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FOREWORD 
The 3

rd
 International Conference on Social Science and Law-Africa (ICSSL-Africa) was held at Nile 

University of Nigeria (NUN) in Abuja, Nigeria from May 10 to 11 2017. The international conference 

focused on new advance in research in the field of social sciences especially Business Administration, 

Finance, Accounting, Economics, Political Science, International Relations, Law, Mass Communication 

and Public Administration disciplines, and included representatives from academia, industry and 

government. The invited speakers presented new and original unpublished data as well as on-going 

controversies. 

In order to close the gap between gown and town, beside the conference 2
nd

 Entrepreneurs Trade Fair was 

organized. With the help of this fair not only academic side also practical side of life were included to this 

discussion as well. 

Nile University of Nigeria established first conference on social science on May 2015 and the second one 

in May 2016. The aim of the conferences is help to bring up the leading academicians, policy makers, 

independent scholars, researchers and true scientists, who base their study and research on true reports, 

correct exposition, and scientific experiments. As a result, they have peace of mind and solve their 

problems with ease.  It also provides a premier interdisciplinary platform for participants to present and 

discuss the most recent innovations, trends, and concerns as well as practical challenges encountered and 

solutions adopted in their fields. 

ICSSL-Africa is organized in corporation with partner universities, companies and governmental and 

non-governmental institutions. As we multicultural, multilingual and multidisciplinary we pride ourselves 

on advancing the scholarly study of various scientific disciplines by encouraging and facilitating 

excellence in academic research worldwide. 

On behalf of the ICSSL-Africa conference organizers, I want to thank to partner universities, National 

Open University, Epoka University, North American University, Virginia International University, 

collaborators Abuja Chamber of Commerce, Furniture Republic, Baffi Furniture, Unique Technology 

Engineering and Construction. We hope that you enjoy reflecting and discussing the proceedings with 

your colleagues. 

Finally, ICSSL-Africa organizing committee decided to organize 4
th
 ICSSL-Africa on May 9 - 10 2017. 

We are very happy to invite you to our university again next year. 

On the behalf of the organizing committee 

Assoc. Prof. Dr. Ibrahim KELES 
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ABSTRACT 

 

Several reforms and initiatives aimed at enhancing financial inclusion had been attempted by the 

Nigerian government and its development partners in the recent time. The existing literature had 

shown that the efforts are not yielding the much needed result especially in the Muslims 

dominated northern region. Surprisingly, the attitude, religiosity and ethnicity that affects 

virtually all social and cultural lifestyle of the people and capable of influencing their 

behavioural intention to accept or support the government‘s initiatives are often ignored. This 

study aims at examining relationship between attitude, religiosity and ethnicity on financial 

inclusion in Nigeria by exploring the available empirical evidences. In doing this, Theory of 

Reasoned Action (TRA) is adopted as the underlying theory in this paper. A total of 384 closed-

ended questions were administered to the respondents that are 15 years old and above by using 

simple random sampling procedures. In analysing the relationship among the variables, a Partial 

Least Square (PLS)-Structural Equation Modelling (SEM) technique was adopted. At the end of 

the study, the result shows a significant relationship among the variables under consideration. 

This calls for more attention on the affected variables in the quest to attract more people in to the 

Nigeria‘s formal financial system and deepen the country‘s economic base. The result of this 

study may therefore guide the government, policy makers, regulators, practitioners and other 

development partners towards curbing the adverse effects of financial exclusion in Nigeria and 

several other jurisdictions of the emerging economies. Similarly, the result may guide the 

Nigerian government in formulating strategies that will assist in achieving its mission of 

reducing the financial exclusion rate that is currently at 39.5% to 20% by the year 2020. 

 

Keywords: Financial Inclusion, Attitude, Religiosity, Obligation, Ethnicity, Nigeria 

 

1.0 Introduction 

 

Available statistics showed that about 50% of the global adult population aged 15, and above are 

financially excluded. Of this number, about 2.7 billion (equivalent to 70% of the world adult 

population) of the emerging economies such as Nigeria still lacks access to basic financial 

services, and majority of them are from Muslims dominated countries. Unlike non-Muslims that 

are 44% financially included, a study conducted by Iqbal (2014) discovered that only 24% of 

Muslims in the world are financially included. Similarly, only 14% of the Muslims in Sub-

Saharan Africa were financially included as against their non-Muslims counterpart with 28%. 

Existing literature such as studies conducted by Demirgüç-Kunt and Klapper (2013); Mohseni-



 

 

Cheraghlou et al. (2012) and Mohseni-Cheraghlou (2014) had established that 250 million (5%) 

of the excluded populace considered religion as a reason for being financially excluded. A study 

conducted by Enhancing Financial Innovation and Access -  EFInA, (2015) showed that 39.5% 

of the Nigerian populace are financially excluded. Analysis of this result showed that Muslims 

dominated regions such as north-east and north-west had the highest exclusion rates of 68% and 

56% respectively. Further analysis of their studies showed that 53.5% of the financially excluded 

Nigerian were women, 74.6% were below 45 years (productive age), 23% had no formal 

education, and 63.9% were resident in rural areas (Abiola et al., 2015; CBN, 2012; Sanusi, 

2012). This implied that people in the Muslims dominated regions are more financially excluded 

than their non-Muslims dominated region. Similarly, women, young people at the productive age 

and those residing in the rural area were mostly affected by the problem of financial exclusion.  

 

As part of its reforms, Central Bank of Nigeria (CBN) and other development partners 

introduced Islamic banking in 2011 in order to have a robust financial system and provide 

alternative financial products in the country that will deepen the economy. Other reforms 

introduced by CBN and its development allies aimed at reducing the financial exclusion rate to 

20% by the year 2020 includes: agent banking, tiered Know-Your-Customer (KYC) 

requirements, financial literacy, consumer protection, linkage banking, implementation of the 

Micro Small and Medium Enterprises Development Fund (MSMEDF) and credit enhancement 

programmes. 

 

Despite these giant strides, the financial exclusion level in the country especially in the northern 

Nigeria is still high. A survey conducted by EFInA (2015) showed that, there was no significant 

improvement in which the financial exclusion rate only reduced by 0.2% from 39.7% in 2012 to 

39.5% in 2014. This does not seem to augur well with the efforts of CBN and its allies towards 

its quest to reduce financial exclusion rate from 39.5% to 20% by the year 2020 as contained in 

its National financial Inclusion Strategy (NFIS) 2020 (CBN, 2012; EFInA, 2014; Sanusi, 2012).  

 

Previous studies such as that of Amin et al. (2011, 2010) had established the relationship 

between attitude and behavioural intention which will ultimately influences financial inclusion. 

Other studies such as Jaffar and Musa (2014); Sun et al. (2012) and Gait and Worthington (2008) 

ware able to establish the positive relationship between religiosity and behavioural intention. 

Therefore, the religiosity is a crucial determinant of customers‘ willingness and intention to 

accept certain financial products and services; hence influences financial inclusion. Similarly, 

previous studies such as Baskerville, Wynn-Williams, Evans and Gillett (2014) found that there 

is a positive relationship between ethnicity and people‘s behaviour. This is in line with Ethno-

Linguistic Fractionalization (ELF) index study by Okediji (2005) which showed that 87% of 

Nigerians are highly ethnic factionalized and polarised in the society. It is against this 

background that the present study aimed at examining the influence of attitude, religiosity and 

ethnicity on the financial inclusion in Nigeria. To this end, this paper is divided into five (5) 

sections and this introduction serves as section one. Section two (2) presents literature review 

and hypothesis development, section three (3) presents methodology and section four (4) focused 

on empirical results and discussions of the research implications while the last section five (5) 

presents conclusion, limitations and future research directions. 

 

 



 

 

 

 

2.1 The Global Perspectives of Financial Inclusion:  

 

Financial inclusion refers to the situation whereby the abled and willing people of working age 

have adequate access to financial services such as credit, savings, payments and insurance at a 

reasonable and acceptable cost (Central Bank of Nigeria, 2012; Nwankwo and Nwankwo, 2014). 

Adequate access in this case includes convenience of access and acceptable service delivery at an 

affordable cost. The services has to be rendered such that the customer can afford it and service 

provider can make a reasonable profit for him to survive in that business (Camara and Tuesta, 

2014). The concept of financial inclusion emerged in the early 2000s, as a result of the World 

Bank research findings that emphasized poverty as a direct consequence of financial exclusion 

(Zauro, Saad and Sawandi, 2016). The UN sets targets to enhance financial inclusion which 

includes having a formal bank account, access to the mobile payments services, access to formal 

savings, access to credit facilities, insurance and pensions (Mohseni-Cheraghlou et al., 2012; 

World Bank, 2014). Other targets include sound regulated institutions with a formal governance 

structures and industry performance standards. Sustainable institutions that ensures continuity of 

investment and competitiveness, choice and reasonable for its clients are also among the targets 

[23] for financial inclusion in order to enhance access to financial services. 

 

In the opinion of [24] financial inclusion holds a promise of addressing universal poverty, 

underdevelopment, income inequality and welfare for the less privileged segments of the society. 

This is in line with the view of Kofi Annan (former UN Secretary-General), who opined that 

financial exclusion is the great challenge before us and we have to attack it together so as to 

build inclusive financial sectors that will impact positively to the people‘s lives. This means that 

the financially included society is such a society with enhanced economic activities, reasonable 

economic growth and development and with low level of poverty. 

 

2.2 An Overview of Financial Inclusion in Nigeria: 
 

A survey conducted in Nigeria by EFInA (2008) showed that about 53.0% of adults population 

in Nigeria were financially excluded. Nigerian banking sector recorded 28.6 million people with 

the bank accounts in the population of over 177 million inhabitants (Aliyu, 2012), out of which 

89.7 million were adults (Abiola et al., 2014; CBN, 2012; EFInA, 2012; Sanusi, 2012). In order 

to accomplish these targets, developing countries including Nigeria met in Mexico to make a 

commitment to the financial inclusion popularly known as the ―Maya Declaration‖. The 

participating countries in the declaration improved in September 2012 from 20 to 35, and ended 

into a global policy forum referred to as the Alliance for Financial Inclusion (AFI) with its head 

office located in Cape Town, South Africa. Shortly afterwards, CBN and its partners launched 

the National Financial Inclusion Strategy (NFIS) in October 2012. The aim of this was to further 

reduce financial exclusion rate that stood at 53% in 2008 to a targeted rate of 20% by the year 

2020. Specifically, access to payment services and savings that stood at 21.6% and 24.0% in 

2008 should increase to 70% and 60% respectively by 2020. Access to credit, insurance and 

pensions should increase from 2%, 1% and 5% to 40% each respectively by the year 2020 (CBN, 

2012; Kama and  Adigun, 2013; Sanusi, 2012). As part of its reforms, CBN and other 

development partners introduced Islamic banking in order to have a robust financial system and 



 

 

provide alternative financial products in the country that will deepen the economy (CBN, 2012; 

Sanusi, 2011). Other reforms introduced by CBN and its development allies aimed at reducing 

the financial exclusion rate to 20% by the year 2020 includs: agent banking, tiered Know-Your-

Customer (KYC) requirements, financial literacy, consumer protection, linkage banking, 

implementation of the Micro Small and Medium Enterprises Development Fund (MSMEDF) and 

credit enhancement programmes. These programmes were to be coordinated by the financial 

inclusion secretariat in the Development Finance Department (DFD) of CBN along with other 

stakeholders in the country [7]. These reforms were then backed up by various frameworks to 

ensure smooth implementation. 

 

Due to the global commitment to improve the financial inclusion rate as a vehicle for economic 

development and successful implementation of this strategy in Nigeria, it is impacting positively 

on the rate of access to financial services in the country. A significant reduction in the exclusion 

rate is noticeable as it had reduced from 53.0% in 2008 to 39.7% in 2012 (EFInA, 2014). 

However, it has been observed that the reduction of the financial exclusion rate between 2012 

and 2014 was not encouraging as it had only reduced by 0.2% from 39.7% to 39.5%. This led 

this paper to empirically explore other factors that influences financial inclusion with a view to 

make recommendation to those concerned in order to meet up with the target of 20% by the year 

2020. In so doing, this paper adopted Theory of Reasoned Action (TRA) as the underlying 

theory to examine the relationship between attitude, religiosity, ethnicity and financial inclusion. 

The researchers believed that this may go a long way in assisting government, regulators, policy 

makers and other development partners in formulating strategies of reducing the high level of 

financial exclusion rate to 20% by the year 2020. 

 

2.3 The Theoretical Framework: 

 

In this paper, TRA is adopted as the theoretical underpinning to determine the influence of 

attitude, religiosity and ethnicity on financial inclusion in Nigeria. The TRA as developed by 

Fishbein and Ajzen (1975) seeks to investigate attitude and subjective norm and how they 

influence human intention and leading to the final behaviour (Alsughayir and Albarq, 2013; 

Becker and Gibson, 1998). In TRA two (2) variables that determines behavioural intention, 

namely attitude and subjective norm were examined. Attitude can be referred to as the people‘s 

self-performance of the behaviour instead of his performance in general whereas subjective norm 

is based on a set of beliefs called as normative beliefs. These beliefs are concerned with the 

possibility that critical individuals or groups of people would approve or otherwise of conducting 

the behaviour [31]. The TRA opined that people‘s behavior is established by individuals' 

intention to perform particular types of behavior which will, in turn, be based on people‘s 

attitude and subjective norm. Therefore, people‘s intention is determined by their subjective 

norms and their attitude.  
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Figure 2.1: Proposed model for attitude, religiosity and ethnicity towards financial inclusion 

In addition to attitude, this paper added religiosity and ethnicity to the theory with a view to 

establish whether they can influence financial inclusion. This is in line with the recommendation 

of Fishbein and Ajzen (1975) that TRA is open for inclusion of any predictor variable that can 

explain human behaviour (Vallerand, Deshaies, Cuerrier, Pelletier, and Et Al, 1992).  The 

theoretical framework in the present study as presented in Figure 2.1 depicted the relationship 

among the variables under consideration. 

 

2.3.1 Attitude towards Financial Inclusion: 

 

Attitude towards a behavior in the opinion of Ajzen and Fishbein (1980), is the individual‘s 

favorable or unfavorable evaluations of the behavior in question. In TRA, attitude is considered 

as the first determinant of individual intention to act or otherwise. Therefore, attitude towards 

behavior is the estimation of positive or negative self-evaluation towards certain behavior which 

also largely depends on whether behavior is positively or negatively honoured, and it is 

determined by a total set of permissible behavioral beliefs associating it to many outcomes 

(Alsughayir and Albarq, 2013; Fishbein and Ajzen, 1975). Accordingly, attitude is the people‘s 

salient belief regarding whether the result of his/her action will be positive or otherwise. When a 

consumer has salient positive opinions about a product can be termed as a positive attitude 

towards that product. The reverse is the case when an individual has salient negative beliefs 

about the consequence of his intention to purchase a particular product in which case it is then 

considered as a negative attitude. Therefore, attitude is a critical determinant of behavioral 

intentions [34]. Peoples‘ attitude towards financial inclusion varies from one individual to the 

other. Some financially excluded people found it difficul to trust or rely on government in 

nigeria; hence may voluntarity be excluded from financial services. Others people‘s attitude 

make them to believe the access to finance is not meant for them but for some privileged few 

(Sharma, Jain and Gupta, 2014).  

 

The review of existing literature showed that only few studies have adopted a research model 

examine attitude towards financial inclusion within the context of TRA (Jaffar and Musa, 2014). 

Even though many studies examined the relationship that exists between attitude and intention to 

use a particular product, but few of them focused on the antecedents of attitude that influence its 

formation towards a behaviour such as financial inclusion (Nwankwo and Nwankwo, 2014). 

Previous studies by Zauro, Saad and Sawandi (2016) had established the relationship between 

attitude and behavioural formation. This paper seeks to examine the relationship between attitude 

and financial inclusion. Therefore, it is hypothesised that: 

H1: Attitude will influence financial inclusion 

 

2.3.2 Religiosity and Financial inclusion: 

 

Religiosity also known as religious obligation refers to the role and extent of religious influence 

in affecting an peoples‘ decisions and choices (Amin et al., 2011). The measurements of this 

variable involved perceptions of respondents to fulfill the religious obligations in accodance with 

their belief system. For example, transacting in business that is free from riba (interest), gharrar 

(uncertainty), investment in permissible Halal products, ethical business practice and equitable 



 

 

redistribution of wealth between haves and haves not by using Islamic finance instruments such 

as Zakat, Sadaqah and Qardhul Hassan are among the symtomps of Islamic economic system 

[37]. The study conducted by Essoo and Dibb, (2004) found that Muslim consumers are more 

practical in support of their religious dealings as against their Catholics and Hindus counterparts 

(Sun, Goh, Fam, Xue and Xue, 2012). This means that, the people with less commitment to their 

religion are less likely to act in accordance with their religion and may behave or be influenced 

by other externalities [13]. This may be linked to the fact that some Muslims invest in such 

business or Islamic financial instruments such as Qardhul Hassan that does not promise a 

worldly returns on investment but the return on investments are reap hereaftere. These kinds of 

investmemnt will enhance wealth redistribution and social inclusion among the ideal Islamic 

societies in compliance with the Allah‘s directives in the Holy Qur‘an 2:245. Therefore, the 

religiosity is a crucial determinant of customers‘ willingness and intention to support financial 

inclusion (Gait and Worthington, 2008). Consequently, the present study hypothesised that: 

H2: Religiosity will influence financial inclusion 

 

2.3.3 Ethnicity and Financial inclusion: 

 

Ethnicity refers to the differences that characterise the society and people living in that 

community with the others (Alabede, Ariffin and Idris, 2011). On the other hand, ethnicity refers 

to the groups of people with common subjective belief system or from common descent or 

historical affiliations with a similar physical symbols or customs and culture or both. This belief 

or cultural affiliations must be substantial in order to have a common formation. [15]. Similarly, 

ethnic groups live in sharply segregated proximity to one another [40]. Previous studies such as 

Baskerville, Wynn-Williams, Evans and Gillett (2014) found that the positive relationship exists 

between ethnicity and the behaviour of people. An empirical study on ethnicity by Alabede et al. 

(2011) was reviewed against whether ethnicity matter in individual taxpayer‘s compliance 

behaviour. They also asserted that, in Nigeria there are 250 ethnic groups speaking about 500 

languages with different cultural backgrounds and linkage, some more highly individualistic than 

others. In this paper, ethnic groups are divided into Hausa/Fulani, Yoruba, and Igbo and other 

minority groups. The ELF index study by Okediji (2005) showed that 87% of Nigerians are 

highly ethnic factionalized and polarised in the society, this paper believed that ethnicity will 

influence financial inclusion. Therefore, the following hypothesis was proposed. 

H3: Ethnicity will influence financial inclusions 

 

3.0 Research methodology: 

 

3.1 Sample: 

 

This study is quantitative in nature using survey method as it involves large volume of data [41], 

[42]. Similarly, the present study used cross-sectional method for data collection since the data 

was sourced at the same time as used in similar studies such as (Jebarajakirthy, Lobo and 

Hewege, 2014). Using simple random sampling technique, 384 closed-ended qustionnaires 

(Krejcie and Morgan, 1970) were self-administered in seven (7) selected local governments in 

Kano state by the researchers due to the complexity and accessibility of respondents. The choice 

of Kano state is based the fact that it is located in the northern region with 56% rate of financial 



 

 

exclusion and its fair representation of all ethnic groups and religious beliefs from all over the 

country.  

 

Out of the 384 questionnaires distributed, 367 representing 96% valid responses which is 

acceptable in line with the recommendation of Jobber (1989) and Sekaran (2003) who suggested 

that a 30% response rate is sufficient for surveys methods of research. Further 10 returned 

questionnaires were removed due to multivariate outliers that may affect the quality of the results 

as recommended by Tabachnick and Fidell (2007) leaving the balance of 357 equivalent to 93% 

for final analysis. Table 3.1 represents the demographic characteristics of the respondents. 

 

 

 

3.2 Measures: 

 

Five-points likert scales is used to measure the latent variables under consideration while 

ethnicity is measured using ordinal scale. The likert scale ranges between ―1‖ = strongly disagree 

and ―5‖ = strongly agree in order to provide measures of central tendencies. This is in line with 

the earlier studies carried out by various scholars with the similar scope and context such as 

Gliem and Gliem (2003); Haron, Ahmad and Planisek (1994); Ismail (2014) and Sarea (2012). 

Similarly, the target respondents are considered as financially excluded who are from 

educationally less advantaged state [52]. Therefore, if the questionnaire is so complex, the 

respondents may not understand and this may dilute the result. The research items are adapted 

from various studies with some modifications to fit in the present study. Four items are adapted 

from Ramasubbian (2012) for the dependent variable with Cronbach‘s alpha (α) 0.97. Attitude 

and religiosity are measured using four items each adapted from Amin, et al. (2011) with 

Cronbach‘s alpha (α) of 0.89 and 0.93 respectively. Ethnicity is measured as part of demographic 

profile as adapted from Alabede et al. (2011). To achieve this, ethnic groups were categorised as 

Hausa/Fulani, Yoruba Igbo, and ethnic minority. The three (3) dummy variables (Hausa/Fulani, 

Yoruba and Igbo) were created while minority was used as the base case. For this to be 

measurable in the PLS-SEM path modelling, Hausa/Fulani ethnic group is used as dummy with 

code ―1‖ and others as base case with code ―2‖. Table 3.1 presents the demographic profile of 

the respondents. 

 

Table 3.1: Demographic Characteristics of the Respondents 

Demographic Profile Frequency Percentage 

Gender  % 

Male 282 77 

Female  85 23 

Marital status   

Married 117 32 

Single 247 67 

Divorced 3 1 

Widowed 0 0 

Age   

Between 15 – 45 240 65 

Between 46 – 60 108 30 



 

 

Above – 60 19 5 

Source of Income   

Employed 98 27 

Self employed 269 73 

Ethnicity   

Hausa/Fulani 260 70 

Yoruba 103 28 

Igbo 2 1 

Others 2 1 

 

3.3 Data analysis: 

 

To determine the relationship among constructs, PLS-SEM path modelling is used in this paper. 

This was possible using software named Smart PLS 2.0 as recommended by Ringle, Wende and 

Will (2005). The choice of PLS is premised its advantages over other statistical software which 

includes its suitability of use in the early-stage theory testing and development (Hair et al., 2014; 

Henseler et al., 2014; Ringle et al., 2013), especially in the study such as this one with the 

complex structural model to determine the constructs relationships. Although with a reasonable 

sample size (Hair, Anderson, Tatham and Black, 1998) of 384 respondents, the present study 

aimed at finding the relationship between endogenous and exogenous latent variables based on 

TRA. This will help in understanding the causes of high financial exclusion; hence the use of 

PLS-SEM became most appropriate as it gives high level of statistical power and precision in its 

consistency (Hair et al., 2014; Sarstedt, Ringle, Smith, Reams and Hair, 2014).  

 

The PLS-SEM path modelling is used to carry out two processes, namely: Measurement model 

evaluation (Leite, Svinicki and Shi, 2010) and Structural model assessment (Hair, Ringle and 

Sarstedt, 2011; Yaacob, Petra, Sumardi and Nahar, 2012). Evaluation of measurement model 

involves the evaluation of individual item reliability, internal consistency reliability, convergent 

validity, discriminant validity and evaluation of model fit. On the other hand structural model 

assessment  involves the evaluation of path coefficients, evaluation of R-Squared (R
2
) evaluation 

effect size (f
2
) and evaluation of predictive relevance (Q

2
) (Wetzels, Odekerken-Schröder and 

Oppen, 2009). This approach is referred to as two-steps approach as recommended by Henseler 

et al. (2009). 

 

4.0 Empirical Results: 

 

This paper used minimum, maximum, mean and standard deviations for descriptive statistics of 

the latent variables as presented in Table 4.1 in order to achieve an internal consistency of the 

findings as recommended by Tabachnick and Fidell (2007). The Table 4.1 showed the mean 

score of 3.94 with highest mean of 4.22 while the standard deviation scored 0.972. This means 

the respondents have moderate understanding of the variables used in this study and is being able 

to influence financial inclusion. 

 

Similarly, Table 4.2 showed the demographic profile of respondents which indicates that, 77% of 

the respondents were males while 23% were females in which 32% of them were married, 67% 

were singles and 1% is divorced. Similarly, large chunk of respondents‘ falls between 15 to 45 



 

 

years of age as it has 65%. This means that, majority of the respondents are within the active and 

productive age bracket. In the other category, 30% of the respondents were between 46 to 60 

years old and only 5% are above 60 years old. Significant proportions of the respondents 

amounting to 73% are self-employed, while 27% were employed. Majority of the respondents 

were Hausa/Fulani with 70% of the total respondents, 28% were Yoruba and 1% were Igbo and 

1% were among the other minority tribes. Most of the respondents amounting to 41% had 

attained up to tertiary level of education (with diplomas, NCE, degrees masters, PhD and 

equivalents) while 38% attained secondary level of education and finally the remaining 21% had 

achieved only the primary level of education. 

 

Table 4.1: Descriptive Statistics for the latent variables  

 N Min Max Mean 

Std. 

Dev.(δ) 

Financial Inclusion 4 2 5 3.45 0.720 

Attitudes 4 1 5 4.22 1.074 

Religiosity 4 1 5 4.16 1.117 

Series mean    3.94 0.972 

 

 

4.1 Measurement Model Evaluation:  

 

Measurement model is used to determine the relationships between each latent variable and the 

corresponding manifest variables (Esposito Vinzi, Ringle, Squillacciotti and Trinchera, 2007). 

The result in this paper as presented in Table 4.2 showed the items loadings between 0.634 and 

0.943. This is in line with the rule of thumb postulated by  Hair, Hult, Ringle and Sarstedt, 

(2014) where a minimum items loading of between 0.40 and 0.70 is required. Similarly, internal 

consistency reliability is assessed using Cronbach‘s alpha (α) and composite reliability 

coefficients and a minimum of 0.70 is required in confirmatory studies [66]. This is in line with 

the submissions of Nunnally (1978) and Nunnally and Bernstein (1994) while Bagozzi and Yi 

(1988) believed that 0.60 is acceptable in exploratory research. The coefficient for the latent 

constructs had meet this requirement as it ranged between 0.680 to 0.931 and 0.803 to 0.951 

respectively as presented in the Table 4.2.  

 

Table 4.2: Items Loadings, Cronbach Alpha, Composite Reliability and AVE 

Items 

Cronbach 

Alpha (α) Loadings CR AVE 

Construct: Financial inclusion         0.680   0.803  0.506  

Attitude of Islamic bank staff is all right for me  0.732    

Money transaction and handling process is easy for me 0.677    

I enjoy high confidentiality about customers account information 0.794    

I enjoy satisfactory reply for my queries  0.634    

Construct: Attitude         0.916   0.941  0.799  

Choosing IFPs is a good idea.  0.929    

Choosing IFPs is beneficial.  0.897    

IFPs are the best banking and finance products.  0.896    

IFPs are positive.  0.852    



 

 

Construct: Religiosity         0.931   0.951  0.830  

IFPs are in line with Islamic Shari‘ah  0.902    

IFPs are based on Islamic principle business implementation.  0.943    

IFPs are in line with Islamic philosophy of doing banking business 0.864    

IFPs are based on Islamic principle business implementation 0.932    

 

The convergent validity was assessed using Average Variance Extracted (AVE) as presented in 

Table 4.2 in line with Fornell and Larcker, (1981). This determines the extent to which the items 

truly represents and measures the latent construct and can be able to correlate with each other 

(Foss et al., 2013; Hair et al., 2010). The result showed an AVE of 0.506, 0.799 and 0.830 for 

financial inclusion, attitude and religiosity respectively and agreed with Chin (1998) score of 

0.50 and above. These indicate an adequate convergent validity of the latent variable under 

consideration.  

 

Model fit evaluation in part of measurement model in PLS-SEM path modelling in which 

Goodness of Fit (GoF) index is the most popular to achieve this. GoF referred to as the geometric 

mean of the average communality and average R
2
 for all endogenous constructs (Tenenhaus, 

Vinzi, Chatelin and Lauro, 2005). Henseler et al. (2014) opines that GoF measures how well the 

model under consideration fits the data used in that study. The GoF in the present study is 0.556 

this is considered large and therefore means a strong fitness of the hypothesized model to the 

data used as recommended by Wetzels et al. (2009). 

 
 

4.2 Structural Model Assessment: 

 

The structural model was assessed by applying a standard bootstrapping procedure with 5,000 

bootstrapped samples [75] and 357 cases to determine the significance of path coefficients of the 

structural model and degree of freedom to perform the said procedure (Chin and Dibbern, 2010; 

Gudergan, Ringle, Wende and Will, 2008). Table 4.3 presents the values of t-statistics and p-

values for statistical estimates of the path coefficients of structural model for hypothesis testing 

(Dijkstra and Henseler, 2015; Schumacker and Lomax, 2010). 

 

In this paper, H1 posited that attitude will influence financial inclusion and this was supported in 

the result. This is presented in Table 4.3 where attitude had a significant positive influence on 

financial inclusion (β=0.5312, t=12.3803, p=0.000) at 1%, supporting hypothesis. This is 

supported with a medium effect size (f
2
) of 29.7% as provided by Cohen (1988) guidelines. H2 

predicted that ethnicity will influence financial inclusion. However, the results indicated that 

such influence is insignificant (β = -0.0444, t=0.8931, p=0.3742). H3 predicted that religiosity 

will influence financial inclusion. The result supported this postulation and showed a significant 

positive relationship at 1% significance level (β=0.1649, t=3.3132, p=0.0010). Similarly, as the 

coefficient of determination (R
2
) that specifies the degree of the variance in the dependent 

variable and its predictability from the independent variable(s) showed 43.4% which certified the 

minimum acceptable R
2
 of 19% by Chin, (1998) and can be categorized as moderate in line with 

Monecke and Leisch (2012) submission. Finally, this paper applied the Stone-Geisser procedure 



 

 

to evaluate the predictive relevance for the research model [82], [83] by applying blindfolding 

procedure which according to Sattler, Völckner, Riediger and Ringle (2010) is only applicable to 

endogenous latent. This paper used cross-validated redundancy to determine the Q
2
 and has a 

score of 0.1977, that is considered by Chin (1998) as medium predictive relevance. 

 

Table 4.3: Structural Model Assessment (Direct Effects) 

Hyp  Beta (β) SE T Statistics P-Value Supported? 

H1 Attitude -> Financial Inclusion 0.5312 0.0429 12.3803*** 0.0000*** Yes 

H2 Ethnicity -> Financial Inclusion -0.0444 0.0498 0.8931 0.3724 No 

H3 Religiosity-> Financial Inclusion 0.1649 0.0498 3.3132*** 0.0010*** Yes 

Note. ***Significant at .01 (2-tailed), **significant at .05 (2-tailed), *significant at .1 (2-

tailed) 

 

4.3 Discussions and Implications: 

 

In this section, the implications of the present study are discussed in terms of theoretical, 

practical and methodological contributions. The following sub-sections present the highlights of 

each of these 3 subsections in details. 

