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; decision which  inf,,
o mix is an important : nCes
tract; riate financing mix 1s mine the capital sy,
‘fb&f:::f.ofrzs ‘},;g;:gial institution. Hence, the need Ior:::;from annual report, ofn:;f ang
e - o;Ni erian banks. Secondary data was sou R i/ IFieey
ﬁ;:f’(:\‘"i’:?aﬁ;eﬂa Cﬁve’ ing 2011 to 2020. Panel least squa‘;ebtzﬂfs); significant deler::i
data obtained for the study. The findings Shg;sedt’gf/’ si‘ign ificance level. The sp, nant of
: : at 5% :
performance with coefficient sl Lotk ith performance of Nigerian depq;,
led that equity has a positive relationship with p
revealed that equity % significance level. Thus, the Study cop;
banks with coefficient values of 2.097716 at 1% sig .
that capital structure has significant impact on performance of depos:{ money  bapj, in
Nigeria. Deposit money banks in Nigeria should try to finance from retained

earnings
other forms of equity financing rather than relying heavily on debt capita] 4 debt g,
negative impact on shareholders’ wealth maximization.

~ Keywords: Capital Structure; Financial Performance and Deposit Money Banks.
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 LOINTRODUCTION

In

) estorsarelnteremd in the success of the banking sector because banks are concerned wity
8 boﬁ;{{}plypn(:y and liquidity, and their liabilities i

1sion for any organization
s ) turn to varjgyg stakeholders and the fact that
such a decision has a substantial i, act i €l > b
environment (AWun)'O-Vitor&Badﬁ’:zglcz).on a firm's ability ¢, deal with a competitive
A company's capital Structure is made ¢

arious Sources of

funds it uses to fund its
UM,

€rous ﬁnancing methods available to
Sales, retajneq earnings, bonds, bank
ples of financia] instruments (Ross et
00U (1991), refers 1o the principal

Yarious types of both equities and
SO0 stock, al] of the cash flows are
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owned by the stockholders. Whe :
T e . n A& company issues both

?\uwc\cr. it must divide the cash flows into two streams. a "Mydth oy “(tmy lmmtmmms,

investors and a more dangerous stream for stock holders SO O

In Nigeria, the debt market is still developing, anc

capitgl for a business. For example, cq{:u: lud’n?;.nnz':m? ';ctv.:::‘ R::'" m:m sl
9cnvny (see the Nigerian Stock Exchange Factbook, 2018). Due to the lack .fndc." s
:2 t[l:c d:’l?t !:;nrl:lcl. fmnzznics have been forced to rely on internal funds llrm::ng ::.mx

ay dividends. In addition, despite regulato '

Nigcria.n banking system, the scclor has cﬁnlinurcti .ufc::vyc z;mm'nwhtmu -
as co_ntmual profit decline and failure to meet both short- and long-term obli :::‘ tm:mh
this time, most banks experienced panic runs and flight to safety (Fadare, 201 I')3 i

The importance of capital structure has attracted scveral studics such as V

Ton_gural (2015) and Nenu et al., (2018) Yakubu and Olowe (2019) to cxm::ehct::::,f‘c'c:';df
capital §tructure on the performance of banks using variables such as long term debt while
neg!ectmg short term financing. Furthermore, the previous studies also concentrated on
equity financing without considering the ratio of total equity to total assets on performance of
deposit money banks in Nigeria. Derbali (2004) considered bank performance using
perfomance factors like profit after tax, return on assets, and return on investment while
ignoring performance indicators like net interest margin. Against this background, this study
will examine the capital structure and performance of Nigerian banks by including key
pprformance metrics such as net interest margin. The next section is a review of the
literature followed by methodology and data presentation and discussion of findings. The

study's conclusion and recommendations are presented in the final part.
2.0 LITERATURE REVIEW

2.1.1 Conceptual Issues on Capital Structure

Capital structure 1s the combination of various sources of funds both internal and external

used by firms to finance their business operations (Amara, 2014). Companies derive their
ty; this capital structure is usually

capital structure from different stakeholders in the socie
found in the statement of financial position (Modugu, 2013). Huang and Vu Thi, (2003) are

of the opinion that a firm has the opportunity to assess funding in three different ways, which
ces of capital available to finance their business operations.

