.000 in table 5 which is lower than the acceptable of 0.05. This shows 

that the coefficient (β5) is statistically significant in this model. Thus, the relationship 

between Experts witness (EW) and eradication of diversion of unutilized allocated funds 

(DUAF) in Public sector is statistically significant. From Table 3, at the level of 

significance 0.05,degree of freedom 149,the t-statistics is 10.404,while the p-value of the 

t-statistics is 0.000 which is lower than 0.05.Therefore, H05 is rejected, the research question 

5 answered and objective 5 achieved. Meaning that, expert witness can eradicate financial 

crimes in the diversion of unutilized allocated funds in Public sector. 
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Conclusion and Recommendations 

From the findings of this study, we conclude that application of forensic accounting techniques 

can resolve the challenges observed in federal government budget implementation in Nigeria. 

This means that, investigative and auditing support services can resolve over budgeting and 

appropriation, resolve misappropriation of budgeted allocated funds for capital and 

developmental projects execution, and resolve uncompleted capital and developmental projects 

after full disbursement of allocated funds. It also means that litigation support services can 

enhance the efficiency of anti-graft agencies in curbing budgetary failure in budgetary system 

in the public sector. It also means that expert witness in litigation can resolve financi al crimes 

on the diversion of unutilized allocated funds in public sector. 

Based on the findings of this study, the study recommended thus:  

1. The anti-graft agencies (EFCC & ICPC) should be effectively empowered and used by 

government to eradicate budgetary crimes during preparation and implementation of 

budget in Public sector. 

2. The Federal government should give Forensic accounting practices its pride of place in all 

Public sectors in the Federation. 

3. Effort should be made by the Federal government to increase the workability of budget 

according to plan in every fiscal year 

4. The legal system of the nation needs to apportion appropriate punishment for any budgetary 

crime committed by any official of the Public sector.  

5. The Federal government should present budget to the legislature on time and approval also 

should be done on time by them. Also proper monitoring of both capital and developmental 

projects should be carried out by budget unit. 

6. There should be a meaningful cash plan by the Accountant- General as required by section 

26 of Fiscal Responsibility Act (1999 of Nigeria Constitution).  
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Abstract  

This study investigated the impact of domestic debt on the growth of Nigerian economy. The 
data extracted from the Central Bank of Nigeria statistical bulletin showed absence of 
multicolinearity within the variables, the same variables are all integrated at order one. Result 
from error correction model revealed that economic growth proxied by Gross Domestic 
Product reinforces itself, that Central Ba nk of Nigeria and deposit money bank debt have 
positive and significant impact on economic growth within the period of the study, while non 
deposit bank debt impacts insignificantly on economic growth. It was also observed that 
Central Bank of Nigeria and deposit money bank debt have unidirectional effect with gross 
domestic product, whereas non deposit bank debt exhibits no causal effect with gross domestic 
product using the pairwise granger causality test. The researchers therefore suggest that 
Central Bank of Nigeria and Debt Management Office should supervise the non-deposit bank 
debt in order to exert significantly on the growth of the economy. 
 

Keywords: Domestic Debt, Economic growth, Economic development, GDP, ECM  
 
Introduction 
The level at which the Federal Government of Nigeria borrows both internally and externally 

has made one feel that borrowing has a lot of impact on the economic growth of Nigeria. There 

has been a lot of focus on External Debt impact on the economic growth of Nigeria, while the 

impact of Domestic growth has been down played, until recently. 

From the time of 1982 debt crisis, a reasonable attention has been given to the external debt of 

developing countries in various ways such as: economic growth in developing countries, ability 

of governments to service the debt, the sustainability of economic policies and the external debt 

burden. The discussions have dove tailed into plan of reducing huge debts, which brought about 

the enhancement of the Heavily Indebted Poor Countries (HIPC) move that has advocated for 

reduction in the external debt stocks in the Heavily Indebted Countries, whereby more money 

or resources will be used to finance the spending in the area of favourable items of growth in 

government. 
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Recently, domestic debt has taken front burner in the economic growth discuss of developing 

countries because it is felt that it has impact on economic growth, government budgets, private 

sector lending and macroeconomic stability. There have not been enough empirical studies on 

domestic debt in Nigeria, rather so many studies carried out has concentrated on theoretical 

analyses of domestic debt. These studies include that of Rapu (2003);Garba (1998); Odozi 

(1996) and Okunrounmu (1992). The risk characteristics of Domestic Debt to Economic 

growth were studied by Asogwa and Ezenwa (2005), while Anyanwu (1998) examined a cross-

sectional quarterly growth impact in some English-speaking West African countries. Christine 

(2004) on the other hand empirically analysed the impact of domestic borrowing on 

government and private sector credit with a data base of 27 non-CFA sub-Saharan African 

countries covering 1980-2000. 

Recently, there has been a paradigm shift in interest to domestic debt in the academics as a 

result of huge growth in domestic debt in Nigeria when compared to external debt.(Punch 

Newspapers of 10th January, 2019). The nation’s total debt as of September 30, 2018, stood at 

N22.43tn.As of June 30, 2015, the country’s total debt stood at N12.12tn. This means that 

within the tenure of the present administration which came to power on May 29, 2015, the 

country’s total debt has risen by N10.31tn or 85.06 per cent of the total debt, the external 

component of both the Federal Government and state governments’ debts including that of the 

Federal Capital Territory (FCT) stood at $21.59bn (DMO, 2018).  

As of June 30, 2015, the external debt component of the country’s total debt stood at $10.32bn. 

This means that the external debt component rose by $11.27bn or 109.21 per cent. On the other 

hand, the domestic debt of both the Federal Government and the sub national governments 

stood at N15.81tn. 

Analysing the debt statistics further showed that the domestic debt of the Federal Government 

alone stood at N12.29tn as at September 30, 2018.The domestic debt of the Federal 

Government as at June 30, 2015, stood at N8.4bn while that of the states and FCT stood at 

N1.69tn.The Debt Management Office (2018) added that the debt statistics as of September 

30, 2018, was only slightly different from the statistics as of June 30, 2018. 

On the difference between the debt statistics of the two quarters, the DMO said, External debt 

declined by 2.02 per cent to $21.59bn due largely to the redemption by Nigeria of a $500m 

Eurobond which matured on July 12, 2018.The Eurobond which was issued for a tenor of five 

years in 2013 was the first Eurobond maturity for Nigeria and Nigeria’s ability to repay it 
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seamlessly boosted Nigeria’s position as a good creditor in the International Capital Market 

(DMO, 2018). 

The domestic debt of the Federal Government of Nigeria (FGN), states and the FCT grew by 

1.19 per cent from N15.63tn in June 2018 to N15.8tn in September 2018. This increase of 

N185bn was attributed to the FGN (N135bn) and states and FCT (N50bn).It added, “The 

combination of an increase in the level of domestic debt and a decrease in the external debt 

stock resulted in a slight shift in the portfolio composition. As of September 30, 2018, the share 

of domestic debt was 70.51 per cent compared to 69.83 per cent in June 2018’’ Having the 

domestic debt being higher than external debt, it is important to study its impact on economic 

growth in Nigeria. 

Therefore, the aim of this study is to investigate the impact of domestic debt on the growth of 

Nigerian economy. 

Review of Related Literature 

Conceptual framework 

Odozi (1996) defined domestic debt as the gross liability of Government, which should include 

Federal, State and Local Governments transfer obligations to the citizens and corporate firms 

within the country. On the other hand, Oshadami (2006) sees Domestic debt of Government as 

debt instruments issued by the Federal Government and denominated in local currency. In 

principle, state and local government can also issue debt instruments, but limited in their ability 

to issue such debts. Debt instruments include Nigerian Treasury certificates, Federal 

Government development stocks, and bonds. Treasury bills, Treasury certificates and 

development stocks are marketable and negotiable while treasury bonds; ways and means 

advances are not marketable but held solely by CBN. The CBN’s responsibility includes but 

not limited to banker and financial adviser to the Federal Government. It is therefore the Debt 

Management Office (DMO) that is mandated to manage Nigeria's public 

debt (External and Domestic, including Contingent Liabilities).  

Lipsey (1986) defined economic growth as the positive trend in the nation’s total output 

overlong period of time. The implication of this is a continuous growth in the Gross Domestic 

Product for a long time. Schiller (1999) on the other hand said that economic growth is an 

increase in output (real GDP) and expansion in product possibility curve.  
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Dolan and Lindsey (1991) maintained that economic growth is frequently expressed in terms 

of increase in Gross Domestic Product (GDP), a measure of the economy’s total output of 

goods and services. What this means is that the GDP must be measured in real terms (be 

adjusted for the effects of inflations for it to show meaningful measure of growth over time.  

Theoretical framework 

Alison (2003), states that Government budget deficit financing, monetary policy 

implementation and financial sector development (supply of tradable financial instruments to 

deepen the financial markets) are among the main justifications for government domestic 

debt. Odozi (1996) stated that the factors considered being responsible for the increasing 

domestic debt profile in Nigeria includes high budget deficits, low output growth, large 

expenditure growth, high inflation rate and narrow revenue base. Modern Economic growth 

theory identifies three channels through which 

domestic debt might affect capital accumulation and technological progress. Hence be a 

hindrance to long term growth. The channels are advisory role, 

policy formulation, and management.  The profligacy theory is closely related to the above 

theory, which on the other hand is an extension of the system stability theory. It suggests that 

debt arise from weak institutions and policies, thereby encouraging relative prices distortion 

and capital flight. 

Patillo (2002) used core of debt overhang theory to explain that high debt acts as an anticipated 

foreign tax by reducing the incentives to save and invest thereby promoting capital flight. 

Similarly, large debt stock somehow hinders growth through the channel of reduced 

investment. It is true that debt accumulation stimulates growth initially; however, past debt 

accumulation impairs growth by way of liquidity constraint. Importantly, debt services and 

repayments reduce export earnings and thus exert negative effects on growth. An inappropriate 

macroeconomic policy environment affects growth via poorly designed, allocation and 

execution of projects thereby lowering the productivity of capital. 

The nexus of the above theories to this paper is the explanation of why economic growth may 

be hampered or improved despite rising domestic debt profile.  
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Empirical Literature Review 

Literature is scarce on domestic debt and economic growth of which most researchers are 

focusing on external debt. 

 Barro (1978) investigates the effect of domestic debt on economic growth using the 

unanticipated component of domestic debt, or the debt stock and growth. The study employed 

OLS. He concluded that the unanticipated component of domestic debt affects growth. This 

study shows that domestic debt has a negative effect on the growth of the economy.  

Kormendi (1983) used a cross-section analysis of 34 countries. The sample extends widely 

from the highly developed countries (the USA, the UK, Japan and Australia) to the 

underdeveloped countries (Sri Lanka). He concluded that debt and growth are not related. 

However, many of his critics viewed that the aggregation of such diverse groups may not yield 

meaningful results.  

Charan (1999) investigated the relationship between domestic debt and economic growth for 

India using the co-integration and Granger causality tests for India for the period 1959-95. Co-

integration and Granger causality tests support the Ricardian equivalence hypothesis between 

domestic debt and economic growth, which suggests that it does not matter whether a 

government finances it’s spending with debt or taxes increase; the effect on total level of 

demand in an economy is the same.  

Christensen (2005) uses a cross country survey of the role of domestic debt markets in sub-

Saharan Africa based on a new data set of 27 sub-Saharan African countries during the 20-year 

period (1980-2000) and found out that domestic markets in these countries are generally small, 

highly short term and often have a narrower investor base. He also found out that domestic 

interest rate payments present a significant burden to the budget with significant crowding -out 

effects.  

Asogwa (2005) employs a more comprehensive econometric techniques in investigating the 

effect of domestic debt on economic growth concluded that domestic government debt in 

Nigeria has continued to suffer form of confidence crisis as market participants have 

consistently shown greater unwillingness to hold longer maturities. The government has only 

been able to issue more of short term debt instrument.  

Abbas (2007) and Abbas and Christensen (2010) analyze optimal domestic debt levels in low 

income countries (including 40 sub-Saharan Africa countries) and emerging markets between 
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1975 and 2004 using cross sectional analysis and found that moderate levels of marketable 

domestic debt as a percentage of GDP have significant positive effects on growth of the 

economy. The study provided evidence that debt levels exceeding 35% of total bank deposits 

have negative impact on economic growth. This suggests that domestic debt is productive if 

effectively and efficiently employed.  

Patillo (2002), in their study assessed the non-linear impact of external debt on growth using a 

panel data of 93 countries over 1969-98 employing econometric methodologies. Their findings 

suggested the average impact of debt becomes negative at about 160-170 %of exports or 35-

40% of GDP. Their findings also show that the marginal impact of debt starts being negative 

at about half of these values.  

Maana (2008) examines the impact of domestic debt in the Kenyan economy using the Barro 

Growth Regression Model (BGRM). The results indicate that although the composition of 

Kenya’s public debt has shifted in favour of domestic debt. Domestic debt expansion had a 

positive but not significant effect on economic growth during the period. He further stated that 

the Barro Model needs a sophisticated data set which may not be available for a developing 

country like Kenya.  

Adofu and Abula (2010) investigate the relationship between domestic and economic growth 

in Nigeria for the period 1986-2005 using econometric tools. Their findings showed that 

domestic debt has affected the growth of the Nigerian economy negatively and recommended 

that it be discouraged. They suggested that the Nigerian economy should instead concentrate 

on widening the tax revenue base. This study investigates the relationship between debt and 

economic growth in Nigeria using advanced econometric technique. 

Research Methodology 

Sources of Data 

In this research, domestic debt (Central Bank of Nigeria Debt, Deposit Money Bank Debt and 

Non- Bank Deposit Debt) and economic growth (Gross Domestic Product (GDP)) were 

collected from Central Bank of Nigeria (CBN) Statistical Bulletin of 2018 for the period of 

1981 to 2018. The data will be analyzed and interpreted with the following econometric tools; 

Descriptive Statistics, Correlation Matrix, Ordinary Least Square Method (OLS), Augmented 

Dickey Fuller (ADF) unit root test, Error Correction Model (ECM) and Pairwise Granger 

Causality Test,  
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Model Specifications 

The variables for this study can be specified in the following functional model; 

GDP = f (CBN, DMB, NBD)         (1) 

The explicit model is; 

GDP=α0+α1CBN+ α2DMB+α3NBD + Ut       (2) 

logGDP = α0+α1logCBN+ α2logDMD+α3logNBD + Ut     (3) 

Where, GDP = Gross Domestic Product, CBN = Central Bank of Nigeria Debt, DMB = Deposit 

Money Bank Debt, NBD = Non- Bank Deposit Debt, α0  =Autonomous component, α1, α2, α3 = 

Coefficients or Parameters, U t = Stochastic Elements 

Apriori Expectation 

We therefore operationalise as follows;  

GDP =f(CBN, DMB, NBD), f1,f2, f3>0<0. f1,f2, f3arethe coefficients of  Central Bank of 

Nigeria Debt, Deposit Money Bank Debt and Non- Bank Deposit Debt  respectively. It is 

expected that the more government obtains domestic debt; it can impact either 

positively or adversely on the economy.  

Analysis and Results 

Descriptive Statistics Test  

Table 1 Descriptive Statistics 

 GDP CBN DMB NBD 

 Mean  27569.37  401.0929  1107.283  1024.818 

 Median  6102.422  329.3574  273.1904  57.73000 

 Maximum  127762.5  2005.440  5351.800  6905.300 

 Minimum  144.8312  4.523600  1.843300  4.825700 

 Std. Dev.  37734.90  467.9022  1559.903  1824.893 

 Skewness  1.279906  2.123139  1.230369  1.921420 

 Kurtosis  3.322978  7.268270  3.082035  5.515863 

     

 Jarque-Bera  10.54017  57.39427  9.598103  33.40356 

 Probability  0.005143  0.000000  0.008238  0.000000 

     

 Sum  1047636.  15241.53  42076.75  38943.10 

 Sum Sq. Dev.  5.27E+10  8100503.  90031967  1.23E+08 

     

 Observations  38  38  38  38 

Source: Authors Computation  
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Table 1 above shows a summary of statistics where GDP has standard deviation (SD) of 

37734.90, JarqueBera Statistic (JBS) of 10.54017 with Probability Value (P-value) of 

0.005143. CBN has SD of 467.9022, JBS of 57.39427 with P-value of 0.000000, DMB has SD 

of 1559.903, JBS of 9.598103 with P-value of 0.008238 and NBD has SD of 1824.893, JBS of 

33.40356 with P-value of 0.000000, which informs that GDP, CBN, DMB and NBD 

abnormally distributed.  

Multicolinearity Test  

Table 2 Correlation matrix 

 GDP CBN DMB NBP 

GDP 1.000000 0.764859 0.967900 0.961210 

CBN 0.764859 1.000000 0.672114 0.834871 

DMB 0.967900 0.672114 1.000000 0.890749 

NBD 0.961210 0.834871 0.890749 1.000000 

Source: Authors Computation  

Table 2 above provides correlation matrix of the variables. The correlation matrix between 

CBN and DMB is0.672114, DMB and NBP is0.890749, whereas GDP and CBN is 0.764859, 

GDP and DMB is 0.967900 and GDP and NBD is 0.961210. That shows that none of pairs of 

correlation among the variables is linearly perfectly correlated. Hence, there is no presence of 

multicolinearity. 

Ordinary Least Square (OLS) Test 

Table 3 Level Series Multiple Correlation 

Dependent Variable: GDP   

Method: Least Squares   

Date: 08/08/19   Time: 08:44   

Sample: 1981 2018   

Included observations: 38   

     
     Variable  Coefficient Std. Error t-Statistic Prob.   

     
     CBN 0.307927 3.282071 0.093821 0.9258 

DMB 13.11331 1.192315 10.99819 0.0000 

NBD 9.825323 1.370981 7.166634 0.0000 

C 2856.545 1219.205 2.342956 0.0251 

     
     R-squared 0.984334     Mean dependent var 27569.37 
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Adjusted R-squared 0.982951     S.D. dependent var 37734.90 

S.E. of regression 4927.068     Akaike info criterion 19.94218 

Sum squared resid 8.25E+08     Schwarz criterion 20.11455 

Log likelihood -374.9014     Hannan-Quinn criter. 20.00351 

F-statistic 712.0851     Durbin-Watson stat 0.910513 

Prob(F-statistic) 0.000000    

     
Source: Authors Computation 2019 

Table 4 reveals the level series multiple regression estimated model for the relationship 

between domestic debt and economic growth. From the table, the adjusted R-squared (R2) is 

98.2% and Durbin Watson (Dw) statistics is approximately 0.9, which shows the presence of 

positive autocorrelation. This is unreliable and cannot be used for further analysis and policy 

formulation. This calls for further examination of the time dependent characteristics of the 

variables in our model. 

Non-Stationarity Test  

Table 4 Augmented Dickey-Fuller (ADF) Unit Root Test  

Variables  lag 1st 

difference 

1st diff. 

Probility 

Order of 

Integration 

LGDP 0 -

3.180464 

0.0295 1(1) 

LCBN 0 -

6.149833 

0.0000 1(1) 

LDMB 3 -

3.989623 

0.0042 1(1) 

LNBD 0 -

6.033232 

0.0000 1(1) 

Source: Authors Computation 

Table 4 presents the ADF unit root test. The result shows that the variables are differenced once 

to be stationary, hence said to be integrated at order one 1(1). Therefore, we proceed to testing 

if long run relationship exists among the variables.   
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Cointegration Test  

Table 4.5 Johansen Cointegration Test 

Sample (adjusted): 1984 2018   

Included observations: 35 after adjustments  

Trend assumption: Linear deterministic trend  

Series: LGDP LCBN LDMB LNBP    

Lags interval (in first differences): 1 to 2  

     
     Unrestricted Cointegration Rank Test (Trace)   

     
     Hypothesized  Trace 0.05  

No. of CE(s) Eigenvalue Statistic Critical Value  Prob.** 

     
     None *  0.529302  50.45616  47.85613  0.0279 

At most 1  0.422392  24.08233  29.79707  0.1970 

At most 2  0.125954  4.872203  15.49471  0.8222 

At most 3  0.004573  0.160424  3.841466  0.6888 

     
      Trace test indicates 1 co-integrating eqn(s) at the 0.05 level 

 * denotes rejection of the hypothesis at the 0.05 level 

 **MacKinnon-Haug-Michelis (1999) p-values  

 

Table 5 above we indicates that unrestricted rank test has one cointegration equation at 5% 

level of significance among the variables. This shows that long run relationship exists between 

the dependent variable (GDP) and independent variables (CBN, DMB, and NDB). 

Error Correction Mechanism (ECM) 

The cointegration test result provides for short run fluctuations. Therefore, we apply error 

correction model to examine the interplay of the long run and short term fluctuations in the 

model using the general specific approach. 
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Table 6Parsimonious ECMS 

Dependent Variable: D(LGDP)   

Method: Least Squares   

Sample (adjusted): 1984 2018   

Included observations: 35 after adjustments  

     
     Variable  Coefficient Std. Error t-Statistic Prob.   

     
     D(LGDP(-1)) 0.664733 0.127638 5.207971 0.0000 

D(LCBN(-1)) 0.071993 0.039028 1.844664 0.0761 

D(LCBN(-2)) 0.037668 0.041108 0.916316 0.3676 

D(LDMB(-1)) 0.023030 0.032317 0.712649 0.4822 

D(LDMB(-2)) 0.071061 0.029416 2.415695 0.0227 

D(LNBP(-1)) 0.054158 0.049953 1.084182 0.2879 

D(LNBP(-2)) 0.045839 0.047034 0.974607 0.3384 

ECM(-1) -0.034888 0.083616 -0.417246 0.6798 

     
     R-squared 0.470741     Mean dependent var 0.190405 

Adjusted R-squared 0.333525     S.D. dependent var 0.105452 

S.E. of regression 0.086089     Akaike info criterion -1.869244 

Sum squared resid 0.200104     Schwarz criterion -1.513736 

Log likelihood 40.71178     Hannan-Quinn criter. -1.746523 

Durbin-Watson stat 2.480318    

     
Source: Authors Computation  

Table 6 above shows Parsimonious ECM estimate with maximum lag of two. The Dw statistic 

is 2.480318 and Adjusted R2 is 33.35%. That shows absence of autocorrelation. The result also 

indicates that GDP reinforces itself. That CBN at Lag 1 exerts positive and significant impact 

on GDP @ 10% significance level, while DMB at lag 2 positively and significantly related to 

GDP.  

Granger Causality Test  

Table 7 Pairwise Granger Causality 

Pairwise Granger Causality Tests 

Sample: 1981 2018  

Lags: 2   

    
      Null Hypothesis: Obs F-Statistic Prob.  

    
     LCBN does not Granger Cause LGDP  36  3.72107 0.0356 

 LGDP does not Granger Cause LCBN  0.26876 0.7661 

    
     LDMB does not Granger Cause LGDP  36  0.04467 0.9564 

 LGDP does not Granger Cause LDMB  5.74040 0.0076 
 VAR Lag Order Selection Criteria     

Endogenous variables: LGDP LCBN LDMB 

LNBP     

Exogenous variables: LGDP      

Date: 01/01/10   Time: 19:57     

Sample: 1981 2018     

Included observations: 35     

       
        Lag LogL LR FPE AIC SC HQ 

       
       0  976.4099 NA*   8.67e-30*  -55.56628*  -55.38853*  -55.50492* 

1  891.4414 -145.6604  2.80e-27 -49.79665 -48.90788 -49.48985 

   
     LNDB does not Granger Cause LGDP  36  0.01458 0.9855 

 LGDP does not Granger Cause LNDB  1.15904 0.3270 

    
Source: Authors Computation  
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Table 7 above, reveals that CBN granger causes GDP, whereas GDP does not granger cause 

CBN. DMB does granger cause GDP, whereas GDP granger causes DMB, while no causal 

effect between GDP and NDB. That means CBN, DMB and GDP have unidirectional  effect.  

Conclusion and Recommendations 

This study reveals that domestic debt from Central Bank of Nigeria and Deposit Money Banks 

exert positive and significant impact on economic growth at certain stage. This result 

corroborates the findings of Abbas (2007) and the overhang theory. Then non-deposit bank 

debt impact insignificantly to the growth of Nigerian economy. This corroborates the work of 

Kormendi (1983). That causality showed a unidirectional effect between domestic debt from 

Central Bank of Nigeria, Deposit Money Banks and economic growth, while no causality was 

established between non deposit bank debt and economic growth.  The researchers therefore 

suggest that Central Bank of Nigeria and Debt Management Office should supervise the non-

deposit bank debt in order exert significantly on the growth of the economy. And that Central 

Bank of Nigeria and Debt Management Office should consistent with their debt policies on 

Deposit Money Bank. 
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Abstract 

This study determined the effect of broad money stock (M2) on economic growth in Nigeria as 
well as ascertained the direction of causality between broad money stock (M2) and economic 
growth in Nigeria. The study hypothesized that broad money stock did not have a positive and 
significant effect on economic growth in Nigeria, and that there is no causality between broad 
money stock and economic growth in Nigeria. Ordinary least square method (OLS) and the 
Granger Causality were employed to test the hypotheses after ensuring stationarity, testing for 
Co-integration, Heteroskedasticity, and collinearity using the Augmented Dickey - Fuller test 
for unit root, Johansen co-integration test, and the Breusch-Pagan-Godfrey test respectively. 
Findings suggest that broad money supply did not have positive and significant effect on 
economic growth in Nigeria. Also, findings suggest absence of causality between broad money 
supply and economic growth. This implies that the link between money supply (M2/GDP used 
to capture financial development) and economic growth is weak. Thus, there is actually a 
failure in attempts to deepen the Nigerian financial sector and to cause economic growth in 
Nigeria. Nigerian banks should strive to increase their fund mobilization capacity perhaps by 
increasing the interest rate payable on deposits. This will fascinate the fallowing of funds in 
the numerous deposit accounts operated in the banking industry for onward long-term lending 
to the real sector. Hence, the CBN should employ effective reforms using the monetary policy 
instruments to ensure effective and efficient servicing of the real sector (real manufacturing, 
processing and Agriculture etc). However, the r eforms in the financial sector should not be 
emphasized unilaterally. Rather, reforms should be barreled to the accompaniment and 
synchronized development of the financial sector as well as the real sector. This will enable 
the Nigerian economy to translate anticipated positivity of the financial sector into the real 
sector to achieve real economic growth. 
 

Keyword: financial development; broad money stock; real GDP; real sector.  
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Introduction 

Nigeria as a sovereign nation has at different times experimented with one economic program 

or the other in a bid to grow the economy. Since independence up to the seventies the 

government formulated development plans and provided funds for its execution. These plans 

were meant to guide the nation in its economic development efforts where the private sector 

was a dormant partner. However, in the middle and late eighties some critical indicators which 

are clear symptoms of an economy in distress reared up their ugly heads. These include: rising 

and unsustainable external debt burden; unemployment; balance of payment deficit; fiscal 

deficit; low capacity utilization (Adegbite 2005). Before the fourth quarter of 1986, the 

Nigerian economy as a whole was highly repressed and regulated directly by the public sector 

through the control of interest rate, credit, reserve requirement, entry into the banking sector 

among others. However, in the light of the above ugly developments which are symptoms of 

an economy in distress the Government was forced to review its development philosophy and 

hence the adoption of the structural adjustment program (SAP).  