 

4.3.1 Theoretical Implications:  

 

This paper identified some theoretical gap in the existing literature as there was barely low 

research in variables such as attitude, religiosity and ethnicity vis-à-vis enhancing financial 

inclusion. Consequently, this study has established new relationships between the analysed 

variables towards enhancing financial inclusion in Nigeria. Similarly, this study had framed a 

model that established the significant positive relationship between attitude and religiosity with 

financial inclusion. On the other hand, it was discovered that ethnicity does not influence 

financial inclusion as the relationship is not found to be statistically significant. 

 

The theoretical framework derived its sourced from the TRA as its theoretical underpinning. This 

to the best of the researchers‘ knowledge has not tested before in the existing literature and hence 

this study became the pioneer in applying this integrative approach especially in the context 

financial inclusion particularly in Nigeria. Therefore, the framework was built on the bases of 

previously established empirical evidences and theoretical gaps as identified in the literature. 

This is also justified theoretically as the addition independent variables to the TRA formulated 

by Fishbein and Ajzen (1975) and made it open for inclusion of any predictor variable(s) that can 

predict human behaviour [32].  

 

4.3.2 Practical Implications: 

 

The research findings in the present study serve as the bases for the significant contributions 

especially to the Nigerian government and other key stakeholders. There are several practical 

implications in the field of accounting, development finance, Islamic finance and the social and 

behavioural sciences. This is because the present study is able to identify 43.4% of determinants 

(as revealed by result 43.4 % R-Squared) leaving the balance of 56.6% to the future researchers 

for their contribution. Government, policy makers and the other stakeholders should always be 



 

 

considerate of those factors such as attitude and religiosity in taking decision especially the 

behavioural aspect that will influence financial inclusion of its citizens. For example, 

government need to embark on massive enlightenment campaign through media and other 

avenues geared towards changing peoples‘ attitudes towards enhancing people‘s financial 

literacy and ultimately reduce financial exclusion. This will create a paradigm shift across all 

religious, ethnicities and genders to support government‘s programmes and various reforms in 

enhancing financial inclusion without prejudice to the religion or ethnicity. This is in line with 

the outcome of the present study as it has provided an empirical support that attitude and 

religiosity positively influences financial inclusion in Nigeria.  

 

This study had empirically established that religiosity is an important determinant of financial 

inclusion. this is in line with the previous research by EFInA (2015) that revealed that, only 7.5% 

are aware of Islamic finance products which is tilted towards the religiously inclined populace 

and can explain to others about the products. This means that Nigerian Muslims are highly 

interested and have a hypothetical preference to accept the Sharia-compliant products more than 

their non-Muslims counterpart as signified by the plurality of respondents‘ willingness to 

subscribe to them despite higher the cost. This is in line with the report by the Demirguc-Kunt, 

Klapper and Randall (2013) where the Muslims were identified to have a high preference for 

Shariah complaints products in various Muslims countries regardless of the cost implications. 

The previous studies such as Abiah and Wabekwa (2012) and Aliyu (2014) had also supported 

this assertion and opined that Nigeria is divided along ethno-religious divide whereby, north is 

Muslims dominated and the south is Christian dominated. Therefore, so many people especially 

among the non-Muslims in various part of the country considered IFPs as Islamic products. The 

present study had also supported the previous studies such as that of Amin (2011) to show that 

religious obligation significantly influences the intention to accept Islamic finance products. 

 

Consequently, the government, policy makers, religious organisations, civil society organizations 

and non-governmental organisations including development partners such as Islamic 

Development Bank (IsDB), African Development Bank (AfDB), World Bank, International 

Monetary Funds (IMF), United Nations (UN) should intensify their effort towards liberalising 

the perception of Nigerians especially non-Muslins on the religious inclination of IFPs but to 

begin to view it as a market products available to all intended buyers in line with the submissions 

of Abiah and Wabekwa (2012). Government should therefore liaise with the religious institutions 

and scholars to advise and motivate people to accept embrace its reforms and interventions in 

order to change their financial status from financially excluded to financially included as this will 

boost the economic activities of the country and reduce poverty and insecurity especially in the 

Muslims dominated and financially excluded region (such as northeast and northwest with 56% 

and 68% exclusion rate respectively).  

 

4.3.3 Methodological Implications: 
 

The present study has made its significant methodological contribution considering the use of 

unique and rarely used methodologies for statistical analysis. Considering the tools used in the 

previous studies in a similar field, the present study is able to use PLS-SEM path modelling for 

statistical analysis in the field of accountancy and other behavioural studies. This is justified by 



 

 

assessing the behavioural intention of Nigerians to accept government reforms and interventions 

towards enhancing financial inclusion. 

 

Unlike the previous studies in a related field that conducted perception studies such as Abd 

Rahman et al. (2015); Abdullah (2014); Afendi, Azizan and Darami (2014); Amin, Abdul 

Rahman, Sondoh and Chooi-Hwa (20110; Goel and Yang (2016), that used other software such 

as SPSS, AMOS, STATA, CB-SEM and others for data analysis, the present study used PLS-

SEM path modelling for its numerous advantages. PLS-SEM is believed to have a lot of 

advantages over other software in the statistical analysis.  These advantages includes its 

suitability of use in the early-stage theory testing and development (Hair et al., 2014; Henseler et 

al., 2014; Ringle et al., 2013), especially in the study such as this one with the complex structural 

model to determine the constructs relationships. Although with a reasonable sample size (Hair, 

Anderson, Tatham and Black, 1998) of 384 respondents, the present study aimed at finding the 

relationship between endogenous and exogenous latent variables to develop the TRA in order to 

predict human behaviour. It is also considered as the most appropriate given its high level of 

statistical power and precision in its consistency (Hair et al., 2014; Sarstedt, Ringle, Smith, 

Reams and Hair, 2014). Therefore, the present study had contributed significantly adding a new 

methodology of using PLS-SEM path modelling to test the behavioural intention of people in 

accounting and the social science research as a whole. 

 

Other advantages for the use of PLS-SEM path modelling, is that it is a nonparametric method 

and has no distributional assumptions. It is also considered as highly robust in handling the data 

with low missing values and can measure the scale of several data such as metric, quasi-metric 

(ordinal data), scaled and binary coded variables. Similarly, PLS-SEM has the capacity to 

measure constructs single and multiple items and can easily incorporates reflective and formative 

measurement models in determining the relationship between constructs and their indicators. 

This are some of the justifications for the suitability of using PLS-SEM path modelling in 

determining the behavioural intentions especially like Nigerian environment with high 

complexity in terms of ethnicity and religious divide (Yunusa and Nordin, 2015). 

 

Among the strengths of PLS-SEM over other software is because, it does not necessarily require 

normally distributed data for analysis (Hair et al., 2014), and this makes it more appropriate 

methodology for SEM especially to determine behavioural intention in many accounting, 

development finance and social science researches as in the present study where data may not 

always be normally distributed (Amin et al., 2014; Asyraf and Afthanorhan, 2013). 

Consequently, the present study offers a simplified method of measuring behavioural intention in 

the field of accounting, development finance and social science researches with a better and 

verifiable reliability and validity of the constructs. 

 

Finally, the present study had added value in terms of methodological implication as it validates 

the measures of financial inclusion. To the best of researchers knowledge based on the evidence 

from the existing literature showed that only one few studies such as Ramasubbian (2012) that 

validated empirically, the financial inclusion measures through exploratory procedures. The 

present study therefore further validates these measures through confirmatory approach which 

has indisputably a methodological implication for future research. Specifically it showed that 



 

 

such measures are valid and reliable for future empirical analysis across different context and 

jurisdictions. 

 

5.1 Conclusions: 

 

The major research objective of this paper is to examine the relationship between attitudes, 

religiosity and ethnicity on financial inclusion in Nigeria. To achieve this, the present study 

adopted the TRA by Fishbein and Ajzen (1975) as the underpinning theory. Similarly, a 

combination of these determinants were adapted or adopted from the previous study as they were 

all tested in one study or the other in various jurisdictions. At the end the results supported two 

out of the three hypotheses and achieved the research objective. While appreciating the fact that 

many similar studies had been conducted in other jurisdictions, the present study had addressed 

significantly the theoretical gap in the aspect of financial inclusion and its relationship with other 

variables under consideration.  

 

This study is also able to evaluate the theoretical framework of TRA and make a significant 

contribution by adding two predictor variables to determine the behaviour. Similarly, the present 

study is able to make a methodological contribution by applying the PLS-SEM path modelling in 

its analysis. Similarly, the study has made a significant contribution on the ways of improving 

the financial inclusion in Nigeria. This may therefore assist the government, policy makers, 

regulators and practitioners in Nigeria in mapping out strategies to come up with the remedies 

for the untold hardship suffered by the financially excluded populace especially the Muslims 

dominated northern region.  

 

CBN may continue to develop both short and long term financial products including that are 

peoples target specifics towards addressing issues such as ethnicity and financial literacy. A 

special advocacy tilted towards addressing the issue of acceptability of IFPs and enhancing 

financial inclusion and financial literacy should be stepped up by setting up advocacy group that 

will champion dialogue between the people, operators and policy makers towards the betterment 

of the entire country. Finally, CBN and its development allies can also develop capacity-

building, knowledge fairs with the aim of knowledge sharing to enhance peoples attitude and 

understanding of government reform programmes in enhancing financial inclusion.  The special 

attention can also be focused on the rural dwellers, women entrepreneurs, relevant staffs of 

financial institutions and regulators such as CBN its self and other regulators such as NDIC, 

FIRS, SEC etc, other development partners such as World Bank, IsDB, AfDB, IMF etc in order 

to enhance capacity towards addressing the issues surrounding financial inclusion. 

 

In the light of the above, government at both federal, state and local level and even some 

development partners may wish to provides Shari‘ah compliant financial products and services 

such as Islamic Microfinances (IsMF) especially to the poor people in the Muslims dominated 

northern region in order to enhance financial inclusion. Although the conventional financial 

institutions such as microfinance banks, agent banks mobile banks etc. offering microcredits to 

the communities may have been successful in Nigeria, a lot need to be done as those products 

and services do not fulfill the needs of all the Muslim clients who do not believe in patronizing 

those kinds of institution even though they are economically backward. For these sets of people, 

Islamic microfinance might be an important tool for enhancing financial inclusion and combating 



 

 

poverty and enhancing economic development. This is in line with the conclusion of Hassan 

(2015).  Other means of fighting poverty and enhancing financial inclusion includes the 

institutionalisation on Islamic social funds such as Zakat, sadaqah as means of enhancing the 

financial inclusion and promoting socio-economic justice. These are in line with the 

recommendations of Aydin (2015), Hassan (2010), Idris, Bidin and Saad (2012) and Mohseni-

Cheraghlou (2015) in order to support the less privileged members of the Muslims communities. 

 

Similarly, the government may explore the option of institutionalizing the provision of Qardhul 

Hassan funds and make it available to the less privileged Muslims as was practiced in other 

countries such as Jordan, Malaysia, Bangladesh and more. This requires the supports from CBN, 

commercial banks especially those proving Islamic banking services, Islamic microfinance, 

traditional leaders, Islamic religious institutions and other well-meaning donors and 

philanthropists to operationalize this good gesture in order to serve as an act of solidarity to 

support their less privileged Muslims by investing in the funds and coming together to 

operationalize it. This is in line with the recommendation of Zauro et al. (2016a) and Zauro et al. 

(2016b) who recommended that the gesture will culminate into taking advantage of the power of 

social funds or the provision of financial access and has the potentials in reaching out to millions 

of Nigerians especially in the Muslims dominated northern region suffering with the high rate of 

financial exclusion of up to 68% records high (EFInA, 2015), and most of whom would prefer 

accepting Shariah compliant over the conventional banks products. Hence, the present study 

believed that this will assist the Nigerian government in its quest to reduce the current financial 

exclusion rate of 39.5% to 20% by the year 2020. 

 

Last but not least, the present study has provided a practical bases for other development partners 

such as IsDB, AfDB, World Bank, IMF, UN and other stakeholders on the issues to concentrate 

their attention on when solving the problem of financial exclusion especially among women and 

determine the extent to which the intention to accept IFPs can contribute towards improving the 

country by enhancing financial inclusion. This can be achieved by strengthening the existing 

financial infrastructure for financial inclusions and putting in place the new once where the gaps 

are identified. They can also develop supportive regulatory frameworks in place in order to 

ensure a level playing ground for Islamic financial inclusions. 

 

 

 

5.2 Limitations and Future Research Directions: 

 

Although, the output of the present study had supported two hypotheses out the three on the 

relationship among the variables under consideration, the findings may be facing some 

challenges due to the research limitations. The survey method in the study may be subjective due 

to the limitations of data collected through questionnaires. This approach according to 

Altarawneh and Lucas (2012); Dunlop and Lee (2004); Li, Liu, Ram, Garcia and Agichtein 

(2008) and Riloff, Wiebe and Phillips (2005) may produce a susceptible judgmental bias in 

research. Therefore, a more objective approach can be explored by the future researchers to 

avoid subjectivity. The findings of this study will reflect only the Nigerian environment with the 

emphasis on the northern region. Therefore it might not suitable to be generalized to other 

emerging markets or sub-Saharan African countries since different countries might have 



 

 

different political and economic system. Therefore, to achieve a better coverage and fairer 

generalization, the future researchers should consider a wider coverage of study area in the 

emerging market. The research model in the present study is able to explain only 43.4% (R-

Squared) of the total determinants of financial inclusion. This which means that, 56.6% of the 

determinants of financial inclusion were yet to be identified in the present study and could be 

explored by the future researchers to bridge this gap and make a more complex model and more 

accurate determinants of financial inclusion. 
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ABSTRACT 

 

This paper titled Influence of Marketing Education and Business Education Students: Challenges 

and Practice. Two objective and two hypotheses was adopted: firstly determine whether any 

difference exists between marketing education and business education students regarding 

practicing marketing skills leant at federal college of education, Zaria, secondly, Examine 

whether any difference exists between marketing education and business education students 

regarding challenges faced not to practice marketing at federal college of education, Zaria, while 

the hypotheses are: firstly, There is no significant difference between marketing education and 

business students regarding practicing marketing skills learnt at federal college of education 

Zaria. Secondly, there is no significant difference between marketing education and business 

education students regarding challenges faced not to practice marketing at federal college of 

education Zaria. Survey methodology was adopted for this paper. The population of the study 

was 1000 consisting B.ed, NCE, and Pre-NCE students of business education department, while 

the sample size is 200 this was achieved by 20% of the population. The findings of this study 

revealed that, there is no significant difference between marketing education and business 

education students with regarding to practicing marketing skills learnt. The students were found 

to have many skills to practice marketing but the office of consultancy stop students from 

practicing. This was indicated by a mean score of 1.8. Which was in agreement that students of 

business education were prevented to practice even in their classroom and hostel in small scale 

business? Based on the findings conclusion and recommendations were made among others: 

office of consultancy F.C.E, Zaria should allow business education students to practice 

marketing skills learnt from the marketing option.  

  

Keywords: Marketing Education, Business Education, Students, Challenges and Practice 

 

Introduction 

 

Marketing Education, have been effectively applied to several works of life for more than 50 

years. The teachings of marketing have been applied in the Banks, physicians, accounting firms, 

investment analysts, politicians, churches, mosques, architectural firms, universities, and 

colleges of education. Practicing of marketing have become the ways of life, the government, 

private ownership and students has grown the ambition of practicing marketing. Thus,  due to the 

population of those practicing marketing government policies has tried to reduce the number of 



 

 

the population practicing marketing and business education students is not exempted. Marketing 

education in business education teaches students about principles of marketing, commerce, 

economics, these skills enables the students to practice buying and selling within and outside the 

college environment.  

 

Business education means many things to many people. Salome (2012) sees business education 

as a programme in education that prepares students for entry into and advancement of jobs 

within the business. Aliyu (2006) have it as a programme one needs to be proud of if properly 

designed, adequately prepared and religiously harmonized. Aliyu further affirms that business 

education is an educational programme which involves acquisition of skills, knowledge and 

competences which makes the recipient/beneficiary proficient. It is an umbrella under which all 

business programmes take a shield, such as marketing, business administration, secretarial 

studies and accounting. 

 

Thus, some of the challenges of marketing education students are preventing them from 

practicing the skills in marketing. Lack of motivation by students, lecturers and management of 

the college at large. Allowing the students to sell their products within the school environment 

will boost the practice of marketing education in business education. Based on the 

aforementioned the researcher investigates the influence of marketing education and business 

education students: challenges and practice. 

 

Objective of the Study: 

 

The major objective of this paper is Influence of Marketing Education and Business Education 

Students: Challenges and Practice while the specific objective are:  

1. Determine whether any difference exists between marketing education and business 

education students regarding practicing marketing skills leant at federal college of 

education, Zaria.  

2. Examine whether any difference exists between marketing education and business 

education students regarding challenges faced not to practice marketing at federal college 

of education, Zaria.  

 

Research Questions:  
 

In line with the specific objectives answers were sought to the following research questions:  

1. What is the difference between marketing education and business education students 

regarding practicing marketing skills leant at federal college of education, Zaria?  

2. What is the difference between marketing education and business education students 

regarding challenges faced not to practice marketing at federal college of education, 

Zaria?  

     

Research Hypotheses:  

 

Answering the research question the following hypotheses was drawn: 



 

 

1. H01There is no significant difference between marketing education and business 

education students regarding practicing marketing skills learnt at federal college of 

education Zaria.  

2. H02There is no significant difference between marketing education and business 

education students regarding challenges faced not to practice marketing at federal college 

of education Zaria. 

 

 

Review of Related Literature:  

 

According to McCabe and Black (2013), generally viewed marketing education as in a consumer 

context, the ability to choose between options has been linked to self-determination and 

empowerment (Schwartz, 2004). However, evidence also exists that extensive choice, even when 

all choices are good, may lead to confusion, stress and discomfort, regret for alternatives not 

chosen, deferred decisions, and indifference (Carmon, Wertenbroch, & Zeelenberg, 2003). In an 

educational context, Schwartz (2004) discussed how the world of the modern college student is 

so laden with choice that it can become overwhelming. Ackerman and Gross (2006) studied the 

impact of choice on perceptions of and satisfaction with curriculum for a minor in marketing. 

While students wanted choice, they also valued the provision of guidance and direction. 

Students‘ perceptions of choice may depend on how interested they are and how familiar they 

are with the choices. When familiarity exists, students may prefer to have some (limited) choice 

rather than having either many choices or no choice at all. This provides some degree of 

freedom, but not so much choice that it is demotivating (Iyengar, 2010).  

 

Furthermore, there may be excitement about choices because of interest. Such positive feelings 

elicited help the chooser overlook potential stress from the process of deliberation and regret 

over alternatives not chosen. The desirability of students having choices within a class has been 

less explored. Marketing education courses can be structured to include varying levels of choice. 

Courses offering no choice are structured so that all students are assigned the same material, are 

responsible for the same assignments, and are assessed in the same ways. Choice can be 

introduced into a course, for example, by allowing students to choose from among alternative 

assignments and activities. However, the gap with the present study is that it does not look on 

choice courses but allowing students to practice marketing in the school premises, in areas like 

selling Zobo, Selling of Shoes and Bags, and Special Snacks, with this some of the students will 

have means of sustainable development. 

 

The Components of Business Education: 

 

Business education is segmented into three areas such as Marketing/Distributive, Secretarial and 

Accounting education.  



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

The teachings of 

business 

education orients 

students the 

acquisition of 

skills which 

positively affects their wellbeing as individuals in the society. The segmentation of business 

education provides career opportunities for Business Education students as retailing, 

wholesaling, computer operation and word processing, record keeping, financial report, auditing, 

advertising and so on. Thus, all these recommendations of business education are a vital tool for 

marketing practice. 

 

Research Design:    

 

Descriptive survey design was used in conducting the study. The design involved collecting and 

analyzing data gathered. The choice of the design was based on the opinion of Douglass (2006) 

who highlighted that descriptive survey research design is the most dominant technique for 

educational research. Kerlinger (2005) emphasized that this design should be employed when a 

research work involves the use of questionnaire to seek the opinions of respondents. The design 

was considered suitable because it enables the researcher to understand the social phenomenon 

from the participants‘ perspective. It constitutes the most convenient way to obtain real facts and 

figures needed, in which the results of the analyses were used for decision taking and 

generalization.  

 

Population for the Study:  

 

The population for the study is 1000 students of business education department, which 

comprised B.Ed and NCE students of the college. 

Table 1.2 Populations for the Study 

 

Professional skills 

BUSINESS EDUCATION 

Marketing/Distributive 

Education 
Secretarial 

Education 

Accounting 

Education 

Positive Self Sustainable Development for Students 



 

 

VARIABLES NUMBEROF STUDENTS 

B.Ed 400 

NCE             550 

PRE-NCE 50 

TOTAL           1000 

Source: field work 2017 

 

Sample Size and Sampling Procedure:  
 

The sample size of the study was 200, despondence this is in line with Odukunle (2005) who 

recommended that if the population is less than 2500 for descriptive study 20% is enough to 

establish the existence or non existence of a relationship. In order to get the required sample size, 

two hundred students were randomly selected seventy students (80) from B.Ed and (90) NCE 

while Pre-NCE is (30).   

 

Presentation and Analysis of Data:   
 

Research Question One: What is the difference between marketing education and business 

education students regarding practicing marketing skills leant at federal college of education, 

Zaria?  

 

 

 

 

 

Table 4.1 Difference between marketing education and business education students 

regarding practicing marketing skills learnt at federal college of education Zaria  

  

Variable                 Practicing Marketing Education           

                                         Freq.                                                             %.   

   

B.Ed Students        80      160       

NCE Students        100     200 

Pre-NCE                            20      40 

   

Total                                 200                                                         400 

 

Source: Field work 2017 

 

Result on Table 4.1 showed the difference in the number of B.Ed, NCE and Pre-NCE students of 

Business Education Department. The result revealed that the respondents B.Ed students 80 

(160%) who practiced marketing in Business Education premises, NCE students 100 (200%) 

students is dealing in buying and selling in Business education premises, Pre-NCE students 20 

(40%) while pre-NCE students that are yet to join the department also practiced marketing in 

business education premises.  

 



 

 

Research Question Two: What is the difference between marketing education and business 

education students regarding challenges faced not to practice marketing at federal college of 

education, Zaria?  

 

Table 4.2 Difference between marketing education and business education students 

regarding challenges faced not to practice marketing at federal college of education, Zaria?  

  

Variable                 Challenges in Marketing Education           

                                         Freq.                                                             %.   

    

B.Ed Students        120                 166       

NCE Students                    80                                           160                                   

Pre-NCE                            -                                                                  - 

   

Total                                 200                                                             326 

 

Source: Field work 2017 

 

Result on Table 4.1 showed the difference in the number of B.Ed, NCE and Pre-NCE students of 

Business Education Department. The result revealed that the respondents B.Ed students 120 

(166%) whom does not practice marketing in Business Education premises, NCE students 80 

(160%) students who is having challenges dealing in buying and selling in Business education 

premises, while pre-NCE students does not have interest in practicing any marketing in business 

education premises.  

Table 4.11: t-test Analysis of the Difference between marketing education and business 

education students regarding practicing marketing skills learnt at federal college of 

education Zaria  
 

Variable X Std.  t-cal t-crit.
 

Sig.
 

  

Practicing 

Marketing 

Education       

1.0 

.76 

 

 

 

 

2.5 

 

1.4 

 

 .000 

 

   

 

Challenges in 

Marketing 

Education 

 

2.0 
1.34 

 

 

Table 4.1 presents t-test analysis of the difference between marketing education and business 

education regarding students Practicing Marketing Education and Challenges in Marketing 

Education. The Table revealed that a student Practicing Marketing Education in business 

education premises is calculated t-value (2.5) was greater than the critical t-value (1.4) at 5% 

level of significance. The mean score showed that students are Practicing Marketing Education 

in business education department. Therefore, null hypothesis one which stated that, there is no 

significance  difference between marketing education and business education students regarding 

practicing marketing skills learnt at federal college of education Zaria was accepted.   



 

 

   

Table 4.2: t-test Analysis of the Difference between marketing education and business 

education students regarding challenges faced not to practice marketing at federal college 

of education Zaria 

 

Variable X Std.  t-cal t-crit.
 

Sig.
 

  

Practicing 

Marketing 

Education       

1.4 

.71 

 

 

 

 

1.3 

 

1.8 

 

 .000 

 

   

 

Challenges in 

Marketing 

Education  

 

2.4 
1.1 

  

Table 4.2 presents t-test analysis of the difference between marketing education and business 

education regarding students Practicing Marketing Education and Challenges in   Marketing 

Education. The Table revealed that the students having Challenges in practicing Marketing 

Education in business education premises is calculated t-value (1.3) was greater than the critical 

t-value (1.8) at 5% level of significance. The mean score showed that students are having 

Challenges in practicing Marketing Education in business education department. Therefore, null 

hypothesis two which stated that, there is no significance difference between marketing 

education and business education students regarding challenges faced not to practice marketing 

at federal college of education Zaria was rejected. 

 

 

 

Discussion of Major Findings:          

 

The result of this study revealed that, t-test analysis of the difference between marketing 

education and business education regarding students Practicing Marketing Education and 

Challenges in Marketing Education. The Table revealed that a student Practicing Marketing 

Education in business education premises is calculated t-value (2.5) was greater than the critical 

t-value (1.4) at 5% level of significance. The mean score showed that students are Practicing 

Marketing Education in business education department. Therefore, null hypothesis one which 

stated that, there is no significance  difference between marketing education and business 

education students regarding practicing marketing skills learnt at federal college of education 

Zaria.  This was revealed by the calculated t-value of 2.5 greater than the critical t-value of 1.4 

which implies that, the difference is statistically significant (p=0.005). This finding was in line 

was Schwartz (2004) discussed how the world of the modern college students is so laden with 

choice that it can become overwhelming.   

 

Conclusion and Recommendations:   

 

Conclusion The findings of this study present a number of issues and challenges on requisite 

skills and job opportunities of graduates of business education from federal college of  education 

Zaria. Based on the two objectives that the research work addressed, the researcher concluded:- 



 

 

(i) office of consultancy Federal College of Education Zaria should allow business education 

students to practice marketing skills learnt from the marketing option. 
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ABSTRACT 

 

The aim of the paper is to discuss the roles of Zakat, Sadaqah and Qardhul Hassan as major 

Islamic financial instruments for income redistribution that will ultimately enhance financial 

inclusion in the contemporary Muslims communities in Nigeria. The paper is conceptually based 

on secondary sources of data such as the divine knowledge contained in the Qur‘an, Hadiths, and 

the existing literature on Islamic worldview (Tawhid epistemology). The paper enjoined the 

Nigerian government, policy makers, philanthropist and other relevant stakeholders in the 

Muslims communities to adopt the use of Zakat, Sadaqah, and Qardhul Hassan as major Islamic 

financial instruments that encourage the circular flow of income between haves and haves not. 

This is considered as part of the vicegerent (Khalifa) role of mortal being (human) to his 

immortal creator (Allah) who is the ultimate owner of all wealth. The paper concludes by 

recommending the adoption of these Islamic financial instruments as means of enhancing 

financial inclusion and income redistribution in the Nigeria‘s Muslims‘ communities; that is 

negatively affected by the high rate of financial exclusion and poverty as had been previously 

practiced in the Muslims world throughout the Islamic history. The paper also contributes to the 

existing literature on the doctrine of Islamic moral economy. Finally, the paper contributes to the 

Nigerian government and Central Bank of Nigeria in achieving their vision of reducing the 

exclusion rate to 20% by the year 2020 and foster inclusive society devoid of poverty and social 

insecurity. 

 

Keywords: Financial Inclusion, Income redistribution, Zakat, Sadaqah, Qardhul Hassan. 

 

1.0 Introduction  

 

An Islamic economic system is a rule-based system in which economic activity are treated as an 

act of worship to Allah the highest. The aim is to have an economic system that is based on the 

dictates of Allah (the Creator) in the Qur‘an as exemplified by his Holy messenger and servant - 

Muhammad (SAW) in his words and his practices (sunnah) (Iqbal and Mirakhor, 2013).Islamic 

economic system provides alternative financing solutions against its conventional financial 

system. These solutions arebythe doctrines of Islamic jurisprudence (Shari‘ah)[2], [3].Shari‘ah 



 

 

strives to improve  moral and  decent values in  establishing an economic system that forbids 

transactions involving interest (riba), uncertainty (gharrar) and forbidden products [4]. As part of 

its fundamental principles, Shari‘ah emphasises the need for equitable distribution of income and 

sharing resources between haves and haves-not which will enhance financial inclusion [5]. In 

Islam, the humans‘ inner balance and relation with Allah depend on their ability to achieve social 

solidarity, unity and mutual respect among each other [6]. Consequently, economic justice is 

indeed a certain element of the Islamic faith as against the gross income inequalities among the 

Muslims communities. An ideal society in Islam is where rules that relate to fair and just earning 

of income such as the prohibition of interest; limiting profit earningsin favour of equitable 

distribution; holding workers in very high esteem and opposing the exploitation of labour are 

found [7]. 

 

The study conducted by Hassan (2015) and Atia (2010) showed that Islamic financial 

instruments could play significant roles in enhancing financial inclusion. Naceur, Barajas,and 

Massara (2015) argued that institutionalization of Islamic redistributive mechanisms such as 

Zakat, Sadaqah, Qardhul Hassan might assist in enhancing financial inclusion. A survey 

conducted by Mohseni-Cheraghlou et al. (2014) showed that about 2.7 billion people (70% of the 

adult population) in emerging markets such as Nigeria do not have access to basic financial 

product or services, and a significant part of them come from nationa  with the predominantly 

Muslim population.According to Iqbal (2014), only 24% of the world Muslims are financially 

included against their non-Muslims counterpart with 44%. The former had only 14% in Sub-

Saharan Africa against the latter with 28%. Despite several reforms aimed at enhancing 

financialinclusion in Nigeria, the exclusion rate was still put at 39.5% which is considered high 

[13]. The Central Bank of Nigeria (CBN) proposed  to deecrease the exclusion rate by 20% in  

the year 2020 as contained in the National Financial Inclusion Strategy - NFIS [14], [15]. Islamic 

financial instruments offer a comprehensive approach to poverty eradication and enhance access 

to finance among the vulnerable poor especially Muslims communities in Nigeria and ultimately 

build a healthy and vibrant economy [16]. Similarly, the instruments offered by the modern day's 

Islamic financial services providers have strong historical pedigrees as evidenced by their 

application throughout history in various Muslim communities, in providing Islamic wealth 

management. 