can also be regarded as the sour
Internal equity (retained earnings), external equity (issue new shares), and loan capital are the
ce organizations’ activities. The capital structure of a

three options available to finan
corporation is made up of the above-mentioned methods of supporting corporate activities,

and it also illustrates how the organization is owned.

onship between the rights of the
Iso indicates the relationship between the capital
ell as their mutual combinations (Zheng, 2014).
ets through a combination of
capital structure is
one that uses solely
d capital combines

The capital structure represents the proportional relati

owners and interests of creditors; it a
structure and various sources of funding, as W
The capital structure of a firm refers to how it finances its ass
equity and debt (Saad, 2010). When it comes to long-term financing,
characterized as a combination of debt and equity. An unlevered firm is
equity, whereas a levered firm is one that uses both stock and debt. Hybri

the benefits of both loan and equity.
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According to Birru (2016), & company’s capital structure relates fo how it is financed using ,
combination of longterm capital (ordinary shares and reserves, preference sh,m.s.
debentures, bank loans, convertible loan stock, and so on) and short-term habilities (bani
overdrafls and trade creditors). The capital structure of a corporation is the composition of it
linbility, which is relative to the various financial sources in the 'cntﬂ:’Pmmm of toty
obligation (Weston & Brigham, 1998). However, this study conceptualized capital Structyp,
as firm's financial framework which consists of the debt and equity used to finance the fi,

2.1.2 Concept of Performance . ,
The effectiveness and efficiency with which a company manages i resources g,

operational, investment, and financing activitics is reflected in its high performance ( Naser &
Mokhtar, 2004). According to Lee (2014), there are many factors th:nl are cxpcctgd 0 haye
effect on financial performance of companics. These mgludc the firm’s growth, which shoylq
be positively related to financial performance, i.c., the hlgl?cr the mc' of gomh. the bcttq the
financial performance. Internal factors arc concerned with a ﬁm?s'umquc characlcmtics,
whereas external factors are concerned with both industry characteristics and macroeconomg
issues. Several firms' specific characteristics have been found to share significan

relationships with companies' profitability.

Cummins and Nini (2002) discovered that larger businesses are more cost anq revenye
efficient, implying that larger businesses are more likely to €Xperience  improveq
performance. Return on Asset (ROA) is a metric that measures how well a business Manages
its assets and uses them to generate profit. Return on equity (ROE) indicates how well a bank
utilised reinvested earnings to generate further earnings, calculated after taxes for the fiscal
year. To bank investors, the return on equity is the most essential of all financial ratios
(Harelimana, 2017). Earnings per share is regarded as one of the most critical elemengs
influencing a company's dividend policy. It is computed by dividing a company's profit by
the number of outstanding ordinary shares. Return on investment (ROI) is a metric that
examines the amount of additional profit generated as a result of a particular investment
Businesses use this formula to assess different investment scenarios to discover which one

will yield the most profit and benefit to the organization.

Net Interest Margin is the ratio of net interest income to average earning assets of banks
(Hijazeen, 2017). Net Interest Margin is a valuable tool for measuring the profitability of
banking investing and lending activities over time because it includes the interest rate
spread between loans and deposits, as well as transaction costs and taxes borne primarily by

borrowers and savers.

2.2 Theoretical Review
This study is hinged on Pecking Order theory.

The Pecking Order Theory

Firms are expected to issue funds internally, then, at a point, debs, lastly equity, as indicated
b.y the hypf)t.hes1s. They legitimize this by asserting that there are costs related with issuing
nsk).' s{ecun-tles_beca.use of asymmetric information (Myers, 1984; Myers & Majluf, 1984) or
administrative ndea.hsm.(Heat.on, 2002). As per the pecking order hypothesis, organizations

(Javed & Akhtar, 2012).
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The pcckm!x order hypothesis suggests that undertakings will instually de P —
generated funds, like undistributed income, where there is no e y WM
asymmetry, if further funds are required, they will turn 1o debt, and then ”[“ w:“"m"‘"'::
\\'l|! msu:: su').ck to su'lls(ljy any remaining capital rcquircmcm.' The relative crpenses of B
various funding methods are reflected in the «