 

The adoption of SAP reversed all the Government control measures and engendered 

competition most especially in the financial sector thus, allowing the private sector as a key 

player to participate in its development. This era is otherwise called era of financial 

liberalization which refers to the period of removal of controls and restrictions placed on the 

financial sector by a governing authority (Ajayi, 2005). These deregulatory efforts by Nigeria 

are not unlike what obtains in other countries as every nation recognizes the pursuit of 

economic and sustainable development as a core macro-economic goal. Underscoring the 

imperative for economic growth, (Adekunle, Salami & Adedipe, 2013) posit that it is the 

yardstick for raising the standard of living of the people. Economic growth takes place when 

there is increase in real gross domestic product, or outward shift of production frontier through 

profitable investment.  It is known that investment begins with savings mobilization and 

efficient allocation of same from the surplus unit to the deficit unit for ultimate investment.  

Most nations of the world pursue this goal through the development of its financial system 

through reforms.  

 

Orji, Ogbuabor, and Anthony-Orji (2015) posit that the relationship between finance and 

growth has been the subject of increasing attention over the years since the works of 

Schumpeter (1911), McKinnon (1973) and Shaw (1973) in which they argued that financial 

liberalization of the financial sector will lead to increase in savings, encourage investment and 
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induce economic growth. Hence, many countries especially developing countries have 

embraced financial liberalization as a way forward for their economies. Financial liberalization 

according to theory is meant to foster economic growth through increase in savings via increase 

in real deposit rate and increase in savings leads to increase in private investment in high 

priority areas. It is unfortunate to note that Nigerian financial system appears not to be 

effectively playing its developmental roles and as such is not in a position to fulfill its potential 

as a propeller of economic development and growth.  

 

In spite of the increased number of measures and financial institutions the real economy 

showed no marked improvement. The productive sectors have shrunk in size since the eighties. 

Poverty is deep, severe and pervasive with about seventy percent of the population living below 

poverty line (Nkoro & Uko 2013). Soludo (2007) opine that less than 30% of the population 

are having eighty percent of the national income. Thus, in the cause of seeking for lasting 

solutions, this study determined the effect of broad money stock (M2) on economic growth in 

Nigeria as well as ascertained the direction of causality between broad money stock (M2) and 

economic growth in Nigeria. The Study hypothesized that broad money stock did not have a 

positive and significant effect on economic growth in Nigeria and that there is no causality 

between broad money stock and economic growth in Nigeria. The rest of the study is structured 

as follows: The next section presents a review of related literature, followed by the 

methodology and findings. This is followed by the conclusion and policy implications.  

 

Review of Related Literature 

Conceptual Review 

Overview of the Nigerian financial sector  

The Nigeria financial sector encompasses the financial markets, instruments, rules and norms 

that facilitate the flow of funds and services within and outside the national economy 

(Onwumere, Onodugo, & Imo, 2013). The following institutions are responsible for regulating 

the Nigerian financial system: The federal Ministry of Finance (FMF) and the Central Bank of 

Nigeria (CBN), established by  CBN Act of 1958, advise the government on fiscal and 

monetary matters respectively;  The Securities and  Exchange commission (SEC), formerly 

called the Capital issues commission established by SEC Act of 1979 is the apex institution 

regulating the capital market through the Nigerian stock Exchange; Nigeria deposit insurance 

corporation (NDIC), established by decree no 22 of 1988 insures depositors funds with deposit 

money banks (Maduka & Onwuka, 2013); At the apex of the insurance sub sector is the 
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National insurance commission(NAICOM) which replaced the Nigeria insurance supervisory 

board established by Decree no 62 of 1992; The Federal Mortgage bank of Nigeria (FMBN), 

established by Decree no 7 of 1977 is at the apex of mortgage financial institutions in the 

country. It replaced the Nigerian building society.  

 

The Nigerian financial sector went through profound transformations in terms of ownership 

structure of institutions, the regulatory framework and the number and type of instruments 

traded (Ugwuanyi, 2006). Omankhanlen (2012) pointed out that some specific reform measures 

put in place to develop the financial sector include:  

1986– Establishment of 2nd tier foreign exchange market and receipt of foreign 

exchange in domiciliary account. Removal of control on interest rate and credit;  

1988– Capital market regulatory framework reforms up to 1993 and 1996;  

1990 – Prudential guide lines, disallowing bad debts and interest thereon as part of 

assets by Banks;  

1994 – Failed Banks and recovery of assets particularly bad debts;  

2000 – Establishment of Debt Management office to manage the nation’s Public de bts 

e.g. investment in federal government bonds;  

2000 – Universal Banking merging Commercial and Merchant banks into Deposit 

money Banks;  

2004 – Pension reforms to improve the lot of employees after retirement;  

2005 – Bank consolidation brought the minimum paid up capital of Commercial Banks 

to N 25 billion and consequently reducing the number of banks from 85 to 25 banks; 

2007 – Insurance reforms to restore investor confidence in the insurance industry; 

2010 – Asset Management Corporation of Nigeria was established to manage toxic 

assets; 

2012 – Cash-less policy to reduce physical cash in transactions to the barest minimum; 

2015 – Treasury Single Account to engender transparency in operation of government 

receipts and payments to avoid leakage of resources, and the bank verification number (BVN) 

to link accounts across banks in a bid to reduce fraud.  

 

Concept of Financial Sector Development 

Generally, financial sector developm ent denotes increase in the supply and range of financial 

assets and services in the economy. In other words, it is the improvement or growth of the 

financial sector (Umejiaku, 2011). DFID (2004) states that the financial sector is all the 
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wholesale, retail, formal and informal institutions in an economy offering financial services to 

consumers, businesses and other financial institutions. In its broadest definition, it includes 

everything from banks, stock exchanges and insurers, to credit unions, microfinance 

institutions and money lenders. There are various ways in which the financial sector can be 

said to develop: 

i. The efficiency and competitiveness of the sector may improve  

ii. The range of financial services that are available may increase  

iii. The diversity of institutions which operate in the financial sector may increase. 

iv. The amount of money that is inter mediated through the financial sector may increase 

v. The extent to which capital is allocated by private sector financial institution to private 

sector enterprise responding to market signals (rather, than government directed 

lending by state owned banks) may increase. 

vi. The regulation and stability of the financial sector may improve  

vii. Particularly important from a poverty reduction perspective more of the population may 

gain access to financial services. 

Hence financial sector development is a multi-dimensional concept, which explains why a 

number of empirical studies (Classens, 2006; Demirgüç-Kunt & Maksimovic 1998; Rajan & 

Zingales 1998; Beck, Demirgüç-Kunt, Levine 2004; Levine 2005; World Bank, 2001; and 

Demirgüç-Kunt & Levine, 2001) have used as indicators of financial sector development the 

following: 

1. Ratio of broad money stock (m2) to gross domestic product  

2. Ratio of credit to the private sector to gross domestic product 

3. Ratio of stock market capitalization to gross domestic product 

4. Ratio of bank deposit liability to gross domestic product  

5. Real interest rate  

 

Concept of Economic Growth  

Economic growth has long been considered an important goal of economic policy with a 

substantial body of research dedicated to explaining how this goal can be achieved (Fadare, 

2010). Economic growth represents the expansion of a country’s potential GDP or output.  

Economic growth has provided insight into why states grow at different rates over time; and 

this influence government in her choice of tax rates and expenditure levels that will engender 

the growth rates. Economic growth is the increase in the market value of the goods and services 
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produced by an economy over time. It is conventionally measured as the percent rate of increase 

in real gross domestic product, or real GDP (Olopade & Olopade, 2010).  

 

Economic growth occurs when a nation’s production possibility frontier (PPF) shifts outward. 

Economic growth, being the growth in output per capita, is an important objective of 

government since it is associated with rising average real incomes and living standard. The 

Robert Solow neo-classical growth model posits that growth depends on capital accumulation 

– increasing the stock of capital goods to expand productive capacity, and the need for 

sufficient saving to finance increased allocation of resources towards investment (Adekunle, et 

al., 2013). Bencivenga and Smith (1991) asserted that economic growth will increase if more 

savings are channeled into the activity with high productivity while reducing the risk associated 

with liquidity needs. This will show that banks provide the benefits of eliminating unnecessary 

liquidations. Studies have shown that countries with well-developed financial institutions tend 

to grow faster, particularly the size of the banking system and the liquidity of the stock market 

tend to have strong positive impact on economic growth. The financial services provided by 

these institutions are essential drivers for innovation and economic growth. Nnanna (2004) 

stated that the rate of output growth is determined by the accumulation of capital, the efficiency 

of resource utilization and the ability to acquire and adopt modern technology. The degree of 

financial system development is crucial for attracting and sustaining capital flows, savings 

mobilization and utilization (Nnanna, 2004). 

 

Theoretical Framework 

The nexus between financial development and economic growth has intrigued Macro-

economists and Financial Economists for many years (Okwo, Eze & Ugwunta, 2012). The 

avalanche of studies has led to conflicting results on causality. While some indicate the positive 

effect of finance on economic growth, others indicate reverse causality, yet others resulting in 

insignificant parameters. Generally, literature on financial developme nt and economic growth 

nexus has documented four views:  

The Finance-leading hypothesis: This school of thought are of the view that financial 

development spurs economic growth. It supports positive impact of financial development on 

economic growth {Bagehort, (1873) Schumpeter (1911); Gurly and Shaw (1955); Goldsmith 

(1969); Hicks (1969) Mckinnon (1973); Shaw (1973)}. 
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Author(s) Objective Methodology Findings 

Chang and 

Coudill (2005) 

Relationship between financial 

development and economic growth in 

Taiwan 

VAR model Granger 

causality 

Supports supply leading 

hypothesis for Taiwan 

Okwo, Eze, 

and Ugwunta, 

(2012) 

To examine whether financial sector 

development causes economic growth in 

Nigeria 

OLS and Granger Causility The two major indicators 

(M2/GDP and PC/GDP) and 

actually deepen the market 

but failed to cause economic 

growth for Nigeria 

Burcu Nilgun, 

Burak  (2009) 

Long-run relationship between financial 

development and economic growth for a 

panel of 10 emerging countries 

Peshoni panel fully 

modified ordinary least 

squares 

F.D. has a positive and 

significant effect on 

economic growth. 

Adegboyega, 

and Odusanya, 

(2014) 

Examines the nexus between fin. Sector 

dev. And economic growth in Nigeria 

VAR/Cointegration 

techniques 

-do- 

Manasseh, 

Asogwa, Agu, 

and Aneke 

(2004) 

To investigate the causal effect between 

financial sector reforms and economic 

growth in Nigeria 

OLS and Granger causality  Reforms promote economic 

growth in Nigeria 

Osuji, and 

Chigbu (2012)  

Examines the impact of financial 

development variables on economic 

growth in Nigeria. 

AD & Causality test 

cointegration & error 

correction model 

Positive & bi-directional 

Onwumere, 

Onodugo, and 

Imo (2013) 

Whether financial structure has positive 

& significant impact on economic 

growth & development in Nigeria 

Augumented Dickey 

Fuller, Unit Root Test & 

OLS 

Financial structure has 

positive & significant impact 

on Economic growth more so 

with banking credit & SMC 

than with insurances 

Rousseau and 

Watchel 

(2005) 

Examine the relationship between 

economic and financial depth 

OLS Finance – growth nexus is 

weak 

Ikide, 

Alawode, 

(2001) 

An appraisal of the financial reforms in 

Nigeria 

Discriminant analysis Failed to engender the 

desired development because 

the various policies in the 

programme package were not 

well sequenced and timed. 

And that the reforms ought to 

be preceded by appropriate 
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The Demand-following hypothesis: This school of thought says that it is finance that actually 

responds to changes in the real sector. The creation of modern financial institutions, their 

financial assets and liabilities and related financial services are responses to the demand for 

these services by investors in the real economy {Robinson (1952); Friedman and Schartz 

(1963); Jung (1986); Ireland (1994)} 

 

The bi-directional relationship hypothesis:  The proponents of this school say that there is 

mutual impact or feedback relationship between finance growths. The causal relationship 

varies according to the stage of the development process. The supply leading pattern dominates 

during the early stage of economic development. As financial and economic development 

proceeds, the supply- leading characteristics diminish gradually and are eventually dominated 

by demand-following pattern {Patrick (1966); Demetriades and Hussein (1996); Greenwood 

and Smith (1997)}.  

stabilization of the macro- 

economic environment 

Adekunle, 

Salami., and 

Adedipe 

(2013) 

To examine both impact and 

relationship between financial sector 

development and economic growth 

OLS The Nigerian Fin. sector has 

not been virile enough to 

enhance real growth 

Onankhanlen 

(2012) 

Financial sector reforms and its effect 

on the Nigerian Economy 

OLS The reforms affected the 

activities of the economy 

Maduka and 

Onwuka 

(2013) 

Long run and short run relationships 

between financial structure and 

economic growth 

Johansen and Juselius 

(1990) maximum 

likelihood procedure. The 

VEC model 

Negative and significant. 

 

Victor, and 

Samuel (2014) 

An empirical assessment of financial 

sector development and economic 

growth in Nigeria 

Vector Error correction 

diagonostic tests and 

cholesky variance 

decomposition 

Financial sector development 

positively and significantly 

affects economic 

performance 

Garba (2014) Financial sector development and 

economic growth relationship 

ADF, Johamson 

Multivariate cointegration, 

OLS & VEC 

Positive  

Khan and 

Senhadji 

(2000)  

Financial development and economic 

growth nexus of 159 countries 

OLS Granger causality Positive & Strong 
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No relationship hypothesis: These are of the view that no nexus exists between finance and 

growth {Lucas (1988); Bakouche (2007)}  

 

This work ascertains empirically which of the above views captures the Nigerian situation. 

This is very important as each of these divergent viewpoints have different implications for 

economic policy. The global financial crisis which translated into economic meltdown of most 

nations led to several bailout of the financial sector (with public funds) by the government of 

the affected countries with the belief that once the financial sector is revived it will translate 

into reviving the economy and stimulate growth. This scenario however, will only be possible 

if there is positive relationship between financial sector and economic growth with causality 

running from financial sector to economic growth (Garba, 2014).  

 

Empirical Review  

Table 1: Summary of Empirical Review 

 Source: Author’s compilation, 2017. 

 

Methodology 

Design and Model 

This research adopted the Ex post facto (after the fact) research design relying on historic 

data.  Secondary annual time series data sourced from the Central Bank of Nigeria statistical 

bulletin and annual statements of accounts and the Nigerian stock exchange report for various 

years were used for the period 1987 to 2015.  

  

Following a detailed review of previous studies, economic growth in Nigeria was expressed 

as a function of the financial sector development indices and a set of control variables. This 

agrees with Endogenous growth theory which states that growth is driven by capital 

accumulation. The Endogenous theory is the foundation of this work. The general model for 

the study was specified thus: 

     RGDPt = β0 + β1FSDt + β2Xt   + µ …………………………… (1)  

    Where; 

RGDP= Real Gross Domestic Product representing Economic   Growth 

    FSD =     Financial Sector Development  

    X =  Set of Control variables 

   µ = Error Term. 
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Consequently, the model was specified in line with hypothesis which states that broad money 

stock does not have a positive and significant effect on economic growth in Nigeria. The 

relevant model was represented as: 

    RGDPt = β0 + β1BMSt + β2OEt   + β3SGOVt + µ………………………………… (2)  

    Where; 

    RGDP= Real Gross Domestic Product representing Economic Growth 

    BMS = Broad Money Stock (M2) 

    OE = Openness of the Economy  

    SGOV = Size of Government 

      µ = Error term 

    t = Time Period 

And for the hypothesis which states that broad money stock did not have a directional 

causality with Nigeria’s economic growth the hypothesis is modeled thus:  

X1(t) =∑ A11,jX1(t−j) + ∑ A12,jX2(t−j) + E1 (t) ………………………..(3) 

          j =1                     j =1 

  

            P                        p 

X2(t) =∑ A21,jX1(t−j) + ∑ A22,jX2(t−j) + E2 (t) ………………………. (4) 

          j =1                       j =1 

Where; 

p is the maximum number of lagged observations included in the model (the model order).  

The matrix A contains the coefficients of the model (i.e., the contributions of each lagged 

observation to the predicted values of X1(t) and X2(t).  

X1 is the Economic Growth.  

While X2 takes the form of financial sector development.  

And E1 and E2 are residuals (prediction errors) for each time series (Pasquale, 2006).  

 

Description of Variables  

Dependent Variable:  Economic Growth  

The endogenous variable of our model is the Real Gross Domestic Product that reflects 

economic growth. The aggregate has also been used by Levine (1997) and Aburoluhman 

(2003). We obtained the data from the Central Bank of Nigeria Statistical Bulletin.  
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Independent variable:  Broad Money Supply 

This variable measures the capability of the banks to mobilize funds for investment purposes 

in the economy. This indicator captures the total size of the financial sector with respect to the 

whole economy. The standard measure of financial depth in the li terature is the ratio of broad 

money to GDP (i.e. M2/GDP). This is equal to Currency in circulation, plus Demand, savings 

and time deposits divided by GDP. Users of financial depth hypothesize that the size of 

financial intermediaries is positively related to the provision of financial services (King & 

Levine, 1993. Younes & Chtiouli, 2006). 

 

Control Variables 

This study utilized other variables associated with economic development as a control variable 

which is a variable that is held constant in order to assess or clarify the relationship between 

two other variables. Control variables are usually variables of no particular interested, but that 

are related to the dependent variable (Younes & Chtioui, 2006): 

 

The Size of the Government (GOVC): We use government consumption measured by 

recurrent expenditure to proxy for the size of the government. This may have either a negative 

or positive impact depending on the magnitude of the negative effects caused by the financing 

effects of the consumption (Johannes et al, 2011) or (Okwo et al, 2012). 

 
Openness of the Economy (OPEN): Trade openness is measured as the sum of exports and 

imports on GDP, we expect a positive sign from this variable (Johannes et al, 2011) and 

(Okwo, et al, 2012).  

 
Technique of Analysis:  

Ordinary least square method o (OLS) was employed to investigate the effect of financial sector 

development on economic growth and the Granger employed to investigate the causality 

between them. However, before this to ensure the reliability of data and avoid misleading 

(spurious) regression result the study conducted diagonistic tests on the secondary data used.  

These tests include testing for Unit root or stationaity, Co-integration, Heteroskedasticity, and 

collinearity, via Augmented Dickey - Fuller test for unit root, Johansen co-integration test, and 

the Breusch-Pagan-Godfrey test.  
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Results and Discussion 

The Results and discussion start with the data presentation of the series. 

 

Fig. 1: Graphical Representation of Targeted and Actual Outcomes of Broad Money Supply 

Source: Central Bank of Nigeria Statistical Bulletin, 2018 

 
The broad money supply measures the capability of the banks to mobilize funds for investment 

purposes in the economy. Fig. 1 shows that between 1987 and 1990, there was no targets for 

broad money supply and thus actual broad money supply stood at 22.91%, 34.98%, 3.53% and 

45.91% for years 1987, 1988, 1989, and 1990 respectively. In 1991, the monetary policy target 

of broad money supply of 19.80% was targeted while the actual outcome of 27.43% was 

recorded, thus surpassing the targeted broad money supply by 7.63%. In 1993, 2000 and 2008, 

the Central bank of Nigeria recorded highest outcomes of broad money supply of 53.75%, 

48.06% and 57.78% respectively with a surpassing actual outcome over targets of 35.76%, 

33.12% and 22.78% respectively. In 1996, the actual outcome of broad money supply of 

16.03% fell below the target of 16.80% representing a -0.62% shortfall. The supply of money 

however, could be expansionary or contractionary depending on the policy targets of the 

monetary authority (CBN). Other shortfalls in broad money supply to the economy were 

recorded in years 2004, 2009, 2010, 2012, 2013, 2014 and 2015 with actual broad money 

supply falling below the targets at -1.98%, -3.20%, -22.34%, -8.25%, -13.88%, -7.32%, and -

9.34%. The above analysis showed that the Central Bank of Nigeria in the recent years between 

2009 – 2015 failed to achieve set targets in broad money supply.  
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Fig. 2: Graphical Representation of Targeted and Actual Outcomes of Real GDP 

Source: Central Bank of Nigeria Statistical Bulletin, 2018 

 
Real gross domestic product (GDP) is an inflation-adjusted measure that reflects the value of 

all goods and services produced by an economy in a given year, expressed in base-year prices. 

It is often referred to as "constant-price," "inflation-corrected" GDP. Fig. 2 shows that between 

1987 and 1990, there was no targets for real gross domestic product and thus actual real gross 

domestic product stood at 0.17%, 6.23%, 6.65% and 11.62% for years 1987, 1988, 1989, and 

1990 respectively. In 1991, the monetary policy target of real gross domestic product growth 

of 8.30% was not reached as the actual outcome stood at -0.552% which resulted in a negative 

growth and a decline of -8.85% from the targeted real gross domestic product. Between year 

2000 and 2005, actual real gross domestic product outcomes surpassed the different yearly 

targets thus resulting in positive differences of 2.52%, 1.67%, 9.60%, 4.50%, 5.44% and 2.01% 

for years 2000, 2002, 2002, 2003, 2004 and 2005 respectively. Aside these periods and 

including year 2010, the actual outcomes of real gross domestic product were below the yearly 

targets with real gross domestic product outcome dropping from 9.53% in 2010 to 4.2% in 

2012 and to 2.78% in 2015 to close the period. 

 
Unit Root Test Result: If the time series is non-stationary, that is, having a mean and or 

variance changing over time, it is said to have a unit root (Johannes et al, 2011). The 

representation of the dataset in figure 1 and 2 confirms the non -stationarity status of our dataset 

and hence the ADF stationary test which resulted in the differencing of the series. The 

differenced time series are presented in figure 3.  
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Figure 3: Graphical representation of differenced operational variables as ratio of GDP 

Heteroskedasticity: Heteroskedasticity for the Hypothesis that Broad money stock did not have 

positive and significant effect on Nigeria’s economic growth. The null hypothesis underlying 

the test assumes that the errors are both homoskedastic and independent of the regressors, and 

that the linear specification of the model is correct. The decision is to reject the null hypothesis 

of no heterosdasticity if the Prob. < 0.05.  

 

 

 

 

 

Source: Author’s Eviews 9, 2018 

The Breuch-Pagan-Godfrey result has no heteroskedasticity as F-statistic, Obs. R-squared, and 

Chi-square have probability values of 0.8280, 0.8016, and 0.6877 > 0.05 respectively.  

Collinearity: Collinearity for the Hypothesis that broad money stock did not have a positive 

and significant effect on Nigeria’s economic growth was tested. The null hypothesis underlying 

the test assumes null hypothesis of no serial correlation and concludes that there is no presence 

of serial correlation or autocorrelation. The decision is to reject the null hypothesis of no serial 

correlation if the Prob. < 0.05. 

  

Table 2: Heteroskedasticity Test: Breusch -Pagan-Godfrey 

F-statistic 0.295906     Prob. F(3,24) 0.8280 

Obs*R-squared 0.998729     Prob. Chi-Square(3) 0.8016 

Scaled explained SS 1.476462     Prob. Chi-Square(3) 0.6877 
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Table 3: Breusch-Godfrey Serial Correlation LM Test:  

F-statistic 1.230103     Prob. F(2,22) 0.3116 

Obs*R-squared 2.816237     Prob. Chi-Square(2) 0.2446 

Source: Author’s Eviews 9, 2018 

The Breusch-Godfrey Serial Correlation LM test posits no presence of serial correlation or 

auto-correlation. The is strengthened by probability values of 0.3116 and 0.2446 for F-statistic 

and Obs.R-squared respectively < 0.00 

 
Hypothesis Test 1: The hypothesis that broad money stock did not have a positive and 

significant effect on Nigeria’s economic growth was tested using the regression analysis and 

result presented in table 3. 

 
Table 4: Regression Analysis for Test of Hypothesis  

Dependent Variable: DREALGDP   

Method: Least Squares   

Date: 10/10/18   Time: 07:57   

Sample (adjusted): 1988 2015   

Included observations: 28 after adjustments  

HAC standard errors & covariance (Bartlett kernel, Newey-West fixed  

        bandwidth = 4.0000)   

     
     Variable  Coefficient Std. Error t-Statistic Prob.   

     
     DBROADMONEYSUPPLY -0.093924 0.155091 -0.605602 0.5505 

DTRADEOPENNESS -0.057613 0.056285 -1.023592 0.3162 

DGOVERNMENTSIZE -0.044988 0.222735 -0.201978 0.8416 

C 0.098573 0.573681 0.171825 0.8650 

     
     R-squared 0.441497     Mean dependent var 0.093434 

Adjusted R-squared 0.178315     S.D. dependent var 3.831953 

S.E. of regression 3.979176     Akaike info criterion 5.731590 

Sum squared resid 380.0121     Schwarz criterion 5.921905 

Log likelihood -76.24226     Hannan-Quinn criter. 5.789771 

F-statistic 4.346352     Durbin-Watson stat 2.135658 

Prob(F-statistic) 0.022071    

     
Source: Author’s Eviews 9, 2018 

The decision criteria are to accept the null hypothesis if the sign of the coefficient is negative 

and the probability of the t-statistics is > 0.05. Otherwise, reject the null hypothesis and accept 
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the alternate hypothesis accordingly. Table 3 shows the c oefficient of -0.093924 to be negative 

and the probability of the t-Statistic of -0.605602 being 0.5505 > 0.05. Therefore, we accept 

the null hypothesis that suggests that broad money supply did not have a positive and 

significant effect on economic growth in Nigeria. 

 

Hypothesis Test 2: There is no causality between broad money stock and economic growth in 

Nigeria. This hypothesis was tested using the Granger Causality test and the result of the test 

presented in table 4. 

 

Table 5: Granger Causality Analysis for Test of Hypothesis  

Pairwise Granger Causality Tests 

Date: 10/10/18   Time: 08:32 

Sample: 1987 2015  

Lags: 2   

    
    

 Null Hypothesis: Obs F-Statistic Prob.  

    
    

 DBROADMONEYSUPPLY does not Granger Cause DREALGDP   26  1.25135 0.3066 

 DREALGDP does not Granger Cause DBROADMONEYSUPPLY   0.57358 0.5721 

    

Source: Author’s Eviews 9, 2018 

 

The decision rule is to accept the null hypothesis if the probability of the F-statistic is > 0.05 

otherwise, reject the null and accept the alternate. Hence, we conclude that there is no causality 

between real GDP and broad money stock. This is evidenced by the probability of F-statistics 

of 0.3066 and 0.5721 > 0.05. 

 
Findings from this study reveal that broad money supply did not have a positive and significant 

effect on economic growth in Nigeria. This finding supports Victor and Samuel (2014) who 

found that financial sector development has not significantl y improved private sector 

development. It refutes the submissions of Rousseau and Wachtel (1998) who found positive 

and significant relationship between financial depth and economic growth in five industrialized 

countries. Also, finding from this study reveal that there is no causality between financial 

development and economic growth in Nigeria. This study supports the findings of Perera and 

Paudel (2009) whose major finding of the study of the causal relationship between financial 

development and economic growth in Sri Lanka over the period 1955 to 2005 does not strongly 
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support the view that financial development boosts economic growth; Nzotta and Okereke 

(2009) who concluded that financial deepening did not support economic growth in Nigeria.  

 
Conclusion and Recommendations 

The finding that broad money supply did not have positive and significant effect on economic 

growth in Nigeria shows that Nigerian banks still lack the fitness and dimensions to mobilize 

funds for investment purposes in the economy. Thus, Nigerian banks should strive to increase 

their fund mobilization capacity perhaps by increasing the interest rate payable on bank 

deposits to attract the fallowing of funds in the numerous savings accounts operated in the 

industry. Again, the finding o f no causality between broad money supply and economic growth 

shows that the link between the financial sector and economic growth is weak. This suggests 

that the real sector most especially the high priority areas (real manufacturing, processing and 

Agriculture etc) which are the economic growth drivers and the bed rock that grows the gross 

domestic product are not effectively and efficiently serviced by the Nigerian banking sector.  