 

Islamic wealth management is an aspect of Islamic finance that promotes equitable wealth 

redistribution as encouraged by the Islamic Shari‘ah(Laldin and Furqani 2013). Islamic finance 

as a wholeaddresses the issue of financial exclusion by promoting risk- sharing contracts as an 

alternative to the debt-based conventional financing, and through specific instruments of wealth 

redistribution among the members of the society. Mainly, the wealth redistributive approaches 

inform of Zakat, Sadaqah, and Qardhul Hassan complements each other aiming at enhancing 

financial inclusion[18], poverty eradication and building a sound, healthy and vibrant economic 

system among the Islamic societies[19].Historically, Zakat, Sadaqah, and Qardhul Hassan were 

used in various Muslims communities as Islamic financial instruments that facilitate access to 

financial services among the poor and downtrodden members of the Islamic societies[20]. This 

will ultimately reduce poverty, creates wealth, facilitate economic growth and development and 

lessen the level of financial exclusion that is so pronounced among the Muslims dominated 

regions globally (Iqbal and Mirakhor 2013).Islamic financial system has historically provided 

that funds can be channeled for conducting micro business with the aim of assisting the poor 



 

 

members of the community. Zakat is the third pillar of Islam that requires a compulsory alms 

giving of 2.5 percent annually (Saad 2014). This is deductible from Muslim‘s net monetary 

income to the poor and disadvantaged that are classifiedin to eight (8) groups. This obligatory 

payment affects only fourteen (14) classes of Islamic taxable income that have attained the 

minimum taxable amount known as‗Nisab.'This is considered by many scholars as a means of 

income redistribution that promotes economic growth and development[22].  

 

Sadaqah and Qardhul Hassan are equally keyIslamic finance instruments used to foster wealth 

redistribution between haves and haves-not in the Islamic societies in the form of social goods. 

While Sadaqah (voluntary alms) referred to as money or any form of capital donated to the poor 

on a voluntary basis, Qardhul Hassan (benevolent loan) is a charitable loan, which in addition to 

being a qardh (interest-free loan), also contains elements of goodwill, benevolence, and 

generosity [23].These renowned Islamic financial instruments are critical sources of establishing 

social intervention funds to (or ―intending to‖) reducing the financial exclusion issues bedeviling 

the Muslims dominated communities such as the northern region of Nigeria[9]. Financial 

inclusion  delivery of financial services at lowercosts to sections of disadvantaged and low-

income segments of society (Mohseni-Cheraghlou 2014).  

 

Therefore, the objective of this paper is to discuss the roles of Zakat, Sadaqah and Qardhul 

Hassan as major Islamic financial instruments for income redistribution that will enhance 

financial inclusion amongst Muslims communities. The contribution of paper to the existing 

literature is the doctrine of the Islamic moral economy, wealth management, and financial 

inclusion. Similarly, the paper recommended the adoption of Islamic financial instruments as 

tools for enhancing income redistribution and financial inclusion. To this end, the paper is 

divided into five (5) sections. Section one deals with the introduction and general background. 

Section two represents the literature review, section three will be the methodology, section four 

is discussion and the finally section five concludes the paper and proffers some 

recommendations to government policy makers and other stakeholders on the adoption of 

Islamic financial instruments as a tool for enhancing financial inclusion. This willserve as an act 

of worship by the mortal being to his immortal creator (Allah) who is the ultimate owner of all 

wealth (see Qur‘an chapter 2 verse 284) and will assist Nigerian government in its quest to 

reduce the financial exclusion rate to 20% by the year 2020. 

 

2.1An overview of financial inclusion in Nigeria: 

 

Financial inclusion as the delivery of financial services at affordable costs to sections of 

disadvantaged and low-income section of society [11]. These services include access to: account 

at a formal financial institution, access to formal accounts, use of formal accounts, mobile 

payments, savings, credit and insurance and pensions (Allen et al., 2014; CBN, 2012; Demirguc-

kunt and Kiapper, 2012; World Bank, 2014; Mohieldin, Iqbal, Rostom, & Fu, 2012).The United 

Nations (UN) identified the goals of financial inclusion as: (1) access at a reasonable cost for all 

households to a full range of financial services, including savings or deposit services, payment 

and transfer services, credit and insurance; (2) sound and safe institutions governed by precise 

regulation and industry performance standards; (3) financial and institutional sustainability, to 

ensure continuity and certainty of investment; and (4) Competition to ensure choice and 

affordability for clients [26]. According to Richards (2006), as cited in Kamla & Rammal (2013), 



 

 

90% of the world‘s self-employed poor lacks access to essential financial services. The European 

Union‘s (EU), Charter of Fundamental Rights,considered access to basic financial services for 

sustainable development and social cohesion as a fundamental human right. 

 

A survey conducted in Nigeria in 2014 by Enhancing Financial Innovation and Access (EFInA) 

revealed that 39.5% of adults were excluded from financial services. In Nigeria there are 28.6 

million bank accounts in the  population of over 168 million people, which has about  89.7 

million adults (Abiola et al., 2014; CBN, 2012; EFInA, 2012; Sanusi, 2012). The CBN in 

collaboration with other participants launched the National Financial Inclusion Strategy (NFIS) 

in October 2012 that aimed at decreasing  the exclusion rate to 20% by 2020. Other specific 

targets includes: (i) increasing access to payment services by adult populace from 21.6% in 2010 

to 70% in 2020,(ii) those with access to savings should increase from 24.0% to 60%, (iii)Credit 

from 2% to 40%,(iv) Insurance from1% to 40%,,and(v) Pensions from 5% to 40%, within the 

same period (Abiola et al., 2014; CBN, 2012; Kama and Adigun, 2013; Sanusi, 2012). 

 

2.2 Islamic perspective on financial inclusion: 

 

Previous studies such as Dabla-norris et al. (2015), Mohseni-Cheraghlou (2015), and Aro-gordon 

(2014)argued that financial inclusion promotes accelerated economic growth and development, 

reduce income inequality and alleviate poverty in the society. Financial services providers (both 

Islamic and conventionalbanks) can play a crutial role in financial inclusion by transfer of funds 

from the members of the society with access to those with the deficit and in need. The available 

literature showed that 2.7 billion people (70% of the adult population) in the emerging markets 

such as Nigeria are facing the problem of financial exclusion, and a significant part of them 

comes from countries with a predominantly Muslim population [11], [12]. According to Iqbal 

(2014), among the world Muslims only 24% were financially included against their non-Muslims 

counterpart with 44%. The former had only 14% in Sub-Saharan Africa against the latter with 

28%. Lack of adequate collateral to access conventional debt financing or their Islamic belief 

that prohibits dealings in such transactions involving interest, gambling and uncertainty may be 

the reasons. This issue may be addressed by adopting two suggestions by the Mohseni-

Cheraghlou et al., (2012) that argues that the fundamental principles of Islam emphasise more on 

social justice, inclusion, and sharing of resources between the haves and the haves-not. That 

financial inclusion can be addressed either (1) by promoting risk- sharing contracts or (2) 

through the use of specific instruments of redistribution of wealth among the members of the 

society (Askari et al. 2012; Iqbal and Mirakhor 2013). Both risk-sharing financing and 

redistributive tools such asZakat, Sadaqah, and Qardhul Hassan complement each other to offer a 

comprehensive approach to poverty eradication and enhance access to finance among the 

vulnerable poor especially Muslims communities in Nigeria and ultimately build a healthy and 

vibrant economy [16].  

 

The instruments offered by the modern days Islamic financial services providers have strong 

historical pedigrees as evidenced by their application throughout history in various Muslim 

communities. The people affected by the problems of financial exclusion are usually individuals 

and social groups at the bottom of the social ladder, due to their poor economic conditions such 

as low income and perhaps lack of financial literacy [33]. Therefore, it is necessary to consider 

the Islamic perspective of financial inclusion to help those members of the community who are 



 

 

the highly disadvantaged in one way or another, including the financially excluded, as part of the 

overall Islamic objective of creating a just and inclusive society. Therefore, there is the need to 

implement it in its true spirit to reduce poverty and inequality in Muslim communities afflicted 

by the high level of financial exclusion [34].Therefore, the practitioners should be and be seen to 

be different and have the aim of promoting Islamic norms and values without undermining its 

commercial viability as against the conventional or western economic system that is capitalist in 

nature (Yaqub and Bello 2011). The next section will give the details of Islamic financial 

instruments under consideration.  

 

 

2.3 Islamic Financial Instruments: 

 

In the context of Islamic worldview (Tawhidi epistemology), Man is an Allah‘s vicegerent 

(Khalipha) on earth and servant (abd) of Allah (Qur'an 2:30). This means that man does not have 

his independent authority or absolute rights other than to obey the will of Allah[36]. In 

performing his role as a servant of Allah, man is ordained by Allah to engage in a charitable 

giving to the other destitute members of the society to enhance financial inclusion and income 

redistribution. The instruments to achieve this in the context of Islamic financial instruments are 

Zakat, Sadaqah and Qardhul Hassan. These will be discussed in details vis-à-vis their 

contributions to the concept of financial inclusion in Nigeria. 

 

2.3.1 Zakat and its role in financial inclusion through wealth redistribution: 

 

Among other pillars of Islam, Zakat is considered as the most prominent feature of an inclusive 

Islamic economic system [9]. Zakat is one of the five pillars of the Islamic faith coming only 

after a declaration of faith and prayer. Zakat means purity, development, blessings and praise, 

and is the act of charity payment that is considered as a form of worship to Allah and social 

investment which every Muslim is expected to contribute (Saad et al. 2014). In practice, Zakat is 

an obligatory alms giving of 2.5 percent annually to the less privileged Muslims in the society 

and it appears in eighty-two verses of the Holy Qur‘an[9].The required few conditions  required 

to be fulfilled for the payment of Zakat to become obligatory includes assets type, haul, and 

nisab. The assets types are acquired with the intention of creating or generating wealth. 

Secondly, haul, which means the asset has to complete one full Islamic year for it to be subjected 

to Zakat. Islamic year is 354.5 days in the lunar calendar or equivalent to 365.25 days in the solar 

year. Finally nisab, this means, the amount is required to reach a minimum threshold of 

equivalent to the market price of 85g of gold[38], [39]. Zakat is considered to be an important 

economic tool to mobilize assets for the purpose of economic growth and development. Allah 

has mentioned eight distinct groups of people that qualify to benefit from Zakat in the Qur‘an, 

Surah At-Taubah, verses 60. These includes the poor, the needy, the fund administrators, the 

sympathizers, those in bondage, those in debt, those in the cause of Allah and those in the way 

farer. Zakat and giving Sadaqah is strongly recommended in Islam as contained in various verses 

of the Holy Qur‘an and hadiths of Prophet Muhammad (PBUH). Giving Zakatand Sadaqah are 

among the essential traits of believers. Allah promised believers abundant rewards in many 

verses if they give Zakatand Sadaqah. Allah said in the Qur‘an: 

 



 

 

―As-Sadaqat (here it means Zakat) are only for the Fuqara (poor), and Al-Masakin (the 

needy) and those employed to collect (the funds); and to attract the hearts of those who 

have been inclined (towards Islam); and to free the captives; and for those in debt; and for 

Allah‘s Cause (i.e. for Mujahidoon - those fighting in the holy wars), and for the wayfarer 

(a traveller who is cut off from everything); a duty imposed by Allah. And Allah is All-

Knower, All-Wise‖ (The Qur‘an, 9:60). 

 

―They ask thee what they should spend (In charity). Say: Whatever ye spend that is good, 

is for parents and kindred and orphans and those in want and for wayfarers. And 

whatever ye do that is good, -Allah knoweth it well`‘(The Qur‘an, 2:215). 

 

―(Charity is) for those in need, who, in Allah‘s cause are restricted (from travel), and 

cannot move about in the land, seeking (For trade or work): the ignorant man thinks, 

because of their modesty, that they are free from want. Thou shalt know them by their 

(Unfailing) mark: They beg not importunately from all the sundry. And whatever of good 

ye give, be assured Allah knoweth it well‖ (The Qur‘an, 2:273). 

 

―And let not those who covetously withhold of that which Allah has bestowed on them of 

His Bounty (Wealth) think that it is good for them (and so they do not pay the obligatory 

Zakat). Nay, it will be worse for them; the things which they covetously withheld shall be 

tied to their necks like a collar on the Day of Resurrection.Andto Allah belongs the 

heritage of the heavens and the earth; and Allah is Well-Acquainted with all that you do‖ 

(Qur‘an, 3:180). 

 

―On the Day when that (Al-Kanz: money, gold, and silver, etc., the Zakatof which has not 

been paid) will be heated in the Fire of Hell and with it will be branded their foreheads, 

their flanks, and their backs, (and it will be said unto them):-―This is the treasure which 

you hoarded for yourselves. Now the taste of what you used to hoard‖ (Qur‘an, 9:35). 

 

Zakat plays a majorrole inenhancing access to finance and poverty alleviation in the Muslims 

communities. It is considered as an Islamic financial instrument that encourages equitable 

sharing of fortune, for achieving social strength and solidarity, discouraging hoarding, and 

inspiring the circulation of capital in the economy[9]. In the opinions of the mainstream clerics 

and Islamic economists, Zakat, can be used to achieve equitable income redistribution among the 

contemporary Muslim societies facing the global challenges of poverty and financial exclusion 

[22]. Some state governments in Nigeria such as Sokoto and Zamfara states had established an 

organized form of Zakat collection committees for effective and efficient Zakatcollection. These 

committee determines the appropriate people to benefit from the funds so colleated. Other states 

do not have an organized Zakat collection committee but being distributed at an individual 

level(Muhammad and Saad 2015). Efficient and efficient Zakat collection distribution and 

monitoring will facilitate access to finance by the destitute members of the society (Febianto and 

Ashany 2012). This reduces the high level of financial exclusion especially in the Muslims 

dominated the northern region of Nigeria afflicted by the high level of financial exclusion. 

 

2.3.2 Sadaqah and its role in financial inclusion through wealth redistribution: 

 



 

 

Sadaqah means ―benevolence‖ and it is the broader umbrella of charity in that comprises Zakat, 

Qardhul Hassanand Sadaqahjariyah (sustainable giving). In Islam, it is required of a believer to 

give Sadaqah as an act of personal devotion to Almighty Allah. It is an established belief in 

Islam that Sadaqah purifies once wealth provided the giver performed such act with the sole 

intention of serving Allah. Several verses of the Holy Qur‘an such made it clear that, Sadaqah 

should be given for the sake of Allah and that it will be repaid by Hi bountifully in the mani fold. 

This includes the following verses where Allah said: 

 

―If ye disclose (acts of) charity, even so it is well, but if ye conceal them, and make them 

reach those (really) in need, that is best for you: It will remove from you some of your 

(stains of) evil. And Allah is well acquainted with what ye do‖ (Qur‘an, 2:271). 

―But those among them, who are well-grounded in knowledge, and the believers, believe 

in what hath been revealed to thee and what was revealed before thee: And (especially) 

those who establish regular prayer and practice regular charity and believe in Allah and in 

the Last Day: To them shall We soon give a great reward‖ (Qur‘an, 4:162). 

 

 (Charity is) For those in need, who, in Allah‘s cause are restricted (from travel), and 

cannot move about in the land, seeking (For trade or work): the ignorant man thinks, 

because of their modesty, that they are free from want. Thou shalt know them by their 

(Unfailing) mark: They beg not importunately from all the sundry. And whatever of good 

ye give, be assured Allah knoweth it well (The Qur‘an, 2:273). 

 

Allah promises the reward of charity regarding having a good life without fear and devastation in 

Quran 2:274 as stated below. This means you will live a life of general comfort and eternal life 

and happiness in this world. The Qur‘an also acknowledges the fear of loss in charitable giving 

as an obstacle and promise for real gains in giving in both this life and the hereafter in Qur‘an, 

30:39 below. 

 

―Those who (in charity) spend of their goods by night and by day, in secret and public, 

have their reward with their Lord: on them shall be no fear, nor shall they grieve‖ 

(Qur‘an, 2:274). 

 

That which ye lay out for increase through the property of (other) people, will have no 

increase with Allah. But that which ye lay out for charity, seeking the Countenance of 

Allah, (will increase): it is these who will getrecompense multiplied (Qur‘an, 30:39). 

 

The major difference between Zakat and Sadaqah is that Zakathas been made obligatory by 

Allah as part of the pillars of Islam while Sadaqah is voluntary charity[11]. The objective 

isbasically similar which are to encourage charitable giving and promote wealth redistribution, 

facilitate financial inclusion and social solidarity in the society[5], [6]. Sadaqah in an Islamic 

society enhances social cohesion and strengthen the sense of belongings, unity, and brotherhood. 

Sadaqah is not limited to the wealthy members of the society, but every Muslim is encouraged to 

imbibe the spirit of charitable giving as it is always rewarding to assist others in need. In Islam, 

Sadaqah may not necessarily mean material is giving; it can be in the form of kind words, or 

even a smile to your fellow human being[9]. Passing on knowledge to others is considered as 

Sadaqah as contained in the Hadith of ibn Majah 91/1 number 1844[9]. In Nigeria, Muslims are 



 

 

encouraged to give Sadaqah voluntarily by engaging in social work, feeding the less privileged 

members of the society such as destitute and internally displaced persons (IDPs) (Yaqub and 

Bello 2011). These services are more pronounced in the month of Ramadan where rewards are 

expected to be ten times the normal rewards. Other non-governmental organizations (NGOs), 

corporate bodies and government agencies are engaged in Sadaqah activities to assist others in 

need (Dogarawa, 2013; Raimi, Bello, and Mobolaji, 2015). This act is not limited to Muslims 

communities but also affects non-Islamic societies as it is used to enhance financial inclusion and 

promotes a harmonious living in a society where rich and poor are living together. 

 

2.3.3 Qardhul Hassanas an instrument for financial inclusion: 

 

Qardhul Hassan refers to the loans that are free from any benefit or return to the lender and is 

more commonly known as interest- free loan (Bhuiyan, Siwar, Islam and Rashid, 2012). 

Obaidullah and Khan, (2010)considered Qardhul as zero-return loans that the Qur‘an urges 

Muslims to make accessible to the needy. Banks are allowed to charge borrowers a service fee to 

cover the administrative expenses of handling the loan. The fee should not be related to the loan 

amount or maturity[23]. Furthermore, Qardhul Hassan to poverty approach means a beautiful 

loan characterized with some elements of goodwill, benevolence, and generosity [23]. It is a loan 

provided by the lender without expectation of any return on the principal.From an Islamic point 

of view, people are mere custodian of wealth as a vicegerent (Khalipha), but real owner is Allah. 

Therefore, it is justifiably reasonable for people to obey Allah‘s instruction to give it out at a zero 

percent interest as ordained by the real owner (Allah). The following verses from the Holy 

Qur‘an reveal the importance of Qardhul Hassan: 

 

―So fear Allah as much as you can; listen and obey, and spend in charity; that is better for 

you. And whosoever is saved from his own greed, they are the successful ones. If you give 

Allah Qardhul Hassan.He will double it to your credit and he will grant you forgiveness‖ 

(The Qur‘an 64:17). 

 

―Verily, those men and women who give charity and give Allah Qardhul Hassan, it will be 

increased manifold to their credit‖ (The Qur‘an 57: 18). 

 

―Who is he that will give Allah Qardhul Hassan? For Allah will increase it manifold to his 

credit‖ (The Qur‘an 57:11). 

 

―Establish regular prayer and give regular charity and give Allah Qardhul Hassan‖ (The 

Qur‘an 73: 20). 

 

―Who is he that will loan to AllahQardhul Hassan, which Allah will double unto his credit 

and multiply many times? It is Allah that giveth (you) Want or plenty, and to Him shall be 

you‖. (Al-Quran2:245) 

 

―Verily, those who give sadaqa, men and women and lend to Allah a Qardhul Hassan, it shall 

be increased manifold (to their credit), and theirs shall be an honorable good reward‖ (Al-

Quran Suratul Hud, Verse No. 57). 

 



 

 

―If you lend Allah a Qardhul Hassan, He will multiply it for you. Allah is the most 

appreciating, the most forbearing‖ (Al-Quran SuratulIsrael, Verse No. 64) 

 

―So fear Allah as much as you can; listen and obey, and spend in charity; that is better for 

you. And whosoever is saved from his own greed; they are the successful ones. If you give 

Allah Qardhul Hassan.He will double it to your credit and he will grant you forgiveness‖ 

(The Qur‘an 64:17). 

 

―Verily, those men and women who give charity and give Allah Qardhul Hassan, it will be 

increased manifold to their credit‖ (The Qur‘an 57: 18). 

 

Anas Bin Malik reported that Allah's Messenger (PBUH) said: 

 

―At night during which I was made to perform journey, I saw at the door of the Paradise 

written, 'A sadaqa is equivalent to ten like that (in reward) while lending has eighteen times 

reward.' I said, 'O Gabriel, what is the reason that lending is more excellent than Sadaqah?' 

He said, 'The beggar asks while he possesses it (money) while the one who demands loan 

does not demand it but because of his need‖. [Trans. Muhammad Tufail Ansari, Vol.3, p. 

438, 2431.] 

 

Qardhul Hassan is a significant  instrument of offering loan forlow-incomegroups of the 

community in the framework of Islamic banking system of the country[34]. Mohseni-

Cheraghlou, (2015) suggests that if implemented appropriately, Qardhul Hassan is potentially an 

effective mechanism to pave the path for a group of the financially prudent and deserving poor 

Muslim population who are unbanked or financially excluded to eventually become bankable 

and gain access to various forms of financial services and the many benefits associated with 

them. Organizing and making this micro-credit tool aimed at income reallocation among the 

society can create the important  structure and background for the change of poverty alleviation 

programs and improving financial inclusion through proper planning and application ofmicro-

credit projects in the country (Mojtahed and Hassanzadeh, 2009). Qardhul Hassan offers a 

remarkable advantage over conventional microfinance loans assisting less privileged people to 

start-up micro businesses and also to attend to their petty personal and domestic financing needs 

(Aydin, 2015). This paper emphasises on the Qardhul Hassansince its important on the income 

redistribution provided at reducing the differences between rich and poor populace in the 

community. It is also believed that Qardhul Hassan will play a significant role in enhancing 

financial inclusion by facilitating access to micro credit among the Muslims community (Saqib, 

Zafar, Khan, Roberts and Zafar, 2015), and assist Nigeria in achieving its 80% inclusion rate by 

the year 2020 [14]. 

 

3.0 Discussion, Conclusion and Recommendations: 

 

The paper implore Islamic societies to use Zakat, Sadaqah and Qardhul Hassan as instruments 

that encourages wealth redistribution that promotes efficient and effective wealth redistribution 

between haves and haves-not as part of the vicegerent (khaliphah) role between mortal being 

(human) and his immortal creator (Allah). The paper concludes by suggesting the use of these 

Islamic financial instruments as means of enhancing financial inclusion in the Nigeria‘s 



 

 

Muslims‘ communities, that is negatively affected by the high rate of financial exclusion and 

poverty as had been previously practiced in the Muslims world throughout the Islamic history. It 

is therefore apparent that Zakat, Sadaqahand Qardhul Hassanare suitable Islamic financial 

instruments for addressing the financing needs of the indigent and vulnerable segments of the 

society. This is because of their inability to participate in the highly risky business contracts such 

as Mudarabah and Musharakah and their low level of financial literacy. These Islamic financial 

instruments offer a comprehensive financing model to the Muslims communities towards 

enhancing financial inclusion among the impoverished and vulnerable people who financially 

excluded. Being financially included will rekindle the economic activities and facilitate 

development in the affected country. This will ultimately build a healthy and vibrant economy 

that facilitates harmonious coexistence and solidarity between haves and haves-not in the same 

community. Similarly, the instruments offered by the modern days Islamic financial services 

providers have strong historical pedigrees as evidenced by their application throughout history in 

various Muslim communities for social cohesion. This paper argued  that, it is imperative to 

implement the Islamic social responsibility in its true spirit in order to reduce abject poverty and 

social inequality among Muslim communities such as Muslims dominated norther Nigeria 

afflicted by the high level of financial exclusion and poverty. It has been established in this 

paper, that charitable giving inform of Zakat, Sadaqah and / or Qardhul Hassan, is an act of 

worship (Ibadah) to the immortal being (Allah) by his mortal servant (human being) who is a 

mare agent representing his principal on the surface of this earth. Similarly, humans being are 

vicegerent (Khalipha) sent to this world on temporary basis by their creator (Allah) to pursue His 

course preparatory to their return to him for a permanent life (hereafter). The wealth ownership 

rest with the Allah (the supreme owner of all things) and that, human beings are mare custodians 

of the wealth in which He examines them on their ability to utilize it judiciously according to his 

dictates. Hence, it is religiously justifiable for people to engage in charitable giving as advocated 

by many verses of the Holy Qur‘an and Sunnah of his Holy Prophet Muhammad (SAW). This is 

in line with the Tawhidi epistemology, that it is not necessary to consume more to achieve 

greater happiness as the happiness rest with obedience to the will of Allah through greater 

spiritual, moral and intellectual excellence [36]. 

 

This paper recommends the adoption of Zakat, Sadaqahand Qardhul Hassanby the policy makers 

not only in Nigeria, but other countries determined to ensure socio-economic justice and enhance 

financial inclusion to in achieving these goals. These instruments can be used to establish 

endowment funds be managed by a set of religiously dedicated workforce with sound experience 

and adequate financial literacy. Similarly, the Central Bank of Nigeria in collaboration with other 

development partners banks, international Islamic organizations, corporate bodies and wealthy 

individuals that are determined to promote charity giving as an act of worship (ibadat) to Allah, 

to establish Qardhul Hassanfunds and in order to take care of the financing needs of the poor and 

vulnerable members of the society especially those with high rate of financial exclusion. Finally, 

a coordinated grassroots-based Sadaqah collection and management communities should be 

encouraged. This is the function of Islamic scholars regarding preaching the importance of 

charitable giving by all Muslims and utilizing it to pursue some self-sustaining ventures by the 

beneficiaries. If these recommendations are adopted, it will guide the government, policy 

makers, regulators and practitioners in Nigeria as a remedy to the untold hardship suffered by the 

teeming Muslims population due to the high level of financial exclusion. 
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ABSTRACT 

 

The study is entitled ―Influence of Gender on Entrepreneurial Intentions of Undergraduate Social 

Studies Students of Ahmadu Bello University-Nigeria.‖ The study is specifically aimed at 

determining the entrepreneurial intentions of undergraduate Social Studies students of Ahmadu 

Bello University-Nigeria in relation to their gender. A corresponding research question and null 

hypothesis are formulated. The population of the study consisted of all 400 level final year 

students of Social Studies as at 2015/2016 academic session. A total number of 114 students of 

Social Studies are purposively used. The study adapted Entrepreneurship Intention Questionnaire 

(EIQ) after extensive literature review and developed a modified one titled ―Social Studies 

Entrepreneurial Intention Questionnaire (SOSEIQ). The instrument is duly validated and 0.896 

reliability coefficient is realised using Cronbach alpha formular. Arithmetic mean and standard 

deviation are used in answering the question raised by the study and independent samples t-test 

is used in testing the null hypothesis formulated by the study. The study discovered that there is 

significant difference in the mean entrepreneurial intentions scores of male and female 

undergraduate Social Studies students in Ahmadu Bello University-Nigeria. The study among 

other things offers some recommendations for policy makers and educators while formulating 

policies and pedagogical interventions for undergraduate Social Studies students. 

 

Keywords: Entrepreneurial Intention, Gender, Social Studies, Undergraduate 

 

Introduction: 

 

Entrepreneurship is the capacity and willingness to develop, organize and manage a business 

venture along with any of its risks in order to make a profit. Entrepreneurial spirit is 

characterized by innovation and risk-taking, and is an essential part of a nation's ability to 

succeed in an ever changing and increasingly competitive global marketplace. According to 

Salihu (2014), entrepreneurship focuses on recognizing a business opportunity, starting a 

business based on the recognized opportunity and operating and maintains that business. In 

addition, Ubah (2011) stressed that entrepreneurship is creating new enterprises to meet new 

challenges and opportunities presented in the situation. An entrepreneur is someone who 

organizes, manages, and assumes the risks of a business or enterprise.  

 



 

 

Entrepreneurship according to Mustapha and Selvaraju (2015) is a vital cog in the economic 

performance of nations around the globe as it has the capacity to create adequate jobs 

opportunities that reduce unemployment rates. Supporting this line of thought, Lee, Lim, Lim, 

Ng and Wong (2012) state that entrepreneurial activities will help in creating jobs for the society 

and reduces unemployment rate. Entrepreneurship activities also contribute towards the 

revitalisation of the economy of developed countries and act as the engine of economic progress 

and job creation in developing countries. Entrepreneurship also leads to the enhancement of 

skills to serve consumers and is viewed as a process of innovation, which creates new ventures 

(Kuratko and Hodgetts, 2004).  

 

Decisions to be entrepreneurs are determined by certain factors and it is a planned behaviour 

instead of engaging in it accidentally. Thus, underlying factors that influence students‘ intention 

towards entrepreneurial career are vital. Entrepreneurial intention is defined as a state of mind 

leading an individual‘s attention and action toward the endorsement of entrepreneurial 

behaviour, building new business concept and undertaking in entrepreneurial career. It is also 

defined as the growing conscious state of mind that a person desires to start a new enterprise or 

create new core value in existing organization (Khuong and An, 2016; Remeikiene and Startiene, 

2013). According to Khuong and An (2016), the influences of both personal traits and 

environment can define entrepreneurship intention. Students‘ entrepreneurial intention may be 

affected by different factors. One of such factors is the gender. Gender is seen as social and 

culturally created differences between men and women. Gender has been the subject of research 

on entrepreneurial intention. From the time immemorial entrepreneurship has been symbolically 

attributed to men. It is connected with such traits as initiative-taking, relative risk and 

accomplishments which are traditionally thought to be a domain of men, unlike women, who are 

attributed to such traits as passivity, adaptation and flexibility (Pawlak, 2016).  

 

The consideration of gender in entrepreneurial intention reveals contradictory results. Some 

researchers do not consider it to be very important when explaining the intention to found a 

business (Pruett, Shinnar, Toney, Llopis & Fox, 2009; Armitage & Conner, 2001). They believe 

that the gender of the person has no influence on their intention to engage in entrepreneurship, 

and is used as a control variable. Other researchers who argue that the influence of gender is not 

noticeable because the methodological and theoretical approaches are inappropriate and, 

therefore, the influence of gender on entrepreneurial intention has not been studied in depth and 

requires further study before any final conclusions can be reached (Shook & Bratianu, 2010; 

Kobeissi, 2010; Shay & Terjesen, 2005). The indirect effect of gender on entrepreneurial 

intention is explained in few studies (Goyanes, 2015; Kickul & Marlino, 2007; Kickul, Krueger 

& Maxfield, 2005; Wilson). 

 

According to Saeid, Harm, Thomas, Mohammad and Martin (2014) the investigation of gender 

differences in entrepreneurship in developing countries is seen as a promising direction for new 

research. It is critical that gender be included as a potentially important moderator of the 

associations between the determinants of entrepreneurial intention and subsequent behaviour 

especially among undergraduate students of Social Studies in Ahmadu Bello University which 

has not been researched. Therefore, this study seeks to investigate Influence of Gender on 

Entrepreneurial Intentions of Undergraduate Social Studies Students of Ahmadu Bello 

University-Nigeria. 