: > ord
DeMarzo, 2007). cr of preferences (Abor, 2005, Berk &

As per W_atson and Head (2007), the pecking order theory goes agamst the assamptions that
org'amzatlons ough_l to have a remarkable blend of debts and equity financing to bring down
their cost of cap_ltal. Myers' clarification for the dominance pecking order lh:uty n
estal_)llshcd on the n.dca of asymmetry, which states that business' insiders have more data and
Ol,.l[SIdCl'S than outsiders (Chakroborty, 2010). As indicated by the pecking order theory, firms
with bc.tt.cr profitability will lean toward internally financing to debts wggnlm'g that
profitability and debts will have a negative relationship (Chakraborty, 201 3,'l)ang. 2013)

2.3 Empirical Review

Vithessonthi and Tongurai (2015) and Nenu et al., (2018) investigated capital structure and
performance using the generalized method of moments (GMM), and found that capital
structure had a significant impact on company performance. The capital structure and
corporate performance in Vietnam were assessed by Le and Bich (2017). The vanables for
the study were leverage, business characteristics, growth, investment, liquidity, nsk,
dividend, and cash flow. Using panel data analysis, the study found that capital structure had

a detrimental impact on company performance.

Ramli et al., (2018) examined capital structure and firm financial performance in Indonesia
and Malaysia using asset structure, liquidity, growth potential, non-debt tax shield, business
leverage, and interest rate. Capital structure was determined to have a detrimental impact on
company performance in the study. Domnick (2018) investigated how a company's capital
structure affects its financial performance. Return on Equity, Tobin's Q, Total debt/'total
assets, short-term debt/total assets, long-term debt/total assets, asset growth, total debt/total
assets, natural log of total assets, and risk were employed in the study. Using panel data
estimation technique, capital structure has a major impact on company performance.

Yinusa et al., (2019) evaluated capital structure and firm performance in Nigeria. Total debt
and total equity, return on equity, short-term leverage, size (size), asset tangibility, and age
were all considered in the study. Using a dynamic panel model, the researchers discovered
that capital structure had a considerable impact on firm performance. Yakubu and Olowe
(2019) looked into the capital structure and financial performance of Nigerian firms. The
study used the Ordinary Least Square (OLS) approach, using Return on Equity, Long Term,
Short Term Debt, and Debt Equity as variables. Long-term debt, short-term debt, and debt
equity all had a positive impact on corporate financial performance in Nigeria. Kerim et al,,
(2019) investigated the impact of capital structure on the profitability of Nigerian publicly
traded insurance firms. The study used the OLS multiple regression technique while return on
equity, short-term debt ratio, long-term debt, and premium used as variables. According to
the results of ordinary least square regression, short-term debt has a negative and significant
effect on the profitability of listed insurance firms in Nigeria. Long-term debt also has a
significant and positive impact on profitability. Finally, premium growth has a positive
impact on the profitability of Nigerian insurance businesses that are publicly traded.
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However, several studies (such as Vithessonthi and Tongurai (2015), Nenw, Vintila gy
Gherghina (2018); Yakubu and Olowe (2019) examined the effect of capital structure on g,
performance of banks using variables such as long term debt while neglecting short epy,
debt. Furthermore, the previous studies also concentrated on equity financing withey,
considering the ratio of total equity to total assets on performance of deposit money banks
Nigeria, Similarly, Derbali (2004) carried out study on performance of banks using
performance variables such as profit afier tax while neglecting performance indicator such 4
net interest margin. Hence, this study will distinctively employ the use of key performance

indicator such as net interest margin. Finally, this study will consider some important contrg
variables such as cash and bank age.

3.0 Methodology

The capital structure and performance of Nigerian deposit moncy banks were investigated in
this study. The study relied on secondary data, which came from the audited annual reports of
thirteen publicly traded deposit money banks in Nigeria, which covered the years 201 1o
2020. The data from the selected banks' financial reports was evaluated using the panel daty
approach of multiple regression analysis.

Access Bank, Guaranty Trust Bank (GTB), Fidelity Bank, First Bank PLC, Stanbic IBTC
Bank, Ecobank, Wema Bank, United Bank of Africa (UBA), Sterling Bank, Union Ban
Unity Bank, First City Monument Bank (FCMB) and Zenith Bank were the thirteen (13)
listed banks in Nigeria. The balanced panel data analysis method was applied in this
investigation.