 
The proxy for money supply (M2/GDP) used to capture financial development actually failed 

to deepen the Nigerian financial sector and to cause economic growth in Nigeria. Banks prefer 

speculating and lending to traders than manufacturers and farmers where gestation period for 

investment to mature is longer as against the former where both gestation and return on 

investment is shorter and quicker. Hence, the CBN should employ effective reforms using the 

monetary policy instruments on banks to ensure effective and efficient servicing of the real 

sector. However, the reforms in the financial sector should not be emphasized unilaterally. 

Rather, attention should be given to the complimentary and coordinated development of the 

financial sector as well as the real sector. This will enable the Nigerian economy to translate 

anticipated positivity of the financial sector into the real sector to achieve real economic 

growth. 
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Abstract  
With the separation of ownership from managers, tax avoidance actions could provide an 
outlook for managers’ opportunistic behavior, thereby pursuing self -interests at the expense of 
the principal. Tax avoidance is the legitimate minimization of income tax by using legal 
strategies and approaches.  Therefore, this study examined the effect of tax avoidance on firm 
value of listed deposit money (DMBs) banks on the Nigerian Stock Exchange for the period of 
2012-2018. The study adopted Ex- post factor research design.  Secondary source of data 
collection was used and the data were extracted from the annual reports and accounts of the 
banks. Multiple regression technique was used and Stata 13 was employed as the tool of data 
analysis. Findings from the analysis show that tax avoidance has positive significant effect on 
firm value of DMBs in Nigeria. Based on the above finding, the study suggests that   investors 
should discourage managers from actions that are tax circumvention as it may not improve 
their value if legal action   arises.  Tax avoidance practices may require litigation costs which 
further reduces value of shareholders. 

Keywords: Taxation, Tax avoidance, Tax Fraud, Firm value,  

Introduction 

Tax avoidance practices among companies are carried out by managers, who are agents of 

shareholders, should act in the interest of the stakeholders. For a corporation, the liability of 

tax payment is eventually borne by shareholders because it brings about a decrease in the profit 

which is the source for dividend imbursement. 

Tax avoidance has been stated as one of the device that offer room for opportunistic managers 

to avert rent from shareholders to themselves to satisfy their individual self- interest. Enron 

offers a real world illustration. Enron entered this tax transaction mainly to manage pre-tax 

accounting profits so that its opportunistic managers could benefit from the temporarily inflated 

stock price (Amstrong, Blouin, & Larcker. 2010).   

 In fact, tax avoidance activity is costly on several margins.  Aside from the direct costs of 

engaging in such activities, managers characteristically have to ensure that these actions are 

covered from tax authorities. In the process, such conspiracies may afford managers increased 

opportunity to pursue self-serving objectives, and lead shareholders to doubt their value. Can 
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the end effect be significant enough to change the simple answer that investors fully capture 

the value of company tax avoidance action?   

With the separation of ownership from managers, tax avoidance actions could provide an 

outlook for managers’ opportunistic behavior, thereby pursuing self-interests at the expense of 

the principal (Desai & Dharmapala 2006). Following Desai and Dharmapala (2009) idea that 

the benefits accruing from tax avoidance activities in form of tax saving are possibly rendered 

non-beneficial to owners by the potential managerial rent extraction for companies having poor 

governance structure. Signifying that companies having measures in place to mitigate agency 

cost would benefit more from the net effect of company tax avoidance.  Tax avoidance practices 

can afford management the tools, platforms and justifications for deceitful managerial actions.   

Firm value represents the past, present and future performance of a firm, as well  as the long-

term interest of shareholders and stakeholders (Bhullar & Bhatnagar, 2013). The effectiveness 

of firms is to guarantee the satisfaction of the needs of stakeholders whose main interest is that 

of maximizing the value of the resources they have invested in the firms. 

Studies on the effect of tax avoidance on firm value is still give inconsistent outcomes. Several 

academics find that tax avoidance can increase company value, but some argue otherwise.  

Zhang, Cheong and Rajah (2016); Wawan and Dian (2017) documented that tax avoidance is 

likely to increase firm value. Tax avoidance performance provides companies with more free 

cash flow either in the short run or in the long run, which directly increases firm value. 

Conversely, Abdul Wahab and Holland (2012); Desai and Dharmapala (2009); Chen, Noor and 

Mazni (2018); Naipin, Nancy Augustine and  Mandella (2019) found that there is a negative 

connection between tax avoidance and firm value. The complexity and obscurity of tax 

avoidance allow managers to pipe the gains into themselves, which would reduce current and 

future cash flows.  However, existing studies do not provide much direction in Nigeria context. 

Compared with studies on developed markets. Tax avoidance in developing markets 

particularly Nigeria, are very limited. However, few studies in Nigeria (Nwaobia, Kwarbai & 

Ogundajo, 2016; Junaidu & Hauwa 2018) focused on industrial and consumer goods sectors.   

The absence of tax avoidance and firm value studies on the DMBs using Nigerian data for the 

period of 2012 to 2018 emphasizes the need for an effort to conduct a study on the effect of tax 

avoidance and firm value, which will fill the identified gap in the literature. This study therefore 

represents a modest effort to undertake an empirical study on tax avoidance and firm value in 

order to contribute to an area that has received little attention among researchers.  
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The objective of the study is to examine the effect of tax avoidance on firm value of listed 

DMBs in Nigeria.  In view of the objective, it is hypothesized that  

Hypothesis (Ho): Tax avoidance has no significant effect on firm value of listed deposit money 

banks (DMBs) in Nigeria.     

This paper seeks to make two main contributions. First, it adds to previous literature by 

investigating the interaction   between tax avoidance and firm value. Second, the paper brings 

to bear the impact of the adoption of IFRS from an emerging economy’s perspective and also 

assess whether the adoption has any influence on the relationship between tax avoidance and 

firm value. This paper is timely for a developing country and for that matter Nigeria as adoption 

of IFRS in 2012, provides policy guideline directions on the effectiveness of IFRS in improving 

the quality of accounting in Nigeria.  

The rest of the paper is organized as follows: the next section reviews existing literature, section 

3 provides detailed methodologies to achieving the study objectives.  Section 4 contains result 

and discussion and section 5 conclusion and recommendation. 

 
Literature Review  

Concept of Tax Avoidance  

Tax avoidance has been viewed as tax saving activities that improve the value of company. It 

has been used as a tax saving tool to transfer the wealth from government to company’s 

shareholders. To Hanlon and Heitzman (2010), tax avoidance can be defined as  the reduction 

of exact taxes and it includes a broad range of tax approaches. They inferred that taxes are 

actually a cost, and companies may manage and plan tax strategy to lessen the cost which 

results in higher profitability and maximizes the shareholders’ wealth. Moreover, tax avoidance 

is regarded as value enhancing to shareholders. Therefore, managers are encouraged to practice 

their best effort to maximize shareholders’ wealth by minimizing taxes (Christensen & 

Murphy, 2004).  

However, Erle and Schon (2008) further stated that companies involved in tax avoidance are 

makings decisions that are based merely on the objective of minimizing taxes and hence are 

regarded as socially irresponsible.  To Suandy (2013) tax avoidance is a term used to describe 

the legal arrangements of tax payer’s affairs so as to reduce his tax liability. It’s often to 

pejorative overtones, for instance it is use to describe avoidance achieved by artificial 

arrangements of personal or business affair to take advantage of loopholes, ambiguities, 
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anomalies or other deficiencies of tax law. Legislation designed to counter avoidance has 

become more commonplace and often involves highly complex provision.  Based on these 

explanations, it can be concluded that tax avoidance is a way of reducing or avoiding the 

amount of tax burden in the manner permitted by taxation law by exploiting the opportunity of 

a deficiency in the tax law. The existence of deficiencies or loopholes can be exploited by the 

taxpayer to take the opportunity to make a good tax planning. 

Taxes are a galvanizing factor in many corporate decisions. Nonetheless, corporate tax 

avoidance can create significant costs and benefits. The payment of corporate taxes ensures the 

funding of public goods. If a company fail to pay its share of tax, this could cause negative 

effect on society. Therefore, a company that is deliberately involved in aggressive tax 

avoidance can be considered socially undependable. 

Measurement of Tax Avoidance  

According to various academics, two methods have been used to measure tax avoidance. The 

first method is the book-tax difference (BTD) which is defined as the difference between 

financial income and taxable income (Desai & Dharmapala, 2009). The second method is 

effective tax rate (ETR) which is defined as the ratio of current income tax expense and income 

before tax. The BTD measures both tax avoidance while the ETR method only measures tax 

avoidance. In this study, the focus will be on ETR as a proxy for tax avoidance given its 

popularity, simplicity, and accuracy in measuring tax avoidance. Also, Abdul (2011) citing 

Hanlon (2010) posits that the GAAP ETR proxy avoids measurement errors in relation to the 

effect of tax expense on foreign income and tax credits. However, despite these touted  

advantages, GAAP ETR has been criticized for not appropriately recognizing particular tax 

deferral strategies such as more accelerated depreciation charges and for absorbing some tax 

planning strategies and treating them as avoidance (Lee, Dobiyanski & Minton, 2015; Hanlon  

& Heitzman, 2010).  

Concept of Firm Value  

The term firm value refers to the utility or the benefit that can be derived from a good or an 

object (Wild, 1992). In finance the term firm value refers to the price for which a good can be 

exchanged (Mousavi, Mousavi, Pourezza & Ahmadi, 2012). Firm value is derived from the 

market’s expectations of firm performance, and accounting measures provide the necessary 

information for the market to form these expectations. Thus, the book value of equity represents 

past performance and current earnings are indicative of future performance. These measures 
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are commonly used as the basis for firm valuation (Sveiby, 2010).  However, for accounting 

information to reflect firm value, a financial statement must be val ue relevant. Value relevance  

literature suggests that shareholders use accounting earnings to estimate future returns (Mehri, 

Umar, Saeidi, Hekmat & Rasekh, 2012). However, value relevance studies use equity market 

value as the valuation benchmark to assess how well particular accounting measures reflect 

information used by investors (Barth, Beaver & Landsman, 2001; Larcker & Rusticus, 2010).  

Bishop, Faff, Oliver and Twite (2004)   suggested Tobin’s Q is amongst a variety of methods 

widely used for firm valuation. Tobin’s Q as define d by Bhagat and Jefferis (2002), Gompers, 

Ishii and Metric (2003) and Beiner and Schmid (2005) is the ratio of market value of assets 

(equity and debt) to the replacement value of assets. According to Sarkar and Sarkar (2000), 

debt as an important component in Tobin’s Q can be accurately valued. As such Tobin’s Q is 

widely used for firm valuation since the variables show the financial strength of the firm and 

thus serves as a proxy for firm value. A value of Tobin’s Q greater tha n one shows that a firm 

had created value for its shareholders; on the contrary, a value of the variable lower than one 

shows that the firm had not performed creditably. Tobin’s Q has been used as a dependent 

variable in several studies about corporate governance and firm value relationship (Loderer & 

Peyer, 2002; Tariq & Abbas, 2013).  

Tobin’s Q is also capable of capturing the intangible effects as well as long -term performance 

of a firm, which is why it is used as a measure of capital-market based performance. This is 

consistent with the results of the study by Durnev and Kim (2005) who concluded that firms 

that practice good corporate governance will have increased firm value. Hence, in this study 

Tobin’s Q was measured based on the modified simple approx imation by Chung and Pruitt 

(1994) as adopted by Angulo and Rialp (2007) among others. 

Empirical Review  

Desai and Dharmapala (2009) studied the effect of corporate tax avoidance on firm value. The 

OLS estimates indicated that the average effect of tax avoidance on firm value is not 

significantly different from zero, but is positive for well governed firms as predicted by an 

agency perspective on corporate tax avoidance.  

Akmalia and Hafiza (2013) studied whether tax avoidance is linked with firm value, and  if so, 

whether the strength of the relation depends on the quality of governance using the Effective 

Tax Rates (ETR) to measure tax avoidance and the Malaysia Corporate Governance (MCG) 
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Index 2011 to rate firm-level governance.  Findings indicated positive relationship between tax 

avoidance and firm value. 

Ftouhi, Ayed and Zemzem (2014) examined the effect of ‘Tax avoidance and firm value: 

evidence from European companies’ using Regression analysis model (Generalized Least 

Squares (GLS) regression). Tobin’s q model was adopted by the study to examine the 

relationship between firms’ value and tax planning with firm size, leverage, capital intensity, 

Dividend and Earnings management. Results reveals a positive significant effect of tax 

avoidance on firm value. 

Mosota (2014) examined the link between tax avoidance and financial performance of listed 

companies at the Nairobi Securities Exchange. 

Nwaobia, Kwarbai and Ogundajo (2016) examined the effect of tax planning on firm value. 

Ex-post facto research design was adopted. The study covered 50 firm-year observations for 

the period, 2010-2014. Data were drawn from the published financial statements of the sampled 

companies and analyzed using descriptive and inferential statistics centred on specified panel 

regression model.  The study documented a positive relationship between tax planning and firm 

value 

Zhang, Cheong and Rajah (2016) examined the impact of corporate tax avoidance on firms’ 

financial performance of  quoted China companies for the period of 2004 to 2012. The results 

using structural equation modeling (SEM) show that there is a significant negative direct 

relationship between tax avoidance and market value. It indicates that the opaque nature of 

China’s stock market creates ‘opportunities’ for managers using tax avoidance as an instrument 

to engage in rent seeking activities, which hurt shareholders’ value. 

Ikponmwosa and Chizoba (2018) studied   the moderating effect of monitoring on the corporate 

tax avoidance- shareholders’ returns nexus in quoted Nigerian firms. Using an ex-post facto 

design, annual financial data were collected from 54 non-financial firms from various sectors 

of the Nigerian Stock Exchange (NSE). Analyses were carried out involving the Ordinary Least 

Square (OLS) regression. The study demonstrates that corporate tax avoidance positively 

impacts shareholders returns in quoted non-financial firms in Nigeria and the effect is improved 

with better monitoring mechanism in place.  

Chen, Noor and Mazni (2018) examined the connection between tax avoidance and firm value 

and identify the moderating effect of corporate governance in this digital era. This study used 
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sample of Malaysian Public Listed Companies (PLCs) for the period of 2014. The study 

employed multiple regression has technique of analysis.  Cross-sectional data was also used by 

observing a final sample of 82 PLCs at one point in time.  The study documented a negative 

significant relationship between tax avoidance and firm value.  

Theoretical Framework  

Agency Theory  

This study is situated within an agency framework.  As a theory, agency theory has had a 

somewhat long history. According to Fama and Jensen (1983), the theory can be traced as far 

back to the interest shown by scholars such as Smith (1776), Berle and Means (1932) and 

Jensen and Meckling (1976), in corporations characterized by separation of ownership and 

control‟.  Eisendhart (1989) alternatively posits that the origins of agency.  

Agency conflicts are the major problem arising from tax avoidance practices. Between fir ms 

and investors, they have their own point of view as well as conflicting opinions between one 

another. Firms consider tax avoidance behavior as a strategy to reduce their tax expense. From 

the investor's point of view, tax avoidance activities by managers can reduce the information 

content of financial statements that can reduce the value of the company (Balakrishnan & Guay, 

2012). According to Desai & Dharmapala (2006), opportunistic managers can use tax 

avoidance to advance their own interests, creating conflicts between managers and 

shareholders regarding tax avoidance.  Desai (2005) provides detailed evidence on how these 

opportunistic managerial behaviours can be facilitated by tax avoidance. This agency view of 

tax avoidance is attracting increasing attention in the literature (Hanlon & Heitzman, 2009).  

The non-conformity between the desires of managers and that of owners makes it possible that 

tax avoidance practices could be value-enhancing to the manager, but detrimental to equity 

owners (Desai & Dharmapala, 2009). The agency theory therefore takes cognizance of the 

possibility that even if a firm utilises various strategies in reducing its tax burden, possibilities 

exist that savings may not be transformed into shareholders benefit due to agency problem. 

Control Variables  

The study used various control variables adopted in previous studies to reduce statistical error 

and increase the accuracy with which statistical inferences are made.  

Firm Size  

The size of a firm cannot be overruled in determining the value of the firm. Larger firms are 

prone to having a maximized value than smaller firms. This is obvious in their level of 
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operation, which is expected to be larger than smaller firms. If the value of the firm is measured 

by performance, then this large volume of operation will translate into better performance than 

smaller firms. Most companies are intent to expand the size of their business operation for them 

to grow either in revenue, number of employees, or size of facilities (Pervan & Visic, 2012). 

Large firms may generate superior performance as they are more able to use economics of scale 

and scope, and they may organize their activities more efficiently. Athanasoglou, Brissimis and 

Delis (2005) assert that increase in company size increases the performance of the bank. 

Almajali, ., Alamro and  Al-Soub, (2012) argued that the size of the firm can affect its financial 

performance. However, for firms that become exceptionally large, the effect of size could be 

negative due to bureaucratic and other reasons (Yuqi, 2007). 

Leverage 

Leverage finance refers to the funding of a company or business entity with debt with the hope 

of improving the firm’s financial performance. Leverage financing is commonly employed by 

a company to achieve a specific or temporary objective, such as acquisition of another business, 

to effect a buy-out, to purchase shares or fund a one-time dividend, or to invest in self-

sustaining cash-generating assets (Pachori & Tatala, 2012). Leverage financing on the other 

hand refers to the ratio of debt to equity capital of a company. As a result of the payment of 

interest and repayment of principal amount of the debt a large part of the firm’s cash flow 

would decrease (Magpayo, 2011). Financial leverage also involved the use of debt to acquire 

additional assets. Tudose, (2012) in his study of the relationship between financial leverage 

and stock value documented a positive association between total debt to total equity and stock 

values. 

Methodology  

The study adopted Ex- post facto research design. The population of the study comprises all 

the listed Deposit Money Banks (DMBs) in Nigeria as at 31st December 2018.  There were 

thirteen (13) listed banks on the Nigeria stock exchange as at 31st December, 2018. These 

include Access Bank, Ecobank, Fidelity Bank First Bank, First City Monument Bank, Guaranty 

Trust Bank, Stanbic IBTC Bank, Sterling Bank, Union Bank, United Bank for Africa, Unity 

Bank, Wema Bank and Zenith Bank.   Census approach is used. Because of this, all the Deposit 

Money Banks are used. The choice of all the Deposit Money Banks is informed by the need of 

the researcher to cover all the elements of the population such that possible generalization can 

easily be made.  The selected banks share marked similarities in terms of their nature of work 

and environment of operations.  The source of data for this study is secondary. The study 

employed multiple regression technique of analysis which was carried out with the aid of 

STATA statistical software.  
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Model Specification  

TQit= β 0 + β1TAVit + β2FS it + β3LEVit + µit 

Where: 

TQ= Tobin Q  

TAV= Tax Avoidance  

FS= Firm Size  

LEV=Leverage  

Intercept = β0; β1, β2, β3 = Coefficients  

εit = Residuals 

Variables Measurement  

Variables    

TQ Tobin’s  Q Value of the firm measured as th e sum of market value of 
equity and book value of liabilities at the end of the year, 
divided by the book value of total assets at the end of the 
year 

TAV  Tax Avoidance  Is measured as current tax expense  

divided by earnings before interest and tax (EBIT) 

FSZ Firm Size Measured as the natural logarithm of the book  

Value of total assets at the beginning of the period.  

LEV Leverage  Leverage measured as the total liabilities divided by total 
assets at the end of the year  

Author Computation, 2019 

Analysis and Results 

The results are presented, analyzed and interpreted in the following pattern: First is the 

presentation of descriptive statistics of all the variables of the study, followed by the 

presentation of correlational matrix all the variables, followed by presentation   of the 

regression results thereby discussing individual effect of each independent variable on the 

dependent variable and finally, the discussion of the overall effect tax avoidance on firm value.  
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Descriptive Statistics   

Descriptive statistics provide evidence about the explanation of the variables used in the study. 

Descriptive statistics in this study can be comprehended in table 1 below: 

Table 1 Descriptive Statistics    

Variable  OBS    Mean     Std. Dev. Min Max 

TQ 91 .8364522       1.172803 .0012 8.0299 

TAV 91 .1744549     .0799169 .032        .38 

FS 91 7.669435     1.462661 2.8318      9.6986 

LEV 91   .1033297     .0632826 .037153     .521875 

SOURCE: Extract from STATA output, 2019  

From Table 1 above can be seen the number of observations under study as many as 91 

observations, founded on the last 7 periods of annual financial statements (2012-2018). Firm 

value as measured by the Tobin’s Q reveals and average of .8364522 with a standard deviation 

of 1.172803. The standard deviation of 1.172803 indicates that Tobin Q of the banks under 

study deviated significantly. This is further attested to the minimum of .0012 and maximum of 

8.0299 regarding the independent variable, Tax avoidance (TAV) has a mean value of 17% 

with standard deviation of 7%. The standard deviation of 7% implies a very low variability of 

tax avoidance within the period under study.  The minimum values of .032 and maximum of 

.38 show a significant variability in the data.  Implies that management actions in tax avoidance 

have the lowest value of 3% and the highest value of 38% respectively. 

The control variables of the study were firm size (FS) and Leverage (LEV).  Firm size shows 

an average value of N7.669 billion as represented by the natural logarithm of total assets. The 

low standard deviation N1.462661 billion as compared with the mean shows that there is no 

much variation in total assets of the firms that constitute the study sample. This is further 

confirmed by the minimum and maximum firm size that are   N2.8318 billion   and N 9.6986 

billion  respectively. The firms leverage shows average values of 10% with a standard deviation 

of 06%. There is no much variation of leverage across the banks as indicated by standard 

deviation of .0632826. However, the minimum and maximum of .0371 (4%) and .521875 

(52%) respectively suggests disparity in the debt to total asset  behavior of these banks.    
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Table 2: Correlation Matrix 

Variable  TQ TAV FS LEV 

TQ 1.0000    

TAV 0.2096 1.0000   

FS 0.0940 0.0449 1.0000  

LEV 0.0723 0.2290 -0.0500 1.0000 

Source: STATA Output, 2019  

Table 2 shows the correlation between the dependent variable, Tobin’s Q and the independent 

variable. Tax avoidance and the control variables firm size and leverage   on one hand, and 

among the independent variable themselves on the other. Generally, high correlation is 

expected between dependent and independent variables while low correlation is expected 

among independent variables. According to Gujarati (2004), a correlation coefficient between 

two independent variables above 0.80 is considered excessive and thus certain measures are 

required to correct that anomaly in the data. From Table 2, it can be seen that all the correlation 

coefficients among the independent variables are below 0.80. This points to the absence of 

possible Multicollinearity though the value inflation factor (VIF) and tolerance value (TV) test 

is still required to confirm the assumption. It also suggests that the variables are well selected 

and can fit in the same regression model.  

The table reveals a positive correlation between the dependent variable of firm value and the 

explanatory variable of tax avoidance with coefficients of 0.2096. This implies that the 

explanatory variable move in the same direction with firm value, which suggest that the higher 

their values the higher the value of the firms, and when these explanatory variable increase its 

individual  levels, firm value increases. The table also reveals that the control variables firm 

size exhibit positive correlations with firm value, with coefficients of 0.0940. This means that 

an increases in control variable and the outcome variable move in the same direction.  Lastly, 

the association between firm leverage is negative with firm value of -0.0723.  
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Table 3: VIF/TV Te st for Multicollinearity 

Variable |        VIF       1/VIF   

TAX 1.06     0.943902 

FS 1.06     0.944358 

LEV 1.01     0.994151 

Mean VIF 1.04  

Source: STATA Output, 2019  

Table 3 shows the results of the value inflation factor (VIF) and tolerance value ( TV). From 

table 3, the VIF and TV are found to be consistently smaller than 10 and above 0.10 

respectively indicating the absence of Multicollinearity as suggested by Neter, Kutner, 

Nachtsheirn and Wasserman (1996). The low mean VIF (1.04) is also a pointer to the mild 

correlation among the regressors. This shows the appropriateness and fitness of the explanatory 

variable as used in the model. In addition, the Breusch-Pagan/Cook-Weisberg test was used to 

test for the existence of Heteroskedasticity. The null hypothesis in this test assumes that the 

variance of the residuals is constant. If the p-value is insignificant at 5%, then there is 

substantial evidence to accept the null hypothesis indicating the absence of Heteroskedasticity.  

Table 4: Breusch-Pagan / Cook-Weisberg test for heteroskedasticity    

chi2(1)      =      0.00 

  Prob > chi2  =    0.9469 

Source: STATA Output, 2019  

The result reveals that the chi2 value is 0.00 and the p-value is 0.9469 which is statistically 

insignificant at 5% level of significance. This indicates absence of Heteroskedasticity 

Table 5: Hausman specification test and Lagrangian multiplier test for random effect  

Hausman specification test    

chi2(5) = (b-B)'[(V_b-V_B)^(-1)](b-B) 7.86 

  Prob > chi2  =    0.1013 

Lagrangian multiplier test  

79.06 0.0000 

Source: STATA Output, 2019  
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In view of the panel data, fixed effect and random effect regression were run and subsequently, 

Langrangian multiplier test for random effects models was carried out. Hausman specification 

test was then used to decide between the two results. The result from the Hausman test revealed 

a Chi2 value of 9.20 with p-value of 0.1013 that is statistically insignificant. This implies that 

the test considered the random effect as the most appropriate estimator and as a result of that 

the Lagrangian multiplier test for random effect is conducted which showed a Chi2 value of 

79.06 and p-value of 0.0000 that is statistically significant. This suggests that the random effect 

result should be considered which also required further 

Table 5 Regression Results 

    TQ Coef.        Std. Err. t   P>|t| 

TAX .1448455       .0571384     2.53 0.011 

FS .3239614          .3916558 0.83 0.410 

LEV -.8218142         .3882271 -2.12 0.041 

Wald Chi2/ (F.)   21.92    

Prob.   0.000    

R- Squared   0.2610    

Source: STATA Output, 2019 

The analysis of the table above began with the interpretation of the combined effect of both the 

explanatory variable and control variables on the explained variable. The R2 which is the 

multiple co-efficient of determination gives percentage or proportion of total variation in the 

dependent variable measured by Tobin Q of listed deposit money banks in Nigeria which is 

explained by the independent and control variables jointly. Hence, the result of R2 signifies that 

26% of total variation in Tobin Q of listed Deposit Money Banks in Nigeria is caused by Tax 

avoidance, firm size and leverage of listed deposit money banks in Nigeria.  On the cumulative 

result is the F-statistics of 21.92 with a significant value of 0.0000. This indicates the fitness of 

the model and means that the selected variables are the main determinants of Firm value of the 

listed deposit money banks in Nigeria. 

The result in respect of tax avoidance reveals a coefficient value of .1448455 and a t-value of 

2.53 with a p-value of 0.011. The positive coefficient value implies that there is positive 

relationship between tax avoidance and firm value of listed deposit money banks in Nigeria. 
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That is, as tax avoidance increases, their firm value also increases 14%. Thus, the p-value of 

0.011 which is significant at 5% level signifies that tax avoidance is significantly influencing 

firm value of listed deposit money banks in Nigeria. This implies that for every 1% increase in 

the tax avoidance of listed deposit money banks in Nigeria, their firm value tend to increase by 

14%.  The consequences of this study show that tax avoidance has a significant positive effect 

on firm value, it is clarified that high tax avoidance signposts good company valu e so 

stakeholders will react positively to the signal and the value of the corporation is increasing 

significantly.  The study supported agency theory and in the agency theory explained that there 

is a difference of interest between management and shareholders since shareholders have low 

control, so if in this case if the company managing tax avoidance to reduce the tax burden, the 

investor anticipations to get more profit Big will be achieved. The results of study are in line 

with the outcome of study by  Akmalia and Hafiza (2013); Ftouhi, Ayed and  Zemzem  (2014); 

Nwaobia, Kwarbai and Ogundajo (2016); Ikponmwosa and Chizoba (2018) and contradicted 

those of  Chen, Noor and Mazni (2018); Desai and  Dharmapala (2009).  