 

 

 

 

 

Objective of the Study: 

 

The main objective of the study is to determine the influence of gender on entrepreneurial 

intentions of undergraduate Social Studies Students of Ahmadu Bello University. The study‘s 

specific objective is to: 

1. Determine the entrepreneurial intentions of undergraduate Social Studies students of 

Ahmadu Bello University, Zaria in relation to their gender. 

 

Research Question: 

 

1. What is the difference in the mean entrepreneurial intentions scores of male and female 

undergraduate Social Studies students of Ahmadu Bello University, Zaria? 

 

Null Hypothesis 

 

H01: There is no significant difference in the mean entrepreneurial intentions scores of male 

and female undergraduate Social Studies students of Ahmadu Bello University, Zaria-

Nigeria. 

 

Methodology: 

 

The design of the study used is survey. Specifically, cross-sectional survey is used. The 

population of the study consisted of all 400 level final year students of Social Studies as at 

2015/2016 academic session. A total number of 114 students of Social Studies are purposively 

used. The study adapted Entrepreneurship Intention Questionnaire (EIQ) after extensive 

literature review and developed a modified one titled ―Social Studies Entrepreneurial Intention 

Questionnaire (SOSEIQ). The questionnaire is designed based on 5-point Likert scale rating such 

as Strongly Agree (SA) = 5, Agree (A) = 4, Undecided (U) =3 Disagree (D) = 2 and Strongly 

Disagree (SD) = 1. The instrument is duly validated and 0.896 reliability coefficient is realised 

using Cronbach alpha formular. Arithmetic mean and standard deviation are used in answering 

the question posed by the study while One-way Analysis of Variance (ANOVA) is used in 

validating the null hypothesis postulated by the study at 0.05 level of significance. 

 

RESULTS: 

 

Research Question: What is the difference in the mean entrepreneurial intentions scores of 

male and female undergraduate Social Studies students of Ahmadu Bello 

University, Zaria? 

 

 

 

 

 



 

 

 

 

 

 

 

 

 

SD= Standard deviation        Decision mean=3.00 

 

Table 1 presents the consolidated result of the analysis comparing the mean entrepreneurial 

intentions of students in relation to their gender. The established decision mean is 3.00 which is 

compared against the individual mean of the items in the table to determine the pattern of 

responses made by the students. The table also shows the standard deviation (SD) of the 

responses, and it measures the variability or dispersal of the responses. It demonstrates how 

clustered the responses value are around the means for each item. Higher SD is often interpreted 

as higher disparity. In general, the result shown in Table 1 indicates low values for the SDs, 

which indicates high degree of consistencies in the students‘ opinions.  

 

 

 

Table 1: Mean entrepreneurial intentions of students in relation to  gender 

Item Statements  Male  

Mean        SD 

     Female  

Mean        

SD 

1. Starting my own business sounds attractive to me 3.56 1.42 4.27 0.99 

2. If I came up with a good business concept I know 

precisely where to turn for the counselling and aid  

3.08 1.16 3.16 1.21 

3. Even if I came up with a good business concept I do not 

think I would dare to take the risk of founding my own firm 

3.03 0.90 3.19 0.52 

4. I am confident that I would succeed if I started my own 

business 

2.94 0.82 2.70 1.02 

5. My parents are positively oriented towards my future 

career as an entrepreneur.  

2.66 1.21 3.24 1.14 

6. If I became an entrepreneur, my family would consider it 

to be 

2.81 0.81 2.79 0.82 

7. It would be easy for me to start my own business  2.79 0.85 2.73 0.80 

8. I have a very serious thought in starting my own firm.  2.77 0.74 2.34 0.91 

9. I prefer to be an entrepreneur rather than to be an 

employee in a company  

2.56 0.73 3.19 1.07 

10. If I came up with a good business concept I know 

precisely how to get the funds needed to get started 

2.61 0.91 3.03 0.83 

11. To start my own company would be the best way for me 

to take advantage of my education 

2.61 0.69 3.00 0.91 

12. To run my own firm would probably be the best way for 

me to improve my financial position 

2.68 0.75 2.87 2.56 



 

 

 

 

 

 

 

 

 

 

 

Null Hypothesis 

 

H01: There is no significant difference in the mean entrepreneurial intentions 

scores of male and female undergraduate Social Studies students of 

Ahmadu Bello University, Zaria-Nigeria. 

Table 2: Summary of independent samples t-test for hypothesis one 

Gender  N Mean S.D Df T cal T crit P (sig) 

Male  

 

77 95.84 9.87 112 2.17 1.96 0.03 

Female  

 

37 99.90 8.05 

P < 0.05, t calculated > 1.96 

 

Table 2 shows that significant difference exist between the mean entrepreneurial intentions 

scores of male and female undergraduate Social Studies students of Ahmadu Bello University, 

Zaria-Nigeria. Reason being that the calculated p (sig) value of 0.03 is less than the 0.05 alpha 

level of significance while the calculated t-value of 2.17 is higher than the t-critical value of 1.96 

at Df 112. The mean scores are 95.84 and 99.90 for male and female students respectively. 

  

Therefore, the Null Hypothesis which states that there is no significant difference in the mean 

entrepreneurial intentions scores of male and female undergraduate Social Studies students of 

Ahmadu Bello University, Zaria-Nigeria is rejected. 

 

Major Findings: 

 

The study discovered that: 

1. Gender significantly affects the entrepreneurial intentions and inclination of Social 

Studies students of Ahmadu Bello University, Zaria-Nigeria; 

2. Female Social Studies students of Ahmadu Bello University show more interest, 

confidence and motivation to become entrepreneurs after graduation. 

 

Discussions: 

 

The study discovered that gender significantly affects the entrepreneurial intentions and 

inclination of Social Studies students of Ahmadu Bello University, Zaria-Nigeria and that female 

Social Studies students of Ahmadu Bello University show more interest, confidence and 

motivation to become entrepreneurs after graduation. Corroborating these findings, Caro-



 

 

González, Romero-Benabent and Sánchez-Torné (2017) in a study entitled ―The influence of 

gender on the entrepreneurial intentions of journalism students‖ discover the existence of 

explanatory models of different entrepreneurial intentions for men and women. In a related 

development, Camelo-Ordaz, Diánez-González and Ruiz-Navarro (2016) in a study discovered 

that perceptual factor fully mediate the relationship between gender and the entrepreneurial 

intention of non-entrepreneurs, whereas such mediating impact disappears when people become 

entrepreneurs. Haus, Steinmetz, Isidor and Kabst (2017) study reveals a higher average 

entrepreneurial intention for men compared to women. However, although significant, the gender 

differences in entrepreneurial intention and the motivational constructs were small and can not 

sufficiently explain the substantial differences in actually starting a business. Furthermore, 

moderator analyses show differences in the gender-entrepreneurial intention relationship 

between Europe and the U.S. and between students and non-students. 

 

A study by Ismail, Abdullah and Othman (2010) indicate that there is significant difference 

between male and female undergraduates' perception towards various aspects of entrepreneurship 

and they find that the mean value of female's perception to be higher than that of males. Also, 

men are said to have more self-confidence in business than women (Mustapha and Selvaraju, 

2015; Wilson, Marlino and Kickul, 2007). The main difference between male and female 

involvement in entrepreneurship can be noted in terms of entrepreneurial self-efficacy and 

managerial skills (Mustapha and Selvaraju, 2015). There have also been claims that females 

show more interest in entrepreneurship education to enhance their skills, face challenges in their 

careers and build networks with local businessmen compared to males (Ismail, Abdullah and 

Othman (2010). Similarly, Mustapha and Selvaraju (2015) studies indicate that the number of 

women who own businesses is increasing rapidly in Africa, Asia, Eastern Europe and Latin 

America and majority of the 6.7 million privately held companies in the USA are women owned 

businesses (Wilson, Marlino and Kickul, 2007). 

 

Contrary to the findings of this study, Pawlak (2016) study suggests that there is no significant 

relationship between gender and entrepreneurial intention amongst Polish high school students. 

The same factors influence entrepreneurial intention for boys and girls in a Polish high school. 

Moreover it is surprising that level of variables perceived behavioural control is higher for girls 

than boys. It shows a change in women‘s current thinking about their role in Polish 

entrepreneurship. In the same vein, Mustapha and Selvaraju (2015) in their study found that 

gender is not an important factor in influencing the students to choose entrepreneurship as their 

future career pathway. The findings of this study are also at parallel with that of Kennedy, 

Drennan, Renfrow and Watson (2015) which discovered that males found starting a business 

more desirable and more feasible, and reported higher entrepreneurial intention. These results are 

in line with previous research findings (Davidsson 1995; Begley et al. 1997) and call attention to 

the fact that women lag behind men in their entrepreneurial interest. Reynolds‘ (1995) study 

found more than twice as many nascent entrepreneurs among males than among females in the 

US.  

 

Conclusions: 

 

In the light of the findings made by this study, it is concluded that: 

 



 

 

1. Personal attributes (gender) of Social Studies students of Ahmadu Bello University, 

Zaria-Nigeria significantly affects their entrepreneurial intentions and inclination;  

2. Female Social Studies students of Ahmadu Bello University found starting a business 

more desirable and more feasible, and reported higher entrepreneurial intention than their 

male counterparts. 

 

Recommendations: 

 

The study in the light of the findings and conclusions drawn, made the following 

recommendations: 

1. The entrepreneurship and other allied courses offered for all undergraduates of Ahmadu 

Bello University can be an appropriate avenue to expose and develop the students' 

intention to be entrepreneurs. This is where the university should play its role to motivate 

the students by providing the necessary training and courses to instill more positive 

attitude of the students towards entrepreneurship; 

2. Policy makers and educators in Ahmadu Bello University, Zaria-Nigeria while 

formulating policies and pedagogical interventions for undergraduate Social Studies 

students should ensure the adoption of gender-balanced instructional strategies for 

students overall development. 
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ABSTRACT 

 

The study was designed to explore the mediating role perceived desirability and moderating 

effect of supportive environment on the relationship between entrepreneurial knowledge and 

entrepreneurial career choice among university students in Nigeria. A survey research design 

was used to collect the data from a randomly selected sample of 432 final year students across 

six universities in the northern Nigeria. The study used Structural Equation Modelling (PLS-

SEM) to analyse the data obtained from the sample and to test the hypotheses in the model. The 

study established a significant positive relationship between entrepreneurial knowledge and the 

students‘ entrepreneurial career choice. However, the study found no significant relationship 

between supportive environment and the students‘ entrepreneurial career choice. Furthermore, 

the study established that perceived desirability significantly mediates the relationship between 

entrepreneurial knowledge and students‘ entrepreneurial career choice. In addition, the study 

established that supportive environment has no significant moderating effect on the relationship 

between perceived desirability and students‘ entrepreneurial career choice. The authors used 

cross sessional data to test the hypotheses on the students‘ entrepreneurial career choice. The 

study contributes a lot by providing valuable insights to various stakeholders in the field of 

entrepreneurship education and entrepreneurial career development such as educational 

institutions, curriculum developers, entrepreneurship educators, and policy makers.  

 

Keywords: Entrepreneurial career choice, entrepreneurial knowledge, perceived desirability, 

supportive environment. 

 

1. Introduction 

 

With the current economic recession world over, entrepreneurial career is being virtually put 

forward as a remedy for general unemployment and the quickest way to fast-track the economy 



 

 

growth and prosperity; thus  generating employment and reduce poverty. Accordingly, 

entrepreneurial activities support nations in developing their economies by increasing the levels 

of employment especially those countries that have previously suffered from high unemployment 

(Altinay, Madanoglu, Daniele, Lashley, 2012). In the recent years, attention has been focused on 

entrepreneurial career as leading economic factor for creating job opportunities, economic 

growth, wealth creation, poverty reduction, and positive social development (Ethugala, 2011; 

Kelley, Singer, & Herrington, 2012). In view of the importance of entrepreneurial career to the 

national economic growth and development,Rae, Penaluna and Dhaliwal (2011) argue the need 

for universities to develop in their graduates an entrepreneurial mind-set, skills and experience as 

part of their program of study.  

 

The nation‘s educational system has been focused as the essential factor for transforming 

graduates into entrepreneurial career as a viable alternative career option. Studies on 

entrepreneurship highlight on the critical role of entrepreneurship education in promoting 

entrepreneurial mind-set, entrepreneurial attitude, and entrepreneurship as a future career 

(O‘Connor, 2012; Lewrick, Omar, Raeside & Sailer, 2010).Entrepreneurial knowledge is 

important because it functions as drive that inspires potential entrepreneurs and encourages mass 

of inflow entrepreneurial activities into the nation. Recently, there has been greater interest in 

entrepreneurship education among nations which has been realised worldwide through an 

increased establishment of entrepreneurial education programmes within the higher educational 

institutions (Jones, Jones, Packham & Miller, 2008; Pittaway& Cope, 2007). In Nigeria, back to 

July 2004, the Nigerian universities were directed by the National Universities Commission 

(NUC) to introduce entrepreneurial studies in their curriculum as the way forward for solving 

severe youth and graduates unemployment problem in the country (Uduak & Aniefiok, 2011). 

 

However, despite several efforts by various governments in Nigeria many graduates do not 

prefer entrepreneurship as a career option and subsequently only few become entrepreneurs after 

graduation (Oriarewo, Agbim & Aondoseer, 2013). Accordingly, Duru (2011) urged the need for 

transformation of the individual‘s mind-set of average Nigerian particularly the youths towards 

embracing entrepreneurial career which the desires are lacking. Therefore, the purpose of this 

study is to investigate the role perceived desirability and supportive environment in addition to 

acquired entrepreneurial knowledge as determinants for graduates‘ entrepreneurial career choice 

in Nigeria. To achieve this goal, some hypotheses were formulated and tested. 

 

2. Literature Review: 

 

2.1 Entrepreneurial knowledge and Entrepreneurial career: 

 

The concept of entrepreneurial career has gained considerations among academicians and policy 

makers due to its critical role in providing innovation, creating new employment opportunities, 

and leading to increased economic growth and social wealth in the economy (Altinay, et al., 

2012; Malchow-Møller, Schjerning & Sørensen, 2011).Several studies emphasised that 

entrepreneurial career plays a serious part in the improvement of the welfare of a society, and 

consequently influences the development of nations (Bosma, Wennekers & Amorós, 2012; 

Karimi, Chizari, Biemans & Mulder, 2010).Accordingly, entrepreneurial career choice can be 

seen as the conscious decision for involvement of a person to start a new business and thereby 



 

 

become an entrepreneur (Drennan, Kennedy & Renfrow, 2005;Souitaris, Zerbinati& Al-Laham, 

2007). 

 

On the other hand, several studies recognized the position of entrepreneurial knowledge in the 

promotion of entrepreneurial career as a potential alternative career option for university and 

college graduates and encourage favourable attitudes towards entrepreneurial career (Alvarez & 

Jung, 2003; Göksel & Aydıntan, 2011).Accordingly, entrepreneurial knowledge promotes 

entrepreneurial spirit and stimulates entrepreneurial alertness, which can be leveraged to 

discourse numerous subjective norms and resource barriers to entrepreneurial activities 

(Draycott& Rae, 2011; Packham, Jones, Miller, Pickernell, &Brychan, 2010; Verheul, Thurik, 

Grilo, & van der Zwan, 2012). In fact, several studies reported substantial evidences supporting 

the positive relationship between entrepreneurial knowledge and new venture creation (Martin 

Cruz, Rodriguez Escudero, Barahona&Leitao, 2009; Pittaway& Cope, 2007).Hence, we propose 

the following hypotheses: 

 

H1: Entrepreneurial knowledge positively influences participated students‘ entrepreneurial career 

choice. 

H2: Entrepreneurial knowledge positively influences participated students‘ perceived desirability 

for entrepreneurial career. 

 

2.2 Perceived desirability and Entrepreneurial career: 

 

Perceived desirability as relates to entrepreneurial career reflects an individual affection toward 

the status of an entrepreneur as an alternative career (Liñán, Rodríguez-Cohard & Rueda-

Cantuche, 2011; Seta, 2013). Furthermore, perceived desirability is seen as the individual 

personal subjective judgement for attractiveness of starting a business and it closely knit with 

Ajzen‘s personal attitude and the subjective norm constructs (Krueger Jr, Reilly & Carsrud, 

2000).Accordingly, entrepreneurial career choice depends on individual‘s personal desires or 

attractiveness of entrepreneurial career as an alternative career option (Wang, Lu, & Millington, 

2011). In other words, if entrepreneurial career is perceived as a desired career option, such 

perception positively influences individual‘s decision on entrepreneurial career choice (Guerrero, 

Rialp, &Urbano, 2006). 

 

An individual‘s perceived desirability for an entrepreneurial career is an affective attitudinal 

judgment regarding the value of expected entrepreneurial behaviour which in turn, is affected by 

personal attitudes, values, and feelings, which are products of the individual‘s unique social 

environment (Giagtzi, Reader &Darnihamedani, 2013). Previous studies argued that perceived 

desirability is instrumental in the formation of entrepreneurial career intention (Brijla, 2011; 

Sagiri & Appolloni, 2009). In other words, if entrepreneurial career is perceived as desirable, 

such perception will positively influence an individual‘s entrepreneurial career choice (Guerrero, 

et al., 2006). Furthermore, Perceived desirability echoed on the personal attractiveness for 

entrepreneurial career and very closely relates to Ajzen‘s attitude toward behaviour and 

subjective norm variables (Krueger et al., 2000). Therefore, based on these we propose the 

following hypotheses: 

H3: Perceived desirability positively influences participated students‘ entrepreneurial career 

choice. 



 

 

H4: Perceived desirability mediates the relationship between entrepreneurial knowledge and 

students‘ entrepreneurial career choice. 

 

2.3 Supportive Environmentand Entrepreneurial career: 

 

Several studies reported that supportive environment in form of favourable regulatory, cognitive 

and normative institutions positively influence the rate of business start-ups and entrepreneurial 

career activities in an economy (Falck, Heblich & Luedemann, 2012). According to Reynolds, 

Bosma, Autio, Hunt, De Bono, Servais, Lopez-Garcia and Chin (2005) regulatory institutions 

provide favourable laws and regulations for promotion of new business formation and processes 

as well as mechanism supportive of individuals‘ entrepreneurial efforts. However, Engle et al. 

(2011) maintain that cognitive institutions refer to the level of knowledge and information shared 

in society in relation to entrepreneurial career option and new venture creation. Manolova, Eunni 

and Gyoshev (2008)see normative institutions as the acceptability and admiration of innovation, 

creativity and entrepreneurial careers in society. 

 

In addition, other studies suggest that perceived desirability towards entrepreneurial career is 

higher when individuals are to be evaluated within a supportive environment (Chen, Greene 

&Crick, 1998). Empirically, several studies on supportive environment advocate that individuals 

with preserve rules and regulations, available training and counselling services to start-up new 

venture; demonstrate higher chances for entrepreneurial career choice (Franke & Luthje, 2004; 

Valliere & Peterson, 2009). Furthermore, factors such as the accessibility for funds, presence of 

infrastructural facilities, and the presence of institution of higher education for training and 

research are also recommended as critical nurturing of new venture developments and 

entrepreneurial career (Kim, Aldrich, & Keister, 2006; Kristiansen & Indarti, 2004). Therefore, 

we propose the following hypotheses: 

 

H5: Supportive environment positively influences university students‘ entrepreneurial career 

choice. 

H6: Supportive environment positively moderates the relationship between entrepreneurial 

knowledge and students‘ entrepreneurial career choice. 

H7: Supportive environment positively moderates the relationship between perceived desirability 

and students‘ entrepreneurial career choice. 

 

3. Methodology: 

 

3.1 Participants and procedures: 

 

The population of the study consists of 432 final students across six randomly selected federal 

universities in the Northern Nigeria. A stratified random sampling technique was used to draw 

the students‘ sample from diverse academic field in the selected universities including 

agricultural science, business, engineering and technology. In the process of data collection, 

questionnaire forms were personally administered by the researchers with the aid of research 

assistants across the selected universities in the sample of the study. The demographic profile of 

the respondents was presented in table 1. 

 



 

 

Table1. Demographic profile of the respondents (n = 432) 

Demographic variable Category Frequency Percentage (%) 

Age 18-29 

30-39 

40-49 

50 & above 

358 

63 

9 

2 

82.87 

14.58 

  2.08 

  0.46 

Gender Male 

Female 

285 

147 

65.97 

34.03 

Area of study Business 

Agriculture 

Engineering 

Technology 

199 

98 

48 

87 

46.06 

22.69 

11.11 

20.14 

Parent self-employed Yes 

No 

280 

152 

64.81 

35.19 

Closed relative self-

employed 

Yes 

No 

303 

129 

70.14 

29.86 

Occupational experience Self-employed  

Civil servant 

Working for others 

Apprenticeship 

Unemployed  

99 

66 

47 

46 

174 

22.92 

15.28 

10.87 

10.65 

40.28 

 

3.2 Instrumentation and Measures of Variables: 

 

3.2.1Entrepreneurial career choice: 

 

Entrepreneurial career choice which is describes as a conscious decision made by individual to 

start a new business and thereby become an entrepreneur (Drennan, Kennedy & Renfrow, 2005; 

Souitaris, et al., 2007). Similarly, Moriano, Gorgievski, Laguna, Stephan & Zarafshani, (2012) 

view entrepreneurial career choice is a conscious and precise decision made for preference of 

entrepreneurship as career. The construct was measured using 14 items adapted from the work of 

Moy, Luk, and Wright (2003)and the items were rooted from the previous work of Theng and 

Boon (1996). 

 

3.2.2Entrepreneurialknowledge:  

 

Entrepreneurial knowledge is view as a process which aims at develops in students‘ 

entrepreneurial mind-sets, behaviours, skills and capabilities, thereby creates future graduate 

entrepreneurs (Chang & Rieple, 2013). Accordingly, entrepreneurial knowledge enhances the 

students‘ ability to identify business opportunities around them and their employability skills 

(Draycott & Rae, 2011; Matlay, 2011).In this study, entrepreneurial knowledge was measured 

using six items which were adapted from Liñán (2008). 

 

3.2.3Perceived Desirability: 
 



 

 

Perceived desirability is the extent at which individual perceived the status of an entrepreneur 

career as an attractive career option (Botsaris &Vamvaka, 2012). The construct is view as the 

personal attractiveness for entrepreneurial career and very closely relates to Ajzen‘s attitude 

toward behaviour and subjective norm constructs (Krueger et al., 2000). In this study, perceived 

desirability was measured using seven items adapted from Liñán (2008).  

 

3.2.4Supportive Environment: 

 

Supportive environment is view as a mixture of factors surrounding the business atmosphere that 

play an important role in the promotion of entrepreneurial career and entrepreneurial activities 

(Chen et al., 1998; Mauer et al., 2009). Similarly, Shapero and Sokol (1982) describe supportive 

environment to include societal support, credible and tacit information, credible role models as 

well as physical properties. The construct was measured was using ten items adapted from 

Turker, Onvural, Kursunluoglu, and Pinar, (2005). Table 2 presents the summary of the measures 

of the constructs and their primary sources. 

 

 

Table 2: Summary of measures of variables 

Variables No. of 

items 

Cronbach‘s 

alpha 

Sources  

Entrepreneurial career 

choice 

14 0.78 Jane, et al., (2003),Theng and Boon 

(1996). 

Entrepreneurial knowledge 8 0.86 Liñán (2008). 

Perceived Desirability 7 0.82 Liñán (2008). 

Supportive Environment 10 0.83 Turker, et al. (2005) 

 Note: All variables were measured on a 5-point Likert scale. 

 

3.3 Method of Data Analysis: 

 

PLS-SEM approach was used to assess the entire measurement model and analyse the 

relationship among the latent variables and their measures. Accordingly, Smart-PLS version 2.0 

was used evaluate the goodness of the measurement model by testing the reliability and the 

validity of the constructs of the study via PLS-SEM algorithm. In addition, a multivariate data 

analysis was ran using PLS-SEM bootstrapping to evaluate the structural model and test the 

hypothesis of the study. 

 

4. Results: 

 

4.1 Measurement Model: 
 

The PLS-SEM Algorithm in figure 1 was used to evaluate the goodness of the measurement 

model in the study. Accordingly, Hair, Hult, Ringle, and Sarstedt, (2013) suggest that reliability 

and validity index remain the two main criterions used in PLS-SEM analysis to evaluate the 

goodness of measurement model. The results in table 3 demonstrates the composite reliability of 

the latent variables ranges between 0.85 to 0.88 for the entire latent variables; therefore satisfied 

the suggested level of 0.70 and above (Hair, Black, Babin& Anderson, 2010). Similarly, the 



 

 

result illustrates that average variance extracted (AVE) ranges from 0.510 to 0.535 for the entire 

model. Hence, the result indicates the AVE for the entire variables exceeded the threshold level 

of 0.50, so supporting the convergent validity for the entire model (Hair,et al., 2013). 

 
Figure 1: PLS-SEM Algorithm 

 

Table 3: indicators loading, internal consistency and average variance extracted (AVE) 

Construct Indicator Loading Composite 

Reliability 

AVE 

Entrepreneurial career choice ECC05 0.137 0.882 0.518 

 ECC09 0.128   

 ECC10 0.124   

 ECC11 0.162   

 ECC12 0.127   

 ECC13 0.167   

 ECC14 0.156   

Entrepreneurial Knowledge EEK03 0.175 0.862 0.510 

 EEK04 0.186   

 EEK05 0.142   

 EEK06 0.157   

 EEK07 0.160   

 EEK08 0.180   

Perceived Desirability  PDE01 0.165 0.880 0.513 

 PDE02 0.143   

 PDE03 0.153   

 PDE04 0.095   

 PDE05 0.160   

 PDE06 0.154   

 PDE07 0.129   

Supportive Environment SEN01 0.225 0.850 0.535 

 SEN02 0.229   

 SEN03 0.186   



 

 

 SEN04 0.207   

 SEN06 0.153   

 

In addition, table 4 illustrates the squared of inter-construct correlations (off the diagonal side) 

and the AVEs (diagonal side in bold) of the entire constructs in the model. The result established 

that the AVEs values of the entire constructs in the model are more than the values of squared 

inter-constructs correlations; hence fulfilled the requirement for discriminant validity. Therefore, 

the results confirm the validity and reliability of the constructs in the model (Hair, Sarstedt, 

Ringle, & Mena, 2012). 

 

Table 4: Square root of AVE and correlation of latent variables 

 
1 2 3 4 

ECC 0.720    

EEK 0.514 0.714   

PDE 0.566 0.465 0.716  

SEN 0.293 0.445 0.396 0.732 

  

4.3 Structural Model: 

 

PLS-SEM bootstrapping at 5000 sub-sample was used to evaluate the structural model of the 

study. Equally, the study assessed structural model to establish the significance of the path 

coefficients in the study and test the hypotheses in the study (Figure 2). Tables 5, 6 and 7 

demonstrate the results of the hypotheses test, path coefficients, t-values and p-values for both 

direct and indirect relationships in the model. 

 
Figure 2: PLS-SEM Bootstrapping 

 

Table 5: Path coefficients and hypotheses testing (Direct relationship) 

Hypothesis Path Beta Standard 

Error 

T-value P-

value 

Decision 

H1 EEK -> ECC 0.326 0.054 6.0635 0.00 Supported 



 

 

H2 EEK -> PDE 0.465 0.047 10.002 0.00 Supported 

H3 PDE -> ECC 0.421 0.065 6.4584 0.00 Supported 

H5 SEN -> ECC -0.019 0.044 0.4349 0.33 Not 

supported 

Note: Significant at 0.01 (1-tailed). 

 

From the results in table 5, hypothesis 1 assumes a positive association between entrepreneurial 

knowledge and entrepreneurial career choice. Accordingly, the result in table 5 reveals that there 

is a positive and a significant association between entrepreneurial knowledge and entrepreneurial 

career choice (ß = 0.326, t = 6.0635, p < 0.00); therefore, H1 is supported. Equally, the result 

demonstrates a significant association between entrepreneurial knowledge and perceived 

desirability (ß = 0.465, t = 10.002, p <0.00) as hypothesis 2 assumes; thus, H2 is supported. In 

addition, the result also reveals that a positive and significant association exist between perceived 

desirability and entrepreneurial career choice (ß = 0.421, t = 6.4584, p <0.00); thereby the result 

shows support for H3.In contrary, the result indicates no positive association between supportive 

environment and entrepreneurial career choice (ß = -0.019, t = 0.4349, p < 0.33) as hypothesis 5 

assumes; hence H5 is not supported.  

 

Table 6: Path coefficients and hypotheses testing (indirect relationship) 

Hypothesis Path Beta Standard 

Error 

T-value P-

value 

Decision 

H4 EEK -> PDE -> 

ECC 

0.198 0.039 5.035 0.00 Supported 

Note: Significant at 0.01 (1-tailed). 

 

Hypothesis 4 assumes perceived desirability mediates the association between entrepreneurial 

knowledge and entrepreneurial career choice. The result in table 6 discloses the t-value of 5.035 

(ß = 0.198, p < 0.00) is higher than threshold of 1.64 and above at 0.05 level of significance 

(Hair et al., 2010); hence H4is supported. The result demonstrates that perceived desirability 

mediates the association between entrepreneurial knowledge and entrepreneurial career choice. 

 



 

 

Figure 3: PLS-SEM Bootstrapping (Moderation test) 

 

Table 7: Path coefficients and hypotheses testing (moderation test) 

Hypothesis Path Beta Standard 

Error 

T-

value 

P-value Decision 

H6 EEK * SEN -> 

ECC 

-

1.008 

0.420 2.403 0.01 Supported 

H7 PDE * SEN -> 

ECC 

0.062 0.333 0.187 0.43 Not 

supported 

Note: Significant at 0.01 (1-tailed). 

 

The result in table 7 indicates that the interaction term is significant EEK* SEN in relation to 

ECC (ß = -1.008, t = 2.403, p <0.01), hence H6 is supported. In contrary, the result shows no 

significant effect of the PDE * SEN interaction term in association between PDE and ECC (ß = 

0.062, t = 0.187, p <0.43), therefore H7 was not supported.  

 

5. Discussion: 

 

The study was designed to empirically test the mediating role of perceived desirability and 

moderating effect of supportive environment in the relationship between entrepreneurial 

knowledge and students‘ entrepreneurial career choice. The study was conducted using a sample 

of final year students from different faculties across six universities in the northern Nigeria. As 

assumed, the finding related to the H1 was found to be positively significant; henceforth the 

result empirically supported H1. This finding concurs with the outcomes of the previous studies 

that report entrepreneurial knowledge positively influences entrepreneurial career choice (Block, 

Hoogerheide &Thurik 2011; Engle, Dimitriadi, Gavidia, Schlaegel, Delanoe, Alavarado, He, 

Buame, & Wolff, 2010; Giacomin, Janssen, Pruett, Shinnar, Llopis & Toney 2011). In addition, 

the result demonstrated that entrepreneurial knowledge impact positively on perceived 

desirability; hence supporting H2. Furthermore, the result indicated that perceived desirability 

positively influence the students‘ entrepreneurial career choice; consequently, H3 is thereby 

supported. However, the result reported no significant relationship between supportive 

environment and students‘ entrepreneurial career; therefore H4 is not supported. This result is 

contrary to other previous studies that reported supportive environment promotes entrepreneurial 

career choice (Engle, et al., 2010; Manolova et al., 2008; Reynolds 2011). 