The model used to assess Nigerian deposit money banks' capital structure and financial
performance is stated as follows:

ROE= f(SDTA, LDTA, TDTA, TETA, CASH, BKAGE) .......ccooooovieeenieeoi (3.1
Thus;the,:mgggl,is written in linear form as:

ROE:FB()‘“BISDTAh +B2LDTAit+B3TDTAil+B4TETAil+BSCASHit+B6BKAGEI( ............. (32)
Econometrically, it can be written thus:

ROEi=Bo+ BiSDTAit +B:LDTAi+B;TDTAi+BsTETAi+BsCASHi+BsBKAGE;: + it .(3.3)

Where:
Bo= Constant

ROE= Return on Equity, LTDA= Long-term debt / Total assets, TDTA= Total debt / Total

assets, TETA = Total Equity/Total Assets, CASH= Cash, BKAGE= Bank Age and p= Error
Term.

: We went ahead to analyse the impact of capital structure on net interest margin of deposit
money Banks. Thus, the model was specified as:

NIM= f(SDTA, LDTA, TDTA, TETA, CASH, BKAGE) .........covvoeooeooeeoel (3.4)
Thus, the model is written in linear form as:
NIMi=Bo+ BiSDTAi f!'Ait+BaTDTAix+B4TETAiu+BsCASHi¢+BsBKAGEn ........... (3.5)
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4.0  RESULTS AND DISCUSSION OF FINDINGS
Table 4.1: Descriptive Statistics

ROI NIMM ST TA I 1A TioTa [1e 1A T CasH | BRAGE

Mean O001197 | 6 28M68 | 0018w Mmm; | 1M T 464 l 0 A9007% ‘ 12 77688
Median 009030 | SASIALL [ oo1visa | oorto7s | o 1ok | 0240705 | o e | 6 22908

[ Maximum | 1220717 | NASIW98 | 018774 H-nm' 1SRl | 1% a8 | 242907 [ 507 Sod |
Minimum AR AN902T6 | 0 RSk 0 oy ‘ N6 0R4Y | 1Y 288, i 0 0095 W4 ! 721978
Std. Deyv 0.669698 L MOSS | 00262291 o umo’. 114 118} i 114 1566 | 0 10987 ! S 61428
Skewness Sl 0212821 07132774 llw%)\" 770979 | 2 710009 [ \ m'm: 2RO

> —»

i Kurtosis AV 4429 | L INVTN2 13 606) 122 8k * 17901 | 4100 I M2 | 104 1540
;th{.ucf-ltcra SSRUART [ 1490738 | 616.197% | 7981079 | 2881016 @ 28817 01 : 189 | 9
| Probability 0.0000 [ 00008 | 00000 00000 | 00000 | 00000 | 00000 | 00000
Sum | -1.54506 [ K10.567 1.945679 | 64876548 | 4362 l)l." 437601 Im:*ﬂn L 164R 218

SumSq. | S740738 | 2300255 | 0.088061 | 13.07847 | 167328 | 167391 | 118993 | 18178R )
Dev.

-

-

——————————

130 130 130 130 ml 1o | 130
1

130

—

Observations
Source: Author's Computation (2021)

To examine the appropriateness or otherwise, of the ordinary least square (OLS) estimator,
the normality test becomes imperative. Also, the explanation of the distribution of the
variables is equally paramount. Table 4.1 shows the descriptive statistics for all variables and
their series of returns, which spans a sample size of 130 obscrvations. The huge margins
between the lowest and highest values in all of the series indicate that the series’ trend has
altered dramatically over the research period. The statistical distributions for net interest
margin, long-term debt to total asset, short-term debt to total asset, total debt to total asset,
and total equity to total asset all have positive skewness, indicating that the right tail is
extreme. Return on equity, on the other hand, has a negative skewness, indicating a severe

left tail. All variables are leptokurtic in terms of kurtosis (i.e. evidence of fatter tail than the
normal distribution).

Since none of the variables under consideration satisfy the requirement of normality, they are
found to be non-normally distributed. This is reinforced by the fact that for all of the series,

the Jaque Bera statistics are significant (probability value of the statistics is less than 5%),
indicating that they are not normally distributed.