The control variable firm size showed a coefficient value of .3239614   and t-value of 0.83   

with a p-value of 0.410. This means that there is positive insignificant effect of firm size on 

firm value of listed deposit money banks in Nigeria. This signifies that for every #1 increase in 

firm size which is measured by logarithm of total assets; the firm value will also increase by 

32%.   

The analysis in table 5 shows that the beta value and the t-value beta for leverage is -.8218142 

and -2.12 respectively with a significant value of 0.041   which is significant at 5% level of 

significance. This signifies that leverage has a strong negative and significant effect in 

explaining and predicting firm value of listed deposit money banks in Nigeria. 

Conclusion and Recommendation 

This study examined the effect of tax avoidance on firm value of listed deposit money banks 

in Nigeria.  The study used 91 firm-year observations as bases for the analyses for the period 

of 2012 to 2018. The study developed hypothesis, for which the test result reveals that tax 

avoidance has positive significant effect on form value of listed DMBs in Nigeria.  The study 

therefore concludes that tax avoidance decreases the DMBs’ tax liability therefore the 

unremitted tax forms part of the value for the sampled banks in Nigeria. However, tax 

avoidance is not always in the best interest of both the corporations and the statutory authority.  

Banks which fail to remit tax face the risk of tax penalty and even destitution.  Government 
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loses revenue through tax avoidance and this adversely effect on the economic growth of the 

country. Therefore, the study recommends that the investors should discourage managers from 

actions that are tax circumvention as it may not improve their value if legal action   arises.  Tax 

avoidance practices may require litigation costs which further reduces value of shareholders. 
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Abstract 
This study investigated the impact of value added tax on economic growth in Nigeria for the 
period 1994-2018. Time series data for twenty-five (25) years, 1994-2018 were obtained from 
Central Bank of Nigeria statistical Bulleting (2018) and Federal Inland Revenue Service 
Report. Data analysis was performed using Bounds co-integration test and Auto Regressive 
Distributed Lag (ARDL model. The variables used in the study include gross domestic product 
(LGDP), value added tax (LVAT), company income tax (LCIT) and petroleu m profit tax 
(LPPT). The results of the bounds cointegration test evidence short run relationships among 
the variables. Findings from ARDL test showed that value added tax (VAT), company income 
tax (CIT) and petroleum profit tax (PPT) have positive and ins ignificant impact on gross 
domestic product (GDP). However, F -statistic is significant at 5 percent given the value o f F-
statistic and its probability value of 3.967566 (0.023654) led to rejection of null hypothesis 
that all the explanatory variables introduced in the model are not jointly significant in 
explaining the variations in gross domestic product as a proxy for economic growth in Nigeria 
and conclude that they are simultaneously significant. Hence, the study recommended that 
government should enhance mechanism of generating more value added tax revenue and other 
forms of tax revenue. Electronic generation and remittance of value added tax and other tax 
can be introduced to achieve this goal and sanctions can be instituted to failing organizations. 
Government should utilize revenue generated from value added tax, company income tax and 
petroleum profit tax on inves tment in human capital to achieve economic growth in Nigeria. 

Keywords: Economic growth, Gross domestic product, Revenue, Value added tax 

Introduction 

According to Todaro and Smith (2006), economic growth is the steady process by which the 

productive capacity of the economy is increased over time to bring about rising levels of 

national output and income. It is measured as the increase in the national income or total 

volume of production of goods and services in relations to the improvements in the total 

standard of living of the people of a country. The growth rate is affected by macro -economic 

policies, such as taxation, consumption, and investment. Tax is a financial charge or other levy 

imposed upon a taxpayer (an individual or legal entity) by a state or the functional equivalent 

of a state, usually considered a major source of government revenue for the funding of various 

public expenditures (Edame & Okoi, 2014; Egbunike, Emudainohwo & Gunardi, 2018).  
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Value added tax (VAT) is a consumption tax, levied at each stage of the consumption chain 

and borne by the final consumer of the product or service. The administration of VAT is 

relatively easy, unselective and difficult to evade. Countries all over the world, look for ways 

to boost their revenue, this facilitated many nations to introduce value added tax on goods and 

services. Hence, it was introduced in Nigeria through Decree 102 of 1993 and this marks the 

phasing out of the Sales Tax Decree No. 7 of 1986. The Decree that established VAT took 

effect from 1st December, 1993, but by administrative arrangement, invoicing for tax purpose 

did not commence until 1st January, 1994 (Chigbu & Ali, 2014). This means that Nigeria 

introduced VAT in 1993; however, its full implementation began on 1st January, 1994 

(Onwucheka &Aruwa, 2014; Mohammed, Omoniyi & Ali, 2018).  

In most of the developed countries, value added tax system is introduced to substitute tax on 

consumption and other taxes, especially company taxes. By using the VAT, it is expected that 

this substitution will have positive impact on production and indeed economic growth. It is 

therefore imperative to empirically examine what happens when developing nations such as 

Nigeria implements this tax, (Mohammed, Omoniyi & Ali, 2018). 

 
Value added tax is one of t he instruments the Federal government of Nigeria introduced to 

generate additional revenue and it has become a controversial issue that generates debate 

among several authors that the purpose of introducing value added tax as one of the methods 

of taxation in Nigeria economy has not yet known as some Nigerians had spoken against its 

introduction, (Onaolapo, Aworemi and Ajala, 2013).  It is with a view to addressing this concern 

that the study examined the impact of value added tax on economic growth in Nigeria and to 

reveal the benefit of value added tax in Nigeria economy.  

 
Literature review 

Anyanwu (1997) defined tax as a compulsory levy by the government on individuals, 

companies, goods and services to raise revenue for its operations and to promote social equity 

through the redistribution of income effect of taxation. Tax is a compulsory payment made by 

all concerned to the government of a country from which essential services are rendered, 

without necessarily offering an explanation on how the money generated was spent or equating 

the services with the money collected (Onwucheka & Aruwa, 2014). Taxation is the primary 

source of governmental revenue. It is an instrument for transferring resources from the private 

sector to the public sector in order to accomplish some of the nation’s economic and social 

goals (Ekine, 2011). 
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Value added tax is an example of indirect (i.e., non-income) tax levied on the sale of goods and 

services. It represents a tax on value added in the process of producing/consuming goods or 

services at various stages. VAT may be imposed for the purpose of encouraging or 

discouraging the consumption of particular items and to enhance government revenue or both 

(Umo, 2012).  

Ekine (2011) submits that VAT is a tax on the value added to a commo dity or service. It is 

imposed on the value that a business firm added to the goods and services that it purchases 

from other firms. It added value by processing or handling these purchased items with its own 

labour or its own machinery, building or other capital goods. It then sells the resulting product 

to consumers or to other firms. Thus, the difference between the sales proceeds and the cost of 

materials that it has purchased from other firms is its value added. That is, this form of taxation 

is determined when the cost of raw material is subtracted from the value of the finished product.  

There are two important varieties of VAT, namely: the consumption variety, and the income 

variety. The difference between these two varieties emerges from the treatment of capital 

depreciation. If a firm is allowed to deduct the full value of any capital goods purchased from 

another firm, the system comes under consumption type of VAT. It allows no adjustment for 

depreciation in other subsequent years. If the firm is allowed to deduct the value of capital 

goods or the equipment purchased from other firms as it appreciates over times, the system is 

termed income-type of VAT (Onwucheka & Aruwa, 2014).  

 
Olatunji (2009) explained that the walk towards VAT system in Nigeria started with acceptance 

of the recommendation of a study group on indirect taxation in November, 1991. The decision 

to accept the recommendation was made public in the 1992 budget speech of the Head of State. 

This resulted in setting up the Modified Value -Added Tax (MVAT) committee on 1st June, 

1992 as recommended by the study group. 

 
Theoretical framework 

The theoretical framework of this study is based on the endogenous growth model where 

persistent economic growth is conditioned on human capital accumulation (Lucas, 1988; 

Romer, 1990; and Romer, 1986). The proponents of endogenous growth models opined that 

growth rate of output is endogenously determined within the economic environment. The 

implication of these models is that human capital is the driving force in the growth process of 

an economy. The theoretical consideration which this study is anchored on stems from the 
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generalization of the human capital production technology as determinants of growth and the 

accessible channels of human capital investment in developing countries in which associated 

consensus is still controversial in literature.   

Endogenous Growth Theory provides a theoretical framework for analyzing endogenous 

growth, persistent GNI growth that is determined by the system governing the production 

process rather than by forces outside that system. It explains long-run growth rate of an 

economy on the basis of endogenous factors as developed by Romer (1986) and Lucas (1988), 

among others (Jhingan, 2007). According to Todaro and Smith (2011), endogenous growth 

theory assumes that public and private investments in human capital generate external 

economies and productivity improvements that offset the natural tendency for diminishing 

returns. Therefore, the rate of growth depends to a large extent on what (the type of capital) a 

country invests in. Thus, to achieve economic growth, public expenditure in human capital 

development must be increased. But the governments of Nigeria complain of lack of funds to 

embark on projects in critical sectors of the economy including education, health, housing, 

transportation, agriculture, power, road construction, national defense, among others, hence the 

necessity for governments to generation more revenue through taxation (VAT). Furthermore, 

the endogenous growth theories posit that permanent change in a variable that is potentially 

influenced by government policies cause permanent change in the growth rate (Romer, 1986, 

1990; Ehigiamusoe, 2014 and Inimino, et al, 2018). 

Theory on the institution of value added tax (VAT) is traced to the writings of Wilhelm Von 

Siemens, who proposed it as an alternative to the German turnover tax. The development of 

these proposals into prologue in a country is credited to Maurice Faure and Carl Shoup who 

were responsible with the introduction in France in 1954 of the Taxe sur la Valeur Adjoutee. 

From its inception, VAT was impose d on all sectors of France-the first country to use this 

system. Once instituted it was immediately clear that revenues collected from the VAT syst em 

constituted a substantial share of the government revenue in the French economy. Due to the 

ease of payment and ready comprehensibility, countries across the world have introduced some 

form of VAT, (Onwuchekwa & Aruwa, 2014).  

These include the entire Organization for Economic Co-operation and Development (OECD) 

countries, Japan, Canada, the state of Michigan in the USA and many African Countries 

(Olatunji, 2009). Some major oil producing countries are not left out from the list of countries 

that have introduced this tax system. VAT has been in effect in Ecuador and Mexico since at 
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least 1973 and by 1983 it accounted for 12.35% and 19.71% of total government revenues in 

these countries respectively; Indonesia introduced VAT in 1983 and by 1988; the ratio o f VAT 

revenue to GDP had increased to 4.5%, (Bogetic and Hassan, 1993). 

The benefit theory of taxation holds that people should be taxed according to the benefits they 

receive from tax-financed projects. If, for instance, free education is publicly finance d, the 

parents of the recipients should be taxed in proportion to the benefits they obtain. According 

to Umo (2012), it is very difficult to assign quantitative benefits in relation to the tax paid. 

Another problem of the benefit theory is that some people like the physically handicapped, 

benefit from a programme without having the financial ability to pay taxes.  Moreover, despite 

the criticisms faced by the benefit theory of taxation, it is a better way to explain value added 

tax because VAT as a consumpti on tax is paid by each citizen base on the level of consumption 

for goods and services (benefits). The benefit theory of taxation can be represented functionally 

as, B = F (VAT) Where; B refers to the sustained increase in the actual output of goods and 

services and VAT refers to revenue from value added tax. This means that, for actual output of 

goods and services to be increased, revenue from VAT is necessary, (Inimino, Otubu & Akpan, 

2018). 

Expediency theory holds that a basic consideration in every tax proposal is the practicability 

of its administration (imposition and efficiency of collection). Economic and social objectives 

of the state and the effects of a tax system should not be considered relevant in the design of a 

tax system (Bhartia, 2009, Nwachukwu, Ogundiwin & Nwaobia, 2015). The proposition has a 

truth in it since it is useless to have a tax which cannot be levied and collected efficiently 

(Chigbu, Akujobi & Appah, 2012).  

Faculty (Ability-to-Pay) theory recognizes tax as a compulsory levy on citizens and 

organization resident in a country and deriving income there-from. Tax imposes an obligation 

on the citizens for which the government owes no explanation to the citizen and the citizen 

may not receive equivalent benefits in return. The theory is anchored on the principle that the 

burden of taxation should be shared by the members of society on the principles of justice and 

equity. It implies therefore that the tax burden should be apportioned according to tax payers’ 

relative ability to pay, (Bhartia, 2009, Nwachukwu, Ogundiwin & Nwaobia, 2015). 
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Empirical review 

Onaolapo, Aworemi and Ajala (2013) conducted a study on assessment of value added tax and 

its effects on revenue generation in Nigeria. The study examined the impact of value added tax 

on revenue generation in Nigeria. The secondary source of data was sought from Central Bank 

of Nigeria statistical Bulletin (2010), Federal Inland Revenue Service Annual Reports and 

Chartered Institute of Taxation of Nigeria Journal. Data analysis was performed with the use 

of stepwise regression analysis. Findings showed that Value Added Tax has stati stically 

significant effect on revenue generation in Nigeria. The study recommended that there should 

be dedication and apparent honest on the parts of all agents of VAT with respect to the 

collection and payment and that government should try as much as possible to improve on the 

way of collecting value added tax.  

Inimino, Otubu & Akpan (2018) carried out a study on value added tax and economic growth 

in Nigeria. The study examined value added tax and economic growth in Nigeria from 1994 to 

2015. The econometrics methods of co-integration and error correction model (ECM) were 

employed as the main analytical techniques. The co-integration result revealed the existence of 

a long-run relationship among the variables. The Parsimonious Error Correction result revealed 

that value added tax, exchange rate and interest rate have a significant relationship with 

economic growth in Nigeria during the period of study. While, private domestic investment 

has no significant relationship with economic growth in Nigeria during the studied period. 

Also, the coefficient of the parsimonious ECM has the appropriate sign that is negative and 

statistically significant. Meaning that, the short run dynamics adjust to long run equilibrium 

relationship. The study therefore concluded that VAT revenue impacted on economic growth 

in Nigeria positively during the period of study. The study recommended that government 

should boost VAT revenue . This can be achieved by removing all administrative loopholes, 

ensure all the companies in Nigeria are registered to make VAT collection easy, and sanction 

any company that do not remit VAT revenue adequately.  

Yelwa, Awe and Muhammad (2016) conducted a s tudy on the effect of value added tax (VAT) 

on economic growth in Nigeria: 1994-2016. The study examined the effect of value added tax 

(VAT) on economic growth in Nigeria in the period 1994 -2016. The research used Ordinary 

Least Squares (OLS) and Granger causality technique using secondary data sources. The 

dependent variable is growth rate of gross domestic product (GDP) while the explanatory 

variables are value added tax (VAT) and customs and excise duties (CED). The results of the 

study revealed that VAT  and CED have no significant effect on economic growth. It also 

showed that there is no causality among the variables. The study therefore recommended 
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among others, the need for effective and efficient utilization of VAT revenue for infrastructural 

development to improve productivity; fiscal discipline, strengthening of the anticorruption 

agencies, ensuring rule of law and good governance, and improving the capacity of tax officials 

through improvement in their working environment with training and retraining to improve 

their commitment to work and enhance their productivity.   

Onwuchekwa and Aruwa (2014) carried out a study on value added tax and economic growth 

in Nigeria. The study investigated the impact of value added tax on the economic growth of 

Nigeria. Ordinary Least Square technique was employed to test the hypotheses formulated. The 

result showed that VAT contributes significantly to the total tax revenue of government and by 

extension the economic growth of Nigeria. VAT revenue growth had consiste nt increase 

though it was not that explosive. To boost tax revenue, we need to boost revenue collected 

from VAT. This can be achieved not necessarily by increasing the VAT rate of 5% percent but 

by closing every VAT revenue leakage, sensitizing the manager s of companies operating in 

Nigeria on the need to remit the VAT revenue collection and proper train ing of the Federal 

Inland Revenue staff in charge of VAT revenue collection.  

Egbunike, Emudainohwo and Gunardi (2018) conducted a study on tax revenue and economic 

growth: A study of Nigeria and Ghana. The objective of the study was to examine the effect of 

tax revenue on economic growth of Nigeria and Ghana. The study used multiple regressions as 

tools of analysis. The study found a positive impact of tax revenue on the gross domestic 

product of Nigeria and Ghana confirming prior studies. The study recommended among others 

that adequate measure to ensure that revenue generated from the tax is effectively utilized to 

develop and grow the economy. 

Okwara and Amori (2017) carried out a study on impact of tax revenue on economic growth 

in Nigeria. The study examined the impact of tax revenue on the economic growth in Nigeria 

for the period of 1994-2015. Secondary data were used and sourced from journals, textbooks 

and Central Bank of Nigeria (CBN) statistical bulletin. The variables considered are: Gross 

Domestic Product (GDP) as a proxy for economic growth, Value Added Tax (VAT), and non -

oil income (tax). To avoid spurious results, Ordinary Least Square (OLS) with the aids of 

Statistical Package for Social Sciences (SPSS) was used to test the significant impact of value 

added tax and non-oil income on Gross Domestic Product (GDP). The results revealed that 

non-oil income has significant impact on gross domestic product while value added tax has 

negative relationship and statistically insignificant for the period under review. The study 

concluded that tax revenue have significant impact on Nigerian economy growth. Therefore, 

the study recommended that government should diversify the main revenue source from crude 

oil to other sectors of the economy such as agriculture, extractive industries in order to attract 

direct and indirect taxes. 

Aregbeyen and Fasanya (2013) conducted a study on tax revenue and economic growth in 

Nigeria. The study investigated the link between tax revenue and economic growth in Nigeria 

during the period 1970- 2010. The dynamic Ordinary Least Square technique was employed. 

The results obtained indicate that total tax has had positive but insignificant impact on 

economic growth though the impacts of most of its components were significant. 
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Eze, Celina and Atuma (2018) carried out a study on re-evaluation of the economic impact of 

tax policy on the growth of Nigerian economy. The study investigated the impact of tax policy 

on economic growth in Nigeria for the period 1981-2015. Auto Regressive Distributed Lag 

(ARDL) test and Pairwise Granger causality test were employed in the analysis. The variables 

used in the study include real gross domestic product (LRGDP), personal income tax (PIT), 

companies’ income tax (CIT), government expenditure (GEX), exchange rate (EXCR), broad 

money supply (MS) and interest rate (INR). The results ARDL test indicated evidence of both 

long run and short run relationships among the variables. It also showed that personal income 

tax (PIT) has positive and insignificant impact on real GDP while companies’ income tax (CIT) 

has negative and significant impact on real GDP. The results also revealed that GEX and MS 

have positive and insignificant impact on real GDP while EXCR and INR have negative and 

insignificant impact on real GDP. More so, the result of the Pairwise Granger causality test 

showed that PIT, CIT and MS have unidirectional relationship with real GDP with causality 

runs from PIT, CIT and MS to RGDP. Thus, the study recommended for the application of 

personal income tax by government in generating revenues to promote economic growth more 

than it uses companies’ income tax as it will lead to improvement in economic growth of the 

country. 

Adaramola and Ayeni-Agbaje (2015) conducted study on tax structure and economic growth 

in Nigeria: A disaggregated empirical evidence (1986–2012). The study examined the tax 

structure and economic growth in Nigeria: disaggregated empirical evidence using a time series 

data spanning from 1986 through 2012. The Engel–Granger cointegration technique was used 

to ascertain the relationships between the variables in the model employed in this study. The 

study found a linear relationship between economic growth and tax revenue. It suggested a “tax 

and growth” ranking of taxes, confirming results from earlier literature but providing a more 

detailed disaggregation of taxes. Petroleum Income Tax and Corporate Income Tax were found 

to be most beneficial to growth in Nigeria. On the contrary, Personal Income Tax as well as 

the custom and excise duties did not promote growth as empirically examined in this study. 

Revenue neutral growth-oriented tax reform therefore is to shift part of the revenue base from 

Personal Income Tax as well as the Custom and Excise Duties to less distortive taxes aimed at 

inducing local consumption. A major contribution of the study to knowledge is that it has been 

able justify empirically that taxation-economic growth nexus is both per capital income and 

consumption induced in Nigeria. It was recommended that Nigeria should restructure the 

Personal Income Tax and the Custom and Excise Duties to induce consumption to achieve 

growth and reduce tax evasion through an efficient and effective tax administration. 

Jibrin, Ejura and Anaja (2018) carried out a study on estimating economics growth via value 

added tax and personal income tax in Nigeria. The study examined the relationship between 

value added tax, Personal Income Tax and economic growth in Nigeria. The study employed 

Gross Domestic Product as dependent variable and value added tax, Personal Income Tax as 

independent variable. This study used secondary data of 31 years spanning between 1984 and 

2015 after necessary adjustments. The data generated were subjected to different statistical 

tests such as descriptive statistics, cointegration test and Ordinary least squares (OLS) 

regression method of data analysis was adopted to test the hypotheses and unit root test of all 
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the selected variables for the model were carried out using Augmented Dickey-Fuller (ADF) 

methodology. The Value Added Tax (VAT) and Custom and Excise Duty (CED) contributed 

the highest value to the Federal Collected Revenue (FCR) during the period. The researchers 

recommended that the government of Nigeria tax reforms agenda or policies should focus more 

on the reform of the Value Added Tax (VAT), Custom and Excise Duties in order to derive 

maximum benefit from these components of tax. 

Jibrin, Ejura and Nwachkwu (2018) conducted a study on relationship between economic 

growth, petroleum profit tax and value added tax in Nigeria. This study analyzed the effect of 

petroleum profit tax and company income tax reforms on federal collected revenue in Nigeria  

with a view to specifically examine the relationship between, company income tax reforms and 

petroleum profit tax reform on federal collected revenue for the period under review. This study 

used secondary data of 31 years spanning between 1984 and 2015 after necessary adjustments. 

The data generated were subjected to different statistical tests such as descriptive statistics, 

cointegration test and ordinary least squares (OLS) regression method of data analysis was 

adopted to test the hypotheses and unit root test of all the selected variables for the model were 

carried out using Augmented Dickey-Fuller (ADF) methodology. The Petroleum profit tax 

(PPT) contributed the highest value to the Federal Collected Revenue (FCR) during the period, 

followed by Company Income Tax (CIT). The study recommended that the government of 

Nigeria tax reforms agenda or policies should focus more on the reform of the Petroleum profit 

tax (PPT) and Company Income Tax (CIT) in order to derive maximum benefit from these 

components of tax as well as effort should be made and sustained for proper integration of 

Petroleum profit tax (PPT) and Company Income Tax (CIT) given their large contribution to 

federally collected revenue as revealed by our result. 

Njogu (2015) carried out a study on the effect of value added tax on economic growth in Kenya. 

The objective of the study was to determine the effect of value added tax on economic growth 

in Kenya. The research design adopted in this study was causal study. The target population 

for this study consisted of the quarterly reports on the state of the Kenyan economy in relation 

to productivity as measured by Gross Domestic Product (GDP), consumer prices as measured 

by consumer price indexes (CPI), and employment as measured by the unemployment rate, 

from the inception of VAT as administered by Kenya Revenue Authority (KRA) from 1990 to 

2014. The study used secondary data which consisted of VAT rates, gross domestic product 

growth rates, consumer price indices and unemployment rates. The findings indicated that a 

percent change in the incident rate of GDP is an increase of 7% for every unit decrease in VAT. 

It was therefore concluded that there exists a significant negative relationship between VAT 

rates and GDP; hence, the researcher recommended that KRA should strive to reduce and/or 

maintain a low VAT rate in order to increase overal l GDP. Also, the findings indicated that a 

percent change in the incident rate of CPI is an increase of 9.2% for every unit increase in VAT. 

It was therefore concluded that there exists an insignificant positive relationship between VAT 

rates and CPI; hence, the researcher recommended that KRA should strive to reduce and/or 

maintain a low VAT rate in order to maintain low levels of inflation (CPI) within the economy. 

The findings also indicated that a percent change in the incident rate of unemployment rate is 

an increase of 1.2% for every unit increase in VAT. It was therefore concluded that there exists 
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a significant positive relationship between VAT rates and unemployment  rate; hence, the 

researcher recommended that KRA should strive to reduce and/or maintain a low VAT rate in 

order to maintain low unemployment rates within the economy. 

Etale and Bingilar (2016) conducted a study on the impact of company income tax and value-

added tax on economic growth: Evidence from Nigeria. The study examined the impact of 

companies’ income tax, value-added tax on economic growth (proxy by gross domestic 

product) in Nigeria. Secondary time series panel data was collected for the period 2005 to 2014 

from the Statistical Bulletin of the Central Bank of Nigeria (CBN). The study employed 

Ordinary Least Squares (OLS) technique based on the computer software Windows SPSS 20 

version for the analysis of data, where gross Domestic product (GDP), the dependent variable 

and proxy for economic growth, was regressed as a function of company income tax (CIT) and 

value-added tax (VAT), the independent variables. The results of the analysis showed that both 

company income tax and value-added tax have significantly positive impact on economic 

growth. Based on the findings, the study recommended that government should strengthen the 

tax administration system to broaden the tax income, and embark on tax education to ensure 

voluntary tax compliance. The study also recommended that the tax authorities should employ 

qualified tax professionals who should be regularly trained and be retained in the tax 

administration system for efficient tax administration and collection.  

Madugba and Joseph (2016) carried out a study on value added tax and economic development 

in Nigeria. The study examined the relationship between value added tax and economic 

development in Nigeria. The study covered 18years period between 1994 and 2012. Multiple 

regressions were used to analyse the data gotten from Central Bank of Nigeria (CBN) Statistical 

Bulletin of various years. The result of the multiple regressions showed a negative significant 

relationship between value added tax revenue and Gross domestic product. Also, the result 

showed a positive significant relationship between Gross domestic product and Total 

consolidated revenue. The researchers recommended that federal government should educate 

the general public more on the essential of VAT payments and also that machineries should b e 

put in place to ensure that VAT revenue does reduce as this will help foster econom ic 

development. Also, VAT rate should be increased as it will account for more revenue to the 

government. 

 

Gap in Literature  

This study is an improvement on other studies undertaken on the topic and other related topic 

under investigation; it extended the investigation from inception of value added tax in Nigeria, 

1994 to 2018. The study considered various empirical studies in order to support this research 

work. The study includes company income tax and petroleum profit tax to ascertain the 

combined effect on economic growth in Nigeria. Therefore, the purpose of this research work 

is to contribute to knowledge in literature and fill the established gaps. 
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Methodology 

The research design adopted for this study is the quantitative research methodology using time 

series data covering the period from 1994 to 2018 to investigate the impact of value added tax 

on economic growth in Nigeria. 

This study used time series data covering the period from VAT inception, 1994 to 2018 and 

was collected from Central Bank of Nigeria (CBN) statistical bulletin, Federal Inland Revenue 

Service (FIRS) and Federal Ministry of Finance. The variables included in the study are Gross 

Domestic Product (GDP), value added tax, company income tax and petroleum profit tax; these 

are all obtained from CBN bulletin and Planning, Research and Statistics Department, FIRS. 

In this study, ordinary least square (OLS) technique was used to determine the extent to which 

value added tax influences economic growth in Nigeria. R2 will be employed to know the 

degree to which the tax revenue combined explains the impact on economic growth in Nigeria. 