 

Accordingly, the result also highlighted on the indirect relationships between the entrepreneurial 

knowledge and entrepreneurial career choice as predicted in the model of this study. The finding 

reveals that perceived desirability can significantly mediate the association between 

entrepreneurial knowledge and students‘ entrepreneurial career choice; indicating the acceptance 

of H5. Therefore, these suggest that the impact of entrepreneurial knowledge on students‘ 

entrepreneurial career choice can be enhanced by improving the students‘ perceived desirability 

as an intervening factor. In addition, the result of the moderation test demonstrated supportive 

environment has a significant positive moderating effect on the relationship between 

entrepreneurial knowledge and the students‘ entrepreneurial career choice; hence the H6 is 

supported. In contrary, the result indicated that supportive environment has no significant 



 

 

moderating effect on the relationship between perceived desirability and the students‘ 

entrepreneurial career choice; hence the H7 is not supported. 

 

6. Conclusion: 

 

The empirical findings from the study revealed a strong positive association was found among 

entrepreneurial knowledge, perceived desirability and students‘ entrepreneurial career choice. 

These findings are in agreements with earlier studies that reported entrepreneurial knowledge 

and perceived desirability positively influences students‘ entrepreneurial career choice. 

However, in contrary the findings revealed no significant association between supportive 

environment and students‘ entrepreneurial career choice. In addition, perceived desirability was 

statistically found to mediate the association between entrepreneurial knowledge and students‘ 

entrepreneurial career choice. Furthermore, the findings revealed that association between 

entrepreneurial knowledge and students‘ entrepreneurial career choice was significantly 

moderated by supportive environment. In contrary, the findings revealed supportive environment 

did not moderate the association between perceived desirability and entrepreneurial career 

choice. Henceforth, the implications for entrepreneurship researchers and educators are to find 

and adopt teaching methods that boots students‘ perceived desirability which in turn increases 

the students‘ entrepreneurial career choice. In addition, universities authorities should provide 

adequate supportive environment to encourage the students‘ entrepreneurial career choice. 
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ABSTRACT 

 

For years the performance of public sector employees has been questioned especially in 

developing countries like Nigeria where employees are expected to exert more efforts in 

discharging their assigned responsibilities. On the premises of Social Exchange Theory (SET), 

this study examined the effect of HRM practices on public sector employees‘ task performance 

using a sample of 265 Civil Servants drawn from 27 local government employees in Jigawa state 

of Nigeria. Using the Partial Least Square Structural Equation Modeling (PLS SEM) the findings 

revealed that HRM practices including training, compensation, autonomy, communication and 

career planning had a significant positive relationship with employees‘ task performance. The 

results suggested that application of effective HRM practices in organization will promote high 

performance of employees not only in the private sector alone as indicated by many studies, but 

also within the public sector organizations.  

 

Keywords: HRM Practices, Task Performance, Civil Service, Public Sector 

Employees 

 

1.0 Introduction 

 

Extent literature on performance revealed that the performance of employees in organizations 

has a strong influence on the success or failure in attaining organizational objectives. This can be 

attributed to the reason why most organizations nowadays unlike before considered their 

employees as a strategic assert rather than a cost to the organization. Thus, effective management 

of human resource practices like training, participation, compensation, empowerment etc enables 

organization to gain competitive advantage over others (Pfeffer, 1995; Tessema, Craft, Subhani, 

& Tewold, 2015). The main reason for this was that, organizations whether private or public 

most operate and cooperate with people in order to successfully attain their objectives (Tessema 

et al., 2015) 

 

The Public sector organizations especially the mainstream civil service of the developing 

countries like Nigeria is considered to be a labour- intensive organizations considering the 

number and the huge budgetary allocation spent every year on their recurrent expenditure. For 

instance, for years the money spent on recurrent expenditures were always greater than the one 



 

 

spent on capital expenditures. However, despite these huge expenditure spent on the public 

servants, yet the performance of Nigerian civil servants over the years is characterized by 

inefficiency and ineffectiveness (Esu & Inyang, 2009), poor service delivery (Inyang & 

Akaegbu, 2014), low service quality (Dogarawa, 2011) among others. These performance related 

problems of the Nigerian civil service in particular and the public service in general led to 

several reform efforts in order to restore the lost glory of the service. While empirical evidence 

have documented that effective management of HRM practices promote higher employees‘ task 

performance, the poor performance of Nigerian civil service can be attributed to lack of effective 

HRM practices. For example, Onah (2012) reported that training practice (both on-the job and 

off-the job) in Nigerian civil service were not properly designed inline with the training needs 

but only based on individual personal ties. Similarly, compensation (remuneration and other 

fringe benefits) in the civil service is very low when compared with private sectors. This over the 

years have been leading to a number of strike actions within the civil service (Enoghase, 2014). 

Again the practice of communication (free flow of information) was for years been distorted due 

to the bureaucratic nature of Nigerian civil service (Afinotan, 2009). Relatedly, appointment and 

transfer of officer from private sectors to the mainstream civil service especially at federal level 

obstruct the career progression of many civil servants and distort their career planning  

(Magbadelo, 2016). To address these issues, this study was conducted with aim of understanding 

the influence of HRM practices (specifically, training, compensation, job autonomy, 

communication and career planning) on employees‘ task performance within the context of 

Nigerian civil service. 

 

2.0 Literature Review:  

 

2.1 Concept of Employee Task Performance: 

 

Task performance as conceptualized by Campbell (1990) is the proficiency or competency with 

which one (an employee) performs his/her assigned job tasks. It is also seen as the employees‘ 

behaviours that mainly concern with core task assigned to them in organization. Literature 

revealed that several other labels were used interchangeable with task performance such as  task 

behavior (Murphy, 1989), in-role performance (Bakker, Demerouti, & Verbeke, 2004), job 

specific  task proficiency (Campbell et al., 1990), technical proficiency (Lance, Teachout, & 

Donnelly, 1992). However,  whatever label used task performance is concerned with the quantity 

of work done, the quality of work and above all the job knowledge  (Campbell, 1990; Koopmans 

et al., 2011).  

 

2.2 HRM Practices and Employee Task Performance: 

 

Studies on different HRM practices were linked with different form performance i.e 

organizational performance, unit performance, departmental performance and individual 

performance (Knies & Leisink, 2014; Lee & Lee, 2009). As earlier mentioned, this study focuses 

only on five HRM practices (training, compensation, job autonomy, communication and career 

planning) and employees‘ task performance. Literature on HRM practices and performance 

suggested that specific HRM practices adopted by organizations do influences the attitude and 

behavior of employees (Alfes, Shantz, Truss, & Soane, 2013; Lee & Lee, 2009; Sun, Aryee, & 

Law, 2007). However, majority of these studies are on organizational performance as only few 



 

 

studies considered the influence of HRM practices on employees task (individual) performance 

(Alfes et al., 2013).  

 

HRM practices are group of interconnected and carefully designed organizational practices 

typically conceived to improve performance at different levels (Boselie, Dietz, & Boon, 2005). 

Thus, implementing them is based on the assumption that the organization intends to promote 

higher performance by investing on employees. 

 

Training  & development of employee  in organization is considered to be one of the most 

important ways through which organization used to socialized and motivate their  employees and 

also equip them with necessary knowledge, skills  and abilities  that are required in 

accomplishing the organizational goal (Cappelli, Singh, Singh, & Useem, 2010). Effective 

training and development of employee contribute to the development of positive changes in 

employees attitude and behaviours.  Previous studies revealed that there is a positive relationship 

between training and task performance (Cho & Yoon, 2009; Tessema & Soeters, 2006).  

 

Compensation practice refers to all forms of financial returns and tangible benefits which 

employee receives as part of an employment contract (Milkovich & Newman, 1999). Similarly, 

John, (2003) considered compensation to encompasses all type of rewards that employees 

receive in an exchange for what they have performed towards achieving organizational 

objectives. Previous findings (Akhter, Siddique, & Alam, 2013; Nadarasa, 2013) indicated 

positive relationship between compensation practice and task performance. 

 

With regard to job autonomy, Hackman and Oldham (1975), conceptualized  job autonomy as 

the degree or level to which the work of an employee allows him substantial discretion and 

freedom in scheduling the job and determine the ways and procedure that will be use in 

conducting the work. Empirical work of Langfred and Moye (2004) and Gellatly and Irving 

(2001) proved that job autonomy had a positive influence on task performance arguing that 

allowing employee the freedom to discharge assigned responsibilities encouged them to exerted 

more efforts in performing their jobs.  

 

Communication as HRM practice refers to the exchange of organizational information (policies, 

procedures, and practices) between organization and employees about their job (Kehoe & 

Wright, 2013). Previous studies had shown that when employees that enjoyed open upward and 

down ward communication with their management (organization) they are more likely to build 

an effective and good work relationships that will enhance their performance and above all 

contribute to the overall organizational productivity (Gray & Laidlaw, 2004; Tsai, Chuang, & 

Hsieh, 2009). 

 

Career planning being an important HRM practice that identify employees‘ career preferences 

and setting up a development objective by establishing an action plans that enable employees 

match their capabilities and interests with organizational available opportunities (Ismail, Adnan, 

& Bakar, 2014). Scholars like (Gardner, Wright, & Moynihan, 2011),  suggested that employees) 

mostly prefer to join the organization that provides enough opportunities to attain career goals. 

Effective career planning practice in organizations provide opportunities for employees to 



 

 

develop and improve their skills, administrative knowledge and new technologies that increase 

the employees‘ abilities and performance (Pynes, 2009). 

 

Drawing upon social exchange theory (Blau, 1964) which argued that relationships in 

organizational set up (between employees and organizations/management) are governed based 

on social and economic exchanges (Kehoe & Wright, 2013). The social exchange theory (Blau, 

1964) has been used extensively to explained the relationships between several HRM Practices 

and performance at different levels. Also, Public Administration scholars (Gould-Williams, 

2007; Gould-Williams & Davies, 2005) employed the theory to explained performance outcomes 

in the context of public organizations. Social Exchange Theory suggests that when organizations 

invest on its employees through effective HRM practices then employees are assumed to 

consider such investment in them as an expression of organization‘s been supportive and 

intention to engage them on long term relationships (Sun et al., 2007). Therefore, in return the 

employees reciprocate with behaviors that benefit the organization towards efficient attainment 

of goals. For instatnce, traing and development of employees signal that the organization valued 

the employees and prepared them for future career prospect within the organization. allowing the 

employees to plan their work through job autonomy signalled that the organization trust them. 

Also Career planning practice of organization is an indication that the organization appreciates 

and recognizes the employees long term value. Therefore, in combination HRM Practices signals 

to the employees that their organization is desirous to form a long term social exchange (Kehoe 

& Wright, 2013). Based on the above empirical and theorical support, the following hypotheses 

were formulated: 

 

H1: Training will be positively and significantly related with employee task performance 

H2: Compensation will be positively and significantly related with employee task 

performance 

H3: Job autonomy will be positively and significantly related with employee task 

performance 

H4: Communication will be positively and significantly related with employee task 

performance 

H5: Career planning will be positively and significantly related with employee task 

performance 

 

3.0 Method: 

 

Data for this study was collected from all the 27 local government areas of Jigawa state. 265 civil 

servants in Jigawa state, Nigeria participated. Self administered questionnaire was adopted using 

a cross sectional method. The researcher explained to all the respondents the purpose of the study 

and assured them on that they will remain anonymous.  Out of the 265 participants, 244 

representing 92% were male, while the remaining 21 that represent 8% were female. Majority of 

the participants 46% had Degree/ HND, while 38% had Diploma as their highest educational 

qualifications. With regard to year of service, majority of the participants representing 63% spent 

morethan seven years with the state civil service. 

 

3.1 Measures: 

 



 

 

In measuring all the six latent constructs previously reliable and validated measures were used 

and they were all found to be reliable and valid. The participants were asked to rate their degree 

of agreement or otherwise based on five point Likert scale ranging from 1 = strongly disagree, 

and 5 = strongly agree.   

 

Training: Training was measured using six (6) items of perceived training & development from 

Lam, Chen, and Takeuchi (2009). Compensation: compensation was measured using six items 

developed by Amin, Ismail, Abdul Rasid, and Selemani (2014). Job autonomy: Job autonomy 

was measured by nine items developed by Breaugh (1999). Communication: Communication 

practice was measured by six items developed Den Hartog, Boon, Verburg, and Croon (2013). 

Career planning: Career planning practice was measured by six items from the work of  and 

lastly, Task Performance was measured with six items of Tsui, Pearce, Porter, and Tripoli 

(1997). 

 

4.0 Analysis and Results: 

 

The main instrument of analysis in this study was Partial Least Square Structural Equation 

Modeling (PLS SEM). The PLS SEM was considered appropriate for the study because it enable 

researchers to estimates both the relationships between constructs  popularly called the structural 

model and the relationships between items (indicators) and their corresponding constructs ( the 

measurement model) at the a time (Lohmöller, 2013). Again, the study aim to predict employees 

task performance which is the endogenous latent variable (Hair, Ringle, & Sarstedt, 2011). 

 

Assessment of measurement model 

 

In assessing the measurement model, the items reliability and validity were all ascertained. As 

suggested by  scholars (Hair et al., 2011; Hair Jr, Hult, Ringle, & Sarstedt, 2014), the reliability 

of individual items was ascertained by looking at the outer loadings of constructs using a rule of 

thumb of .50. Based the rule items with low loading were deleted.   

 

Table 1: loadings and reliability 

Variables Items Loadings CR AVE 

Training TRN02 .702 .821 .534 

 

TRN03 .715 

  

 

TRN04 .773 

  

 

TRN05 .731 

  Compensation CMP03 .812 .850 .589 

 

CMP04 .789 

  

 

CMP05 .651 

  

 

CMP06 .806 

  Job Autonomy AUT01 .776 .829 .549 

 

AUT02 .745 

  

 

AUT03 .738 

  

 

AUT06 .704 

  Communication COM02 .787 .858 .601 



 

 

 

COM03 .740 

  

 

COM04 .788 

  

 

COM06 .785 

  Career Planning CPL02 .749 .866 .564 

 

CPL03 .752 

  

 

CPL04 .761 

  

 

CPL05 .756 

  

 

CPL07 .736 

  Task Performance TSK01 .703 .864 .514 

 

TSK02 .710 

  

 

TSK03 .715 

  

 

TSK04 .719 

  

 

TSK05 .752 

  

 

TSK06 .702 

   

Composite reliability was used in ascertaining the internal consistency of all the six major latent 

constructs. In this regard, Hair Jr et al. (2014) suggested  .70  be the minimum value for 

composite reliability coefficient. Based on this rule of thumb, all the six constructs had recorded 

a good composite reliability coefficient above the minimum yardstick ( see Table 1). In addition, 

discriminant validity was tested by comparing the correlation among the construct and the values 

of variance average extracted (AVE) as suggested by Fornell and Larcker (1981). Results as 

shown in Table 2 suggested that the squared roots of all the latent constructs are greater that the 

correlations among the variables, thus indicating adequate discriminant validity (Fornell & 

Larcker, 1981).  

 

Table 2: Discriminant validity  

     Latent Variables 1 2 3 4 5 6 

1. Training  .731 

     2. Compensation  .642 .767 

    3. Job Autonomy  .456 .513 .741 

   4. Communication .599 .467 .384 .775 

  5. Career Planning .568 .516 .470 .716 .751 

 6. Task Performance .623 .586 .501 .614 .654 .717 

 

Assessment of Structural model 

 

As suggested by scholars (Hair, Sarstedt, Ringle, & Mena, 2012), bootstrapping procedure was 

followed in assessing the structural model. In this regard, 5000 bootstrap samples and 265 cases 

was used.   Figure 1 and Table 3 provides detail results of the structural model. 



 

 

 
 

Figure 1: Structural Model 

 

 

 

 

Table 3: Relationships  

Relationship Beta Std. Error T Statistics Decision 

Training -> Task Performance .197 .064 3.071*** Supported 

Compensation  -> Task Performance .174 .087 1.997** Supported  

Job Autonomy -> Task Performance .130 .051 2.531*** Supported  

Communication-> Task Performance .173 .075 2.317*** Supported  

Career Planning-> Task Performance .268 .064 4.179*** Supported  

 

The results above, indicated that training had a significant positive relationship with task 

performance (β= .197, p < .01). Thus, hypothesis 1 is supported. Similarly, compensation was 

found to have a significant positive relationship with task performance (β= .174, p < .05). 

Therefore, hypothesis 2 is also supported. Relatedly, Job autonomy was found to have strong 

significant positive relationship with task performance (β= .130, p < .01). Likewise, 

communication practice had significant positive relationship with task performance (β= .173, p < 

.01). Finally, career planning also had a strong significant positive relationship with task 

performance (β= .268, p < .01). These also suggested that hypotheses 3, 4 and 5 were all 

supported.  

 

5.0 Discussion: 

 



 

 

The main aim of this study was to examine the influence of HRM practices (specifically training, 

compensation, job autonomy, communication and career planning) on employees‘ task 

performance within the context of public service. In line with hypothesis1, the finding revealed 

that training had a significant positive influence on task performance. This result concurred 

previous findings (Cho & Yoon, 2009; Tessema & Soeters, 2006). This suggested that adequate 

training of public servants enable them to acquire the necessary skills, knowledge and 

experience. Thus, in return the employees will perform their assigned task efficiently and 

effectively. Consistent with hypothesis 2, the result revealed that provision of appropriate and 

regular compensation that match employees skills, abilities and contributions will make them to 

feel been fairly rewarded and in turn be more willing to perform different task that enable the 

organization to achieve goals. This result was inline with previous findings (Akhter et al., 2013; 

Nadarasa, 2013). With regard to hypothesis 3, result of the PLS SEM suggested that job 

autonomy had a significant positive influence on task performance. This also concurred the 

previous study of Cho and Yoon (2009). This further proved that allowing public servants the 

freedom to use their discretions in discharging assigned responsibilities give them the feeling of 

been trusted and in return exhibited higher performance. Hypothesis 4 suggested communication 

practice will be positively related with task performance. As expected, the findings revealed 

significant positive relationship between communication and task performance. Similar result 

was also reported by Neves and Eisenberger (2012). This suggested that open communication 

practice will enable the employee in the public service to have effective relationship and 

understating with management and accordingly increases organizational identification and 

performance. lastly, with respect to hypothesis 5, the results also indicated a significant positive 

relationship between career planning practice and task performance. this result also concurred 

the findings of Akhter et al. (2013) and (Nadarasa, 2013). This implied that when civil servants 

enjoyed effective career planning practice in organizations it will inspires them to excel in 

performing their assigned tasks. 

 

Implication for theory and practice 

 

This finding has several implications for both theory and practice within the field of public 

administration, human resource management and beyond. First, the findings provides additional 

theoretical implication by giving additional empirical evidence on the relationship between HRM 

practices and employees‘ task performance especially within the context of public service that 

received less attention. The study also validated social exchange theory within the African 

context. Thus, extending the understanding and influence of the social exchange theory beyond 

western and Asian continents. 

 

Secondly, in relation to practical implications the results of the study suggested that effective 

human resource management practice especially within the public/civil service is an important 

ways of improving the task performance of civil servants. As improving the task performance 

will ultimately enhances the overall organizational performance. Therefore, government and 

other related agencies can promote the performance of their employees by effective utilization of 

these important practices. 

 

However, despite the above important implications, this study has some limitations that create 

room for future studies. The use of data from only employee‘s perception and cross sectional 



 

 

method may lead to social desirability and common method bias. As participant may have 

tendency to exaggerate their performance responses. Thus, future study using multisource and 

longitudinal approaches will minimized these tendencies. 
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ABSTRACT 

 

While prior research has suggested that perceived organisational control and moral 

disengagement can influence workplace deviance, however relatively little research has 

examined the incremental validity of perceived organisational control in workplace deviance 

after controlling for moral disengagement. To address this void in human resource and 

organisational behaviour literature, the present study is an attempt to examine whether perceived 

organisational control account for incremental variance in workplace deviance, after controlling 

for moral disengagement.  We used a convenience sample of 256teaching staff from Federal 

Polytechnic Bida, Nigeria. We also used Hierarchical multiple regression analysis along with 

descriptive analysis and correlation analysis to examine the relationships among the key 

constructs Overall results suggest that moral disengagement accounted for a significant amount 

of variance relative to perceived organisational control.  

 

Keywords: incremental validity moral disengagement,organisational control, workplace 

deviance 

 

Introduction  

 

Over the past three decades, workplace deviance has emerged as an important construct of 

interest among researchers, practitioners and policy-makers(de Lara & Tacoronte, 2007; 

Diefendorff & Mehta, 2007; Kura, Shamsudin, & Chauhan, 2013b; Kura, Shamsudin, & 

Chauhan, 2015). This growing interest in workplace deviance is due to the negative 

consequences of such behaviours for both organisation and its members (Lawrence & Robinson, 

2007; Spector & Fox, 2002). According to Robinson and Bennett (1995),workplace deviance 

refers to a ―voluntary behaviour that violates significant organisational norms and in so threatens 

the well-being of an organisation, its members, or both‖ (p.556). Anecdotal evidence and some 

empirical research have documented the negative consequences of workplace deviance for both 

organisation and its members. For example, in the United States (U.S.), the use of drugs and 

alcohol in the workplace has been reported to have important negative consequences in 

increasing workplace injuries, turnover and absenteeism, as well as decreasing worker 

productivity, among others (U. S. Department of Health and Human Services, 2008). Research 

also highlights that victims of interpersonal deviance (i.e., deviant behaviour directed at 
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individuals) are more likely to experience job stress, low morale, decrease in productivity, as 

well as increase in fear and insecurity in the workplace (Henle, Giacalone, & Jurkiewicz, 2005).  

Research further indicates that workplace deviance has indirect costs to organisations, in terms of 

reduced labour productivity (Bowling & Gruys, 2010; Johnson, 2009), lowered organizational 

commitment (Gardner & Johnson, 2001), higher rates of turnover (Namie, 2007), and damaged  

organizations‘ growth and profitability, among others  (Lee & Ok, 2014). Workplace deviance is 

largely studied according to whether such behaviour is targeted against employing organisation, 

its members, or both (e.g., Arthur, 2011; Berry, Ones, & Sackett, 2007; Hastings & O‘Neill, 

2009; Henle et al., 2005; Hollinger & Clark, 1982; Kura et al., 2015; Lim, 2002; Mulki, 

Jaramillo, & Locander, 2006; Salgado, 2002; Shamsudin, 2003). 

 

A large volume of empirical research has been carried out to uncover the underlying causes of 

workplace deviance. To date, some of the factors that have been studied in relation to workplace 

deviance include perceived organizational justice (Aquino, Lewis, & Bradfield, 1999; Colquitt, 

Conlon, Wesson, Porter, & Ng, 2001; Near & Miceli, 2013; Shao, Rupp, Skarlicki, & Jones, 

2013), perceived organizational support (Eder & Eisenberger, 2008; Ferris, Brown, & Heller, 

2009; O'Reilly & Chatman, 1986), and psychological contract breach (Bandura, 1977, 1982; 

Jensen, Opland, & Ryan, 2010; Restubog, Bordia, & Tang, 2007; Zhao, Wayne, Glibkowski, & 

Bravo, 2007). Despite the abundance of research on workplace deviance, to date organisational 

researchers has offered no theoretical explanation as to incremental validity of perceived 

organisational control after controlling for moral disengagement in predicting workplace 

deviance. To address this void, the present study has examined the incremental validity of 

perceived organisational control after Controlling for moral disengagement among teaching staff 

of Federal Polytechnic Bida, Nigeria. 

 

Towards this end, the remainder of this paper is organized as follows. Section 2 reviews the 

relevant literature to develop research hypotheses. Section3 describes the method is employed in 

this study. Section 4 presents the results of the data analyses.  Section 5 provides a discussion of 

results in terms of its implications to theory and practice, before drawing a conclusion. 

 

Theory and hypotheses: 

 

Perceived organisational control and workplace deviance: 
 

While the workplace deviance construct has gained a lot of momentum for several decades now, 

literatures indicate a lack of agreement regarding not only the terminology used, but also the 

definition offered of what is considered to be a similar construct (Robinson & Bennett, 1997; 

Shamsudin, 2006). For example, researchers have given different names to the workplace 

deviance construct including, antisocial behaviour (Giacalone & Greenberg, 1997), delinquency 

(Hogan & Hogan, 1989), employee theft (Greenberg, 1990; Hollinger & Clark, 1982), 

workplace sabotage (Analoui, 1995; Harris & Ogbonna, 2006), workplace incivility (Andersson 

& Pearson, 1999), workplace aggression (Baron & Kenny, 1996), worker resistance (Thompson 

& Ackroyd, 1995), and cyber loafing (Lim, 2002). Although different terminologies are used, 

using different theoretical perspectives, organizational behaviour researchers seemingly agree 

that such behaviour could bring harm to both individuals and organization (Shamsudin, 

Chauhan, & Kura).  
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On the other hand, organisational control refers to the ―processes of influencing the behaviour of 

people as members of a formal organization with the goal of increasing the probability that they 

will achieve organizational goals‖ (Wilkes, Srinivasan, & Flamholtz, 2005, p. 1054). Prior 

research has established positive associations between perceived organisational control and 

various forms of workplace deviance. Specifically, Kura, Shamsudin, and Chauhan 

(2013a)showed that lack of organizational formal control increases the likelihood of employee 

deviant behaviour at work. Relatedly, disciplinary practices instituted by organisations have 

been found to be associated with decrease in cyber loafing (de Lara, Tacoronte, & Ding, 2006). 

From theoretical perspective, organisational control theory (Flamholtz, Das, & Tsui, 1985; 

Jaworski, 1988; Ouchi, 1979; Snell, 1992), postulates that formal control systems instituted by 

organisations play an important role in aligning the behaviour of employees with the 

organizational goals.  

 

Moral disengagement and workplace deviance: 

 

Moral disengagement has been defined as ―an individual's propensity to evoke cognitions which 

restructure one's actions to appear less harmful, minimize one's understanding of responsibility 

for one's actions, or attenuate the perception of the distress one causes others‖ (Moore, 2008, p. 

129). Several scholars (e.g., Tenbrunsel & Smith‐Crowe, 2008) have suggested that 

organisational researchers should attend to the role of cognitive processes in explaining deviant 

behaviour at work. Extant emperical studies have shown that moral disengagement relates to 

various forms of deviant behaviour at work. For example, In line with the principle of moral 

disengagement theory, Claybourn (2011) reported a significant positive relationship between 

moral disengagement and  workplace harassment. The author further contended that ―employees 

who reported relatively high tendencies for moral disengagement also were more likely to report 

having been subjected to more negative behaviours at work than those who reported low levels 

of moral disengagement (Claybourn, 2011, p. 295) In a related study, Christian and Ellis (2014) 

have establshed a significant and positive relationship between dissatisfaction and deviant 

behaviour at work. among 429 support personnel in Malaysian public service organizations.  

 

Moral disengagement theory also postulates that employees who are morally disengaged have 

higher tendancy to engage in behaviour that harms an organisation, its members, or both 

(Bandura, 1986; Bandura, 1999; Robinson & Bennett, 1995). Drawing on organisational control 

theory and the theory of moral disengagement, we contened that laxity of organisational formal 

control increases workplace deviance by encouraging employees to morally disengage. Thefore, 

based on the above empirical evidence and theoretical perspectives described previously, the 

following hypothesis is advanced: 

 

Hypothesis 1: Perceived organisational control has incremental validity beyond moral 

disengagement in predicting workplace deviance. 

 

Method: 

 

Participants: 
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This study employed a cross-sectional research design. Participants were 256teaching staff from 

Federal Polytechnic Bida, Nigeria. The descriptive statistics of the participants in terms of 

gender, age, marital status, and educational level are presented in Table 1. 

 

 



 

 

Measures: 

 

Perceived organisational control: 

 

To measure perceived organisational control, four items were adapted from de Lara, Tacoronte, 

and Ding‘s (2006) formal organisational control  scale. Each item used in formal organisational 

control scale was rated based on6-point Likert scale, ranging from ‗1‘ ―Strongly disagree‖ to ‗6‘ 

―Strongly agree.‖ Sample itemsare ―I perceive the proper use of my work tools may be checked 

by my polytechnic‖. ―I may be accused at any moment of not strictly fulfilling my job 

obligations‖. 

 

Moral disengagement: 

 

Moral disengagement was measured using the 8-item Boardley and Kavussanu‘s (2008) moral 

disengagement scale.  This scale has been found to be reliable and valid measure of moral 

disengagement (Boardley & Kavussanu, 2009; Stanger, Kavussanu, Boardley, & Ring, 2013; 

Traclet, Moret, Ohl, & Clémence, 2015).Inthe present study, responses were made on a 6-point 

Likert scale (1=strongly disagree and 6=strongly agree). Sample items are ―It is okay for a 

lecturer to work on a personal matter instead of work for his/her polytechnic‖. ―It is unfair to 

make an ethnic, religious, or racial remark or joke at work‖. 

 

Workplace deviance: 

 

Workplace deviance was assessed using Bennett & Robinson‘s(2000) measure of workplace 

deviance. Although this scale suggests two underlying dimension of workplace deviance, we 

followed the procedure adopted in the prior research (e.g.,Lee & Allen, 2002)by collapsing this 

two dimensions into a unidimensional scale. Thus, eleven items were adapted to measure 

workplace deviance. Participants respond to each statement using a 6-point Likert scale 

(1=strongly disagree to 6 = strongly agree). Sample items are ―Publicly embarrassed someone at 

work‖. ―Come in late to class without permission‖. 

 

Data Analysis Strategy: 

 

To assess the incremental validity of the perceived organisational control relative to moral 

disengagement in predicting workplace deviance, we used a hierarchical linear regression to test 

our hypothesis in two steps. In the first step, perceived organisational control was entered into 

the Predictive Analytics Software‘s regression analysis menu. We then entered the moral 

disengagement in the second step to ensure any observed effects for the perceived organisational 

control was not due to shared variance with other variable (i.e., moral disengagement). 

 

Results: 

 

Means, Standard Deviations, and Correlations of the Study Variables: 

 

The descriptive statistics, which comprised means, standard deviations, scale reliabilities, and 

correlations among the study variables, are presented in Table 2. As shown in Table 2, perceived 
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organisational control was negatively associated with workplace deviance(r = -.866; p<.001). 

Conversely, moral disengagement was positively related to workplace deviance(r= .876; 

p<.001). Regarding the scale reliabilities, Table 2 shows that all constructs had alpha values 

above .70, which well exceeded the recommended thresholds of 0.70 (Nunnally, 1978). Hence, 

Table 2 suggested a high level of internal consistency reliabilities. Finally, Table 2 shows that 

among the constructs, workplace deviance had the highest mean (M = 4.595, SD = 1.354), 

followed by moral disengagement (M = 4.184, SD = 1.300), and then perceived organisational 

control(M = 2.529, SD = 1.344). All items were measured on a six-point scale.  