The series are normally distributed, and the OLS estimator is adequate when the Jarque-Bera
statistical probability value is less than the conventional level of significance (10 percent , 5
percent , or 1 percent ). Otherwise, the series will not be normally distributed, making the
OLS estimator ineffective. The OLS estimator collapsed because the series of all the
variables are not normally distributed. As a result, the pool regression for panel data was
neglected, and the fixed effect and random effect models were used in this study.
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Table 4.2 Corvelntion CoefMclents

Kot N ) [ ' 1 . -
ROE 1,0000
NINM | 0.0678 11,0000
STTA | -0,0442  0.1508 1,0000
LOTA | 0.0106 10,1252 ~0.0086 1,000
TOTA | 0,0492 -0,2019 0,0014 0.076)
TETA | 0.0494 -0,2809 0,0014 0,0842
CASH |  0,0649 -0,1490 10,1002 <0.0674
BKAGE | <0.0840 -0,0824 -0,1189 -0,0223 -0.63 !

Source: Author's Computation (2021) .

Multicollincarity (interdependence among indcpgndcnt variablcs) 15 a severe ::"‘m n
multiple regression models because it causes blasefi cqcﬂ'lcncm NW":‘:‘ “;l the
regression result unreliable. This study employed a pair-wise corrclation test 'n‘tl\l! if there
was any multicollinearity. It was revealed that comcla_uon cocﬂ'mcnl:t _ olr’ all of the
independent variables were less than 0.5. As a result, there is absence of multicollincarity

Table 4.3: Result of Random Effect Models for ROE

Dependent Variable: Return on Equity

|
4
Variable Coef. Std. Err. Z P-Value ]
STTA -3.570473 2.191497 -1.63 0.103 %
LDTA -6.102075 1.925376 -3.17 0.002 |
TDTA -2.097716 6582436 -3.18 0.001 *‘.
TETA 2.097716 6586056 3.19 0.0011 ]
CASH 1037504 1752129 0.59 0.554 Q
BKAGE -.0003834 0010417 -0.37 0.713 ﬁ'
cons -.0384043 1511843 -0.25 0.799 N
Observation 130
Number of CID 13

Source: Author’s Computation (2021)

Table 4.3 shows the results of the random effect model. The independent variables are short-
term debt to total asset, long-term debt to total asset, total debt to total asset, total equity to
total asset, cash, and bank age, whereas the dependent variable is return on equity. According
to the random effect model's findings, the total equity to asset ratio is positively related with
ROE. Return on equity of deposit money banks increases as a result of increases in total
equity to total asset ratio rises in Nigeria (TETA). Return on equity is inversely related with
short-term debt to total asset, long-term debt to total asset, total debt to total asset, cash, and
bank age. As a result, rises in short-term debt-to-asset ratios, long-term debt-to-total-asset

ratios, total debt-to-total-asset ratios, cash, and bank age tend to reduce deposit money banks'
returns on equity in Nigeria.

Furthermore, in the random effect model, the coefficients of long-term debt to total asset,

total debt to total asset, and total equity to assets ratio are statistically significant at 1%. This
indicates that long-term debt-to-to -asset, total debt-to-total-asset, and total equity-to-total-

asset ratios are all key determinants of deposit money bank return on equity in Nigeria. To
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put it another way, the long-term debt-1o-10tal-asset ratio, total debt-to-total-asset ratio, and
total equity-to-total-asset ratio all have a significant impact on deposit moncy banks’ returmn
on equity in Nigeria. Averagely, ROE decreased by 6102075 unts m the random cffc;t
model due to a percent increase in long term debt 1o total asset of deposit money banks n
Nigeria. Similarly, one percent decrease in total debt 1o total asset brings about 2097716
units increase in ROE and vice versa

Table 4.4: Result of Random Effect Models for NIM
Dependent Variable: Net Interest Margin

&
| Variable Coef, std. Krr, |z | P-Value 1
STTA | 9.221944 4188128 220 L 000 1
[LDTA [ 1183186 1.5715%9 33 | 0001 5
| TDTA | 3.B60993 ] 1.221136 316 | 0003 |
| TETA [ -3R661S 121720 316 | 0003
(CASH __ [-3940892 | 3346174 1L | 0241 l
BKAGE 0030202 o005 o147 [0.14) |
cons -.528792 879214 |23 Lo 1
Observation 1% g
Number of CID 13 ]

Source: Author’s Computation (2021)