The methods that were employed to analyze our data and model are: Descriptive statistics, Unit 

root test, Bounds Co-integration test, Autoregressive Distributed Lag (ARDL), Breusch-

Godfrey Serial Correlation test and CUSUM test. While the unit root test helps to ascertain 

stationarity of the variables, the co-integration measures the long run relationship among the 

variables and the ARDL helps analyse the short run relationships among the variables, 

Breusch-Godfrey Serial Correlation test helps to ascertain serial correlation of the model and 

CUSUM test is to establish the stability of the model. It is important to note that time series 

data are prone to error because of unsteadiness in business activities from which most of our 

data are derived. Hence, the adoption of the above econometrics techniques to help us 

determine how the variables considered in this study has influenced economic growth (GDP) 

in Nigeria. 

 

Unit roots test 

In time series analysis, it has been established in the literature that most time series variables 

are not stationary and using non-stationary variables in the model might lead to spurious 

regression which cannot be used for precise prediction. Hence, our first step was to examine 

the characteristics of the data in order to determine whether the variables have unit roots i.e, 

whether it is stationary and the order of integration. For this purpose, the Augmented Dickey-

Fuller test was used. A variable is stationary if the absolute ADF value is higher than any of 

the absolute Mackinnon values. 
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Co-integration test 

Co-integration test is carried out in order to determine the long-run relationship between the 

dependent and independent variables when one or all of the variables is/are non-stationary at 

level which means they have stochastic trend. Essentially, it is used to check if the independent 

variables can predict the dependent variable both now (short-run) or in the future (long-run). 

The long–run relationship among the variables was examined using Bounds (2001) co-

integration framework because the series are integrated of different orders that is a combination 

of both level and first difference stationary.  

To proceed with the estimation of the model, the research study employed the ordinary least 

square method of analysis for multiple regression method. The various tests of statistics that 

were estimated to determine the level of significance of the parameters are T-statistics, F-

statistics, Co-efficient of determination (R2) and Adjusted co-efficient of determination 

(Adjusted R2). 

Variables Measurement 

The main variables of the study were broken down into dependent and independent variables. 

These are as follows: 

Dependent Variable 

Gross domestic product (GDP) is used as a proxy for economic growth following the works of 

Chigbu and Ali (2014), Mohammed, Omoniyi and Ali, 2018 . 

Independent Variables 

Federally collected value added tax (VAT) revenue, company income tax CIT) and petroleum 

profit tax (PPT) were used as the independent variables. 

Model specification 

The Gross Domestic Product (GDP) was used as proxy to measure economic growth while the 

proxies to measure tax revenue are value added tax (VAT), company income tax (CIT) and 

petroleum profit tax (PPT). The functional relationship is as follows;  

Y = f (X) 

Y= y1 

X= x1, x2, x3  
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Y= Economic growth 

y = Gross Domestic Product (GDP)  

X= Tax revenue VAT)  

x1 = Value Added Tax (VAT)  

x2 = Company Income tax (CIT) 

x3 = Petroleum Profit tax (PPT) 

Functional relationship 

y1 = f (x1, X2, X3) 

The functional relationship above was used to test the research hypotheses. The associated 

regression model is: 

InGDPt = β0 + β1 InVAT t + β2 InCITt + β1InPPT + μ1 

Where: 

β0 = Intercept / Constant Parameter 

β1 – β3 = Slope parameter 

μ1 = Error term 

Apriori Expectation 

It is expected that the selected independent variable, value added tax (VAT), company income 

tax (CIT) and petroleum profit tax (PPT) would have a positive relationship with economic 

growth, the selected dependent variable, Gross Domestic Product GDP).  

This implies that increase in the level of value added tax, company income tax and petroleum 

profit tax will also result in an increase in the economic growth, while the decrease in the 

former will also result into a decrease in the quality of the latter. The implication of this is that 

Nigeria economy will take positive values for the independent variable. 

Therefore, the coefficient, β1 – β3 > 0 and are expected to be positively signed. 

 

Results and discussion of findings 

Data analysis 

ADF unit root test of stationarity 

Testing for the existence of unit roots is of major interest in the study of time series models and 

co-integration. The presence of a unit root implies that the time series under investigation is 

non-stationary; while the absence of unit root shows that the stochastic process is stationary 
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(Adaramola and Ayeni-Agbaje, 2015). The time series properties of each variable are 

ascertained using the Augmented Dickey-Fuller (ADF) tests. 

Unit Root Models 

The Unit Root models are presented below: 

Table 1: Unit Root Test (1994-2018) 

Variables  ADF Test Critical 
value @1% 

Critical 
value @5% 

Critical value 
@10% 

Prob.* Order of 
integration 

GDP -3.038732 -3.769597 -3.004861 -2.642242 0.0467 1(1)* 

VAT  -4.068158 -3.737853 -2.991878 -2.635542 0.0047 1(0)* 

CIT -5.338246 -3.752946 -2.998064 -2.638752 0.0003 1(1)* 

PPT -4.589741 -3.752946 -2.998064 -2.638752 0.0015 1(1)* 

Source: Computed Result Using EViews9, 2019 

Note: * - Significant at 5 percent 

The null hypothesis of unit root is accepted for the variables at the level they are not stationary. 

As shown in Table 1, all the variables are stationary and integrated of different orders; that is 

a combination of both level 1(0) and first difference 1(1) of stationary. GDP, CIT and PPT are 

stationary, integrated of the order I(1) and at this level, the variables are stationary at 5% level 

of significance while VAT is stationary and integrated at level. Then, the null hypothesis of 

unit root is rejected for all the variables in the models. The next step to take is to conduct a 

cointegration test on the residual to investigate whether or not the presence of cointegration or 

long-run relationship exists. 

Test for Co-integration 

Having established that the variables are integrated of different orders, it is very important to 

determine whether there exists a long-run relationship among them. Cointegration describes 



 

94 Journal of  Accounting, July-December 2019 

the existence of an equilibrium or stationarity relationship between two or more times series 

each of which is individually non-stationary. We proceed to testing for cointegration using the 

Bounds cointegration test, proposed by Pesaran, Shin and Smith (2001) in determining the 

higher or lower value between F-Statistic and upper bound 1(1) or lower bound 1(0). Table 4.2 

below shows F-Statistic value and upper and lower bounds at 10%, 5% and 1% critical value. 

Table 2: Bounds Test for Co-integration 

Test Statistic Value  K 

      
F-statistic 1.575147 3 

   Critical Value Bounds  

   
Significance I0 Bound I1 Bound 

   
10% 2.72 3.77 

5% 3.23 4.35 

2.5% 3.69 4.89 

1% 4.29 5.61 

 

 

 

 

 

  

Source: Computed Result Using EViews9, 2019 

The Table 2 indicates that there are no co-integrating equations because F-Statistics is lower 

than critical value for the lower bound 1(0) at 10%, 5% or 1%. Therefore, there is no long-run 

relationship among GDP, VAT, CIT and PPT which prevent them from wandering apart 

without bound. F-Statistics, 1.575147 < 1(0) Bounds value, therefore we cannot reject Ho, no 

long run relationship exists.  

The result of bounds cointegration test revealed that there is no long run relationship among 

the variables. Hence, given the above conditions, the appropriate technique of analysis for this 

study is Autoregressive Distributed Lag (ARDL) model to analyse the short run relationship 

among the variables.   

Lag Length Selection Test 

The Hannan-Quinn information criterion (HQ) was used in selecting the optimal lag length as 

guided by the information given by the test conducted. The result presented in Table 4.3 

revealed that one (1) lag length is appropriate for the analysis as supported by the entire 

information criterion used.  



 

95 Journal of  Accounting, July-December 2019 

Table 3: VAR Lag Order Selection Criteria  

Endogenous variables: LGDP  

Exogenous variables: C LVAT LCIT LPPT  

       
 Lag LogL LR FPE AIC SC HQ 

       0  20.95336 NA   0.011705 -1.614605 -1.415649 -1.571427 

1  35.69867   22.46906*   0.003176* -2.923683  -2.674987*  -2.869710* 

2  36.57959  1.258459  0.003235 -2.912342 -2.613907 -2.847574 

3  37.32600  0.995211  0.003347 -2.888191 -2.540017 -2.812628 

4  38.77337  1.791977  0.003253  -2.930797* -2.532884 -2.844440 

       
 * indicates lag order selected by the criterion    

 LR: sequential modified LR test statistic (each test at 5% level)   

 FPE: Final prediction error     

 AIC: Akaike information criterion     

 SC: Schwarz information criterion     

 HQ: Hannan-Quinn information criterion    

Source: Computed Result Using EViews9, 2019 

Autoregressive Distributed Lag (ARDL) Model 

ARDL model is used to estimate the short run relationship among the variables, dependent and 

independent variables (GDP, VAT, CIT and PPT).  

Table 4: Autoregressive Distributed Lag (ARDL) Model 

Dependent Variable: D (LGDP) 

  

 

 

    
     Variable  Coefficient Std. Error t-Statistic Prob.   

     
     C 0.108670 0.021620 5.026323 0.0001 

D(LVAT( -1)) 0.112342 0.073375 1.531078 0.1422 

D(LCIT(-1)) 0.136071 0.096473 1.410456 0.1746 

D(LPPT(-1)) 0.031455 0.022658 1.388262 0.1811 

     
     R-squared 0.385167     Mean dependent var 0.164657 
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Adjusted R-squared 0.288088     S.D. dependent var 0.073818 

S.E. of regression 0.062284     Akaike info criterion -2.557463 

Sum squared resid 0.073706     Schwarz criterion -2.359986 

Log likelihood 33.41083     Hannan-Quinn criter. -2.507798 

F-statistic 3.967566     Durbin-Watson stat 1.576569 

Prob(F-statistic) 0.023654    

     
     

Source: Computed Result Using EViews 9, 2019 

The Autoregressive Distributed Lag (ARDL) Model estimated result presented in Table 4 

revealed positive and insignificant relationship between the dependent variable LGDP and 

independent variables LVAT, LCIT and LPPT. However, they were all in compliance w ith the 

apriori expectation. 

The coefficient of determination (R2) explains that 39% variation in the dependent variable i.e. 

gross domestic product is explained by the explanatory variables such as value added tax 

(VAT), company income tax (CIT) and petro leum profit tax (PPT) while 61% of such variation 

is not explained by them and is captured in the error term. In the same vein, taking into 

consideration the degree of freedom, the adjusted coefficient of determination ( ) revealed 

that, 29% variation in the dependent variable is explained by the explanatory variables. Both 

the R2 and  are lower than 50% which means that the explanatory variables could not explain 

better the variation in the dependent variables. 

The Autoregressive Distributed Lag (ARDL) Model is not a spurious model because R2 value 

0.385167 is less than Durbin-Watson statistic value 1.576569 meaning the model should be 

accepted. 

The fitness of the model is confirmed by the F -statistic which is significant at 5 percent given 

the value of F-statistic and its probability value of 3.967566 (0.023654) which led to rejection 

of null hypothesis that all the explanatory variables introduced in the model are not jointly 

significant in explaining the variations in gross domestic product as a proxy for economic 

growth in Nigeria and conclude that they are simultaneously significant.  

On the explanatory variables’ impact on the dependent variable, the result revealed that value 

added tax have positive relationship with gross domestic product which is in line with the 

apriori expectation but it is insignificant in explaining the dependent variable given the t-value 
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that is 1.531078 and probability value that is greater than 5% i.e. (0.1422). It therefore implies 

that, one percent (1%) increase in value added tax revenue will cause on the average eleven 

percent (11%) increase in gross domestic product.  

Company income tax depicts a positive but insignificant relationship with gross domestic 

product given the t-value that is 1.410456 and probability value that is greater than 5%. The 

coefficient of company income tax is 0.136071 which implies that, a percentage increase in 

company income tax revenue will on the average lead to 14% increase in gross domestic 

product.  

Lastly, petroleum profit tax also shows a positive but insignificant impact of the gross domestic 

product with the t-statistic value of 1.388262 and probability value of 0.1811 which is greater 

than 5%. However, the coefficient stood at 0.031455 which represents 3% increase in gross 

domestic product for every 1% increase in petroleum profit tax.   

Diagnostic Test 

After the analysis and presentation of the ARDL result, we now consider some diagnostic tests 

of model adequacy to check how “good” the fitted model is. Specifically, we shall employ the 

Breusch-Godfrey (BG) test for serial correlation, cumulative sum and cumulative sum of 

square test.  

 
Breusch-Godfrey serial correlation LM test 

To be sure that the model is good, we tested for serial correlation using Breusch-Godfrey Serial 

Correlation LM Test. The Breusch-Godfrey test, which is also known as the Lagrange 

Multiplier (LM) test, is used to test for autocorrelation. It is more robust that the Durbin Watson 

Test Statistics, in the sense that it allows for:  

(i) Non stochastic regressors such as lagged values of the regress and;  

(ii) Higher-order schemes; and,  

(iii)Simple or higher-order moving averages of white noise error terms. 

Table 5: Breusch-Godfrey serial correlation LM test 

Breusch-Godfrey Serial Correlation LM Test:  

     F-statistic 0.785383     Prob. F(1,18) 0.3872 

Obs*R-squared 0.961588     Prob. Chi-Square(1) 0.3268 

     

Source: Computed Result Using EViews9, 2019 
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From Table 5, P 0.3872 > 0.05, we cannot reject the Ho, so the model is not suffering from 

serial correlation. 

CUSUM and CUSUM of squares test stability test  

The stability of the regression coefficients is tested using the cumulative sum (CUSUM) and 

the cumulative sum of square (CUSUMSQ) of the recursive residual test for structural stability. 

Plots of the CUSUM and CUSUMSQ show that the regression equation seems stable given 

that neither the CUSUM nor the CUSUMSQ test statistics go beyond the bounds of the 5% 

level of significance, this assured us that the model is good. This is presented in figure 4.1 and 

4.2. 
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Figure 1: Stability (CUSUM) Tests  
Source: Computed Result Using EViews9, 2019 
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Figure 2: Stability (CUSUM of Squares) Tests  
Source: Computed Result Using EViews9, 2019 
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Testing of Hypotheses 
Hypothesis One 

Firstly, concerning VAT, since t -statistic value 1.531078 at P-value 0.1422 is greater than 0.05 

(i.e. p>0.05); we fail to reject the Null Hypothesis, implying that value added tax has an 

insignificant impact on Nigeria’s economic growth.  

Hypothesis Two 

Concerning CIT, since t-statistic value 1.410456 at P-value 0.1746 is more than 0.05 (i.e. 

p>0.05); we fail to reject the Null Hypothesis, implying that company income tax has no 

significant impact on Nigeria’s economic growth. 

Hypothesis Three 

With respect to PPT, since its t-statistic value 1.388262 is more than 0.05 (i.e. p>0.05); we fail 

to reject the Null Hypothesis, implying that petroleum profit tax has no significant impact on 

Nigeria’s economic growth. 

Discussion of findings 

From Table 4, R Squared (R2) gives 0.39 which stipulates that 39% of changes in the economic 

growth, gross domestic product can be attributed to the revenue from tax (value added tax, 

company income tax and petroleum profit tax) which implies that value added tax, company 

income and petroleum profit tax can jointly predict 39% of the variation in gross domestic 

product. The Adjusted R Squared  is 0.29, indicating that the independent variables in the 

model are explaining about 29% variation on the dependent variable. Therefore, the model of 

the study is providing a good fit to the data on a reasonable consideration and analysis.  

Furthermore, the coefficient of value added tax appears with the right sign (i.e., positive) 

implying a positive relationship between value added tax and economic growth. This conforms 

to the apriori expectation. This means that a percentage increase in VAT will increase  economic 

growth by 0.112342, 11 percent. However, the absolute value, 1.531078 of the t -statistic for 

the slope coefficient is insignificant at conventional level (i.e., 5%). Therefore, the study 

accepts the null hypothesis which states that there is no significant relationship between value 

added tax and economic growth in Nigeria. This is consistent with earlier studies including 

Yelwa, Awe and Muhammad (2016), Okwara and Amori (2017), Madugba and Jose ph (2016) 
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but not consistent with the studies of Onaolapo, Aworemi and Ajala (2013), Inimino, Otubu 

and Akpan (2018), Onwuchekwa and Aruwa (2014) as well as Etale and Bingilar (2016) 

The coefficient of company income tax is positive implying a positive relationship between 

company income tax and economic growth. This conforms to the apriori expectation. This 

means that a percentage increase in CIT will increase economic growth by 0.136071, 14 

percent. However, the absolute value, 1.410456 of the t-statistic for the slope coefficient is 

insignificant at conventional level (i.e., 5%). Therefore, the study accepts the null hypothesis 

which states that there is no significant relationship between company income tax and 

economic growth in Nigeria. This is in line with earlier studies such as Yelwa, Awe and 

Muhammad (2016), Okwara and Amori (2017), Madugba and Joseph (2016). 

The coefficient of petroleum profit tax is also positive implying a positive relationship between 

petroleum profit tax and economic growth. This conforms to the apriori expectation. This 

means that a percentage increase in PPT will increase economic growth by 0.031455, 3 percent. 

However, the absolute value, 1.388262 of the t-statistic for the slope coefficient is not 

significant at conventional level (i.e., 5%). Therefore, the study accepts the null hypothesis 

which states that there is no significant relationship between petroleum profit tax and economic 

growth in Nigeria. This is not in line with the studies of Jibrin, Ejura and Nwachkwu (2018), 

Etale and Bingilar (2016), Onaolapo, Aworemi and Ajala (2013), Inimino, Otubu and Akpan 

(2018). 

On the basis of the probability, F-stat = 3.967566 is significant at p < 0.05. It means that the 

independent variables give a significant effect on the dependent variable, where F-value is 

3.967566 with a p-value of less than 0.05 (i.e. p<0.05) indicating that, over all, the model used 

for the study is significantly good enough in explaining the variation on the dependent variable. 

Hence, the simultaneous influence of the independent variables is significant (prob. F – Stat. = 

0.023654 < 0.05). 

Therefore, null hypothesis (H01) is rejected and alternative hypothesis (H11) which states that 

joint independent variables (value added tax, company income tax and petroleum profit tax) 

have significant relationship with economic growth in Nigeria is accepted. 

Implications of findings  

The implication of this result is that value added tax as a fiscal policy tool contributed positively 

to economic growth during the period of study. It can also be stated that value added tax in 
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Nigeria is capable of impacting on economic growth positively. This is consistent with earlier 

studies including Onaolapo, Aworemi and Ajala (2013), Inimino, Otubu and Akpan (2018), 

Onwuchekwa and Aruwa (2014), Jibrin, Ejura and Anaja (2018) as well as Etale and Bingilar 

(2016) who reported that value added tax positively contributed to the total revenue generated 

by government and by extension the economic growth of Nigeria. 

To the government, they have to enhance the mechanism of generating value added tax revenue 

and utilize the revenue generated from value added tax on investment in human capital to 

achieve economic growth in Nigeria. This is in line with endogenous growth theory which 

states that to achieve economic growth, public expenditure in human capital development must 

be increased. 

Conclusion and recommendations 

The study examined the impact of value added tax on economic growth in Nigeria from 1994-

2018 in order to ascertain the degree to which Nigeria’s value added tax has influenced 

economic growth in Nigeria from inception till date. 

The study considered the effect of three (3) different related independent variables; value added 

tax, company income tax and petroleum profit tax on gross domestic product for a period of 

twenty-five (25) years, from inception till date in Nigeria.  

The regression result revealed that the combined effect of value added tax, company income 

tax and petroleum profit tax have a significant relationship with eco nomic growth in Nigeria 

during the period of study. 

It was concluded for the purpose of this study that value added tax revenue impacted on 

economic growth in Nigeria positively during the period of study, 1994 to 2018 and 

government should enhance mechanism of generating more value added tax revenue and other 

forms of tax revenue. Electronic generation and remittance of value added tax and other tax 

can be introduced to achieve this goal and sanctions can be instituted to failing organizations. 

In line with endogenous growth theory which assumes that public and private investments in 

human capital generate external economies and productivity improvements that offset the 

natural tendency for diminishing returns, we encourage government to utilize revenue generate 

from value added tax, company income tax and petroleum profit tax on investment in human 

capital to achieve economic growth in Nigeria. Therefore, to achieve economic growth, public 

expenditure in human capital development must be increased.  
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Appendix I 

Data for regression  

TAX TYPES GDP VAT CIT PPT 
=N=’b =N=’b =N=’b =N=’b 

Years     
1994 1,762.81 7.26 12.27 42.80 

1995 2,895.20 20.76 21.88 42.86 

1996 3,779.13 32.50 23.10 47.50 
1997 4,111.64 35.30 27.80 64.30 

1998 4,588.99 37.60 33.30 24.60 
1999 5,307.36 47.80 46.20 71.10 
2000 6,897.48 58.00 53.30 334.50 
2001 8,134.14 91.70 69.40 407.10 
2002 11,332.25 108.60 89.10 224.40 
2003 13,301.56 136.40 114.80 438.00 
2004 17,321.30 163.30 130.80 878.60 

2005 22,269.98 192.70 170.20 1,352.20 
2006 28,662.47 232.70 246.70 1,349.50 

2007 32,995.38 312.60 332.40 1,132.00 

2008 39,157.88 401.70 420.60 2,060.90 
2009 44,285.56 481.41 595.68 939.41 
2010 54,612.26 564.89 659.54 1,480.36 
2011 62,980.40 659.15 708.98 3,070.59 
2012 71,713.94 710.56 839.21 3,201.32 
2013 80,092.56 802.68 990.83 2,666.37 
2014 89,043.62 802.96 1,193.89 2,453.95 
2015 94,144.96 767.33 1,401.35 1,289.96 
2016 101,489.49 828.20 1,118.82 1,157.81 
2017 113,711.63 972.30 1,534.70 1,520.00 
2018 127,762.55 1,110.00 1,690.00 2,520.00 

Source: Central Bank of Nigeria statistical bulletin, Federal Inland Revenue Service 2019 
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Abstract 

Nigerian banks have suffered wide spread of financial malfeasances which led to declaration 
of many banks as distress, and takeovers and mergers have left a historical landmark in the 
history of financial service sector of the country. Joint examination of Nigerian banks by the 
Nigerian Deposit Insurance Corporation (NDIC) and the Central Bank of Nigeria (CBN) 
revealed an extreme weakness in corporate governance of banks and weak credit 
administration.This study thereforeexamines the effect of Board of Directors’ attributes on the 
financial performance of Listed Deposit Money Banks in Nigeria. A total of 16 deposit money 
banks were selectedfrom 2009 to 2018 financial year. Secondary data were collected from 
listed deposit money banks in Nigeria Stock Exchange (NSE). The study adopted panel multiple 
regression technique of data analysis, heteroskedasticity test and colinearity test were 
conducted. The result revealed that board size (BSZ) has a positive effect on the fina ncial 
performance of sampled deposit money banks in Nigeria.The estimated coefficient of board 
composition (BCM) has a positive effect on the financial performance of sampled deposit 
money banks in Nigeria although not statistically significant at all level of significance. Similar 
to BCM, board diversity (BDV) has insignificant negative effect on the financial performance 
of sample deposit money banks, which is statistically insignificant at all levels of significance. 
It was concluded that board size has significant impact on the financial performance during 
the period; while board composition has no significant impact on the financial performance 
and the board diversity has an insignificant negative impact on the financial performance. The 
study therefore, recommend the need for the deposit money banks in Nigeria to regula te the 
size of board of directors, since the result revealed positive and significant impact of board 
size on financial performance. 
 

Key words: Board size, Board composition, Board Diversity, Financial performance  

Introduction 

Effective board’s attributes and corporate governance practices are essential ingredients in 

achieving and maintaining public trust and confidence in the financial system. They are critical 

to proper functioning as they determine the performance of the banking sector of the economy 

in any country of the world. Poor board’s characteristics and corporate governance may lead 

to ineffective boards, which eventually may contribute to bank failures. Also, poor boards 

could in turn lead to a run on the bank unemployment, fraudulent activities, questionable 

dealings that may result to negative impact on the economy (Abu, Okpeh, and Okpe, 2016).  
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The role of board is, therefore, quite daunting as it seeks to discharge diverse and challenging 

responsibilities. As a strategic resource, the board is responsible to develop and select creative 

options in advancement of the banks. Given the increasing importance of boards, it is important 

to identify the board characteristics that make one board more effective from another. The 

board should not only prevent negative management practices that may lead to corporate 

failures or scandals but also ensure that firms act on opportunities that enhance the value to all 

stakeholders. To understand the role of board, it should be recognized that boards consists of a 

team of individuals, who combine their competencies and capabilities that collectively 

represent the pool of social capital for their firm that is contributed towards executing the 

governance function (Bathula, 2008). The study has it that most of the financial crisis in the 

banking sector of Nigerian economy which has been credited to the abuse of corporate 

governance practices is identified as one of the factors responsible for the failure of many banks 

in Nigeria. The financial health and performance of banks are important for the economic 

growth of Nigeria (Abu, et al, 2016). 

 

In Nigeria, study from Mohammed, (2016) revealed that the primary responsibility of board of 

directors is ensuring good corporate governance in banks and the principal objective of the 

board is to ensure that, banks are properly managed and management performance is 

effectively overseen to protect and enhance the interest of all the banks stakeholders [Central 

Bank of Nigeria (CBN), 2006]. The main characteristics of the board of directors of banks in 

Nigeria include the board Size and Independence, according to the CBN Code of corporate 

governance, the board should be of a sufficient size relative to the scale and complexity of the 

bank operations and should contain individuals in such a way as to ensure diversity of 

experience without compromising independence, compatibility, and integrity in carrying out 

their role. Based on this, board of directors is assumed to monitor and control the operations of 

banks effectively to achieve sufficient performance capable of enhancing the value of 

shareholders and other stakeholders. Board independent/non-executive or outside directors on 

the other hand should be the key members of the board capable of bringing independent 

judgment as well as necessary scrutiny to the proposals and actions of the Management and 

executive directors especially on issues of strategy, performance evaluation and key 

appointments. They are therefore critical in the proper operations of the banks particularly with 

respect to decisions that could affect value maximization. The code required that, the number 

of non-executive directors should be more than that of executive directors subject to a 

maximum board size of 20 directors; and, at least two nonexecutive board members should be 
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independent directors (Abu, et al, 2016). This draws the attention of the public and investors 

to see the board of directors as the major actor responsible for the failure of corporations, both 

in developed and developing nations. In fact, board of directors are criticized for being 

responsible for the dwindling in shareholders’ wealth , both in developed and developing 

economies, particularly, in Nigeria where this study is based. Due to the vital role performed 

by board of directors in the banking sector necessitate this research. 

 

The research questions arising are:  

i. What is the effect of board size on the financial performance of deposit money banks 

in Nigeria?  

ii. What is the effect of board independence on the financial performance of deposit money 

banks in Nigeria?  

iii. What is the effect of board diversity on the financial performance of deposit money 

banks in Nigeria?  

 

In order to answer the above research questions to solve the problems, the following objectives 

arise. This study therefore: 

i. Determine the effect of board size on the financial performance of deposit money banks 

in Nigeria.  

ii. Examine the effect of board independence on the financial performance of deposit 

money banks in Nigeria.  

iii. Evaluate the effect of board diversity on the financial performance of deposit money 
banks in Nigeria.  

The above objectives are achieved through the following null hypotheses after testing. 

 H01:  Board size has no significant impact on the financial performance of listed deposit money 

banks in Nigeria. 

H02: Board composition has no significant impact on the financial performance of listed 

deposit money banks in Nigeria. 