 

Table 1  

Respondents‘ Demographic Statistics 

  Frequency Percentage 

Gender 

  Male 164 64.1 

Female 92 35.9 

Age group 

  21-30 years 8 3.1 

31-40 years 77 30.1 

31-40 years 81 31.6 

51 years and above 90 35.2 

Marital status 

  Married 147 57.4 

Single 109 42.6 

Educational level 

  Bachelor Degree 60 23.4 

Higher National Diploma 130 50.8 

Masters 60 23.4 

Others 6 2.3 

 

Table 2 

Descriptive Statistics, Scale Reliabilities and Correlations of the Study Variables 

    Mean SD 1 2 3 

1 Perceived organisational control 2.529 1.344 .910 
  

2 Moral disengagement 4.184 1.300 -.894
**

 .938 
 

3 
Workplace deviance 4.595 1.354 -.866

**
 .876

**
 .960 

Note. **. Correlation is significant at the 0.01 level (1-tailed). Entries shown in bold diagonal 

represents the Scale Reliabilities 

 

Incremental Validity of perceived organisational control and moral disengagement on 

workplace deviance: 
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As shown in Table 3, the Hierarchical regressions demonstrated that perceived organisational 

control significantly predicted workplace deviance in a negative direction. Conversely, moral 

disengagement was found to be significantly and positively related to workplace deviance. The 

results further established that moral disengagement is the main predictor of workplace deviance 

(β = .505; p< 0.01) relative to perceived organisational control (β = -.415; p< 0.01). Additionally, 

the results suggest that perceived organisational control accounted for an additional 75% of the 

variance in workplace deviance (p<0.001). Controlling for the moral disengagement, 

significantly accounted for 80% of explained variance in the second step for workplace deviance. 

 

Table 3 

Hierarchical multiple regression analyses predicting workplace deviance from perceived 

organisational control and moral disengagement (n=256) 

Predictor B SE β 

Step 1 

   intercept 6.802 .090 
 

Perceived organisational control -.872 .032 -.866*** 

Step 2 
   

intercept 3.453 .421 
 

Perceived organisational control -.418 .063 -.415*** 

Moral disengagement .526 .065 .505*** 

 

 

Step 1 Step 2 

R Square  

 

.750 .802 

Adjusted R Square 

 

.749 .800 

F  

 

763.915 511.992 

Sig   .000 .000 

Note. **. Regression is significant at the 0.01 level (1-tailed) 

 

Discussion and conclusion: 

 

The goal of the present study was to examine the incremental validity of perceived organisational 

control and moral disengagement in predicting workplace deviance among teaching staff from 

Federal Polytechnic Bida, Nigeria. The present study has provided additional evidence to the 

growing body of knowledge by suggesting that moral disengagement accounted for a significant 

amount of variance relative to perceived organisational control in the prediction of workplace 

deviance. This finding therefore showed that what matter most in predicting workplace deviance 

is moral disengagement rather than perceived organisational control. Furthermore, the findings 

of this study extended prior research demonstrating a relationship between perceived 

organisational control and workplace deviance(e.g., de Lara et al., 2006; Kura et al., 2013a), as 

well as between moral disengagement and workplace deviance (e.g., Christian & Ellis, 2014; 

Claybourn, 2011).   

 

Although the present study has extended prior research demonstrating a significant relationship 

between perceived organisational control and workplace deviance, as well as the link between 

moral disengagement and workplace deviance; there are several limitations in the present study 
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that ought to be acknowledged. First, the present study mainly involved teaching staff from 

Federal Polytechnic Bida, Nigeria. As such, it may not represent the general population of 

Nigerian polytechnics. Second, the cross-sectional research design could not allow valid 

conclusions to be drawn regarding the cause and effect. Additionally, given the dynamic nature 

of individuals,  it is important to employ longitudinal research designs in the future research to 

better capture the dynamism of the participants in predicting their deviant act in the workplace. 
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ABSTRACT 

 

Despite the fact that a considerable amount of research has contributed to our understanding of 

the underlying causes of workplace deviance, there is a paucity of research examining the role of 

organizational control in explaining deviant behaviour at work. Furthermore, the theory does not 

answer the research questions as to when and how and perceived organizational control predict 

workplace deviance. To address this gap, this paper proposes a conceptual model linking 

perceived organizational control to workplace deviance, with moral disengagement as a potential 

moderating variable.  
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Introduction 

 

Workplace deviance has been defined as a ―voluntary behaviour that violates significant 

organisational norms and in so threatens the well-being of an organisation, its members, or both‖ 

(Robinson & Bennett, 1995, p. 556). Workplace deviance is becoming increasingly important to 

researchers, practitioners and policy-makers because it could have negative consequences on 

both organization and its members (Lawrence & Robinson, 2007; Spector & Fox, 2002). For 

example, in the United States (U.S.), the use of drugs and alcohol in the workplace has been 

reported to have important negative consequences in increasing workplace injuries, turnover and 

absenteeism, as well as decreasing worker productivity, among others (U. S. Department of 

Health and Human Services, 2008). Research also highlights that victims of interpersonal 

deviance (i.e., deviant behaviour directed at individuals) are more likely to experience job stress, 

low morale, decrease in productivity, as well as increase in fear and insecurity in the workplace 

(Henle, Giacalone, & Jurkiewicz, 2005).  

 

Research further indicates that workplace deviance has indirect costs to organisations, in terms of 

reduced labour productivity (Bowling & Gruys, 2010; Johnson, 2009), lowered organizational 

commitment (Gardner & Johnson, 2001), higher rates of turnover (Namie, 2007), and damaged  

organizations‘ growth and profitability, among others  (Lee & Ok, 2014). Workplace deviance is 

largely studied according to whether such behaviour is targeted against employing organisation, 

its members, or both (e.g., Arthur, 2011; Berry, Ones, & Sackett, 2007; Hastings & O‘Neill, 
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2009; Henle et al., 2005; Hollinger & Clark, 1982; Lim, 2002; Mulki, Jaramillo, & Locander, 

2006; Salgado, 2002; Shamsudin, 2003). 

 

A considerable amount of research has been undertaken to understand the underlying causes of 

workplace deviance. To date, some of the factors that have been studied in relation to workplace 

deviance include perceived organizational justice (Aquino, Lewis, & Bradfield, 1999; Colquitt, 

Conlon, Wesson, Porter, & Ng, 2001; Near & Miceli, 2013; Shao, Rupp, Skarlicki, & Jones, 

2013), perceived organizational support (Eder & Eisenberger, 2008; Ferris, Brown, & Heller, 

2009; O'Reilly & Chatman, 1986), and psychological contract breach (Bandura, 1977, 1982; 

Jensen, Opland, & Ryan, 2010; Restubog, Bordia, & Tang, 2007; Zhao, Wayne, Glibkowski, & 

Bravo, 2007). Despite the abundance of research on workplace deviance, to date organisational 

researchers has offered no theoretical explanation as to when and how perceived organisational 

control relate to workplace deviance. Organisational control theory and moral disengagement 

theory may provide valuable insight for discussing and understanding the relationship between 

perceived organisational control and workplace deviance. Accordingly, this paper shall draw 

from these two theoretical perspectives to propose moral disengagement as a potential moderator 

between perceived organisational control and workplace deviance.  

 

Literature review and propositions development: 

 

2.1  Perceived organisational control and workplace deviance: 
 

While the workplace deviance construct has gained a lot of momentum for several decades now, 

literatures indicate a lack of agreement regarding not only the terminology used, but also the 

definition offered of what is considered to be a similar construct (Robinson & Bennett, 1997; 

Shamsudin, 2006). For example, researchers have given different names to the workplace 

deviance construct including, antisocial behaviour (Giacalone & Greenberg, 1997), delinquency 

(Hogan & Hogan, 1989), employee theft (Greenberg, 1990; Hollinger & Clark, 1982), 

workplace sabotage (Analoui, 1995; Harris & Ogbonna, 2006), workplace incivility (Andersson 

& Pearson, 1999), workplace aggression (Baron & Kenny, 1996), worker resistance (Thompson 

& Ackroyd, 1995), and cyber loafing (Lim, 2002). Although different terminologies are used, 

using different theoretical perspectives, organizational behaviour researchers seemingly agree 

that such behaviour could bring harm to both individuals and organization (Shamsudin, 

Chauhan, & Kura).  

 

On the other hand, organisational control refers to the ―processes of influencing the behaviour of 

people as members of a formal organization with the goal of increasing the probability that they 

will achieve organizational goals‖(Wilkes, Srinivasan, & Flamholtz, 2005, p. 1054). Prior 

research has established positive associations between perceived organisational control and 

various forms of workplace deviance. Specifically, Kura, Shamsudin, and Chauhan 

(2013)showed that lack of organizational formal control increases the likelihood of employee 

deviant behaviour at work. Relatedly, disciplinary practices instituted by organisations have 

been found to be associated with decrease in cyber loafing (de Lara, Tacoronte, & Ding, 2006). 

From theoretical perspective, organisational control theory (Flamholtz, Das, & Tsui, 1985; 

Jaworski, 1988; Ouchi, 1979; Snell, 1992), postulates that formal control systems instituted by 

organisations play an important role in aligning the behaviour of employees with the 
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organizational goals. The aforementioned empirical and theoretical contributions, lead to the 

following proposition: 

 

Proposition 1: There will be a positive relationship between perceived organisational control and 

workplace deviance. 

 

2.2 Moral disengagement as a potential moderator: 

 

Moral disengagement has been defined as ―an individual's propensity to evoke cognitions which 

restructure one's actions to appear less harmful, minimize one's understanding of responsibility 

for one's actions, or attenuate the perception of the distress one causes others‖ (Moore, 2008, p. 

129). Several scholars (e.g., Tenbrunsel & Smith‐Crowe, 2008)have suggested that 

organisational researchers should attend to the role of cognitive processes in explaining deviant 

behaviour at work. Extant emperical studies have shown that moral disengagement relates to 

various forms of deviant behaviour at work. For example, In line with the principle of moral 

disengagement theory, Claybourn (2011)reported a significant positive relationship between 

moral disengagement and  workplace harassment.The author further contended that ―employees 

who reported relatively high tendencies for moral disengagement also were more likely to report 

having been subjected to more negative behaviours at work than those who reported low levels 

of moral disengagement (Claybourn, 2011, p. 295)In a related study, Christian and Ellis (2014) 

have establshed a significant and positive relationship between dissatisfaction and deviant 

behaviour at work. among 429 support personnel in Malaysian public service organizations. 

 

Moral disengagement theory also postulates that employees who are morally disengaged have 

higher tendancy to engage in behaviour that harms an organisation, its members, or both 

(Bandura, 1986; Bandura, 1999; Robinson & Bennett, 1995). Drawing on organisational control 

theory and the theory of moral disengagement, we contened that laxity of organisational formal 

control increases workplace deviance by encouraging employees to morally disengage. We 

further argued that the strength of the positive relationship between perceived organisational 

control and workplace deviance is contingent upon moral disengagement because morally 

disengaged individuals have a greater propensity to make decisions that advance organizational 

interests than their counterparts who are morally engaged (Moore, 2008). Thefore, based on the 

above empirical evidence and theoretical perspectives described previously, the following 

proposition is advanced: 

 

Proposition 2: Moral disengagement will moderate the relationship between perceived 

organisational control and workplace deviance. 

 

2.3 Proposed research model: 

 

Building on the foregoing empirical evidence and theoretical perspectives, this paper proposes a 

conceptual model as illustrated in Figure 1.  

 

 

 

 

Moral Disengagement 

Workplace Deviance 

 

Perceived 

Organisational Control 
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Figure 1: Conceptual framework to understand the potential moderating role of moral 

disengagement on the relationship between perceived organisational control and workplace 

deviance. 

 

2.4 Conclusion: 

 

The preceding discussion has proposed perceived organisational control as an antecedent of 

workplace deviance, with moral disengagement as a potential moderator on this relationship. The 

next important stage is to carry out an empirical investigation towards validating the proposed 

framework illustrated in Figure 1. Such a empirical inquiry is particularly imperative given the 

significant cost of workplace deviance to both organisations and/or its members. Thus, by 

integrating organisational control theory and moral disengagement theory, one is able to see to 

what extent do moral disengagement buffer the effect of perceived organisational formal control 

on deviant behaviour in the workplace. 
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ABSTRACT 

 

This study assesses the level of passengers‘ satisfaction with the quality of service delivery of 

domestic airlines in Nigeria with regards to check-in, in-flight and baggage handling services. The 

study applied quantitative approach through a cross-sectional survey of selected respondents. 

Copies of questionnaire were administered to a sample of 400 respondents selected using stratified 

random sampling techniques at the departure lounge of Lagos, Abuja and Kano airports in Nigeria 

respectively. The questionnaire was designed based on a modified SERVQUAL model containing 

three service quality dimensions namely check-in services, in-flight services and baggage handling 

services. A five-point Likert scale was used to elicit responses based on the following options; 

much better than expected, better than expected, just as expected, worse than expected and much 

worse than expected, with five different scores assigned in descending order from 5 to 1 

respectively. The findings reveal that there is no significant relationship between passengers‘ 

satisfaction and check-in services of domestic airlines in Nigeria. However, the study established 

that there is a significant relationship between passengers‘ satisfaction and the other two service 

quality attributes of in-flight and baggage handling services of domestic airlines in Nigeria. 

Consequently, it is recommended that domestic airlines should improve their in-flight services in 

form of passengers comfort and convenience, in-flight entertainment as well as efficient baggage 

handling services, while maintaining safety and well-being of the passengers.  

 

Keywords: Service quality, customer satisfaction, airline passengers, Nigerian Aviation Industry. 

 

1. INTRODUCTION  

 

One of the key competitive strategies of service firms is effective service quality delivery in order to 

achieve high level of customer satisfaction. This is because service quality is normally considered 

as an antecedent of customer satisfaction (Cronin, Brady & Hult, 2000; Cronin & Taylor, 1992). 

Service quality and customer satisfaction are, therefore, key to the success and survival of any 



 

 

service organization (Adeola and Adebiyi, 2014). One of the means of competition among airlines 

is efficient service quality delivery (Haryono, Suharyono, Achmadfauzi and Suyudi, 2015). In 1963, 

the Nigerian Federal Government established Nigeria Airways as the national carrier which 

operated successfully for over two decades. However, at some point, the airline faced several 

problems and operational shortcomings which made the government to deregulate the aviation 

sector in 1985. This deregulation allows private airlines into scheduled domestic air services in 

Nigeria to replace the moribund national carrier. Presently, there are a number of scheduled 

passenger Airlines operating in Nigeria. They include; Aero Contractors, Azman Air, Arik Air, 

Dana Air, Discovery Air, First Nation Airways, Med-View Airline and Overland Airways (Aviation 

in Nigeria, 2015).  

 

Various studies have discovered that air travellers lament poor customer service by Nigerian airlines 

(Chikwendu, Ezem and Ezenwa, 2012; Balogun, Ben, Olusola and Oseghale, 2012; Lawan, 2012; 

Dike, 2013; Adeola & Adebiyi, 2014). The findings reveal that most passengers condemned the 

airline operators for persistent flight delays, missing luggage, poor customer service by front desk 

officers of airlines, among others. Thus, Airline company managers in Nigeria are under increasing 

pressure to demonstrate that their services are superb and customer-focused. Therefore, the 

researcher attempts to examine the nature of relationship between airlines service quality and 

customer satisfaction among domestic airline passengers in Nigeria. Consequently, the main 

objective of the study is to determine the relationship between airlines service quality and customer 

satisfaction among domestic air passengers in Nigeria.  

 

2. LITERATURE REVIEW: 

 

2.1 Service Quality and Customer Satisfaction: 

 

Service quality is generally viewed as a multidimensional concept because customers evaluate a 

variety of dimensions on a company‘s products or services. Service quality is the result of the 

comparison that customers make between their expectations about a service and their perceptions of 

the actual service performance (Zeithmal, 1988; Gronroos, 1988; Parasuraman, Zeithaml and Berry 

1985, 1988; Mersha, 1992). Customer satisfaction, on the other hand, is defined as an emotional 

feeling by the consumers after experiencing a certain service which in turn leads to an individual 

overall attitude towards purchasing of service (Oliver, 1981). It is a person‘s feelings of pleasure or 

disappointment resulting from comparing a product‘s perceived performance or outcome with their 

expectations (Kotler & Keller, 2009). Satisfaction is the consumer‘s fulfillment response. It is a 

judgment that a product or service feature, or the product of service itself, provided (or is providing) 

a pleasurable level of consumption-related fulfillment, including levels of under- or over-fulfillment 

(Oliver, 1997). Similarly, satisfaction is a feeling. It is a short-term attitude that can readily change 

given a constellation of circumstances. It resides in the user‘s mind and is different from observable 

behaviors such as product choice, complaining, and repurchases (Hom, 2000). This notion tallies 

with the operationalization of customer satisfaction in this study. In other words, an airline 

passenger is referred to as a customer and is therefore used synonymously. Therefore, customers in 

this study refer to passengers who actually patronize and enjoy the services of an airline. Thus, 

anywhere customer satisfaction is mentioned, it equally means passengers satisfaction. 

 

2.2 Relationship between Service Quality and Customer Satisfaction: 



 

 

 

Cronin and Taylor (1992) found empirical support for the idea that perceived service quality led to 

satisfaction and argued that service quality is actually an antecedent of consumer satisfaction 

(Cronin, Brady, & Hult, 2000; Anderson, Fornell & Lehman, 1994). Customer satisfaction is often 

seen as a multidimensional construct along the same dimensions that constitute service quality 

(Sureshchandar, Rajendran & Anantharaman, 2002). Despites strong correlations between service 

quality and customer satisfaction, the two constructs are in fact different from the customer‘s point 

of view (Baker, 2013). Brady and Cronin (2001) try to clarify the specification and nature of the 

service quality and satisfaction constructs and found empirical support for the conceptualization that 

service quality was an antecedent of the super ordinate satisfaction construct.  

 

In the aviation industry, Gambo (2016) found that there is a significant relationship between service 

quality and customer satisfaction among domestic airline passengers in Nigeria in the area of in-

flight services, reliability, responsiveness and baggage handling services. Similarly, Yunus, Jamil 

and Rashid (2013) argue that the quality of service delivery by airlines has a significant effect on 

customer satisfaction, which in turn, significantly affect customer loyalty. These findings 

corroborate Retnaningsih (2013) submission. Furthermore, Chou, Liu, Hung, Yih, and Han (2011) 

evaluate airline service quality in a Taiwanese airline and found that reliability and assurance are 

the first important dimensions, responsiveness is the second, empathy the third followed by 

tangibles and flight pattern. Other dimensions of airline services include safety, customer complaint 

handling, courtesy of crew, on-time departure and arrival, comfort and cleanliness of seats, 

flexibility, friendliness and honesty (Hynes & Dredge, 1998). In addition,Wang, Shu, Lin and 

Tseng (2011) examine nine evaluation criteria of service quality in the airline companies and found 

that passengers are more concern with comfort, internal decoration and the services of airline 

companies.  

 

3. RESEARCH METHODOLOGY: 

 

3.1 Research Design: 

 

Quantitative research method was adopted in this study. This is because of the need to allow for 

numerical representation and manipulation of observations for the purpose of describing and 

explaining the phenomena that those observations reflect (Jia, Cheae, Pei and Yam, 2012). In 

addition, this study uses non-experimental design. Researchers using non-experimental design do 

not have control over the independent (predicting) variables that determine their effects on the 

dependent (criterion) variable as well as the environments that they study. Furthermore, survey 

method was adopted for the purpose of this research. This is because of its cost-effective manner 

(Vanderstoep and Johnston , 2009). 

 

3.2 Study Population:  

 

The population of the study consists of all domestic air passengers in Nigeria, precisely those that 

have travelled by air in the last one year. This constitutes the sampling frame for the study and it 

emanated from the data obtained online from Federal Airports Authority of Nigeria (FAAN) on 

Domestic Passenger movement Statistics, 2013. Based on this statistics, the total domestic air 

passenger traffic for 2013 was 14,277, 410 (NBS, 2014). 



 

 

 

 

 

3.3 Sampling Technique and Sample Size: 

 

A proportionate stratified random sampling was used for the study. According to Ross (2005), 

variables used to stratify populations in education research include location, size, age, sex, grade 

level, and socio-economic status. Three Nigerian airports at Lagos, Abuja and Kano were selected 

because they are the key ones based on domestic passenger traffic. Also, only those within the age 

group of 18 years and above were selected. This is based on the researcher‘s believe that this age 

group is matured enough to express their views openly. When computed, the total sample size for 

the study was 400 respondents as explained below. In order to determine the sample size, a standard 

statistical formula (given below) suggested by Yamane (1967) was used.  

 
Where:  n = the desired sample size 

        N = the working population size 

        e = level of significance (.05 is assumed here) 

 

The table below presents a picture of the population and sample size. 

 

Table 1 Summary of the Distribution of Sample elements for the Study 

Airport Total Population for 

Passenger Traffic * 

Working Population 3/36 

= 0.083 ** 

Sample Size  

MMA, Lagos 3,726,053 309, 262 212 

Abuja 3, 123, 533 259, 253 176 

Kano 184, 419 15307 12 

Total 7, 034, 004 583822 400 

Source: Developed for the study, 2014.  *. Data based on the NBS (2014) statistics**. Adopted 

from the work of Ango ( 2013) 

 

The total population is the sum of all potential respondents from the sampling frame, while the 

working population constitutes the remaining number of respondents from which the sample size 

would be drawn. To arrive at this figure, the total population was multiplied with 3/36(0.083) as 

suggested by (Ango, 2013). Using this formula, a sample size of 400 was obtained. This sample 

size is considered appropriate for the study (Tabachnick and Fidel, 2007; Comrey and Lee 

(1992). Also, the calculation is based on 5% confidence interval (margin of error), 95% 

confidence level. 

 

3.4 Research Instruments: 

 



 

 

Many scholars measure airline service quality using various quality dimensions. Nevertheless, 

quality dimensions used in evaluating airline services vary extensively (Pakdila & Aydin, 2007), 

and that there exists multiple dimensions within the service quality construct (Ansari & Qadri, 

2014). Consequently, a modified SERVQUAL model was adopted in this paper which consists 

of three dimensions namely the check-in process, in-flight services and baggage handling 

services. Research questionnaire was the main instrument employed for this study. The 

questionnaire contains four sections. Section one and two elicit data on the demographic 

variables and flight behaviour of the respondents. Section three lists the three service quality 

attributes where respondents were asked to evaluate each service attribute using a five-point 

Likert scale with following options; much better than expected, better than expected, just as 

expected, worse than expected and much worse than expected, with five different scores 

assigned in descending order i.e 5, 4, 3, 2 and 1 respectively.  

 

Lastly, section four assesses customers overall satisfaction with the services of domestic Airlines 

in Nigeria using a five-point Likert scale ranging from delighted (5) to highly dissatisice quality 

dimensions were adapted from work of Archana and Subha (2012) and Huang (2009) for in-

flight services, check-in process and baggage handling services respectiveless. While the scale 

for customer satisfaction, the dependent variable, were adopted from the work of (Angelova and 

Zekiri 2011; and Jia, et.al, 2012). In general, service quality was measured using 25 items and 

satisfaction was measured by 10 items thereby producing a 35 item instrument for the study. 

 

3.5 The Service Quality Model Equation: 

 

According to Seth and Deshmukh (2005), the service quality is a function of perception and 

expectations and can be modeled as: 

SQ = Σ wi [Pij − Eij]  

 

Where;  Pij is the perception of dimension j, Eij is the expectation of service dimension i for 

respondent j, and wi is the weight of dimension i. This equation is applied to measure and 

compute the overall Gap analysis that is the difference between customer perceptions and 

expectations.  

 

3.6 Test of Reliability of the Constructs:  

 

The researcher used Cronbach‘s Alpha to check the consistency of the intended measure. As 

shown in Table 2 below, the Cronbach‘s Alpha coefficients for all the constructs in the pilot 

study had an acceptable level of internal consistency based on the suggestion of (Nunnally and 

Bernstein 1994; Hair et al. 2010). Consequently, the entire construct have adequate reliability. 

Table 2 Reliability of constructs 

Results of Reliability Test 

Variable Number of Items Cronbach's Alpha 

Check in Process 5 .808 

In Flight Services 5 .822 

Baggage Handling 5 .713 

Customer Satisfaction     10 .686 



 

 

Source: Field study, 2015. 

In addition, the study adopted the content validity through expert opinion to test the validity of 

the measurements (Kerlinger and Lee, 2000; Leary, 2004; Nunnally and Bernstein, 1994; Huck, 

2004).  

 

3.7 Administration of Instrument: 

 

The researcher collected the data by administering the questionnaire to a cross section of selected 

respondents. A cross-sectional study is known for its cost effectiveness and timeliness (Mugo, 

2012, Marczyk, et. al., 2005). Respondents were selected based on their willingness to 

participate in the survey, being 18 years and above as well as having travelled by air at least once 

in the last one year. A total of 400 copies of questionnaire were distributed to the selected sample 

at each of the three airports. Respondents were approached at the waiting lounge before 

departure.  

Figure 1:  Conceptual Framework 
 

 

 

 

 

 

 

 

 

 

The model above illustrates the proposed conceptual framework that serves as the basis for this 

study. It is used to focus on the relationship among the three independent variables which consist 

of check-in process, in-flight services and baggage handling services towards customer 

satisfaction 

 

3.8 Formulation of Hypothesis: 

 

The following hypotheses were postulated for the study. 

H1- There is significant relationship between check-in process and customer satisfaction in  the 

services of domestic airlines in Nigeria.  

H2- There is significant relationship between in-flight services and customer satisfaction in the 

operation of domestic airlines in Nigeria. 

H3- There is significant relationship between baggage handling services and customer 

satisfaction in the operation of domestic airlines in Nigeria. 

 

4.0 DATA ANALYSIS: 

 

4.1 Data Analysis Techniques:  

 

The Statistical Package for Social Science (SPSS 16.0) software was used to analyze the data 

using multiple regressions analysis. The regression model was employed in testing the 

Check-in Process 

In-flight Services 

Baggage Handling Services 

Customer Satisfaction 



 

 

hypotheses. In addition, the fundamental assumptions of normality, linearity, multicollinearity 

and homoscedasticity, for regression analysis were carefully examined to ensure that none of the 

assumption is violated in this study, thus, making the conduct of multiple regression analysis 

appropriate. Similarly, R2 model was examined to determine the overall prediction of the 

independent variables to the dependent variable. In the same vein, to test for the relative 

contribution of each independent variable to the dependent variable, the t value should be 1.96 

and above for the hypotheses to be supported and the significance value should be 0.050 and 

below for the hypotheses to be accepted (Shehu, 2014; Hair, et.al. 2010; Pallant, 2001).  

 

4.2 Data Analysis: 

 

A total of 400 copies of questionnaire were distributed to the selected respondents in Lagos, 

Abuja and Kano airports respectively. Of the400 copies of questionnaire administered, a total of 

386 copies were duly completed and returned, representing a response rate of 96.5%. The 

distribution was done in proportion to the sample size at each of the selected airports.  

 

4.3 Direct: Multiple Regression Analysis and Hypotheses Test: 

 

Multiple regression analysis was conducted to determine the relationship between the dependent 

variable (satisfaction) and independent variables (check-in process, in-flight services and 

baggage handling). The results show the overall relationship between the predictors and the 

dependent variable (R2) to be 0.345 with F value = 37.717. Therefore, the predictors accounted 

for approximately 35% of the variance in the customer satisfaction at 0.05 significance level. 

Based on the Cohen‘s (1988) classifications, the value of R2 is significantly substantial. The 

significant F-test shows that the relationship (37.717, p< 0.001) signifies the overall significant 

prediction of independent variables to the dependent variable. 

 

Table 3: Multiple Regression Results Between Check-in Process, In-flight Services, Baggage 

Handling Services and Customer Satisfaction 

Results of Regression Analysis 

Hypotheses Variables 

Unstandardized 

Coefficients 
t-value p-value Decision 

B 
Std. 

Error 

Ho1 Check in Process .063 .033 1.941 .053 Rejected 

Ho2 In Flight Services .194 .030 6.443 .000 Accepted 

Ho5 Baggage Handling .402 .036 11.429 .000 Accepted 

F value 54.429 

     F Sig. .000 

     R2 0.312           

Source: Field Survey, 2014. Dependent Variable: Customer Satisfaction     

Note: *: p< 0.05; **: p<0.01; ***: p<0.001 

 



 

 

Table 3 shows the results of the multiple regression analysis. It shows that out of the three 

predicting variables, check-in process is the only variable that failed to predict the criterion with 

the p<.053), therefore, it has no significant relationship with customer satisfaction. Conversely, 

the remaining two independent variables (in-flight and baggage handling services) are found to 

have significant relationship with customer satisfaction; in-flight services (p<.000) and baggage 

handling services (p< .000). Therefore, to test the hypotheses, the P value has to be lower than 

0.05 i.e. p<0.05 at 95% significance (Torres-Reyna, 2014). Consequently, two hypotheses were 

accepted (H2 and H3), while one hypothesis (H1) was rejected as a result of having no 

significant relationship with customer satisfaction.  

 

4.4 Results and Discussion: 

 

The result shows that check-in process has no significant relationship with customer satisfaction 

among domestic airline passengers in Nigeria. Consequently, it can be inferred that passengers‘ 

satisfaction cannot be increased by improving the check-in process. This finding contradicts that 

of Manusamy, Chelliah and Pandian (2011) and Liou, Tsai, Lin and Tseng (2011). However, it is 

supported by the findings of Mahato (2012) and Oyewale, Sankaran and Choudhury (2007) who 

established that there is no significant relationship between check-in process and customer 

satisfaction. The results also indicate that there is a significant relationship between in-flight 

services and customer satisfaction in the operation of domestic airlines in Nigeria. Therefore, an 

increase in the quality of in-flight services inform of seat comfort, quality food, on-board 

entertainment and crew empathy, will result to significant increase in passenger satisfaction of 

airline service quality. This finding supports that of Oyewole, et. al (2007), Jia, et al., (2012), 

Manusamy, et. al. (2011) and Mahato (2012). Similarly, Archana and Subha (2012) from their 

study on service quality and passenger satisfaction in Indian Airlines found out that passengers 

were satisfied with the quality of services delivered on-board the airplane. 

 

In addition, the study also reveals that there is significant relationship between baggage handling 

services and customer satisfaction among domestic airline passengers in Nigeria. This means that 

efficient baggage handling services will significantly increase customer satisfaction among 

domestic airlines in Nigeria. This finding is supported by that of Pagani, Abdel Halim, Hassan, 

and Easa, (2002) , as well as the report of (Special Eurobarometer 319, 2009). However, this 

finding contradicts that of Atalik (2009) who discovered that passengers were not satisfied with 

those facilities which they considered as important.  