Table 4.4 shows the model used to investigate the impact of capital structure on net interest
margin in Nigerian deposit money banks. Net Interest Margin (NIM)is the model's
dependent variable. The independent variables include short-term debt to total total asset,
long-term debt to total asset, total debt to total asset, total equity to total asset, cash, and bank
age. according to the results of the random effect model NIM is positively related to short
term debt to asset, long term debt to asset, and total debt to asset. That is, when the ratios of
short-term debt to asset, long-term debt to total asset, and total debt to total asset increased,
the Net Interest Margin of Nigerian deposit money banks rises, but total equity to asset, cash,
and bank age were inversely related to NIM. As a result, as the ratio of total equity to total
asset, cash, and bank age rises, the net interest margins of deposit money banks in Nigeria
tend to reduce.

Furthermore, the coefficients of short term debt to asset, long term debt to total asset, total
debt to total asset, and total equity to asset are statistically significant at 5% and 1%,
respectively, in the random effect model. This means that short-term debt to total asset, long-
term debt to total asset, total debt to total asset, and total equity to total asset are all major
determinants of NIM in Nigerian deposit money banks. In other words, the ratios of short-
term debt to total asset, long-term debt to total asset, total debt to total asset, total equity to
total asset, cash, and bank age all impact on net interest margin of deposit money banks in
Nigeria. Averagely, NIM increased by 9.221944 units in the random effect model due to a
percent increase in short term debt to total asset of deposit money banks in Nigeria. Similarly,
one percent increase in long term debt to total asset brings about 11.83156 units increase in

NIM. In addition, one percent increase in total debt debt to total asset brings about 3.860993
units increase in NIM and vice versa.
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Table 4.5: Test results

1EST | Result  of  Breuseh-Pagan  Lagrange ; Hawsman test
Multiplier (1L.M) Test ) :
MODEL Fit-Statisthes P-valoe ! ehi-Statistics | P-value
' 0000 |
ROI 19870 0 l - 4
NIM 128 60 1 0.0000 | 974 0y

Source: Author's Computation (2021)

Interpretation of Result of Breusch-Pagan Lagrange Multiplier (B").T“‘ _

The BP test has a drawback because it assumes heteroskedasticity is a lincar function of thc
independent variables. Table 4.5 shows the findings of BP tests, which are consistent in
rejecting the null hypothesis of homoskedasticity. As a result, the statistical cvndcqcc suggests
that panel data regression with fixed and random cffects is the most suited technique for the
models.

Interpretation of Result of Hausman Test

When both fixed and random effects models exhibit good fit, the Hausman test is used to
examine and determine which model is best. The Hausman test's null hypothesis is that a
random effect model is better or more consistent than a fixed effect model. Use the fixed
effect model if the null hypothesis is rejected; otherwise, use the random effect model. The
chi-square statistics for ROE and NIM in the Hausman test findings provided in table 4.5 are
8.37 and 9.74, respectively, with P-values of 0.21 and 0.37. Because the P-value is greater
than 5% level of significance, the null hypothesis is not rejected, and the result of the random
effect model supersedes empirical assumptions about the relationship and impact of the
independent variables in both models.

4.2  Discussion of Findings

Short-term debt, long-term debt, total debt, and return on equity in Nigerian DMBs have a
negative relationship, whereas total equity has a positive relationship with return on equity in
DMBs, which is consistent to the findings of Le and Bich (2017) and Ramli, Latan, and
Solovida (2017). (2018). As a result, the null hypothesis, that capital structure has no effect
on banks' return on equity in Nigeria, should be rejected. This study is consistent with
pecking order theory that assumes that profitability and debts have a negative relationship.

Finally, the study found that short-term debt, long-term debt, and total debt have a significant

but favorable impact on Nigerian deposit money banks' net interest margins, which is
consistent with Yakubu and Olowe (2019).

5 CONCLUSION AND RECOMMENDATiONS

The st'udy concluded, based on its empirical findings, that capital structure has an impact on
deposit money banks' financial performance in Nigeria. Long-term debt and equity were
found to have a considerable impact on deposit money bank performance in Nigeria.
Therefore, deposit money banks in Nigeria should aim to fund their operations using retained

eamings.and other kinds of equity financing rather than relying primarily on debt capital, as
debt capital has a detrimental influence on shareholders' wealth maximization. ,
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