 H03: Board diversity has no significant influence on the financial performance of listed deposit 

money banks in Nigeria. 
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Literature Review and Theoretical Framework 

The concept of board of directors 

The board of directors is an essential part of business. A board of directors is a team of people 

elected by a corporation’s shareholders to represent the shareholders’ interest and ensure that 

the company’s management acts on their behalf. The board of directors is expected to try to 

align the interests of shareholders and managers (James, 2013). Research on board of directors 

revealed that board of directors is at the apex of the organization and plays an important role 

in the affairs of a company. According to Nicholson and Kiel (2004) the board of directors is 

the organ of a company vested with the complex task and power over overseeing a company‘s 

strategy and leadership, monitoring its financial results and ensuring compliance with 

regulations.  

 
The concept of financial performance 

According to Trivedi, 2010 in his dissertation the concept of financial performance refers to 

the act of performing financial action. In broader sense, financial performance refers to the 

degree to which financial objectives being or has been accomplished. It is the process of 

measuring the results of a firm's policies and operations in monetary terms. It is used to measure 

firm's overall financial health over a given period of time and can also be used to compare 

similar firms across the same industry or to compare industries or sectors in aggregation.  

 

Review of Related Empirical Studies  

Board size and financial performance  

Board size refers to the total number of directors on the board of any corporate organization. 

Determining the ideal board size for organizations is very important because the number and 

quality of directors in a firm determines and influences the board functioning and hence 

corporate performance. Board size is the magnitude of board of directors of a company. Board 

size is the total number of directors that a firm has in its board structure (Enobakhane, 2010), 

and it is assumed that the number and quality of directors in a firm has an effect on how the 

board functions, hence its performance. Empirical studies have indicated that best board size 

influencing the firm performance inconclusive, which is because of the possibility of a large 

board size, has the likelihood of having more knowledge and skills at their disposal, which will 

enhance performance (Williams, 2002). It is the total number of directors serving on the board 

of a company (Ogege & Boloupremo, 2014; Vafeas, 1999). However, board size is view as the 

most crucial dimension of board attributes. This is because there are conflicting views in 
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literature regarding board size. To the proponents of agency theory, it is assuming that a smaller 

board size is adequate and effective, because it has minimized monitoring duties, which 

encourage efficiency, coordination and communication. While an increase  in board size causes 

delay in decision-making, coordination and communication; creates more conflict of interest 

(between executives and owners) and demoralized majority of members, hence affecting firm 

performance (Abdurrouf, 2011; Nanka-Bruce, 2011; Yer mack, 1996; Jensen, 1993). 

 

Mandala, Kaijage, Aduda and Cyrus (2017) studied the effect of board structure on the 

performance of financial institutions in Kenya and also to find out wha t the intervening and 

mediating influence of the tenure of the CEO and firm’s characteristics on this relationship 

might be. The specific objectives included; to examine the influence of board structure on 

performance of financial institutions in Kenya; to determine the intervening influence of CEO 

tenure on the association among board structure and performance of financial sector firms in 

Kenya; to examine the moderating effect of the firms’ characteristics on the association among 

board structure and performance of financial institutions in Kenya; and to ascertain the joint 

effect of board structure, CEO tenure and firms’ characteristics on performance. Secondary 

data was collected for a ten-year period from 2006 to 2015. Moderated and stepwise regression 

models and correlation analysis were adopted for the investigation of the association among 

the variables. The results showed that board structure had independent significant influence on 

performance of financial institutions; there was no significant inte rvening effect of CEO tenure 

on this relationship; there was a significant moderating effect of firms’ characteristics on the 

relationship; and the joint effect of board structure, CEO tenure and firms’ characteristics was 

significant. Through this study, the formulation of managerial policies and practices which will 

promote better governance practices and also appropriate the characteristics of firms and that 

will improve performance of financial institutions will be enhanced. 

 
EL-Maude, Bawa, and Rimamshung, (2018) examined the effect of board size, board 

composition and board Meetings on the financial performance of listed consumer goods in 

Nigeria over the period of ten years from 2006 to 2015. The study uses expo factor research 

design and purposive sampling technique (filter) as research design and sampling technique. 

The population of the study is twenty (20) listed consumer goods companies in Nigeria and a 

sample size of ten (10) companies were studied. The data was analysed by means of descriptive 

statistics, Correlation and Regression analysis using STATA (version 11).The descriptive 

result reveals that return on assets has minimum and maximum values of -0.0400 and 0.4700 
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respectively and the mean and standard deviation of 0.1199 and 0.1038 respectively. The study 

made use of secondary data generated from annual report and account of the sampled 

companies through Nigeria Stock Exchange fact book. The findings include the following: 

Board size is negatively significant at1% with T. Value of _2.70 and finally, Board meeting is 

negatively insignificant with T-Value of _1.45.This study concluded that smaller board size 

are more effective than larger board size and frequent board meeting will have negative effect 

on the ROA of listed consumer goods companies in Nigeria because it will limits the chances 

for external directors to conduct a meaningful oversight over management. Hence the study 

recommends among others; that smaller board size should be used in listed consumer goods 

companies in Nigeria to enhance their ROA. The listed consumer goods companies in Nigeria 

should discourage unnecessary board meetings to allow board of directors perform other 

oversight function on the management so as to enhance the ROA of listed consumer goods 

companies in Nigeria. 

 
Olalekan, Mustapha, Irom, and Bulus, (2018) their study examined the effect of board size, 

risk management on financial performance of listed deposit money banks in Nigeria for the 

period of 2011-2016. The population of the study is fifteen (15) listed deposit money banks in 

Nigeria out of which a sample of fourteen (14) were used for the study due to the accessibility 

and availability of data. Corporate board size and risk management as the independent variable 

was proxy with numbers of board of directors, liquidity risk, credit risk and operating risk, 

while the return on equity(ROE) and earnings per share (EPS) were used to proxy financial 

performance. Data were collected from secondary source through the annual report and account 

of the banks for the period under study and the data was analysed using multiple panel 

regression techniques. The findings reveal that board size, credit risk and operating risk are 

significant negative effect on return on equity (ROE) and earnings per share (EPS) respectively . 

The study also shows that liquidity risk is negative and insignificant effect on ROE and EPS 

of the study banks in Nigeria. It is recommended among others that the banks should regulate 

their risk management practices and ensure they minimize the non-performing loan as it has 

been found empirically to reduce the quality of the firm’s financial performance. They should 

also reduce their operational cost for better performance. 

 
Mohammed, (2016) studied the effect of the board of directors’ attributes on the financial 

performance of deposit money banks in Nigeria during the period 2009-2014. Based on the 

results obtain from the analysis the study concludes a significant statistical relationship 
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between the attributes of the boards and financial performance after controlling for the firm 

size. Specifically, the  study concludes that board size has no significant impact on the financial 

performance during the period; while board composition has a significant negative impact on 

the financial performance and the board diversity has a significant negative impact on the 

financial performance. Shehu and Musa (2014) examined the influence of Board of Director 

Characteristics on the Performance of listed Deposit Money Banks in Nigeria for the period of 

2007-2011. The listed Deposit Money Banks are twenty one (21) in numbers out of which a 

sample of thirteen (13) were used for the study. Specifically, the study seeks to find if Board 

of Directors Characteristics (proxy by Inside Director and Board Size) has any influence on 

Performance of listed Deposit Money Banks in Nigeria. The study adopted multiple regression 

technique as a tool of analysis and data were collected from secondary source through the 

annual reports and accounts of the sampled firms. The findings reveal t hat Board Size have a 

negative impact on Performance, Inside director was found to have insignificant contribution 

to Banks Performance. The study recommended that the listed Deposit Money Banks should 

increase the number of outside directors on Board to an average of 60% to 70% as the higher 

numbers may help in watching over the excess of the Executive directors.  

 
Uwuigbe and Fakile (2012) studied the effects of board size on financial performance of banks: 

a study of listed banks in Nigeria. This study made use of a range of data drawn from the 

Nigerian Stock Exchange fact book (2008), which contains information on board size and the 

performance proxies. Regressing performance on board size, it was observed that banks with 

board size below 13 are more viable than those with board size above 13. The study further 

observed that banks with larger boards recorded profits lower than those with smaller boards. 

Therefore, this study concludes that there is a significant negative relationship between board 

size and bank financial performance with a t- value of -1.977 and a p- value of 0.053. This is 

because, increase in board size occurs with increase in agency problems (such as director free-

riding) within the board and the board becomes less effective. However, the paper recommends 

a smaller board size for better financial performance and to reduce the problem of free-rider of 

banks in Nigeria. 

 
Board composition and financial performance 

Board composition is the number of non-executive directors on board of a company. It is the 

ratio of non-executive directors to total directors (Barisua, N., Torbira, F., & Lenee, L. (2012); 

Marn & Romuald, 2012; Yasser et al., 2011). It has been presumed that boards with significant 
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outside directors will effectively perform their duty and have better decisions than board that 

is dominated by inside directors. Fama and Jensen (1983), Spencer (1983), and Jones and 

Goldberg (1982), argued that non-executive directors’ representation on the board increases: 

board independence, directors’ objectivity and enhances directors’ expertise. On the contrary, 

other studies suggested that non-executive directors do not have the required time, knowledge, 

skill and expertise to carry out their work effectively (Geneen, 1984; Vance, 1983). However , 

some group of empirical studies has found that increasing number of outside directors will 

influence performance. For instance, Barisua et al. (2012) has found that board of directors’ 

composition is positive and significantly related to performance (EPS) of publicly traded 

Deposit Money Banks in Nigeria.  

 
Connelly and Limpaphayom (2004) found that board composition has positive relation with 

profitability of life insurance firms in Thailand (Connelly & Limpaphayom, 2004). Other 

studies that belong to this group are Abdurrouf (2011), Nanka-Bruce (2011), Saibaba and 

Ansari, (2011), Bhagat and Bolton (2009), Juras and Hinson (2008) among others. Shehu and 

Musa (2014) examine the influence of Board of Director Characteristics on the Performance 

of listed Deposit Money Banks in Nigeria for the period of 2007-2011. The listed Deposit 

Money Banks are twenty one (21) in numbers out of which a sample of thirteen (13) were used 

for the study. The study seeks to find if Board of Directors Characteristics (proxy by Board 

Composition) has any influence on Performance of listed Deposit Money Banks in Nigeria. 

The study adopted multiple regression technique as a tool of analysis and data were collected 

from secondary source through the annual reports and accounts of the sampled firms. The 

findings reveal that Board Composition is positively, strongly and significantly influencing the 

Performance of listed Deposit Money Banks in Nigeria. The study recommended that the listed 

Deposit Money Banks should be reduce the number of board members to average of nine (9) 

members as this may help improve the Banks performance.   

 
Evidence on the relationship between the proportion of non-executive directors on the board 

and firm performance is mixed (Haniffa & Hudaib, 2006); (Ghosh, 2006); (Jacking & Johl, 

2009); (Uwuigbe, 2011); (Al-Matari, 2013); (Adekunle & Aghedo, 2014). They are mixed in 

the sense that some of the study reviewed show positive relationship between board 

characteristics and financial performance while some shows negative relationship between the 

variables. 
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Prior Nigerian studies (Shehu & Musa, 2014) and Non-Nigerian studies have reported a 

positive relationship between board composition and firm performance. In particular, also, 

using a sample 13 listed deposit money banks for the period 2007 to 2011, Shehu and Musa 

(2014) found that board composition positively, strongly and significantly influence firm 

performance measured by ROA. These similar findings suggest that boards with higher 

proportion of outside directors offer higher performance. 

 

Joshua, Oyugi and Josephat (2015) studied the relationship between board independence and 

the performance of commercial banks in Kenya for the period spanning 2001 to 2013. A period 

within which Central Bank of Kenya (CBK) issued three prudential guidelines on corporate 

governance, that all commercial banks operating in Kenya must adhere to. Primary data for the 

study was obtained from 33 of the 43 commercial banks in Kenya by way of questionnaire 

administration, whereas secondary data was obtained from: annual published accounts, Nairobi 

Stock Exchange Publications, returns filed to the Registrar of companies at the Attorney 

General Chambers Nairobi, individual banks websites and Central Bank of Kenya website. 

Bank performance was defined by three key performance variables namely: ROA (Return on 

asset), ROE (Return on equity) and TBQ ratio (Tobin’s Q ratio); that are: financial, accounting 

and market measures of performance respectively. Bank size was adopted in the study as a 

moderating variable to capture bank specific characteristics. The data collected was analyzed 

using hierarchical regression under the panel data framework using SPSS 21.0 version. The 

key results indicated that board composition was not significant in the relationship between 

board composition and performance of commercial banks in Kenya. The results further 

indicated that there was no linear relationship between board composition and the TBQ ratio 

of commercial banks in Kenya when bank specific characteristics were excluded. Therefore if 

commercial banks in Kenya are to improve their performance they should direct their efforts 

towards other variables other than board composition. 

 
Saheed (2018) examines internal factors affecting profitability of Deposit Money Banks 

(DMBs) in Nigeria for the period of 2008-2016 using panel data of 14 listed banks drawn from 

the Nigerian Stock Exchange. Secondary data obtained from the listed Deposit Money Banks' 

financial statements were analyzed. The independent variables were proxied by Capital 

Adequacy, Credit Risk, and Infl ation while profitability was proxied by Return on Assets 

(ROA). The study adopts correlational research design to investigate the determinants of 

profitability of the Deposit Money Banks. Panel data techniques (fixed and random effects 
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model) were employed to examine the effect of internal factors on profitability of the sampled 

listed Deposit Money Banks. Although Hausman specification test suggested that fixed effect 

model is more appropriate, the study used Feasible Generalized Least Square (FGLS) to 

underpin the outcome of the Hausman specification. The study found that internal factors had 

significantly influenced the deposit money banks' profitability over the study period. The 

Capital Adequacy had a positive and significant relationship with bank profitability while 

Credit Risk had a negative and significant relationship with bank profitability during the study 

period. The study recommend among others that the Central Bank of Nigeria (CBN) should 

maintain a central database called Credit Risk Management System across banks in the country, 

which would be generating accurate and reliable credit information on bank borrowers as a 

way of evaluating the repayment capabilities of the customers to be granted credit facilities. 

 
EL-Maude, Bawa and Shamaki (2018) examined the effect of board size, board composition 

and board Meetings on the financial performance of listed consumer goods in Nigeria over the 

period of ten years from 2006 to 2015. The study uses expo factor research design and 

purposive sampling technique (filter) as research design and sampling technique. The 

population of the study is twenty (20) listed consumer goods companies in Nigeria and a sample 

size of ten (10) companies were studied. The data was analysed by means of descriptive 

statistics, Correlation and Regression analysis using STATA (version 11).The descriptive 

result reveals that return on assets has minimum and maximum values of -0.0400 and 0.4700 

respectively and the mean and standard deviation of 0.1199 and 0.1038 respectively. The study 

made use of secondary data generated from annual report and account of the sampled 

companies through Nigeria Stock Exchange fact book. The finding revealed that Board 

composition is positively significant at 1% with T-Value of 2.15 to influence fina ncial 

performance. The study concluded that board composition is a good factor to enhance ROA of 

listed consumer goods companies in Nigeria. Hence the study recommends that the listed 

consumer goods companies should continue to maintain good proportion of independence 

directors.  

 
Board diversity and financial performance 

Diversity is a factor that is considered in the evaluation of board performance and effectiveness. 

Board diversity implies that the directors have different skills, knowledge and experience. They 

are also from different age groups and social status. Some researchers suggest that diversity 

leads to a greater knowledge base, creativity, higher quality decision making and innovation 
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because of the diverse experience of members of the group, and therefore becomes a 

competitive advantage (Watson et al., 1993; Bilimoria and Wheeler, 2000).Diversity according 

to Coffey and Wang (1998) refers to the variation among board members in terms of expertise 

and managerial background, personalities, learning styles, education, age and values. In the 

words of Carson, Mosley & Boyar (2004) diversity is any attribute that humans are likely to 

tell themselves that another person is different from them. Milliken and Martins (1996) argue 

that diverse groups may make higher quality decisions, while Cox, Lobel and Mclead, (1991) 

maintain diversity of top management have the potential to result in strategic decision making, 

greater creativity, more innovation and the ability to reach more and different types of 

customers, which is important in the banking sector. They further lament that different opinions 

provided by diverse groups lead to quality decisions as diverse teams are able to produce a 

wider range of solutions and decision criteria for strategic decisions, which in return improve 

performances.  

 
According to Cecilia and Zachary (2013) board diversity is the extent to which the executive 

team is heterogeneous with respect to gender, age, academic qualifications, tenure, professional 

qualifications and functional backgrounds. A number of studies argue that board diversity in 

terms of directors‘ professional experiences should lead to more efficient 

service/expertise/counsel roles of the board and, as a result, to better performance (Carpenter 

and Sanders, 2002; Wagner et al. 1998; Kaplan and Reishus 1990).   

 
Following the interest on board of directors, various studies have been undertaken to establish 

the effect of board diversity on firm performance. For instance, Carter, Simkins, & Simpson 

(2003) explain the relationship between board gender diversity and firm performance based on 

the agency theory and they posit that board gender diversity enhances the board’s ability to 

monitor top management. In addition to this, they argue that increasing the number of female 

directors may increase board’s independence since women tend to ask questions that male 

directors may not ask. Smith, Smith, & Verner (2006) , posit that board gender diversity 

enhances problem solving as a variety of perspectives arise hence more alternatives are 

evaluated in the process. Moreover, gender diverse board may also improve a Firm’s 

competitive advantage provided it improves the image of the firm and if this has a positive 

effect on customers’ behavior and thus on a firm’s performance. According to Ogbechie and 

Koufopoulos (2009) while board diversity might be a constraint, it goes without doubt that for 

boards to be effective there is need for diverse perspective.  
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However, the relationship between gender diversity and firm performance based on the few 

existing empirical studies show contrasting results; Zahra and Stanton (1988) found no 

statistically significant relationship between gender diversity and firm performance. Dutta and 

Bose, (2006) reported a statistically significant positive relationships between both the 

presence and the percentage of women on the board of directors and market value added and 

firm value. Ekadah and Mboya (2009) analyze the effect of board gender diversity on 

performance of commercial banks in Kenya for the period 1998-2009. Stepwise regression was 

used to analyze the effect of board diversity on performance. It was found that boards of 

commercial banks in Kenya are male-dominated. On average, out of a typical board size of 8 

members, only 1 is a female director. Finally, this study finds that board diversity has no effect 

on performance of banks in Kenya. Conversely, Shrader et al. (1997) show a negative 

relationship between the percentage of female board members and firm performance. Ekadah, 

and Josphat Mboya (2009) found on average, out of a typical board size of 8 members of banks 

in Kenya, only 1 is a female director. The study found that board diversity has no effect on 

performance of banks in Kenya. 

 
Rajula (2016) examined the effect of board diversity on the financial performance of 

commercial banks in Kenya. This study considered causal research design. The objective 

populace for this study was all the 42 commercial banks in Kenya for 5 years. The data 

pertaining to age, gender and education levels of the board members was collected from audited 

annual reports of the listed commercial banks. Information on financial performance was 

promptly accessible in secondary sources that incorporated financial information from 

financial statements of the commercial banks. These included the Nairobi Securities Exchange 

(NSE) annual publications, the NSE Handbook (2009), the banks’ annual reports, and the 

Central Bank of Kenya website. Regression analysis was applied to evaluate the link between 

the top managements’ diversity and banks financial performance. The study revealed that 

directors’ age, average period of experience, gender and education level has a positive 

relationship with the banks financial performance. The study concludes that diversity could be 

a vital corporate governance element in other business sides rather than to boardrooms. 

Whatever measure could be put to use to enhance individuals selected as directors in terms of 

their age, average period of experience, gender and education level may positively influence 

the performance of commercial banks. The study further concluded that there is a gender issue 

in the board composition in many banks. The study recommend that commercial banks should 
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therefore have a satisfactory and diverse board size designed so as to ensure diversity of 

experience without yielding freedom, similarity, honesty and availability of individuals to go 

to meetings.  

 
From the review of the previous studies, the gaps identified are scope, conceptual and modeling 

gap. Therefore, this research study is different from past studies and intends to contribute to 

knowledge by examine the effect of board of directors’ attributes on the financial performance 

of listed deposit money banks in Nigeria. 

 
Theoretical Framework 

The theory underpinning this study is Entrenchment theory:  Morck, Shleifer & Vishny (1988), 

developed entrenchment theory that refers to a negative relationship among profitability and 

board share ownership. “Entrenchment theory” says that higher levels of ownership reduce 

business performance. This agrees with the logic that maximizing market share and technology 

leadership rather than maximizing profits is attributed to managers who own significant levels 

of shares. The involvement of the board members also has a negative influence on the value of 

the company (Dwivedi & Jain, 2005). With high levels of shares ownership, executives or 

directors are shareholders; as such, inadequate actions maybe be damaging themselves. It is, in 

essence, the average range of the equity holding that tends to differ. When managers or 

principal altogether get a relatively high share of equity (but not the extreme levels of 

ownership that aligns their interests with shareholders), can they have enough to maneuver 

controls (Fama & Jensen, 1983)? This theory helps the researcher to develop the board type as 

a fundamental feature of the board's structure variable. Entrenchment theory allows executives 

to act on their own interests without major fears of elimination or sanctions; since they could 

"shut up".  

 
Methodology 

The study employed correlation research design to determine the effect of board of directors 

attributes on the financial performance of deposit money banks in Nigeria. The design is 

selected because it is effective in the cause and effect researches (Mohammed, 2016). Panel 

data research design is adopted for this study because the data collected is in panel form cutting 

across time series and cross sectional information. 

 
The population of this study comprises of all the 22 most traded deposit money banks listed on 

the floor of the Nigerian Stock Exchange (NSE) as at 31st January, 2009 and remain listed at 
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31 December, 2018. However, all the banks that was not in the NSE listing for all the period 

(2009-2018) covered by the study and the banks with difficulties in accessing their data were 

filtered out. Based on this, the population was reduced to 16 banks, and hence the sample size 

of the study.  

 
The study adopted panel multiple regression technique of data analysis. The behaviour of the 

trend of the panel data if studied carefully gives a clue on the kind of effect that should be 

expected between the variables, hence, a priory expectation. Then diagnostic tests are carried 

out so as to meet the objectives of the study. These includes test for correlation matrix, 

normality, stationarity, Heteroskedasticity and Multicollinearity.  

Variables Measurement 

 The definitions and measurements of the variables used in this study are presented in 

Table 1 below.  

Table 1: Variables Measurement and Definition  

Variables  Definition/Measurements  

Financial Performance  Defined as the profitability, measured using return on assets 
(ROA), which is the ratio of profit before interest and taxes to 
total assets.  

Board Size  Measured by total number of directors sitting on the board of a 
bank.  

Board Composition  Measured by the proportion of total number of 
nonexecutive/outside/independent directors in the board of a 
bank.  

Board Diversity  Is defined as the functional background of the board members, 
measured as ‘1’ if a board has at least one member with 10 
years banking experience, and ‘0’ for otherwise.  

 

Bank Size  Is a variable controlling for size, measured as a log of total 
assets.  

Bank age  Number of years in operation of the banks after incorporation. 

Board Director 
Expertise 

Number of directors with accounting and finance qualification  

Source: Authors Review, 2019  
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Model Specification 

In order to test the hypotheses formulated in this study and achieve the research objectives, the 

following model is estimated;  

ROAit = γ0 + γ1BSZit + γ2BCMit + γ3BDVit + γ4FSZit+ γ5BAit+ γ5BMEit + µit. .................. (3.1) 

Where;  

ROAit = return on assets of bank ὶ in year t  

BSZit=     board size of bank ὶ in year t  

BCMit=     board composition of bank ὶ in year t  

BDVit = board diversity of bank ὶ in year t  

BAZit =  Bank size of bank ὶ in year t  

BAit = Bank Age of bank ὶ in year t 

DEit = Board Member Expertise of bank ὶ in year t 

And γ0is the intercept, whileγ1, γ2, γ3, γ4, γ5, and γ6are the coefficients/estimators . µit is the 

Residual of error term.  

 

RESULTS AND DISCUSSIONS  

This section presents the analysis results obtained from the data collected for the study. 

The section begins with the descriptive statistics of the data presented in Table 2. 

 
Descriptive Statistics 

Table 2: Descriptive Statistics  

Variables  Mean  SD  Min  Max  SKEW.  KUR.  OBSERVATION  

LNROA  3.7622 2.150 0.314 19.33 3.165 23.371 129 

LNBSZ  2.645 0.206 1.945 2.995 -0.946 4.037 149 

LNBCM  0.492 0.251 -0.342 1.671 0.997 7.934 149 

BDV 0.953 0.212 0 1 -4.281 19.33 149 

LNBAZ 16.974 3.406 11.237 23.55 0.1090 1.4448 149 

LNBA 3.290 0.8598 1.609 4.812 -0.355 2.9375 160 

LNDE 1.754 0.1868 1.386 4.812 0.4759 2.7464 149 

  Source: STATA 13 Outputs based on study data 2019 (see appendix)  

 

Table 2 presents the descriptive statistics of the data for the variables of the study. The table 

show that the sampled deposit money of financial performance  of listed deposit money bank 

proxy by Return on Asset in particular denoted by (ROA) during the period has an average of 
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3.76 with standard deviation of 2.150, and minimum value of 0.31448 and 19.336 as the 

maximum value. The standard deviation of 2.15 implies that the data deviate from the mean 

value from both sides, implying that the data is dispersed from the mean because the standard 

deviation is lower than the mean shows that the data is not normally distributed. This is also 

supported by the coefficient of Skewness and Kurtorsis of 3.165625 and 23.37138 

respectively which are not within the range, which suggest that the data did not follow the 

normal distribution. The table also shows that the average board size (BSZ) of the sampled 

banks is 2.645154 members, with standard deviation 0.02067, and the minimum and 

maximum BSZ of 1.94591 and 2.995732 members respectively. The standard deviation 

implies that the data deviate from the mean value from both sides, implying that the data is 

dispersed from the mean. The coefficient of Skewness and Kurtorsis of -0.9467327 and 

4.037926 respectively which are within the range, suggest the data follow the normal 

distribution assumption.  

 
The results from table 2 show that on average 0.4927309 of the composition of the board of 

sample banks are outside/independent directors (BCM) during the period of the study with the 

standard deviation of 0.2516322. The minimum and maximum BCM are -0.34249 and 

1.671313 respectively. This implies on average deposit money banks comply with the 

requirement of the Central Bank Nigeria (CBN) code of corporate governance during the 

period under review, because the results indicated that outside/independent directors are more 

than the executive/inside directors in the boards. However, the data according to the 

coefficients of Skewness and Kurtosis of 0.9972361 and 7.93477 implies that the data is not 

normally distributed. The table also indicates that our measure of board of directors’ diversity 

(BDV) has an average value of 0.953021 with standard deviation of 0.2123094. While the 

minimum and maximum values which are dichotomous are 0 and 1 respectively. The data 

according to the coefficients of Skewness and Kurtosis of -4.28194 and 19.33501 implies that 

the data is not normally distributed. 

 
The control variables bank size of listed deposit money banks denoted by (LNBAZ) in table 

2 above, has a mean value of 16.9743 and a standard deviation value that deviates from the 

mean by 3.40613 that signifies that the data deviates from the mean from both sides. LNBAZ 

has a minimum and maximum value of 11.2372 and 23.55888 respectively. The skewness and 

kurtosis value of 0.1090813 and 1.444812 of LNBAZ respectively which are within the range 

of normality using skewness and kurtosis shows that data are normally distributed on bank 
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size of deposit money banks. Bank age of listed deposit money banks denoted by (LNBA) in 

table 2 above, has a mean value of 3.290871 and a standard deviation value that deviates from 

the mean by 0.8598162 that signifies that the data deviates from the mean from both sides. 