 

5.0 CONCLUSION AND RECOMMENDATIONS: 

  

The study adopted the service process system of airline service quality delivery; from check-in 

process to in-flight services on to post-flight services such as on-time arrival, baggage handling 

system and customer relationship management. Generally, the study has established that airline 

passengers in Nigeria value in-flight services and efficient baggage handling services. To this 

end, it can be inferred that on-time departure and arrival, dependable flight schedule, excellent 

safety records and provision of acceptable remedies against cancelled/delayed flight play a major 

role in determining customer satisfactions. In the light of this development, it can be stated that 

airlines stand to lose their customers if they fail to improve the reliability of their operations. 

Consequently, it is recommended that domestic airlines should remain responsive and proactive 



 

 

to their customers demand on board as well as ensuring timely and efficient baggage handling on 

arrival.  

 

5.1 Suggestion for Future Research: 

 

This study only covered three constructs that might relate with customer satisfaction. However, 

the researcher might ignore certain significant factors that play an important role in determining 

the satisfaction level towards the quality of service delivered by Airlines in Nigeria. Airline fare, 

flight frequency, flight availability and safety are often emphasized by passengers. Thus, these 

factors should be examined in future research to obtain in-depth understanding on passengers‘ 

satisfaction level in the operation of airlines in Nigeria. Moreover, the relationship between 

service quality and customer satisfaction in services of chartered airlines requires research 

efforts, especially as the sector has not been covered in this work and other studies so far 

reviewed. Also, in this study, service quality model is used for passengers flying on domestic 

routes. The same model could be used to study the satisfaction level of passengers flying with 

different airlines in Nigeria. It is equally suggested that similar studies should be replicated in the 

airline using different service quality model such as SERVPERF, SERVPERVAL, ACSI or 

Kano‘s model, among others as this study adapted the SERVQUAL model.  
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ABSTRACT 

 

It is disheartening to know that the rate of employees‘ turnover is on the increase in Nigeria 

banking industry. It has become a thing of concern and it is obvious that the steps taken by the 

managements and stakeholders have not solved this problem.. This study evaluated the impact of 

compensation as a motivational tool to enhance performance in Nigeria banking industry. The 

researchers adopted Survey research design to make use of qualitative and quantitative 

evaluation; collect relevant and substantive data. Primary and secondary sources were used. The 

study used 270 respondents. The use of questionnaire was employed to gather necessary and 

relevant data from the respondents. Questionnaires were designed to collect the data on the facts 

related to Salaries & Wages, Incentives and Remuneration packages (Independent Variables) and 

employee performance (Independent variable). The data was analyzed using inferential and 

descriptive statistics with the aid of Statistical Packages for Social Science (SPSS) version 20, a 

reliability coefficient of 0.825 was obtained. The descriptive statistics involves frequency table, 

likert Scale while the hypotheses were tested using Correlation Analysis. The results showed that 

two of the independent variables have minor positive significant relationship with the dependent 

variable while the other independent variable have negative relationship with the dependent 

variable (r=0.334, 0.224 and -0.325 respectively). The researchers concluded that the Nigeria 

banking industry is very vital industry pivoting the growth and development of Nigeria economy, 

therefore it is essential for the industry to improve on remuneration Packages of employees and 

embark on effective implementation of Compensation policies that will protect and increase 

employee satisfaction and productivity and hence reduced the rate of employee turnover in the 

Nigeria banking industry. 

           



 

 

Keywords: Compensation, Motivation, Salary, Wages, Employee Performance,                    

Remuneration, Incentives.   

 

1.1 Introduction          

 

Compensation is one of the most important and dynamic subject in the field of human resource 

management. In the words of Cascio, (2007) compensation refers to direct cash payment, indirect 

payments in the form of employee benefits and incentives to motivate employees to strive for 

higher levels of productivity and is a critical component of the employment relationship. 

Organization compensation system refers to the ways and modalities by which workers in an 

organization can be motivated or individual can be stimulated for more efforts that will lead to 

attainment of the organizational objectives; it is also seen as those motivational tools which an 

organization adopts to reward their employees for higher productivity (Onyi, 2014). From the 

definitions, compensation is remuneration, reward, wage or salary given by an organization to 

persons or a group of persons in return to a work done, services rendered, or a contribution made 

towards the accomplishment of organizational goals. Compensation plays a crucial role in 

motivating employee for better performance. Compensation systems are designed to achieve 

motivation in organization that will result in maximum productivity. 

 

Motivation refers to employee intrinsic enthusiasm about and drives to accomplish task. 

Motivating employees about work is the combination of fulfilling the employee‘s needs and 

expectations from work and workplace factors that enable employee motivation to flourish. 

Employees are the backbone of any organization and thus its greatest assets. Organization 

productivity depends on employee‘s performance. Effective performance on the part of 

employees is essential for success of any organization. In any monetized economy, banking 

industry serves as a catalyst for capital formation and economic development through their role 

in facilitating transaction by proper channeling of savings from surplus economic units to deficit 

units. Banks are the lubricant of the engine of growth that drives the economy. Report by Fitch, 

(2014) showed that, out of twenty-one (21) deposit money banks operating in Nigeria, nine (9) 

which together form 70% of the banking sector assets posted impressive performance, implying 

that those banks are seeming ―doing well‖ Performance is one criterion for compensation of 

employees. 

  

Therefore, one of the reasons that informed this study has to do with the unique importance of 

compensation in relation to the performance among employee in the Nigeria banking industry. In 

as much that competent employee is necessary for organization performances, there is the need 

therefore to evaluate organization reward system as a motivating tool to enhance employee 

performance. This is necessary to identify how best to retain skilled employees and prevent 

constant mobility known as brain drain in the banking industry. 

 

1.2 Statement of Problem: 

 

Every organization exists to achieve some objectives. However, organizational objectives may 

not be achieved unless all the employees put in their best to achieve these set goals and 

objectives. It has been noted that organizations with good compensation system often attract and 

retain the best employees to achieve their objectives. It is disheartening to know that the rate of 



 

 

employees‘ turnover is on the increase in Nigeria banking industry. It has become a thing of 

concern and it is obvious that the steps taken by the managements and stakeholders have not 

solved this problem. The evolving competition in the banking industry environment in Nigeria 

evident from the increasing number of new banks has called for good formulation, administration 

and implementation of good compensation policies that would allow these banks to retain their 

best hands. 

 

Reports by the, National Bureau of Statistics (NBS, 2014) revealed that the compensation system 

of most Nigerian banks has problem in motivating employees, which has resulted to low 

enthusiasm of employees on their job, thus, there had been constant mobility of their highly 

skilled persons from one bank to another and in some cases to other industries in search of job 

satisfaction. The rate at which employees‘ turnover is on the rise in Nigerian banking industry 

and  has become a thing of concern; it is obvious that the steps taken by the managements and 

stakeholders have not solved this problem.  One of the reasons that informed this study has to do 

with the unique importance of compensation in relation to the job satisfaction and performance 

among employee of an organization. Competent employees are necessary for organization 

performances, there is the need therefore to find out and examine the relationship between 

organizational climate and job satisfaction among employee. This is necessary to identify how 

best to retain competent employees and prevent constant mobility known as brain drain. 

 

It is imperative to note here that, compensation packages include salaries, bonus, incentives, 

fringe benefits, performance allowances, etc. All these directly or indirectly affect employees‘ 

satisfaction and intention to stay in an organization yet they are not being addressed properly in 

Nigeria banking industry. 

 

1.3 Research Questions 

 

There are three (3) research questions designed for the purpose of this study: this includes: 

 

i. To what extent does salaries and wages influence employee productivity in the Nigeria 

Banking Industry? 

ii. To what extent does incentives influence employee effectiveness and efficiency in the 

Nigeria banking Industry? 

iii. To what extent does remuneration packages influence employee satisfaction and retention 

in the Nigeria banking Industry? 

 

 

 

1.4     Objectives of the Study: 

 

The broad objective of this study, generally, is to examine, the compensation system as a 

motivational tool on employee performance using Nigerian banking industry a study. The 

specific objectives, however, include to:- 

 

(i)  Identify the impact of salaries and wages on employee productivity in the Nigeria 

banking industry. 



 

 

(ii)  Evaluate the impact of incentives on employee effectiveness in the Nigeria banking 

Industry.  

(iii). Ascertain the impact of renumeration packages on employee satisfaction and retention in 

the Nigeria banking industry. 

 

1.5 Research Hypotheses: 

 

To carry out this research work, the following hypotheses have been formulated by the 

researchers: 

 

Hypothesis 1     
H1:  Salary and wages have no significant relationship with Employee Productivity in Nigeria 

banking Industry. 

Hypothesis 2 
H1: Incentives have no significant relationship with employee Effectiveness & Efficiency in 

Nigeria banking Industry. 

Hypothesis 3   

H1: Remuneration Packages have no significant relationship with Employee Satisfaction and 

retention in Nigeria banking industry.      

 

2.0 Literature Review: 

 

2.1   The Conceptual Clarification: 

 

The conceptual framework of this study is based on the work of  Flippo (1984) whom stated that 

there are three (3) main purpose of employee compensation programmes:- (i). To attract capable 

employees to the organization (ii). To motivate them towards superior performance and (iii). To 

retain their services over an attended period of time. In his assertion, Essien, (2002) looked at 

what constitute good and adequate compensation as the purpose of compensating employees to 

include: (i). To attract sufficient and suitable employees; (ii). To retain employees who are 

satisfactory; (iii). To reward employees for effort, loyalty, experience and achievement. 

 

Employee compensations refer to all forms of pay going to employees and arising from their 

employment. Compensation includes direct compensation, indirect compensation and non 

financial reward. Developing an effective and appropriate compensation system is an important 

part of the human resource process. An effective and appropriate compensation system can help, 

attract and retain competent and talented individuals who can help the organization accomplish 

its mission and goals (Dessler, 2002). A good compensation package is a good motivator. Hence, 

the primary responsibility of the HR manager is to ensure that the company's employees are well 

paid.  

 

2.1.1.        Objectives of Compensation: 

 

 According to Byars and Rue (2008) the objectives of compensation includes:- 

 

i. To attract capable applicants.  



 

 

ii. To retain current employee so that they don't quit. The employee is motivated for better 

performance. 

iii.  Reward desired behaviour.  

iv. To ensure equity.  

v. To control cost. Facilitate easy understanding by all i.e. employee operating manager and 

HR personnel. 

 

2.2      Components of Compensation: 

 

In the words of  Cole (1997) he described compensation as ― the money (salaries and wages ) 

which an employer pays an employee for the services he the employee renders and which is 

meant to keep him rendering such services for an extended period of time.‖ (Onyi, 2014) 

Compensation serves many purposes in organization. There are two kinds of compensation in 

organization extrinsic (concrete reward employee receive) and intrinsic (personal satisfaction to 

individual). 

 

2.2.1  Wages and salary: 

 

Wage is the remuneration paid, for the service of labour in production, periodically to an 

employee/worker. Wages means any economic compensation paid by the employer under some 

contract to his workers for the services rendered by them. Usually refer to the hourly rate paid to 

such groups as production and maintenance employees' wages include family allowance, relief, 

pay, financial support etc. Salary has a positive relationship with employee performance 

(Anumudu, Dialoke and Onyi, 2016). Essien (2002) made distinction between wages   and 

salary. He defined salary as a fixed amount paid monthly. Wages in contrast were variable 

weekly payments (usually made in cash) that fluctuated in value through overtime, bonuses, and 

piecework. 

 

2.2.2  Incentives:  

 

Incentives are rewards given for the accomplishment of pre-determined goals and are directly 

related to performance and has a positive influence on the employees‘ objectives and 

organizational success. Incentives are used to motivate employees towards a greater 

performance, and it rewards the differences in performances, which is validated by the 

expectancy theory, that employee will perform in certain manner in expectancy of a given 

outcome. An incentive scheme is a plan or programs to motivate industries or group 

performance. An incentive program is most frequently built on monetary, but may also include a 

variety of non- monetary rewards or prizes (Anumudu, Dialoke and Onyi, 2016). 

 

2.2.2.1       Determinates of incentives: 

 

The effective use of incentives depends on three variables. They are: 

 

(i.). The individual.  

 (ii). The work situation and.  

(iii). The incentive plan. 



 

 

 

2.2.2.2    Factors influencing Compensation: 

 

i. Organization's capacity to pay. 

ii. Prevailing pay and benefits in the industry: 

iii. Compensation in the industry and availability of special competent personnel. 

iv. Flexibility, i.e. kind of competencies and abilities in managers. 

v. Performance/productivity/responsibilities of individual. 

vi. Organization philosophy such as to be leader or pay prevailing rates. 

vii. Qualifications and relevant experience. 

viii. Stability of employment and advancement opportunities. (Anumudu, Dialoke and Onyi, 

2016). 

 

 

 

 

2.2.3    Employee Satisfaction and Retention: 

 

Employee satisfaction refers to a psychological comparison process of the extent to which 

various aspects of their pay (e.g. salaries, remuneration and incentives) measure up to what they 

desire. Onyi (2014), listed factors that contribute to employee motivation as; adequate salary, 

good working conditions, remunerations, job security, positive and supportive work environment 

etc. Organization effectiveness refers to an organization‘s capacity to acquire and utilize its scare 

and valued resources as expeditiously as possible in the pursuit of desired operational goals and 

objectives. The compensation contributes to organizational effectiveness in a number of ways 

and can be designed to achieve the following objectives. 

 

i. To attract qualified employees to the organization and who are most likely to be highly 

productive. 

ii. To retain competent and valued employees. 

iii. Encourage employees to achieve their job and organizational objectives. 

iv. Encourage employees to work the hours required by the organization. 

 

2.3 Motivation and Employee Performance: 

 

Compensation is designed to achieve motivation in organization that will result in maximum 

productivity. Compensation is designed to achieve the following objectives:-  

 

       i..  To attract capable employees to the organization. 

      ii. To motivate them toward superior performance and  

     iii. To retain their services over an attended period of time. – (Flippo, 1984) 

 

Employees are the organization‘s key resource and the success or failure of organizations center 

on the ability of the employers to attract, retain, and reward appropriately talented and competent 

employees. Employees‘ willingness to stay on the job largely depends on compensation 

packages of the organization. In an attempt to ensure employees optimal performance and 



 

 

retention, organizations need to consider a variety of appropriate ways to reward the employees 

to get the desired results.  

 

Motivation, as defined by Pritchard and Ash-wood (2008), is the process used to allocate energy 

to maximize the satisfaction of needs. Motivation is a psychological feature that arouses an 

organism to act towards a desired goal and elicits, controls, and sustains certain goal directed 

behaviors. It can be considered a driving force; a psychological one that compels or reinforces an 

action toward a desired goal. For example, hunger is a motivation that elicits a desire to eat. 

Motivation is an inner drive to behave or act in a certain manner. "It's the difference between 

waking up before dawn to pound the pavement and lazing around the house all day." These inner 

conditions such as wishes, desires, goals, activate to move in a particular direction in behaviour. 

 

2.4 Theoretical Framework: 

 

2.4.1 Adam’s Equity Theory: 

The theoretical foundation of this research is based on equity theory. According to equity theory, 

employees will measure up to their contribution and return with that of other employees and 

attempt to even out any inequity. Skilled-based pay otherwise known as Knowledge- based  pay 

or skill based pay; means that employees are paid in a different way according to their skills, 

education and system that considers justice and individuals different demands, and provides 

suitable incentive for work done. Adam‘s equity theory assumes that people have a need for 

fairness at work, and therefore, value and seek it. People are motivated to maintain a balance 

between what they perceive as their inputs or contributions and their reward as compared to 

others. This theory seems to work when people feel they are underpaid. (Anumudu, Dialoke and 

Onyi, 2016). 

 

To avoid conflicts, rewards should be equitable. We all tend to view things comparable and 

make judgments on the basis of relative fairness. It is a matter of equity that is the relative worth 

of what we receive when compared with what others receive for the same work in the industry. 

People generally compare rewards first with those closest in their own job category and with 

others who work in nearby organization, (Asuke, Agu, and. Aniagolu, 2006). 

  

3.0 The Methodology and Model: 

 

3.1 Research Design: 

 

The study adopted survey research design. This allowed for study of representative sampling and 

for correlation analysis in predicting behavior (Borden Sans Abbott, 2002). 

 

3.2 Sources of Data for Study: 

 

The study had two sources of data-primary and secondary sources. Primary source of data was 

self–designed, close-ended, pretested questionnaire made up of twenty (20) items. Secondary 

data was gotten from published books and reviewed journals including electronic works. 

 

3.3 Study Area and Population: 

https://en.wikipedia.org/wiki/Psychology
https://en.wikipedia.org/wiki/Goal
https://en.wikipedia.org/wiki/Hunger


 

 

 

The study was conducted in Okpara Avenue  other known as Bank Avenue in Enugu State, one 

of the South-Eastern States of Nigeria. The choice of the city was based on a long history of the 

former capital of south Eastern Nigeria. The population of study is the total number of staff of 

ten (10) selected Banks making a population of 2882; in Okpara Avenue otherwise known as 

Bank Avenue Enugu. 

 

3.3.1      Sample Size Determination: 

 

Using the Modified Taro Yamane formula for calculating sample size. Using the formula, 

 

n=                 N      

             3+ N (e)2 

 

Where n=sample size 

N=population = 2,882 

e= sampling error usually = 0.05 (level of precision) 

3= constant. 

n =           2882 

       3+2882 x (0.05)2 

   =           2882                           =              2882                 

             3+2882 x 0.0025              10.205               = 282   

Table 1 Selected Banks 

S/no. Selected Banks No. of  

Questionnaire  

Administered  

No. of  

Questionnaire  

Returned  

Actual Sample 

Size 

i. First Bank of Nigeria (FBN) 30 30 30 

ii. Keystone Bank 30 28 28 

iii. Diamond Bank Plc. 30 30 30 

iv. United Bank For Africa 

(UBA) 

30 28 28 

v. First City Monument Bank 

(FCMB) Plc. 

30 28 28 

vi. Union Bank 30 28 28 

vii. Zenith Bank  27 25 25 

viii. Fidelity Bank Plc 25 24 24 

ix. Stanbic bank Plc 25 24 24 

x. Skye Bank 25 24 24 

 Total  282 270 270 

 SOURCE: Research Survey, 2017 

 

3.4 Study Sample and Sampling Procedure: 

 

A sample of two hundred and eighty-two (282) respondents was selected for study but only two 

hundred and seventy (270) was used for the research (no. of questionnaires returned). In order to 



 

 

get unbiased data in an inexpensive manner, stratified and simple random sampling techniques 

were used. 

 

3.5 Reliability of the Instrument 
 

The instrument was subjected to a reliability test to establish the internal consistency of the 

questionnaire items.  In order to establish the reliability of this instrument, a pilot study was 

carried out on a sample of fifteen (15) employees of the selected banks. After period of ten (10) 

days, the instruments were re-administered to the same respondents. The two tests were collated 

and analyzed using the Cronbach‘s Alpha (α) method. A reliability coefficient of 0.825 was 

obtained indicating that, the instrument was reliable for the study.  

 

3.6 Data Collection Instrument: 

 

The instruments were administered through the use of five (5) research assistants in the 

university. The variables (dependent and independent variables) will be tested using correlation 

analysis. The questionnaire comprised of two (2) sections. Section ―A‖ had five (5) items 

seeking demographic data such as sex, age, marital status, level of education. Section ―B‖ had 

twenty (20) items, which sought to collect information on the variables that qualify 

compensation system and those that qualify employee and organization performance. The 

variables that constituted compensation system are salaries & wages, Incentives and 

Remunerations‘ Packages. The indicators that constitute Employee Performance include 

effectiveness & efficiency, productivity. Profitability and reliability. Responses are arranged in 

the Likert-Scale with 5-strongly agree; 4-Agree; 3-Neutral;2 Disagree and 1-Strongly disagree. 

Out of the 282 copies of questionnaires delivered to prospective respondents, 270 were 

completely filled and returned. These were used for analysis. 

Table 2 Independent and Dependent Variables 

S/NO Independent Variable Dependent variable 

1 

- 

- 

2 

- 

- 

Direct Compensation: 

Salaries & wages  

 Incentives 

Indirect Compensation 

Job security 

Satisfaction & Retention  

 Employee Performance 

Productivity 

Profitability  

Effectiveness & Efficiency  

Reliability  

   SOURCE: Researchers Survey, 2017 

 

Figure 1: Research Model 
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3.7    Demographic Characteristics of the Respondents: 

 

Table 3: Demographic Characteristic Of Respondents 

Source: Authors Data Computerized Results from SPSS 20 (2017) 

 

From table 3 above, 216(80.0%) of respondents were male while 54(20.0%) were females 

respondents. 108 (40.0%) respondents has OND; 108 (40.0%) have HND/B.SC; 54(20.0%) 

respondents have MBA/M.SC/PhD; 54(20.0%) respondents are of junior level, 108 (40.0%) 

respondents are of senior level category; 66 (24.4%) are of middle management level; 84(15.6%) 

are of top management level. 54(20.0%) of respondents has enjoyed employment  between 1- 5 

years; 162 (60.0%) of the respondents has enjoyed employment between 6-10 years while 

54(20.0%) has enjoyed employment for 10 years and above. 

 

3.8 Descriptive Statistics of the Variables: 

 

Table 4: Descriptive Statistics of the Variables 

VARIABLES No of 

Responde

nts 

Mean 

Score 

Standard 

Deviation  

No. of Items  

S/NO. VARIABLE Frequency  Percentage Cumulative 

Percentage 

1. Gender 

Male 

Female 

Total 

 

216 

  54 

270 

 

80.0 

20.0 

100.0 

 

80.0 

100.0 

 100.0 

2. Educational Qualification 

OND 

HND/B.SC 

MBA/M.SC/PhD 

Total 

 

108 

108 

54 

270 

 

40.0 

40.0 

 20.0 

100.0 

 

40.0 

80.0 

100.0 

100.0 

3. Employee Level 

Junior  

Senior   

Middle Management  

Top Management   

Total 

 

54 

108 

66 

42 

270 

 

 20.0 

 40.0 

 24.4 

 15.6 

100.0 

 

20.0 

60.0 

84.4 

100.0 

100.0 

4. Years of service 

  1 to  5 Years 

 6 - to 10 Years 

10 Years and above  

Total 

 

54 

162 

54 

270 

   

20.0 

60.0 

20.0 

100.0 

 

20.0 

80.0 

100.0 

100.0 



 

 

 

Salaries & Wages 

 

Incentives  

 

Renumeration 

Packages 

 

Employee 

Performance 

 

270 

 

270 

 

270 

 

270 

 

3.1222 

 

.3.0860 

 

2.1872 

 

3.0115 

 

0.7129 

 

0.7209 

 

1.7909 

 

0.8094 

 

5 

 

5 

 

5 

 

5 

Source: Authors Computation Using SPSS 20, 2017. 

 

From table 4. the descriptive analysis of the variables: Salaries & wages, Incentives show 

agreeableness; while renumeration packages showed disagreeness. Hence it means that the first 

two independent variables will increase Employee Performance while the third variable proved 

otherwise. 

 

Test of Hypotheses: 

 

Test of Hypothesis One: 

 

Hypothesis One:  

Null Hypothesis, HO1: There is no significant relationship between Salaries & Wages and 

Employee performance.  

 

Table 5: Pearson’s Correlation Analysis of Salaries & Wages and Employee Performance. 

VARIABLES Correlation Salaries & Wages  Employee Performance  

Salaries & 

Wages 

 

 

 

Employee 

Performance 

Pearson 

Correlation 

Sig.  (2-tailed) 

N 

 

Pearson 

Correlation 

Sig.  (2-tailed 

1 

 

270 

 

. 

.334* 

.036 

 270 

.334* 

.036 

 270 

 

 

1 

 

270 

*    Correlation is significant at 0.05 level (2-tailed) 

** Correlation is significant at 0.01 level (2-tailed) 

Source: Authors Computation Using SPSS 20, 2017. 

 

From the table, there was a moderate positive correlation (0.334) between salaries & wages and 

employee performance. It means that as salaries & wages increase, employee performance 

increases. Since the computed level of significance is 0.036 and it is less than 0.05, the null 

hypothesis is rejected. The alternative hypothesis is accepted. Hence from the research, it is 

concluded that there is significant relationship between Salaries & Wages and employee 

performance. 

 



 

 

Test of Hypothesis Two: 

 

Hypothesis two:  

Null Hypothesis, HO2: There is no significant relationship between Incentives and Employee 

Performance.  

 

Table 5: Pearson’s Correlation Analysis of  Incentives and Employee Performance 

VARIABLES Correlation Incentives  Employee Performance  

Incentives  

 

 

 

 

 

Employee 

Performance 

Pearson 

Correlation 

Sig.  (2-tailed) 

N 

 

Pearson 

Correlation 

Sig.  (2-tailed) 

1 

 

270 

 

. 

224** 

.000 

 270 

.224** 

.000 

 270 

 

 

1 

 

270 

*    Correlation is significant at 0.05 level (2-tailed) 

** Correlation is significant at 0.01 level (2-tailed) 

Source: Authors Computation Using SPSS 20, 2017. 

 

From the table, there was a strong positive correlation (0.224) between Incentives and Employee 

performance. It means that as Incentives increases, Employee performance increases. Since the 

computed level of significance is 0.000, and it is less than 0.01, the null hypothesis is rejected. 

The alternative hypothesis is accepted. Hence from the research, it is concluded that there is 

significant relationship between incentives and Employee performance. 

 

Test of Hypothesis Three: 

 

Hypothesis two:  

Null Hypothesis, HO2: There is no significant relationship between Remuneration Packages and 

employee Satisfaction and retention..  

 

 

 

 

 

Table 6: Pearson’s Correlation Analysis of Satisfaction & Retention and Employee 

Performance 

VARIABLES Correlation Satisfaction 

& 

Retention  

Employee 

Performance 



 

 

Satisfaction 

& Retention  

 

 

 

 

Employee 

Performance 

Pearson 

Correlation 

Sig.  (2-tailed) 

N 

 

Pearson 

Correlation 

Sig.  (2-tailed) 

1 

 

270 

 

. 

-0.325 

.335 

 270 

-0.325 

.335 

 270 

 

 

1 

 

270 

*    Correlation is significant at 0.05 level (2-tailed) 

** Correlation is significant at 0.01 level (2-tailed) 

Source: Authors Computation using SPSS 20, 2017. 

 

From the table, there was a moderate negative correlation (-0.325) between satisfaction & 

retention and employee performance. It means that as satisfaction & retention increases, 

employee performance decreases. Since the computed level of significance is 0.335 and it is 

greater than 0.05,the null hypothesis is rejected. The null hypothesis is accepted. Hence from the 

research, it is concluded that there is no significant relationship between Satisfaction & retention 

and employee performance. 

 

4.0 The Findings: 

 

The broad objective of this study is to critically examine, the impact of compensation on 

employee performance using Nigeria banking industry as a study area. The major findings 

include; 

 

i. Salaries and Wages have significant positive impact on employee performance in the 

Nigerian banking industry. 

ii. Incentives have significant positive impact on employee productivity in the Nigerian   

banking. 

iii. Remunerations Packages have no significant positive impact on employee satisfaction 

and retention in the Nigerian banking industry. 

 

5.0 Summary and Conclusions: 

 

Based on the above findings, the researchers made summary and some conclusions: 

 

Three (3) research questions and three (3) hypotheses guided the researchers in the research 

work. The sample units were constituted by staff occupying various positions in the banks 

chosen. The sample size is 135. The instrument used for primary data collections are the 

questionnaire and oral interview. There were Twenty (20) structured questionnaires used for data 

collection. The reliability of the instrument was done using Cronbach Alpha (α) method. The 

coefficient result yielded 0.825 which was used to establish the internal consistency of the 

instrument. The data collected were computed and analyzed using Statistical Packages for Social 

Sciences (SPSS 20); with 0.05 level of significance at relevant degree of freedom with the use of 

Statistical Package for Social Sciences (SPSS).  

 



 

 

Based on the research findings the researchers conclude that: 

 

i.  Adequate salaries and wages (compensation) practices are a step towards motivating 

employee for better performance and  management plays a crucial role in the effective 

implementation of adequate compensation system. The Nigerian banking industry to some 

extent implements fair compensation to its employees. 

ii. Effective implementation of Incentives (compensation system) in organization will enhance 

employees‘ job performance. The Nigerian banking industry to some extent implements fair 

incentives to its employees. 

iii.  Effective implementation of Compensation will no doubt increase employee satisfaction and 

reduced rate of employee turnover in any organization. But from the regression results it can 

be concluded that rewards has negative and insignificant impact on employee performance. 

employee satisfaction and retention is poor in the Nigeria banking industry, that is the reason 

for high employee turnover in the industry and there is the need to be checkmated the ugly 

trend to prevent brain drain in the industry. 
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ABSTRACT 

 

This paper investigates the effect of entrepreneurial skills and economic stability on business 

education graduates in federal college of education Zaria. The paper seeks to know the problem 

behind graduates of business education students why they cannot employ themselves. Two 

objectives and two hypotheses was adopted in this like, firstly evaluate the relationship between 

entrepreneurial skill and business education graduates after school in Zaria metropolis. Secondly: 

find out the relationship between business education graduates and way forward on 

entrepreneurial skills and economic stability in Zaria metropolis. The research hypotheses were 

firstly: There is no significant relationship between entrepreneurial skills and business education 

graduates after school in Zaria metropolis. Secondly: There is no significant relationship between 

business education graduates and way forward on entrepreneurial skills and economics stability 

in Zaria metropolis. The population of the study is three hundred (300), which consist of B.ed 

students in Business Education Department. The researcher adopted B.ed students because they 

have graduated from NCE level in business education before gaining admission into B.ed at 

federal college of education, Zaria. The sample size is thirty (30), this in line with Mamman 

(2011) who states that when the population is up to ten thousand (10,000), then researcher should 

use 5% of the population and one thousand (1,000) for 10% respectively. Descriptive survey was 

used for data collection and PPMC correlate was used to analysis the relationship between 

business education graduates and entrepreneurial skills learnt in school. The finding of the result 

shows that business education graduates does not practice entrepreneurial skills after schools in 

Zaria metropolis. Based on this the researcher recommends that Students industrial work 

experience scheme (S.I.W.E.S) should ensure that Business Education students practice 

entrepreneurial skills during SIWES scheme in Zaria metropolis.  

 

Keywords: Entrepreneurial Skill, Business Education Graduates, Economic Stability 

  

Introduction 

 

The understanding of entrepreneurial skills is to put the knowledge in practice in other to have 

economic stability in our society. Business Education teaches students skills that enable them to 

be self employ and also management of economic stability. Today, entrepreneurial skills make 



 

 

indispensable contributions to the market economics, it also pave crucial roles in innovation. 

Entrepreneurial skills are essential mechanism that enables business education students the 

pursuit of economic success before and after graduation. Entrepreneurship is a dynamic process 

of vision, change, and creation. It requires an application of energy and passion towards the 

creation and implementation of new ideas and creative solutions (Kuratko, 2003). 