LNBA has a minimum and maximum value of 1.609438 and 4.812184 respectively. The 

skewness and kurtosis value of -0.35607 and 2.937526 of LNBA respectively which are within 

the range of normality using skewness and kurtosis shows that data are normally distributed 

on bank age of deposit money bank. 

 
Directors expertise of listed deposit money banks denoted by (LNDE) in table 2 above, has a 

mean value of 1.754729 and a standard deviation value that deviates from the mean by 

0.1868319 that signifies that the data deviates from the mean from both sides. LNDE has a 

minimum and maximum value of 1.386294 and 2.302585 respectively. The skewness and 

kurtosis value of 0.475964 and 2.746447 of LNDE respectively which are within the range of 

normality using skewness and kurtosis shows that data are normally distributed on director’s 

expertise of deposit money banks.  

Correlation Analysis 

Table 3 Correlation Matrix results 

 STATA 13 Outputs based on study da ta 2019 

 

The result of correlation matrix in Table 3 show the correlation coefficients of the variables 

of board attributes (board size, board composition, board diversity bank size, bank age and 

 LNROA LNBSZ LNBCM BDV LNBAZ LNBA LNDE 
LNROA  1.0000       
LNBSZ 0.2081* 

0.0179 
 

1.0000      

LNBCM 0.1303    
0.1412 

0.4130* 
0.0000 
 

1.0000     

BDV -0.0821 
0.0000 

-0.0479 
0.5615 

-0.0094 
0.9093 
 

1.0000 
 

   

LNBAZ 0.1496 
0.0907 

0.0907 
0.2711 

0.1189 
0.1485   

-0.0084 
0.9195 
 

1.0000 
 

  

LNBA 0.0217 
0.8074  

0.1910* 
0.0196       

0.2120*  
0.0094         

-0.0424 
0.6079           

-0.1124 
0.1722    
 

1.0000  
 

 

LNDE 0.0562  
0.5267          

0.3348*     
0.0000        

0.0721 
0.3821         

 0.0918 
0.2654        

-0.1273 
0.1218        

0.0786 
0.3404          

1.0000         
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director’s expertise) and financial performance (measured by return on assets) of the listed 

deposit money banks in Nigeria. The table shows a positive association between board size 

(BSZ) and financial performance (ROA) from the correlation coefficient of 0.2081 which is 

statistically significant at 5% levels of significance (from the p-value of 0.0179). This 

relationship suggests that larger board size improve performance positively. Similarly, the 

results from the table indicate that, there is a significant statistical positive association between 

financial performance (ROA) and the composition of the board (BCM) from the correlation 

coefficient of 0.1303 which is not significant at all of level of significance (from the p -value 

of 0.1412). This implies that, the more outside/independent directors dominate the boards the 

more the financial performance.  

 
Moreover, the results show insignificant negative relationship between financial performance 

(ROA) and board diversity (BDV), from the correlation coefficient of -0.0821 which is 

statistically not significant at all the level of significance (p-value of 0.3550), suggesting that 

the diversity of board members in terms of functional background of 10 years banking 

experience improve financial performances of listed deposit money banks in Nigeria during 

the period of the study.  

 
Furthermore, the control variables results from the table indicate that, there is a significant 

statistical positive association between financial performance (LNROA) and the bank size 

(LNBAZ) from the correlation coefficient of 0.1496 which is significant at 10% of level of 

significance (from the p-value of 0.0907). This implies that, the lager the bank size the more 

the financial performance. The results from the table indicate that, there is non-significant 

statistical positive association between financial performance (ROA) and the bank age 

(LNBA) from the correlation coefficient of 0.0217 which is not significant at all of level of 

significance (from the p-value of 0.8074). This implies that, the bank age does not influence 

financial performance based on the result of this study. The results from the table indicate that, 

there is non-significant statistical positive association between financial performance (ROA) 

and the director’s expertise (LNDE) from the correlation coefficient of 0.0562 which is not 

significant at all of level of significance (from the p-value of 0.5267). This implies that, the 

director’s expertise does not influence financial performance based on the result of this study. 

 
The correlation matrix in table 3 signifies that board size (BSZ) has a weak and positive 

relationship with board composition at 99% confidence level; this can be depicted by the co-

efficient value of 0.4130 and p-value of 0.0000. Board diversity (BDV) has a weak and 
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negative relationship with board size (BSZ). This can be seen by the co-efficient value of -

0.0479 and the p-value of 0.5615. Board composition (BCM) has a weak and negative 

relationship with board diversity (BDV). This can be seen by the co-efficient value of -0.0094 

and the p-value of 0.9093. Based on the Correlation Matrix above, the result shows absent of 

multicollinearity with correlations output unto 0.08 and 0.4 amongst the variables.  

Regression Results and Hypotheses Testing 

This section presents and analyzes the regression results of the model of the study. The 

regression results are presented in table 4 

 

Table 4 Regression Summary  

VARIABLES  OLS RANDOM EFFECT FIXED EFFECT 

Constant -2.4395 

(0.440) 

-1.380 

(0.690) 

2.945 

(0.761) 

LNBSZ  2.179 

(0.0.08) 

 1.938 

(0.133) 

 1.532 

(0.304) 

LNBCM  0.354 

(0.679) 

 0.190 

(0.827) 

-0.745 

(0.094) 

BDV -0.726 

(0.385) 

 -0.539 

(0.513) 

0.094 

(0.909) 

LNBAZ 0.082 

(0.145) 

0.0.040 

(0.538) 

-0.316 

(0.006) 

LNBA  -0.146 

(0.534) 

 -0.160 

(0.581) 

 -0.012 

(0.996) 

LNDE  -0.002 

(0.998) 

 0.126 

(0.917) 

1.419 

(0.347) 

Breusch-Pagan LM test 0.43  (0.2552)  

Multicollinearity (VIF) 1.22   

Heteroskedasticity  0.27   (0.6018)   

R-square/Within 0.0704 0.0009 0.0790 

R-square between  0.4118 0.2308 
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Adjusted R-square/ overall 0.0247 0.0667 0.0089 

Root MSE 02.1234   

Obs 129  129 129 

F/ Wald chi2 1.54 4.54 1.53 

Prob > F/ Prob >chi2  0.1704 0.6043 0.1756 

STATA 13 Output based on study data 2019  

 

The results in table 4 show the absent of Heteroskedasticity in the results as indicated by the 

Breuch Pagan/Cook-Weisberg test for heteroskedasticity Chi2 of 0.27 with p-value of 0.6018. 

Thus, the null hypothesis that there is constant variance in the residuals is accepted; as the p-

value is statistically insignificant at all level of significance. The table on the other hand, 

indicated the absence of the perfect multicolinearity among the explanatory variables, as 

shown by the mean variance inflation factor (VIF) of 1.22. The decision criterion for the 

Variance Inflation Factor is that a value of 10 and above implies the presence of  perfect 

multicollinearity. The results on the other hand indicated that Ordinary Least Square model is 

the most suitable for the study, as shown by the Breusch Pagan Lagrange multiplier test Chi2 

of 0.43 with p-value of 0.2552 implying that OLS technique is appropriate for the model. 

 

Therefore, the results from the table indicate that the independent variables explained around 

7.04% of the total variations in the dependent variable (financial performance) of the sample 

listed deposit money banks in Nigeria, from the coefficient of multiple determinations 

(adjusted R2 of 0.0247). The table also shows that the model is not fitted adequately as evident 

by the probability which is insignificant at all level of significance (as indicated by the P -value 

of 0.1704). 

 

The regression gives an R2 of 0.0704 for model which means that 7.04% of the variation on 

the financial performance in particular can be explained by independents variables while 

92.96% captured outside the model. This shows that the independents variables are able to 

explain variation in the model. The coefficients of the independent variables have been 

inputted into the model and show the functional relationship between dependent and 

independent variables as follows:   

(LNROA
i,t

)=-2.439+2.179LNBSZ+0.354LNBCM-0.726BDV+0.825LNBAZ-0.146LNBA-0.002LNDE+ui,t 
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Regression Estimate of the effect of Board of Directors’ attributes on the financial 

performance of Listed Deposit Money Banks in Nigeria. 

Data collected were fit to the panel regression model of Ordinary Least Square that measure 

the relationship between the dependent variable of financial performance and independent 

variables.  Table 4 above reveals that there are effects of the explanatory variables on the 

dependent variable. It shows that the independent variables (LNBSZ, LNBCM and LNBAZ) 

are positively related to the dependent variable while independent variables (BDV, LNBA and 

LNDE) are negatively related to dependent variables. From the coefficient of the variables, an 

increase in variables (LNBSZ, LNBCM and LNBAZ) will lead to a proportional rise of about 

2.179 percent, 0.354 percent and 0.082 percent respectively in financial performance of the 

listed deposit money banks while  the coefficient of the variables  reveal, an increase in 

variables (BDV, LNBA and LNDE) will lead to a proportional decrease of about 0.726 

percent, 0.146 percent and 0.002 percent respectively in financial performance of the listed 

deposit money banks. The result of control variables revealed that bank size, bank age and 

director’s expertise had no significant impact on financial performance of listed deposit 

money bank. Table 4 above shows the summary of regression result on the effect of board 

attributes on the financial performance by listed DMBs while detailed result are to be found 

in appendix.  

 

Test of Hypotheses 

Test of Hypothesis 1: The effect of board size on the financial performance of deposit 

money banks in Nigeria. 

The results from table 4 show that, board size (BSZ) has a positive effect on the financial  

performance of sampled deposit money banks in Nigeria, from the coefficient of 2.179 with 

t-value of 1.77 which is statistically significant at 10% levels of significance (p -value of 

0.080). This suggests that, as board size increases by 1 member, financi al performance 

increases by 21.79%, the result is statistically significant at 10% levels. Based on this, the 

study reject the null hypothesis one (H01) which states that, board size has no significant effect 

on the financial performance of deposit money banks in Nigeria. The study therefore infers 

that size of the board of banks in Nigeria has significantly influenced on financial performance 

during the period under review.  
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Test of Hypothesis 2: The effect of board independence on the financial performance of 

deposit money banks in Nigeria. 

The results from table 4 show that, board composition (BCM) has positive effect on the 

financial performance of sampled deposit money banks in Nigeria, from the coefficient of 

0.354 with t-value of 0.42 which is statistically insignificant at all level of significance (p-

value of 0.679). This suggests that, as board composition increases by a member, financial 

performance increases by 3.54%. Based on this, the study failed to rejects the null hypothesis 

two (H02) which states that, board composition has no significant effect on the financial 

performance of deposit money banks in Nigeria. The study therefore infers that the 

composition of outside/independent directors in the board of banks in Nigeria has no 

significant influenced on financial performance during the period under review.  

 

Test of Hypothesis 3: The effect of board diversity on the financial performance of 

deposit money banks in Nigeria. 

Lastly, table 4 show that, board diversity (BDV) has  insignificant neg ative effect on the 

financial performance of sampled deposit money banks in Nigeria, from the coefficient of 

0.726 with t-value of 0.87 which is statistically insignificant at all level of significance (p -

value of 0.385). This suggests that, as board increases by a member with functional 

background, financial performance decreases by 7.26%. Based on this, the study failed to 

rejects the null hypothesis three (H03) which states that, board diversity has no significant 

effect on the financial performance of deposit money banks in Nigeria. The study therefore 

infers that board diversity in the Nigerian banks insignificantly influenced financial 

performance positively during the period under review.  

 

The implication of this findings are that, if banks regulators in Nigeria do not improve the 

attributes of the board of deposit money banks in Nigeria, there could be problem that may 

likely be thread to the financial performance of the banks. 

 

Discussion of Findings 

The effect of board size on the financial performance of deposit money banks in Nigeria 

The coefficient of , board size (BSZ) has a positive effect on the financial performance of 

sampled deposit money banks in Nigeria, from the coefficient of 2.179 with t -value of 1.77 

which is statistically significant at 10% levels of significance (p-value of 0.080). This suggests 

that, as board size increases by 10 members, financial performance increases by 21.79%, the 
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result is statistically significant at 10% level. This result in line with the findings of Williams  

(2002), Ojeka et al (2014) and Mandala et al (2017) who find that increase in BSZ can lead to 

an increase in financial performance of deposit money banks. The findings contradict the 

studies of Uwuighe and Fakile (2012), El-Maide, et al (2018) and Olalekan, et la (2018) which 

show that increase in board size of banks has a negative effect that would translated into 

decrease in financial performance of deposit money banks in Nigeria.  

 

The effect of board independence on the financial performance of deposit money banks 

in Nigeria  

The coefficient of board composition (BCM) has a positive effect on the financial performance 

of sampled deposit money banks in Nigeria, from the coefficient of 0.354 with t-value of 0.42 

which is statistically not significant at all level of significance (p-value of 0.679). This 

suggests that, as the composition of outside/independent directors increases by 10 members, 

financial performance insignificantly increases by 3.54%. This result is in line with the 

findings of El-Maide, et al (2012), Barisua et al (2012), Ojeka, et al (2014), Joshua, et al (2015) 

and Saheed (2018) who also find that increase in BCM can lead to an increase in financial 

performance of deposit money banks. The findings contradicts the studies of Shehu and Musa 

(2012), and Mohammed (2016) which show that increase in board composition of banks has 

a negative effect that would translated into decrease in financial performance of deposit money 

banks in Nigeria. 

 

The effect of board diversity on the financial performance of deposit money banks in 

Nigeria.  

The coefficient of board diversity (BDV) has  insignificant negative effect on the financial 

performance of sampled deposit money banks in Nigeria, from the coefficient of -0.726 with 

t-value of -0.87 which is statistically insignificant at all level of significance (p -value of 

0.385). This suggests that, as board increases by 10 members with functional background, 

financial performance decreases by 7.26%. This result contradicts the findings of Shrader 

(1997), Carter et al (2003), Smith, et al (2006), Johansen (2008), Ekadah et al (2009), 

Ogbeechie and Koufopoulos (2009), Cecilia and Zachary (2013), Kakanda, et al (2016), Abu, 

et al (2016) and Muhammed and Musa (2018) who find that increase in BDV can lead to an 

increase in financial performance of deposit money banks. The findings are in line with the 

study of Zahra and Staton (1998) which show insignificant relationship between board 

diversity and financial performance of deposit money banks in Nigeria. 
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Control variables and financial performance of deposit money banks in Nigeria.  

The coefficient of bank size (BAZ) has a positive effect on the financial performance of 

sampled deposit money banks in Nigeria, from the coefficient of 0.082 with t -value of 1.47 

which is statistically not significant at all level of significance (p -value of 0.145). This 

suggests that, as the bank size increases by 10 percent, financial performance insignificantly 

increases by 0.82%. The coefficient of bank age (BA) has  an insignificant n egative effect on 

the financial performance of sampled deposit money banks in Nigeria, from the coefficient of 

-0.146 with t-value of -0.62 which is statistically insignificant at all level of significance (p -

value of 0.534). This suggests that, as bank age increases by 10 percent, financial performance 

decreases by 1.46%. The coefficient of director’s expertise (DE) has  an insignificant negative 

effect on the financial performance of sampled deposit money banks in Nigeria, from the 

coefficient of -0.002 with t-value of -0.00 which is statistically insignificant at all level of 

significance (p-value of 0.998). This suggests that, as director’s expertise increases by 10 

percent, financial performance decreases by 0.02%. This result contradicts our a priori 

expectation of positive and significant effects between control variables and dependent 

variable financial performance.  

 
Conclusion and Recommendation 

This study investigated the effect of the board of directors’ attributes (board size, board 

composition, board diversity, bank size, bank age and director’s expertise) on the financial 

performance of deposit money banks in Nigeria during the period 2009-2018. Based on the 

results obtain from the analysis the study concludes a significant statistical relationship 

between the attributes of the boards and financial performance after controlling for the bank 

size, bank age and director’s expertise. Specifically, the study concludes that board size has 

significant impact on the financial performance during the period; while board composition has 

no significant impact on the financial performance and the board diversity has an insignificant 

negative impact on the financial performance.  

From the conclusions, the study recommends that there is need for the deposit money banks in 

Nigeria to regulate the size of board of directors, since the result revealed positive and 

significant impact of board size on financial performance. The study further recommend that, 

for improving performance by deposit money banks, good qualities practices must be 

implemented, this should include improving board attributes, especially the functional 

background of the directors.  
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Abstract 
The Nigerian Capital Market offers veritable fora and facilities for people and institutions in 
the surplus sector of an economy to pass their savings to other people, and institutions in the 
deficit sector of the economy. The capital market is also a veritable fool for sourcing funds 
from foreign countries. The volatility in the market which has led to the fluctuation in  the value 
of companies, inability to satisfy the objective of maximizing shareholders’ value, loss of 
investment by shareholders due to liquidations of quoted companies and dwindling 
contribution to the growth of the economy. The study evaluated the effect of industrial 
capitalization on the economic growth of Nigeria. The study adopted ex-post facto research 
design. The study researched into the effect of Nigeria market capitalization on the economic 
growth of Nigeria from 1981 to 2017(37years).The study sourced macro data from Central 
Bank of Nigeria for thirty seven years using total enumeration sampling technique. The study 
adopted descriptive and inferential (regression) statistics. The study also used change in 
growth model to determine the average trend of growth in market capitalization and the Gross 
Domestic Product of Nigeria. The hypothesis was tested based on 95% level of confidence. The 
result revealed that market capitalization has significant effect on the economic growth of 
Nigeria with β-0.756615,t(37) 8.70379;  p-value 0.0000.The change in growth model also 
revealed that market capitalization and GDP experienced growth and downward trend during 
the period under review. The study concluded that market capitalization has explanatory power 
to influence the economic growth of Nigeria. The study recommended that Government and the 
regulator should introduce more instruments into the market, ensure the disclosure and 
dissemination of information to the public to create awareness of the capital market operations 
to the public. The Government should ensure the economy is productive to ensure sustainability 
of public quoted companies in Nigeria. 
 
Keywords: Capital market, Economic growth, Market Capitalization, Nigerian Stock 

Exchange, Securities and Exchange Commission.  

Introduction 

Economic development, according to Osamwonyi (2005) as cited in Amu, Nwezeaku and 

Akujuobi (2015), is an increase of the national income or total volume of production of goods 

and services of a country accompanied by improvements in the total standard of living of the 

people. It is comprehensively defined as a multi-dimensional process of a total upward 

structural shift of the social system in terms of a capacity and capability to produce, supply, 

distribute and consume goods and services required by a growing society with changing taste 
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such that more efficient, higher and more equitable standard of living is attained and absolute 

poverty eliminated. It involves positive changes in the institutional, attitudinal, technological, 

economic and demographical elements of the society. These elements involve production, 

technological innovation, education, consumption, real per capita income, equitable 

distribution of gains of society, external trade, social, political and adaptive ideological 

orientation. Ologunwa and Sadibo (2016) explained that Economic growth is perceived as 

continuous increase in the economic activities of a nation, measured by its Gross Domestic 

Product (GDP). A growing economy is said to experience development when factors that cause 

economic growth are recognized. One of such economic factors is the availability of funds for 

private investment. They further posited that though the money sector and, specifically 

commercial banks are expected to provide required funds for private investors, they do so only 

for short tenures and investors need an institution that will provide funds for longer periods, 

for which banks are not suited. The implication of this is that private investment, an important 

component of GDP, will be hampered and this, in turn, may reduce growth 

 
The capital market offers veritable fora and facilities for people and institutions in the surplus 

sector of an economy. Savers of fund or people with surplus money would be encouraged to 

invest their funds when market infrastructure are in place, qualified and virtually, certified 

operators are available, there are regulators to blow the whistle whenever there are 

infringements that violate the rules of fairness, commercial honor and integrity, there is free 

entry and free exit and there is a high probability of earning returns from or gaining control of 

an enterprise. The capital market makes it possible and easy for a company, a fund or a 

government to invite the public to subscribe money and for the money or capital to be 

successfully collected within a reasonable time frame. The capital market is also a veritable 

fool for sourcing funds from foreign countries. Foreign companies and individuals can invest 

directly through the establishment of companies in the country. Foreigners can also engage in 

portfolio investment by buying securities of companies listed on the stock exchange or those 

not listed on the exchange. The capital market is a popular barometer for measuring the pulse 

of a country’s economy. The operations in the market are closely monitored by the regulators, 

operators and informed investors. The all-share index and market capitalization are significant 

indices. The macro or over-all performance of the capital market signal improvement, 

stagnation or retrogression in the economy.(The Institute of Chartered Accountants of Nigeria 

ICAN,2014) 
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Owusu (2016) stated that for an economy to maintain growth and development there must be 

continuous and sustained mobilization of resources. The efficient and effective mobilization of 

these resources must be allocated to the various needs of the economy to harness the synergies 

between human, capital and managerial resources for optimal economic output. Amu, 

Nwezeaku, and Akujobi (2015) opined that while economic development is regarded as the 

major goal of national policy, capital accumulation is potent factor in the process of economic 

development and is regarded as the core process that grows other sectors of the economy. When 

an economy experiences development, it opens avenues for the demand of more financial 

management process. They explained further capital market is a driving force of economic 

growth and development of a nation by providing financial resources through its role of 

intermediation for providing long-term finance for projects. Dabo (2015) posits that financial 

system plays important role in promoting economic development of a country. Feguson (2006) 

as cited in Dabo (2015) asserts that financial market is a sector that other sectors depend to 

contribute to the economy of a nation. Soludo (2004) as cited in Dabo (2015) posited that 

Nigeria banks reform was predicated on the transformation agenda of Central Bank of Nigeria 

to increase the capitalization status of the banks from N5billion to N25billion to occupy their 

position and compete effectively in the global economy.  

 
Okonkwo, Ananwude and Echekoba (2015) affirmed that the liberalization and reforms in the 

capital market bring rapid changes to the market with respect to the volume of transactions, 

number of deals and value of securities traded as well as the number of securities listed in the 

market, yet, they opined that there are concerns on the impact at the macro-economic level. 

They explained that “many stock markets in developing countries face serious constraints 

which result in serious implications such as liquidity issues, absence of activities and absence 

of well-developed   investors’ base, which are likely to hamper the effectiveness of the stock 

market towards economic growth.” Osho (2014) as cited in Okonkwo et al (2015) averred that 

Nigeria Stock Market is surrounded with some weaknesses such as the bureaucratic nature of 

the Securities and Exchange Commission (SEC) is hindrance to easy processing of application 

submitted to it, the private  sector which most enterprise belong is not used to the “leap and 

tumble” system of public  sector, but operates by leaps and bounds, the fee charged by the 

Exchange is exorbitant and constitute a great burden on firms for whose sake the second tier 

securities market was established. The stock market is endowed with the capability to create 

employments.  
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An appraisal of Nigeria Stock Market performance in 2017 shows that the market capitalization 

as at December 2017 stood at N13.62trn compared to the N9.25trn for the same period in 

2016,which shows a growth rate of 47.29% .(.Proshare Intelligent Investing,2018)..The table 

1.1 below shows sectoral market capitalization as at the close of business in 2017 fiscal year.  

 

Table 1.Sectoral Market Capitalization 

SN            Sector                                 Total  %Contribution 

1.    Industrial Goods               4,243,664,722,493.73                         31.16% 

2.    Financial Services             4,307,111,410,612.52                         31.62% 

3.    Services                                135,249,691,474.47                           0.99% 

4.    Oil and Gas                          669,975,769,112,84                           4.92% 

5.    ICT                                        34,213,034,927.86                           0.25% 

6.    Healthcare                              40,220,304,544.61                          0.30% 

7.    Natural Resources                   6,272,145,056.48                           0.05% 

8.    Consumer Goods              3,860,734,426,359.71                          28.36% 

9.    Construction/Real Estate       85,098,728,753.71                           0.62% 

10.   Agriculture                            137,171,367,416.94                           1.01% 

11.   Conglomerates                         98,194,895,298.83                           0.72% 

TOTAL                               13,619,906,406,051.70  100.00% 

Source: Nigerian Stock Exchange,(2018) . 

From table 1,the financial sector is the most capitalized in the economy with total market 

capitalization N4.31trn and contributed 31.62% to total  market capitalization followed by 

industrial goods with a total  capitalization of N4.2trn and contributed 31.16% to total market 

capitalization, The consumer goods sector came third with market capitalization of  N3.86trn 

and contributed 28.36% to total market capitalization ,while the natural resources contributed 

the least  with market capitalization of N6.2billio representing 0.05% of total market 

capitalization. Oriaregbele (2013) pointed out that many corporate firms have gone public, 

which represents a continuous effort to access greater quantum and diversified funds for 

investment in various sectors of the Nigeria economy. New investors also registered their firms 

which increased the registration of more securities in order to achieve diversified funding 

necessary.  However, the distress being experienced in the Nigerian economy leading to the 
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liquidation of some institutions in the financial and non-financial sectors has given room for 

concern as to the effect on industrial capitalization and the economy of Nigeria as whole. 

 

Overview of Nigerian Capital market 

The Nigerian capital market has its origin date back to 1946 with the floatation of 300,000 

pounds by the colonial government to implement 10-year development plan. The Lagos Stock 

Exchange was established in 1959 as a private limited company limited by guarantee, and 

commenced operation in 1961.  Capital Issue Commission was established by Central Bank of 

Nigeria which was replaced by by Securities and Exchange Commission in 1979 by a decree. 

Securities and Exchange Commission Act 1999 was passed to replace the degree of 1979, with 

the responsibilities to register market facilities operation and securities to be traded. SEC is the 

regulatory body in the Nigeria Capital Market. The Nigerian Stock Exchange was established 

in 1960 to provide a trading platform for securities. (Okokon, 2011).He further explained that 

the capital market is a segment of the financial market, and it exists because of the fundamental 

issues of needs and opportunities. Capital markets are financial markets for primary issues and 

secondary market trading in long-term investments: equities and bonds. It is a financial market 

for the trading in long-term securities for funds. According to Central Bank of Nigeria-CBN 

(2014), Nigeria Stock Exchange (NSE) Board approved a revised corporate strategy on 

initiatives aimed at sustainability of the market and ensure protection of investors and other 

stakeholders. Okokon (2011). The NSE launched an on-line whistle-blowing portal, the “X-

Whistle” to facilitate the submission of tips and referrals regarding violations of the rules, 

regulations and laws of the Nigerian capital market. CBN indicated bearish sentiments 

prevailed for most part of the year 2014 as major market indicators trended downwards. The 

Nigerian Stock Exchange commissioned Central Securities Clearing System Limited (CSCS) 

April 1998 and has been operating a computerized depository clearing settlement and delivery 

systems of transactions in shares listed on the Nigerian Stock Exchange, to speed up delivery 

and settlement system of capital market. 

 
2018 Outlook: According to Onyema (2018), emerging from recession in the second quarter 

of 2017,Nigeria witnessed a rebound in investment activity  which saw NSE recover from the 

macroeconomic overhang of the commodity down-cycle, to become the third best performing 

market of 2017 globally. He further explained that the market recovery was driven by several  

factors which include: gradual economic recovery with the improvement in global oil prices, 

domestic output and stronger foreign reserves engendering greater FPI confidence; 
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improvement in the ease of doing business as Nigeria climbed 24points in the World Bank 

EOD Rankings; and improvements in forex stability following favourable CBN policies. 

Nwachkuwu (2018) asserted that most listed companies’ trade at prices below their book value 

resulting into untapped potential in the market. He predicted the possible performance boosters 

for the stock in 2018, and downside risks to the market growth in 2018.He further stated that 

with 9months earnings result of most of the listed companies, investor would take the 

opportunities in anticipation of dividend declaration. Onyema (2018) gave reasons for the boost 

in the Nigeria capital market as the gradual economic recovery from improvement in oil prices, 

domestic output and enhanced foreign reserves. The following outlook were analyzed by 

Onyema: NSE equity emerged as the NSE top performing index in 2017.The NSE Bond market 

recorded mixed performance while New bind issuance increased over the previous year. The 

NSE ETF market witnessed increased activity across key ratios ib 2017.Nwachukwu (2018) 

opined that based on 2017 performance and the 9months impressive performance in 2018,the 

trend observed in 2017,the 2018 and beyond are full of opportunities for new securities. 

Onyema(2018) asserted the following factors will make 2018 and  the years ahead see the lunch 

of exchange-traded derivative instruments, to meet the objective of facilitating flow across 

various asses classes: stronger global economy and synchronized expansion in global 

investment trade and manufacturing; higher global oil prices and domestic production, greater 

stability and transparency in Nigeria’s FX market; and fiscal stimulus from planned increase 

in infrastructure spend. He concluded that all these will be supported with the implementation 

of market friendly policies required for sustainable economic growth.    

 
Statement of the Problem 

Edame and Okoro (2013) enumerated the challenges and problems confronting the capital 

market which include “the buy and hold order attitude of Nigerians, massive ignorance of a 

large population of the Nigerian public of the nature and benefits of the capital market, few 

investments outlets in the market, lack of capital market-friendly economic policies and less 

than full of recent developments like the Automated   Trading System, Central Securities  

Clearing System (CSC), online and remote trading, Trade Alerts and Capital Trade Points or 

the Nigerian Stock Exchange” Adetiloye, Babajide and Ugwu (2015) posit that capital market 

should  grow along with the growth in the economy. They further affirmed that the regulator 

of the capital market, the Securities and Exchange Commission (SEC) has made concerted 

efforts to foster growth of the market, but the various policies implemented have not yielded 

the desired objectives. A number of firms have voluntarily written to be delisted, while some 
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have been delisted by The Nigerian Stock Exchange for non-rendition and submission of 

financial results over a period of five years. Some  companies’ allowed alluded the reasons like 

low prices for their shares/stocks, their inability to achieve their desired objectives. The benefits 

of being listed are not available for them. The facilitating of acquisition opportunities by the 

use of company’s shares are not there, thereby making it needless for them to continue in the 

listing. All the above enumerated reasons have affected the capital market. An economy 

without a capital market has foreclosed the opportunities available to raise fund domestically 

from various sources other than the banking system. Adetiloye et al (2015) posit that Nigeria 

capital market still remains at the infant stage after 50 years of existence.  

 
The net effect of the challenges highlighted above will be to limit the capacity of the Nigerian 

capital market to attain the dream of becoming a leading financial hub for capital formation in 

Africa. In addition, the situation has limited the sector from contributing maximally to the 

economic growth and development of the nation. Issues like liquidity and cost, directly impact 

on the issuance of securities and the secondary trading in such securities as well as in attracting 

foreign investments. Having a multiple settlement system is inimical to the development of the 

market, as a functional integration of these systems would guarantee standardization of 

services. The lack of investors’ confidence would lead to an erosion of value and the market 

would not reach its apex of value creation. 

 

Table1. 2: LIQUIDATED FINANCIAL INST ITUTIONS IN NIGERIA 

S/N                         Year                                     Number of Banks 

      1                      Before 1960                              22 

      2                         1992                                                   3 

      3                         1994                                                   4 

      4                         1998                                                   26 

      5                         2005                                                   14   

       

       Source:CBN,2002, 2006 Annual Reports 

The table 2 shows the statistics of banks liquidated in Nigeria economy in various years,some 

of the banks were listed in the Nigerian Stock Exchange. The collapse of these banks has 

negative effect of the capitalization status of companies listed in Nigeria Stock Exchange. 
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Objective of the Study 

This paper was designed to evaluate  the effect of industrial capitalization  on the economic 

growth of Nigeria from 1981 to 2017 despite all the challenges to enable the researchers assess 

the efficiency of the capital market. 

 

Research Question 

To what extent does industrial capitalization have significant effect on the economic growth of 

Nigeria? 

 

Hypothesis. H0: Industrial capitalization does not have significant effect of the economic 

growth of Nigeria.  

 

Literature Review 

Oriaregbete (2013) postulates that capital market is an institution that contributes to the socio-

economic growth and development of emerging and developed economies. That the decision 

of many corporate firms to go public in Nigeria represents a conscious effort to access greater 

quantum and diversified funds for investment in various sectors of the Nigeria economy. He 

explained that the second tier market has developed to accommodate quantum of less 

capitalized firms on less stringent terms and conditions. The study based the research on the 

fact that little has been achieved at the level of industrial growth in Nigeria is still below 

expectation. Using time series data, the study used Gross Domestic Product as dependent 

variable, while market capitalization, value of transactions and value of new issue as 

explanatory variables. The result indicated a significant relationship between capital market 

activities and Nigeria economic growth, while the second result showed value of new issues 

and values of transactions have strong influence on gross fixed capital formation while market 

capitalization has a less influence on gross fixed capital formation. The study did no t underpin 

the research  on any theory. 

Owusu(2016) posits that continuous and sustained mobilization of resources is a requisite for 

economic growth and development. He explained that the stock markets promote capital 

efficient formation and allocation as a tool in the mobilization and allocation. The study 

investigated empirically the impact of stock markets on economic growth in Nigeria. The study 

used stock market indicators with constructed stock markets index from 1987 to 2014. The 

researcher underpinned the work on endogenous growth model which is concerned with 

financial development, investors’ investments and economic growth. That stock markets can 
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enhance economic growth through investment productivity rating rather than savings function. 

The results of the study showed that stock market development has a mixed effect on 

sustainable economic growth in Nigeria. In the combined effect, the stock market 

developments have a negative effect on sustainable economic growth, suggesting to be a reason 

of liquidity nature of the stock market in the country. The study also found out that Foreign 

Direct Investment has mixed economic growth in Nigeria. Amu, Nwezeaku and Akujuobi 

(2015) averred that economic development is regarded as the major goal of national policy in 

any economy, while capital accumulation is also seen as potent factor in the process of 

economic development is regarded as the core process by which all other aspect of growth is 

made possible and feasible. Ekundayo (2002) as cited by Amu et al (2015) argued that a nation 

requires a lot of local and foreign investment to attain sustainable economic growth and of 

development. They explained that the devastating effect of the global financial crisis has 

abated. This paper empirically evaluated the impact of capital market growth on economic 

growth and development in Nigeria. The study employed a time series data from 1970 to 1994 

with four measures of capital market development ratio of market capitalization to GDP (in 

%), ratio of value of transaction on the main stock exchange to GDP and listing were used. 

Then the four measured were combined into one overall composite index of capital market 

development using principal component analysis. The results showed that the growth in GDP 

maintain visible upward and downward spikes with 1986 and a998 having the least growth 

rate. The results also revealed that the market capitalization achieved the highest growth rate 

in 1994 and 1995 and maintain the growth rate till 2002 till it falls in the first quarter of 2008 

as a result of the global financial crisis.  However, the s tudy was not hinged on any theory.  

 

Dabo (2015) posited that transformation agenda as designed by Soludo in 2004 to increase the 

capital base of banks in Nigeria from N5bilion to N25billion,which used the Nigeria market as 

the platform for the recapitalization activities for the banks to attain the capitalization level of 

the Nigerian Stock Exchange.  The study focused on the capitalization of Nigerian Capital 

Market and the overall economic growth sequel to the recapitalization of the banking 

institutions, insurance institutions and other businesses. The study covered year 2000 to 2010 

and hinged it  on the theory which maintains that financial development as determinant of 

economic growth.Using the following variables that GDP as dependent variable while market 

capitalization, total new issues and the value of transactions as    explanatory variables. The 

results showed that there is strong relationship between GDP and the five explanatory 

variables.The study concluded that Nigeria capital market needs to create more confidence to 
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investors in terms of transparency and accountability for sustainable and increasing 

capitalization necessary for sustainable economic growth in the country.   

 

Ologunwa and Sadipo (2016) averred that capital market always compliments the financial 

service of the banking sector by mobilizing financial resources for long term private 

investment. They explained that capital market went through series of reforms in order to 

strengthen its performance. That the existence of capital market may not guarantee private 

investment and economic growth. The study focused on the assessment of capital development 

and the economic growth on the stock market segment. Citing Levie (1991), Smith and Stake 

(1996), Levine and Zervos (1996) capital market is affected by four channels of stock market 

liquidity, risk diversification, information acquisition and savings mobilization. The study was 

predicated that capital investment, and some enjoy economies of scale, stock markets facilitate 

resource mobilization and can boost economic efficiency and accelerate long-run growth. 

Another perspective argued that new equity issues account for very small frontiers of corporate 

investment, which cast doubts on the potency of stock markets for amassing capital. They 

hinged the study on endogenous growth model, which creates liquidity risk and also 

productivity shocks that create production risk. The results of the study showed that stock 

markets increase from efficiency, and that the higher the proportion of the eco nomy’s resources 

invested in firms, the faster will be the steady state growth rate. They concluded that what 

hindered the economic growth of some economies is low financial development. 

 

Okonkwo, Ananwude and Echekoba (2016) stated that the liberalization and reforms in the 

capital market brings tremendous changes with respect to the volume of transactions, number 

of deals and value of securities traded and the number of securities listed in the market there 

are great concerns on the impact at the macro-economic level. This study adopted a test of 

causation in order to look at the nexus between stock market development and economic 

growth in Nigeria from 1993 to 2013.They used index of industrial production for GDP, All 

share market index, market capitalization transaction value through secondary data. Their 

results showed the existence of a positive relationship between stock market development and 

economic growth except for market capitalization and total value of market transaction .The 

study revealed that there is correlation between stock market development and economic 

growth through all share indexes, number of deals and total market transaction value.   
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Edame and Okoro (2013) posited that Nigerian capital market performed fairly despite the 

challenges and problem identified which include buy and hold attitude of Nigerians, massive 

ignorance of large population of Nigeria, few investment outlets in the market, uneconomic 

policies and political instability. They hinged the work on efficient market hypot hesis. The 

sudsy employed the Nep-classical growth model which specifies output as linear function of 

labour capital and the index of Technology. The result revealed that there is a positive  and 

significant impact of capital market on economic growth in Nigeria. Adetoloye, Babajide and 

Ugwu (2015) posited that capital market as intermediating sector in Nigeria economy should 

achieve organic growth as the economy grows overtime. Focused on constraints to the growth 

of the markets, they discovered that four variables were immediately significant at various 

levels which are poor organization of the market, high transaction cost, lack of various 

securities, and instability in government policies. They found out that the rates of interest, 

inflation and exchange rate had a positive effect on the market.  The following constraints 

were identified as hindering the growth of the market: low rate of growth, Non-performance of 

Nigerian Securities and Exchange Commission, low savings from the economy, instability and 

government policies, small size of the market, weakness and lack of transparency, high cost of 

transaction, unpredictable inflation, interest and exchange rates, lack of various securities, poor 

organization of the market. They called for the removal of the constraint in order to grow the 

Nigerian capital market especially the stock market,   

 

Theoretical Review 

The study is based on the two theories analyzed thus: 

Efficient Market Hypothesis 

The theoretical explanation on the nexus between capital market and economic growth is 

analyzed using Efficient Market Hypothesis (EMH) developed by Fama in 1965. According to 

EMH, financial markets are efficient or prices on traded assets that have already  reflected all 

known information and therefore are unbiased because they represent the collective beliefs of 

all investors about future prospects. The Efficient Market Hypothesis (EMH) states that at any 

one point in time, prices reflect all available information. This implies that no amount of data 

mining can predict future prices. Furthermore an analysis of past or current data cannot identify 

undervalued stocks. Applying this to the securities markets, the EMH implies that no trading 

mechanism can consistently beat the market. Hence, for a given level of risk, speculators cannot 

earn supernormal returns. Similarly, no betting system can consistently earn super normal 

returns. There are varying degrees of market efficiency, with Fama (1965) providing the 
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traditional framework through which the EMH is examined. The weak form simply states that 

all past information is reflected in current prices. The semi-strong form states that all publicly 

available information is incorporated in prices, while the strong form, an extension of the first 

two, states that all information, including insider information, is included in share prices. In 

practice, market efficiency is categorized by the strength of the efficiency that can be 

established with respect to a particular information set. Information sets can be categorized 

into: 

i. Past price and Volume information  

ii. Public information 

iii. Public and Private Information 

 

Previous test of the EMH have relied on long-range dependence of equity returns. It shows that 

past information has been found to be useful in improving predictive accuracy. This assertion 

tends to invalidate the EMH in most developing countries. Equity prices would tend to exhibit 

long memory or long range dependence, because of the narrowness of their market arising from 

immature regulatory and institutional arrangement (Nagayasu, 2003 & Nyong, 2003). Note 

that, where the market is highly and unreasonably speculative, investors will be discouraged 

from parting with their funds for fear of incurring financial losses. In situations like the one 

mentioned above, has detrimental effect on economic growth of any country, meaning 

investors will refuse to invest in financial assets. The implication is that companies cannot raise 

additional capital for expansion. Thus, it suffices to say that efficiency of the capital market is 

a necessary condition for growth and development in Nigeria. 

 

The exogenous growth model, also known as the neo – classical growth model or Solow-

Swan growth model was first devised by Nobel Prize winning Economist, Robert Solow in 

1957. The centrepiece of the standard neoclassical growth model developed by Solow is an 

aggregate production function of the form Yt = F (Kt, Lt, At) Where: Y is output, K is capital, 

L is labour and A is an index of technology or efficiency. Solow posits that F has the usual 

neoclassical properties; in particular, it is characterized by constant returns to scale, decreasing 

returns to each input, and a positive and constant elasticity of substitution. The fundamental 

dynamic equation of the model relates the evolution of the capital stock to a constant rate of 

saving and a constant rate of depreciation. Labour and the level of technology grow at 

exogenous exponential rates. This model assumes that countries use their resources efficiently 

and that there are diminishing returns to capital as labour increases. From these two premises, 
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the neo-classical model makes three important predictions; first, increasing capital relatives to 

labour creates economic growth, since people can be more productive given more capital. 

Second, poor countries with less capital per person will grow faster because each investment 

in capital will produce a higher return than rich countries with ample capital. Third, because of 

diminishing returns to capital, economics will eventually reach a point at which no new 

increase in capital will create economic growth. This point is called a “steady state”. If there 

were no technological progress, growth in this model would eventually come to a halt. 

However, the formulation of the model is chosen so as to allow increases in efficiency to offset 

the diminishing returns to capital. The economy therefore converges to a steady state in which 

output and capital per worker both grow at the exogenous rate of technological progress. 

Accordingly, in the long run, economic growth is unaffected by changes in the rate of saving 

or population growth.  

 

Changes in these parameters alter only the level of the longrun growth path, but not its slope. 

Endogenous growth theory or new growth theory was developed in the 1980s, as a response to 

criticism of the neo classical growth model. The endogenous growth theory holds that policy 

measures can have an impact on the long-run growth rate of an economy. Endogenous growth 

economists believe that improvements in productivity can be linked to a faster pace of 

innovation and extra investment in human capital. Endogenous growth theories describe 

economic growth which is generated by factors within the production process, for example; 

economies of scale, increasing returns or induced technological change; as opposed to outside 

(exogenous) factors such as the increases in population (Gokal and Hanif, 2004). In 

endogenous growth theory, the growth rate has depended on one variable: the rate of return on 

capital (Gillman, Harris and Matyas, 2002). The endogenous growth literature has produced 

two distinct approaches on how to incorporate human capital into models of economic 

growth.The first, which is due to Lucas, regards the accumulation of human capital as the 

engine of growth. The second approach emphasizes the role of the human capital stock in 

theprocess of innovation and adoption of new technologies. In the model formulated by Lucas, 

human capital enters into the production function similarly to the way in which technology 

does in the Solow model, that is, in labour augmenting form. Lucas proposes the following 

production technology: 

Yt = AKβ 

t (ut ht Lt)1-β hγ 

a,t 
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where Y, A, K and L are, once again, output, technology, capit al and labour, while u is the 

fraction of an individual’s time allocated to work, h is the skill level or human capital of the 

representative agent, and h a is the average human capital in the economy. The level of 

technology, A, is assumed to be constant (so that it could in principle be dropped from the 

expression or subsumed within the capital term). Population growth is taken as exogenous. 

Setting aside the last term on the right-hand side for the moment, the most important 

assumption of the model concerns the law of motion according to which the human capital 

variable evolves over time. In view of the fact that there are no diminishing returns to the 

acquisition of skills, human capital can grow without bound, thereby generating endogenous 

growth. The properties of the steady state in the Lucas model depend on whether there are 

external effects of human capital, which is the case if γ ≠ 0. In that case, the term h in the 

production function therefore affects output. And because there are no diminishing returns to 

the acquisition of skills, human capital can grow without bound, thereby generating 

endogenous growth. 

 

Often, endogenous growth theory assumes constant marginal product of capital at the aggregate 

level, or at least that the limit of the marginal product of capital does not tend towards zero. 

However, in many endogenous growth theories, this assumption of perfect competition is 

relaxed, and some degree of monopoly is thought to exist (Edame & Okoro, 2010).One main 

criticism of endogenous growth theories is the collective inability of the theory to explain 

conditional convergence reported in the empirical literature. 

 
Methodology 

The research adopted for this study is ex-post facto research .The research design is used when 

secondary data are involved. The population is the evaluation of the effect of industrial 

capitalization in Nigeria capital market on the economic growth of Nigeria from 1981 to 

2017.The dependent variable is the economic growth of Nigeria proxy by Gross Domestic 

Product and capitalization of all the sectors of the economy for the period stated. In view of the 

nature of the study, macro data obtained from the Central Bank of Nigeria were used. The 

figures were audited and certified by the office of the Auditor General of the Feder ation which 

are adjudged valid and reliable. Descriptive and inferential (regression) statistics were used to 

analyze the data. The study also computed the percentage change over the years on GDP and 

Market capitalization to determine the trend of change.E-view statistical package was used for 

the analysis of the data. 
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Data Analysis, Results and Discussion of Findings 

Table 1: Descriptive statistics 

 GDP MC 

 Mean  3747013.  4289643. 

 Median  300000.0  1241000. 

 Maximum  19077400  21128900 

 Minimum  5000.000  30100.00 

 Std. Dev.  5335679.  5832318. 

 Skewness  1.208501  1.449609 

 Kurtosis  3.282426  4.008771 

   

 Jarque-Bera  9.129237  14.52725 

 Probability  0.010414  0.000701 

   

 Sum  1.39E+08  1.59E+08 

 Sum Sq. Dev.  1.02E+15  1.22E+15 

   

 Observations  37  37 

 

Table 1 shows the descriptive statistics of the variables. The maximum value of market 

capitalization 2,112,900 which shows maximum for 37years, which of GDP shows maximum 

of 19,077,400 for the period under review. The average value of the market capitalization is 

42896643 for the 37years while the average for GDP is 3747013 which are moving towards 

the same direction. Their respective minimum and maximum values show the variations in the 

values of the variables over the period under review. The minimum values showed that market 

capitalization has the lower value than GDP over the period. The maximum values show a 

steady growth in both market capitalization and GDP. The standard deviation of GDP and MC 

show dispersion over the years with market capitalization showing the higher variance from 

the mean. The skewness of GDP and market capitalization are positively skewed respectively 

with GDP of 1.208501 and market capitalization of 1.449609 which means the right tails are 

extreme. In relation to kurtosis, all variables under study are leptokurtic (more peaked than 

normal) because because the figure for GDP is 3.282426 and MC is 4.00871 which are more 

than the threshold of 3.The Jarque-Bera probabilities of 0.010414 for GDP and 0.000701 for 

MC show the truthfulness of the skewness and kurtosis results. This is because Jarque-Bera is 

a formal test that validates the values in skewness and kurtosis. Since the null hypothesis for 
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Jarque-Bera is that the serves are normally distributed based on the probability value of Jarque-

Bera The regression model is estimated as one of the key assumptions of ordinary least square 

regression is normality of series, which have been met.  

Inferential Statistics 

 Table 2         Regression Analysis 

Dependent Variable: GDP   

Method: Least Squares   

Date: 11/29/18   Time: 14:19   

Sample: 1981 2018   

Included observations: 37   

          
Variable  Coefficient Std. Error t-Statistic Prob.   

          
C 501405.8 623814.6 0.803774 0.4270 

MC 0.756615 0.086928 8.703879 0.0000 

          
R-squared 0.683994     Mean dependent var 3747013. 

Adjusted R-squared 0.674966     S.D. dependent var 5335679. 

S.E. of regression 3041966.     Akaike info criterion 32.74644 

Sum squared resid 3.24E+14     Schwarz criterion 32.83352 

Log likelihood -603.8092     Hannan-Quinn criter. 32.77714 

F-statistic 75.75750     Durbin-Watson stat 0.398533 

Prob(F-statistic) 0.000000    

          
 

GDP=β0 +β1MC + μt………..Model   

 GDP=501405.8 +0.756615MC 

Table 2 shows that the coefficient of market capitalization is 0.756615 which is positive and 

significant, which means that 75.7% increase in market capitalization (MC) will reflect the 

same significant percentage increase in Gross Domestic Product (GDP).The R-Squared is 

0.683994 which means that 68% components of market capitalization can be found in GDP, 

while the balance of 32% can be found in other variables not included in this study. At the level 

of significance 0.05, the t-statistics is 8.73 while the p-value of the t-statistics is 0.0000 which 

is less than 0.05 adopted level of significance. Therefore, the study rejects the null hypothesis 

which means that industrial capitalization has significant effect on the economic growth of 

Nigeria despite the liquidation of some publicly quoted companies, withdrawal of some listed 

companies, and delisting of some companies.  
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Table 3 Percentage change in GDP and Market Capitalization  

Year                                       % change in GDP         % Change in Market Capitalization 

1981                                         -                                                       - 

1982                                         -                                                    9.3% 

1983                                         14%                                            10.6% 

1984                                         (3.5%)                                           1.9%      

1985                                                    (20%)                17% 

Five Years Average Change  (6.1%)                                         7.8% 

1986                                         3.03%                                          (8.1%) 

1987                                         21%                                             44.1%   

1988                                         22%                                              35.7% 

1989                                         28%                                              41.5% 

1990                                         27%                                             (18.9%)  

Five Years Average Change   20.2%                                          18.86% 

1991                                                    42%              72.5% 

1992             35%                 58% 

1993     52%                                              24% 

1994    39.6%                                           29.8% 

1995   172%                                            97% 

Five Years Average Change   68.1%                                          56.3% 

1996                                          58%         36.7% 

1997                                          (1.4%)           6.3% 

1998                   (6.73%)       (3.5%) 

1999                                         14.24%                                          16.1% 

2000                                         57.47    39.4% 

Five Yeara Average  Change   24.31                                            19% 

2001                                            40.3%                                           4.2% 

2002                                            15.5%                12.1% 

 2003                                           89.7%                                         24.6% 

2004                                            55.4%                                         27.2% 

2005                                             37.3%                                           27.4% 

Five Years Average Change     47.64%                      13.66% 

2006                                            76.58%                                         26.7% 
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2007                                            157.4%                                          7.2% 

2008       (27.5%)       18.8% 

2009                                      (26.5%)        4.2% 

2010                                            30%                                               38% 

Five Years Average Change     36.6%      18.98% 

2011                                            3.6%                                              1% 

2012                                            44%                                              10.9% 

2013                                            28%                                               8.9% 

2014                                           366.8%                                          46.3% 

2015                                            5.7%                                              0.8% 

 

 

 

  Year                             %Change in GDP               % Change in Market Capitalization 

   2016                                         7.8%                                             (4.8%) 

   2017                                         12%                                              30.5% 

 

  Two Years Average Change   13.8%  

 

Source: Researchers Analysis (2018) 

 

The trend showing the growth rate of recorded by the Gross Domestic Product and Market 

capitalization for 37years and also broke into five years average.  

The GDP recorded a steady average growth rate of 6.1% in the first five years to 20.2% in the 

second five years to 68.1% in the third five years, but in the fourth five years the average 

dropped to 24.3% indicating low activities in the economy culminating in the drop in GDP. 

The same trend was experienced in the market capitalization with average in first five years to 

the third five years which recorded 56.3%, but dropped to 19% in the fourth five years. This 

showed that capitalization of industries during the period did not record many activities which 

in turn reflected in the GDP. The fifth five years of GDP recorded an average growth rate of 

47.64% which dropped to 36.6% in the sixth five years but increased to 89.6% in the seventh 

five years.The market capitalization dropped from 19% in the fourth five years to 13.66% in 

the fifth five years indicating low activities in the capital market. The increase in activities in 
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the sixth five years increased the average to 18.98%.The market recorded a fall in the average 

in the seventh year to 13.58% because of low activities in market capitalization. For examples, 

year 2011 recorded marginal increase of 1%, 10.9% in 2012,8.9% in 2014,and a high increase 

of 46.3% with market capitalization of N16.8billion. The analysis further confirms the result 

of the regression that there is a relationship between market capitalization and economic growth 

of Nigeria measured by GDP. 

Conclusion and Recommendations 

From the finding from the study, there is a strong relationship between market capitalization in 

the Nigeria capital market and the economic growth of Nigeria measured by Gross Domestic 

Product. The movement in the market capitalization also affects the movement in the Gross 

Domestic Product. Therefore the study recommends the following: 

i. The Regulators should be flexible in the policies so as to encourage investors to 

source for funds in the capital market either locally or through Foreign Direct 

Investment. 

ii. The Securities and Exchange Commission (SEC) and Nigeria Stock Exchange 

(NSE) should organize public awareness on the importance of the capital market in 

the economy. 

iii. The Government and regulators should create a good business environment to avoid 

business liquidation and voluntary delisting from the capital market. 

iv. The Regulator should introduce more instruments for more participation in the 

market locally and through Foreign Direct Investment. 

v. The regulators should ensure disclosure and dissemination of information to the 

investors and general public to guide against misinformation about the operations 

in the market. 
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APPENDIX 1 

TABLE OF GROSS DOMESTIC PRODUCT AND MARKET CAPITALIZATION 

FROM 1981 TO 2017 

 

YEAR       GDP AT CURRENT BASIC PRICE                 MARKET CAPITALIZATIION  

                          N,000,000         N, 000,000 

1981                       5,000       30,100 

1982                       5,000      32,900 

1983                       5,700                                                                   36,400 

1984                       5,500                                                                     37,100 

1985                       6,600                   43,400 

1986                       6,800                                                                             39,900 

1987                       8,200                                                                              57,500 

1988                     10,000             78,000 

1989                     12,800                                                                            110,400 

1990                     16,300                                            89,500 

1991                     23,100                                                                            154,400  

1992                     31,200                                                                            244,000 

1993                     47,500                                                                            302,600 

1994                     66,300                                                                            392,900 

1995                   180,400                                                                           773,800 

1996                   285,800                                                                         1,058,100    

1997                   281,900                                                                         1,107,100 

1998                   262,600             1,068,600 

1999 300,000      1,241,000 

2000                   472,300                                                                         1,730,000 

2001                   662,500                                                                         1,802,900 

2002                   764,900                                                                         2,020,100 

2003                1,359,300       2,517,900 

2004                2,112,500                                                                         3,202,000 

2005                2,900,100       4,078,500  

2006                5,120,900     5,165,700 

2007              13,181,700     5,538,300 

2008               9,563,000     6,578,200 
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2009               7,030,800      6,852,300 

2010               9,918,200                        9,459,400 

2011              10,275,300                                                                        9,554,900 

2012              14,800,900    10,593,700 

2013             19,077,400    11,532,100 

2014             89,043,600                                                                       16,875,100 

2015             94,145,000                                                                       17,003,400 

2016           101,490,000    16,185,700 

2017           113,711,600   21,128,900 

Source: Central Bank of Nigeria Statistical Bulletin (2017) 
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