 

Teaching and learning of business education expose the students (Graduates) to dynamic 

opportunities, vision and compactable with new changes in the technology, agricultural 

innovation and environment at large. Graduates of business education are consolidated and 

builds upon really live, function as a productive individuals of the society, earning a living, and 

contributing to societal progress. Business education graduates continuously builds on the 

knowledge, skills, values and attitude learnt at the classroom. However, the greatest weapon 

against poverty is practicing those entrepreneurial skills learnt in the classroom. That is why 

Kaegon (2009), recommends that any form of education that does not equip its beneficiaries with 

skills to be self-reliant is a faulty system of education, also believes that business education 

graduates must be ready to offer their recipients functional education that will enhance 

performance as well as assist them to contribute meaning to the economic development of the 

country.  

 

This paper also highlighted some problems associated with business education graduates why 

they do not practice entrepreneurial skills learnt in the classroom after graduation in federal 

college of education, Zaria whether there is a problem with the curriculum or the students 

lacking cash and skills to practice business ownership in the society after graduation. Based on 

the aforementioned this paper seeks to investigate the effect of entrepreneurial skills and 

economic stability on business education graduates in federal college of education Zaria.  

 

Objective of the Study: 

 

The major objective of this paper is the effect of entrepreneurial skills and economic stability on 

business education graduates in federal college of education Zaria, while the specific objectives 

are: 

1. Evaluate the relationship between entrepreneurial skill and business education graduates 

after school in Zaria metropolis.  

2. Find out the relationship between business education graduates and way forward on 

entrepreneurial skills and economic stability in Zaria metropolis.  

 

Research Hypotheses:  

 

H1 There is no significant relationship between entrepreneurial skills and business education 

graduates after school in Zaria metropolis.  

H2 There is no significant relationship between business education graduates and way forward on 

entrepreneurial skills and economics stability in Zaria metropolis. 

 

 

 

 



 

 

 

 

 

Review of Related Literatures 

 

Conceptual Framework on Entrepreneurial Skills And Economic Stability On Business 

Education Graduates 

 

 Independent Variable                                                                     Dependent Variable 
 

 

 

 

 

 

 

 

 

 

 

   
 

 

 

 

                                                                Extraneus  Variable    

 

 

 

 

 

Source: Adopted by the researcher, 2017 

 

The diagram show linkage between independent variables and dependent variable and how they 

are related. The independent variables such as Entrepreneurial Skills And Economic Stability  

are linked to business education graduates. The entrepreneurial skills and economic Stability are 

paper presented on BEA 320 given to students on their own to prepare and present which shows 

that the students can do it having prepared business plan and feasibility report on such topic 

convince lectures that the students have learnt a skill in the classroom. Thus, the dependent 

variable which is business education graduates can put such skills in practice, all the 

aforementioned independent variables can be utilized by graduates from Federal College of 

Education, Zaria for sustainable development and economic Stability after school. However, 

extraneus variable are from either personal savings or macro finance banks. 

 

Concept Entrepreneurial Skills: 

 

Entrepreneurial Skills And 

Economic Stability  

   

    

    

    

    

 

 

    

    

    

    

    

    

    

     

 

    

    

    

    

  

 

Soap Making 

Selling Auto Spare Parts 

Egg and Meat Farm Production 

Selling of Shoes and Bags 

Pure Water Production 

Selling of Computer  

Peripherals 

Selling of C.D Plate (Movies) 

Distribution of Medicine 

Zobo Production 

Small Enterprises on Broiler 

Business 

Special Snacks Business 

Printing Business 

Fish Pond Production 

Poultry Farm 

Granola Production 

Business Centers 

Establishing of private schools   

Macro Finance Bank 

Personal Savings 

Business Education 

Graduates 

Private Employers 

Government Employers 

Proprietors Business 

Partnership Business  

 



 

 

According to Lee, Chang and Lim (2005) reviewed some theoretical framework such as there is 

no universal definition of entrepreneurship and scholars‘ view of the topic has changed 

considerably since Schumpeter (1934) defined it for the first time. Drucker (1985) called 

entrepreneurship an ―innovative act, which includes endowing existing resources for new wealth-

producing capacity.‖ Gartner (1985) described it as the ―creation of a new organization.‖ It is 

important to note, however, that entrepreneurship, a primary source of innovation, may involve 

the development of new visions and business methods for established companies as well as the 

creation of new organizations (Carnier, 1996). Therefore, entrepreneurship can be applied to all 

kinds of organizations including non-profit institutions. Although many studies assert that 

entrepreneurs are different from non–entrepreneurs, there is no unified definition description of 

entrepreneurs. Instead, scholars have developed various definitions of entrepreneurs (Brockhaus, 

1980a, 1980b). Gartner (1985) attempted to find differences in personality and background 

between entrepreneurs and non-entrepreneurs—namely, that entrepreneurs are cultivated by 

cultural, economic, social, political, and educational backgrounds that are fundamentally 

different from those of non-entrepreneurs and that each entrepreneur has his/her unique 

motivation, goals, and talents for venture creation according to his/her unique background. 

 

Thus, the gap between the theoretical framework and present papers is that entrepreneurial skills 

is considered as the following skills Soap Making, Auto Spare Parts, Egg and Meat Farm 

Production, Selling of Shoes and Bags, Pure Water Production, Selling of Computer Peripherals, 

Selling of C.D Plate (Movies) Distribution of Medicine, Zobo Production, Small Enterprises on 

Broiler Business, Special Snacks Business, Printing Business, Fish Pond Production, Poultry 

Farm, Granola Production, Business Centers and establishing of private schools.  

 

Concept of Business Education Graduates:  

 

Business education graduates is expected to be expose to diversity curricula, hence, it is that type 

of education that inculcate in its recipients attitudes, knowledge, skills, values that is required in 

the business world. This is a means of producing a healthy, literate self-reliant citizen that would 

create wealth for human development, when they become self-employed, thereby resulting to 

sustainable nation‘s development at large. Business education must have impacted accounting 

skills and creative knowledge required for employment generation opportunities, such 

entrepreneurial skills and accounting competences that would also make the business graduates 

to adopt some strategic survival instincts. 

 

Business education means many things to many people. Agwumezie (1999) sees business 

education as a programme in education that prepares students for entry into and advancement of 

jobs within the business. Aliyu (1999) have it as a programme one needs to be proud of if 

properly designed, adequately prepared and religiously harmonized. Aliyu further affirms that 

business education is an educational programme which involves acquisition of skills, knowledge 

and competences which makes the recipient/beneficiary proficient. It is an umbrella under which 

all business programmes take a shield, such as marketing, business administration, secretarial 

studies and accounting. 

 

Igboke (2000), business education is a dynamic field of study geared towards preparing youths 

and adults for and about business. It is a preparation for a career in business when instruction is 



 

 

designed to prepare youths and adults for actual practice in the world of business. On the other 

hand, education about business involves preparation of youths and adults for intelligent and 

effective consumption of economic goods and services offered to society in our free enterprise 

economy. 

 

However, business education will produce responsible, productive and self-reliant citizens. This 

highlights the importance of Business Education in inculcating in the recipients knowledge, 

values, attitudes and skills needed in the business world. 

 

 

3.1  Research Design: 
 

Descriptive survey research design was used for the study. The most common descriptive 

research method is the survey (Thomas and Nelson, 2001). The method involves systematic 

collection of data from the entire population or sample through the use of checklist. 

 

3.2  Population of the Study: 

 

The population of this paper is three hundred (300) which consist of B.ed students of Business 

Education Department, Federal College of Education, Zaria. The researcher adopted B.ed 

students because they have graduated from NCE level in business education before gaining 

admission into B.ed at federal college of education, Zaria. 

 

3.3 Sample Size and Sampling Procedure: 

 

The sample size of this paper is thirty (30), this is in line with Mamman (2011) who states that 

when the population is up to ten thousand (10,000), then researcher should use 5% of the 

population and when the population is up to one thousand (1,000), the researcher should use 10% 

respectively.    

 

4.0 Presentation of Data: 

 

Table 4.1: There is no significant relationship between entrepreneurial skills and business 

education graduates after school in Zaria metropolis 
 

Variable                 X  Std.  t-cal  t-crit.  Sig. 

 

Entrepreneurial skills                 1.2             6.6                    1.6                  1.8                 .000 
 

Business Education Graduate    2.3          1.14 

 

Table 4.1 used to show the relationship between entrepreneurial skills and business education 

graduates regarding provision of private employer‘s, government Employers, proprietors, 

partnership revealed that, t-calculated (1.6) was greater than t-critical (1.8) at 5% level of 

significance. However, it means that business education graduates do not practice entrepreneurial 

skills whether they are working with private or government owners. This implies that, the 



 

 

relationship between entrepreneurial skills and business education graduates was not statistically 

significant. The null hypothesis which stated that, there is no significant relationship between 

entrepreneurial skills and business education graduates after school in Zaria metropolis was 

rejected. 

 

Table 4.2: There is no significant relationship between business education graduates and 

way forward on entrepreneurial skills and economics stability in Zaria metropolis 

 

Variable                 X  Std.  t-cal  t-crit.  Sig. 

 

Entrepreneurial skills                1.3           .711                     2.8                  1.6                 .000 
 

Business Education Graduate    2.4           1.15 

 

Table 4.2 used to show the relationship between business education graduates and way forward 

on entrepreneurial skills and economics stability in Zaria metropolis regarding provision of Soap 

Making, Selling Auto Spare Parts, Egg and Meat Farm Production, Selling of Shoes and Bags, 

Pure Water Production, Selling of Computer Peripherals, Selling of C.D Plate (Movies), 

Distribution of Medicine, Zobo Production, Small Enterprises on Broiler Business, Special 

Snacks Business, Printing Business, Fish Pond Production, Poultry Farm, Granola Production 

Business Centers, Establishing of private schools revealed that, t-calculated (2.8) was greater 

than t-critical (1.6) at 5% level of significance. However, it means that the way forward for 

economics stability in Zaria metropolis is students of business education should practice the 

aforementioned. This implies that, the relationship between business education graduates and 

way forward on entrepreneurial skills and economics stability in Zaria metropolis was 

statistically significant. The null hypothesis which stated that, there is no significant relationship 

between business education graduates and way forward on entrepreneurial skills and economics 

stability in Zaria metropolis was accepted.  

 

5.0 Discussion of Major Findings: 

 

The result of this study revealed that, business education graduates does not practice 

entrepreneurial skills whether they are working with private employers, or government they are 

not self employed. The finding of this study further revealed a significant relationship with 

regards to entrepreneurial skills and business education graduates. This was revealed by the 

calculated t-value of (1.6) less than the critical t-value of (1.8) which implies that, statistically 

significant of (p=0.005). This finding was in line with Igboke (2000), business education is a 

dynamic field of study geared towards preparing youths and adults for and about business. It is a 

preparation for a career in business when instruction is designed to prepare youths and adults for 

actual practice in the world of business. On the other hand, education about business involves 

preparation of youths and adults for intelligent and effective consumption of economic goods 

and services offered to society in our free enterprise economy. 

 

Conclusion: 

 



 

 

The entrepreneurial skills and economic Stability that students learnt from BEA 320 given to 

them by lecturer to prepare and present which shows that the students can do it having prepared 

business plan and feasibility report on such topic convince lectures that the students have learnt a 

skill in the classroom. 

 

Recommendations: 

 

The following recommendations were made: 

1. Graduates of business education should practice entrepreneurial skills and economics 

stability in Zaria metropolis regarding provision of Soap Making, Selling Auto Spare 

Parts, Egg and Meat Farm Production, Selling of Shoes and Bags, Pure Water 

Production, Selling of Computer Peripherals, Selling of C.D Plate (Movies), Distribution 

of Medicine, Zobo Production, Small Enterprises on Broiler Business, Special Snacks 

Business, Printing Business, Fish Pond Production, Poultry Farm, Granola Production 

Business Centers, Establishing of private schools 

2. Entrepreneurship education in the federal college of education should be adequately 

funded. This can be achieved through increase in the budgetary allocation to the college 

by the government. With adequate funding, F.C.E will be able to establish entrepreneurial 

development centers for practical work and the provision of training/instructional 

material for the programme. 

3. There should be provision for periodic retraining of the lecturers to update their 

knowledge in the various areas of entrepreneurship and in the use of information and 

communication technology. This will expose them to modern trends in entrepreneurship 

across the globe and enhance effective teaching. 

4. Lecturers should re-dedicate themselves by attending more workshops, seminars to 

acquaint themselves with these skills so that they can in turn, impart same in the business 

education students. 

5. Entrepreneurship education should become a main-stream activity in education to enable 

transformations to take place very fast in the Nigeria. 

6. Students industrial work experience scheme (S.I.W.E.S) should ensure that Business 

Education students practice entrepreneurial skills during SIWES scheme in Zaria 

metropolis.  
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ABSTRACT 

 

This study investigates the effect of internal audit on litigation risk disclosers in Nigerian banks 

over the period of 2012 – 2014. The study examines how internal audit and its interactions with 

audit committee independence, risk assessment by board members, financial expertise of audit, 

firm size, earnings per share, information and communication has impacted on litigation risk 

disclosers from 2012 – 2014. To ensure adequate observation for statistical testing, we adopted a 

binary logistic regression analysis to identify the possible factors that affect litigation risks 

disclosures. In estimating and analyzing litigation risk disclosure, we reported the three binary 

regression models; logit, probit and extreme value. The result shows that there is significant 

relationship between internal audit and litigation risk disclosures. This indicate that all 

independent variables jointly explain 22% of the systematic variations on litigation risks 

disclosures.  In addition, the study reveals a positive significant effect of risk assessment by 

board members at 10% and financial expertise of audit committee members at 1%. It has a 

negative significance effect of audit committee independence at 1%, information and 

communication at 1%. However, it shows a negative and insignificant relationship when 

interacted with earning per share and firm size meaning that most banks hide under the 

international accounting standard because the standard was not specific on litigation risks to be 

disclosed, rather it left the disclosure in the arms of the audit firm to decide which litigation 

should be disclosed and which should be ignored. We conclude that audit committee 

independence and audit committee financial expertise have significant effect on litigation risk 

disclosures, while Nigeria bank should pay more attention to risks assessment and audit 

committee expertise to reduce litigation risk. However, we recommend that internal audit should 

ensure adequate and consistent disclosure of litigation risk complying with international 

accounting standard (IAS 37) using more of experts in accounting and implementing policies to 

help reduce the effect of litigation 

 

Keywords: litigation risk disclosure, audit committee independence, risk assessment by board 

members, financial expertise of audit, firm size, earnings per share, information and 

communication 

 

1.  Introduction 

 

Entwistle et al. 1994 concluded that litigation disclosure failed to provide detailed background 

information or an estimated amount for the outstanding lawsuit. Qiuming Liu 2002 and Minghui 



 

 

et al. (2003) found that most companies‘ information disclosure merely focused on formality 

without uniform content and format. Zhang et al (2003) concluded that there were loopholes in 

disclosure though there were more firms disclosing internal audit reports, and auditors are less 

concerning about internal audit information of commissioned companies. Gramling et al. 2004 

concluded that information is important given the heterogeneity that is found across internal 

audit functions which makes it difficult for stakeholders to make informed decisions related to 

the role of litigation disclosures.  

 

Many studies has been done on the litigation disclosure of firms globally such as Entwistle et al. 

(1994) examined sample of Canadian public companies 1989-1992; Coram et al. (2008) on 

sample of 324 Australian and New Zealand firms; Mercer (2004) and Gramling et al. (2004) 

studied companies in US while Qiuming Liu (2002) and Minghui et al. (2003) examined the 

quality of internal control disclosure of Chinese listed companies in 2001 Zhang et al (2003) 

studied disclosures in Chinese listed companies in 2003. However, most of these prior studies 

were done in developed countries as well as in emerging economy countries and none has been 

done in Nigeria to the best of our knowledge.  

 

This incompleteness of litigation disclosure led Entwistle et al (1994) to question whether users 

were provided with sufficient and appropriate information with which to adequately assess and 

predict the future impact of the contingencies, this resulting probability estimate made by 

management in determining whether litigation should be disclosed or ignored leave room for 

professional judgment which researcher suggest might lead to and has led to substantial reporting 

inconsistency. 

 

However, most of these prior studies were carried out in developed and emerging economies 

often with inconsistent results.  We therefore decided to carry out the study in Nigeria, using 

Nigerian setting and environment with a view to bridge the gap in literature revealed by the 

above studies. The main aim of the study is to determine effect of internal audit on litigation risk 

disclosure using Nigerian-banking sector, while specific objectives are: 

 

1. to determine the effect of audit committee independence on litigation risk disclosure 

2. to ascertain the effect risk assessment by board members on litigation risk disclosures. 

3. to find out the effect of financial expertise of audit committee members on litigation risk 

disclosures 

4. to investigate the effect of information and communication on litigation risks disclosures. 

5. to determine the effect of earnings per share on litigation risk disclosure; and 

6. to determine the effect of firm size on litigation risk disclosure 

 

Research Hypotheses: 

 

A set of null hypotheses were formulated for the study as follows 

 

1. There is no significant effect of audit committee independence on litigation risk 

disclosure 

2. There is no significant effect of risk assessment by board members on litigation risk 

disclosures 



 

 

3. There is no significant effect of audit committee financial expertise on litigation risks 

disclosures 

4. There is no significant effect of information & communication on litigation risk 

disclosures 

5. There is no significant effect of earnings per share on litigation risk disclosures 

6. There is no significant effect of firm size on litigation risk disclosure 

Scope of the Study: 

 

The study covers the whole banks in Nigeria within the period of 2012-2014 with the proposed 

measure using annual reports and Nigeria stock exchange fact book. 

 

The remaining sections of the paper are organised as follows. Section 2 briefly reviews empirical 

literature on litigation risk disclosures. It discusses its effect on internal audit. The research 

design is described in section 3. While section 4 presents and discusses the empirical findings. 

Section 5 provides a summary of the results, conclusion and recommendations. 

 

2.      Review of related literature: 

 

Conceptual Framework: 

 

The international accounting standard 37 defined a contingent liability as a possible obligation 

that arises from past events and whose existence will be confirmed only by the occurrence or 

non-occurrence of one or more uncertain future events not wholly within the control of the 

enterprise. The standard also requires that, a contingent liability should be recognize in the 

financial statement and be disclose except if the possibility of an out is remote in which case the 

matter is ignore. 

 

This resulting probability estimate made by management determines whether a litigation should 

be disclosed or ignored this standard left room for professional judgment which researcher 

suggest might lead to and has led to substantial reporting inconsistency.  

 

Theoretical Framework: 

 

The study is anchored on signaling theory propounded by Amotz Zahavi in 1975 the signaling 

theory states that, corporate trustee has obligation to report relevant information to the corporate 

capital owners, which give help to the operation of business. In the process of reporting, 

corresponding information is to pass the corporate relevant signal to the capital market. The 

signal can make the operator affect the flow of resources in capital market in a certain extent to 

improve the enterprise‘s interests. 

 

Therefore the internal auditors has a responsibility to protect the interest of the various 

stakeholders by ensuring that the published financial statement is independent of the director‘s 

influence and free from any material misstatement and litigations are disclosed to avoid loss on 

the part of the stakeholders and litigation for negligence of duty against the auditor There is the 

mutually reinforcing relationship between internal auditors performance and litigation risks 

disclosures. 



 

 

 

Empirical Review: 

 

Many studies have been conducted on this area in the past but most of the studies were done 

outside the shores of Nigeria. Such as Travis (2009) reported a positive effect of internal auditor 

reporting on investors perception of disclosure credibility. Verrecchia (1983) found a positive 

effect of internal audit on  the extent of discretionary disclosures. Stating that weak internal 

control firms will choose to disclose less or be silent on their contingent liability and pending 

litigation.   

 

The effect of audit committee independence on litigation risks disclosures: 

 

Krishnan (2005) worked on the effects of audit committee independence on litigation disclosures   

using United States firms. The study used regression analysis to determine the effect of audit 

committee independence on disclosing risk of sampled firms. The result shows a positive effect 

audit committee independence on quality of litigation disclosure. 

 

Van Peursem (2005) work focused on conversations with internal auditors: The power of 

ambiguity as to risk disclosures using multiple cases of six senior internal auditors in New 

Zealand. The study used regression analysis to analyze how audit committee independence 

affects litigation risk disclosures. The result shows positive effects of audit committee 

independence on litigation risk disclosures, stating that auditors‘ committee independence are 

significance to risks disclosures of sampled firms  

 

Carcello & Neal (2000) studied the effects of audit committee composition on litigation risks 

disclosures on companies listed in New York stock exchange. They used logistic regression 

model to determine the effect of audit committee composition on litigation risks disclosures. The 

result shows a positive significant effects of audit committee composition on auditors reporting 

disclosure risks on the sampled firms while they recommend that the greater the percentage of 

affiliated directors on the audit committee the lower the chances that the auditors will disclose 

litigation risks. While O‘Leary and Stewart (2007) on exemplary study on governance factor 

affecting internal auditor‘s ethical decision making using Australian firms. The study ascertains 

the effects of audit committee independence on litigation disclosure of the sampled firms using 

binary regression analysis. The result shows that higher quality of audit committee independence   

positively affects litigation risk disclosures, stating that the existence of an effective audit 

committee had little impact on internal auditors‘ perceptions of their willingness to act 

objectively and disclose risk. 

 

 The effect of risks assessment by board members on litigation disclosures: 

 

Karpoff & Lott (1993) studied the reputational penalty firms bear for committing criminal fraud 

using United States firms. They find out the effects of risks assessment by board members on 

litigation risk disclosures. The study used the risk assessment by board members on litigation 

disclosures as dependent and independent variables analyzing their data with binary logit 

regression analysis. The result shows positive effect of risk assessment by board member on 



 

 

litigation disclosures, stating  that reputational effects risk assessment on litigation disclosure of 

a firm can increase investor‘s confidence and firm profitability. 

 

Haslem (2005) focused on the managerial opportunism during corporate litigation using United 

State firms. The study determines how the risks assessment by board members affects litigation 

disclosure using binary regression analysis. The result shows a positive significant effect of risk 

assessment by board members on litigation risks disclosures meaning  that business managers 

wants to avoid litigation since the discovery process may weaken their informational advantage.  

 

Chen & Shi (2012) worked on the correlation between the internal control and enterprise value 

system using Chinese listed companies. They measures internal control using risk identification, 

risk analysis, risk evaluation and risk control as independent variables as it affects litigation 

disclosures of firms using binary regression analysis. The result show a positive significant effect 

of internal control risks on litigation disclosures of Chinese listed firms. 

 

The effect of financial expert in the audit committee on litigation risk disclosures: 

 

Mustafa and Youssef (2010) worked on the audit committee financial expertise on asset 

misappropriation disclosures using sample of 28 publicly held company in United States 

experiencing misappropriation of asset from 1987-1998. The study used logistic regression 

analysis to determine the effects of financial expert in audit committee on litigation risk 

disclosures. The result shows significant negative effects of audit committee financial expertise 

on asset misappropriation disclosures of the sampled firms.  

 

Bedard et al (2004) studied the effect of audit committee expertise, independence and activity on 

litigation risk disclosures using two groups of United States. They study used binary extreme 

value regression to determine the effects of audit committee expertise on litigation risk 

disclosure. The result shows that the presence of a financial expert on the audit committee 

reduced litigation risk of firms as the study reported significant positive effect of audit committee 

expertise on litigation risk disclosures. 

 

Barua et al (2010) worked the effect of audit committee experts on risks disclosures using 181 

firms in United State. They used binary regression to examine the effects on the dependent and 

independent variables. The result shows negative effect of expert on audit committee on 

litigation risk disclosures 

 

Raghunandan et al. (2001), focused on the effect of audit committee independence and expertise 

on litigation risk using survey of United States firms. The result shows positive effect of audit 

committee expertise on litigation risk disclosures meaning that independent committees with at 

least one member with accounting or finance expertise had longer meetings and more private 

meetings that effects risk disclosures.  

 

The effect of information and communication on litigation risk disclosures: 

 

Travis (2009) studied on the effects of internal audit role and reporting relationships on 

investor‘s perception of disclosure credibility using 22-design experiment with internal audit role 



 

 

and reporting relationship in Alabama, the study show significant positive effects of internal 

audit information and communication affects investor‘s perception of disclosure credibility of 

financial information thereby reducing risks. 

 

Jensen and Meckling (1976) studied the agency relationship between the managers of a firm and 

the shareholders of a firm in United States they found a negative relationship because the 

managers of the firm have inside information and may not always make decisions that are most 

advantageous for the firm shareholders. 

 

Healy & Palepu (2001) examined Information asymmetry, corporate disclosure, and the capital 

markets in United States and concluded that companies are able to reduce the information 

uncertainty of shareholders by providing informative disclosures they therefore suggest a 

positive relationship between information asymmetry and risk disclosures. 

 

Lang and Lundholm (2000) studied Voluntary disclosure and equity offerings using a sample of 

3620 firms in United States found a positive influence between voluntary disclosures and equity 

offering that increased disclosure is associated with lowered cost of equity.  

 

Field et al. (2005) Examined whether disclosure deter or trigger litigation using a simultaneous 

equation methodology to examine United States listed companies and concluded that increased 

disclosure may decrease litigation risk therefore concludes a positive influence. 

 

The effects of earnings per share on litigation disclosure: 

 

Chen & Shi (2012) examined the correlation between the internal control and enterprise value. 

Using regression analysis on 200 manufacturing Chinese listed companies in 2009, they 

concluded that the higher the earnings per share is, the lower the litigation disclosures. They 

were of the opinion that this will increase the confidence of investor and lead more excellent 

resources into the enterprise, to enhance the enterprise value. Therefore, conclude on a negative 

influence of earnings per share on risk disclosures. 

 

Jifu Cai (2005) Empirical Research on Internal Control Disclosure of Chinese Listed 

Companies,‖ using A-share listed companies in 2003 he concluded that the quality of disclosure 

is positively related to profitability, financial situation and the quality of financial report.  

 

Bronson et al (2006) Firm Characteristics and Voluntary Management Reports on Internal 

Control for firms in America suggested that the quality of disclosure is positively related to the 

times of audit committee meetings and net profit growth rate and negatively related to sales 

growth rate.  

 

Skinner (1994) examined why firms voluntarily disclose bad news he argued that the threat of 

lawsuits arising from large negative earnings surprises gives managers strong motives for pre-

announcing information to reduce litigation costs. Consistent with this assumption, Skinner 

(1994, 1997) demonstrated that firms reporting bad news are more likely to disclose early (that is 

pre-disclose) than firms releasing good news. Therefore concludes on a positive relationship 

 



 

 

The effect of firm size on litigation risk disclosure: 

 

Bronson et al.(2006) reported large companies, with great strength, are more likely to put 

resources into internal audit development, which leads to more effective control and higher 

quality of disclosure. The result shows that couple of studies on voluntary disclosures found 

positive effects of  firm size on the extent of disclosures included as either a control variable or a 

variable of interest. 

  

Based on agency cost theory, one may argue that, the larger the company, the more stakeholders 

are involved. Hunziker (2012) studied the disclosure of market risk information under IFRS 7. 

Using Swiss listed non-financial companies, he suggested that in other satisfy a greater number 

of stakeholders, the company needs to disclose more information on litigation, that there is a 

positive relationship between firm size and risk disclosure.  

 

Further, Chow & Wong-Boren (1987) examined Voluntary Financial Disclosure by Mexican 

Corporations they state that the potential benefits to voluntary disclose information are likely to 

increase in larger companies as the amount of potential wealth transfers increases with firm size. 

That a positive relationship exists between firm size and litigation disclosures. Abdel-Khalik 

(1993), examined why private companies demand auditing using 103 private companies in US he 

argues that internal agency costs increase with company size due to the increased risk of 

potential organizational control loss in larger companies.  

 

Ge & McVay (2005) The Disclosure of Material Weaknesses in Internal Control they 

empirically researched 261 listed companies, finding that the defects of internal audit is 

positively related to the complexity of the business and negatively related to size and profitability 

 

Base on many contradicting results done at different environment that this research is aim at 

feeling the gap in Nigeria banking sector.  In summary, if audit committee independence is high, 

and there are more financial experts in the audit committee I predict a high level of litigation 

risks disclosures. 

 

3.  Research methodology:  

 

Research Design: 

 

The research is based on ex facto design, using secondary data obtaining financial information of 

banks in Nigeria. Quoted in the Nigerian stock Exchange from 2012-2014.  

The selection of the variable (regressand and regressor) is primarily guided by the results of the 

previous empirical studies and the available data. The dependent and independent variables are 

defined so that they are consistent with those previous empirical studies while the uniqueness of 

the study is all quoted banks in Nigeria. 

 

Population of the study: 

 

The population of the study is made of all the Nigeria companies that are categorized under 

financial institution. However, whether quoted or not quoted in Nigeria stock exchange.  



 

 

 

Sample size of the study: 

 

The sampled size for this research is made up of 15 quoted banks in Nigeria stock exchange. 

Creating an unbalanced data for 2012, 2013 and 2014 for quoted banks. 

 

Estimation procedure: 

 

Based methodological; knowledge gathered and empirical literature in our previous sections, we 

specified a panel data binary regression model. By definition, a panel data binary regression 

model is one that seeks to explain change or variation in the value of one variable called the 

dependent variable (Litigation Risks Disclosure) using dummy variables of 0 and 1 on the basis 

of changes in other variables known as the independent or explanatory variables using panel data 

 

The assumption in panel data binary regression is that the dependent variable is a non-linear 

function of the independent variables.  

 

Model Specification and Measurement of Variables: 

 

In specifying our binary regression model for the effects on litigation risks disclosure, our major 

variables are audit committee independence (AUDCI), risk evaluation (RISK), audit committee 

financial expertise (ACFX) information and communication (INFOCOM), earnings per share 

(EPS) and firm size (SIZE). Also included in the model are cross-section (banking sector) and 

years (2012 – 2014) in the panel regressions.  

 

The panel multiple regression with an error term (µi) is expressed in equation 

 

LITDISi = f (AUDCIi + RISKi + ACFXi + INFOCOMi+  EPSi + SIZEi ) ……………(1) 

LITDISi = αi + α1AUDCIi + α2RISKi + α3ACFXi +α4 INFOCOMi+ α5EPSi + α6SIZEi + µi 

………(2) 

Where 

αi = constant 

 

Dependent Variable: 

 

LITDIS = whether litigation risk/ claim is disclosed in annual report, if yes we take 1 if provision 

for contingency is made based on management discretion 0 

 

Independent Variables: 

 

AUDCI = We code firms 1, if the committee is composed only of independent members and 0, if 

the committee includes at least one affiliated member Yan et,al (2006)  

 

RISK = whether the board of directors regarded risk assessment in the annual report indicating 

the various types of risk the bank is open to and mechanism put in place to avoid such risk. If yes 

to take 1, otherwise take 0 Leng& Ding (2011) 



 

 

 

ACFX = the percentage of audit committee members who have accounting, finance or business 

Qualifications (such as an accounting-related degree or a professional accounting qualification) 

Raghunandan et al. (2001) 

 

INFOCOM = whether the bank discusses internal control system in their annual report If YES 1 

otherwise 0 Leng& Ding (2011) 

 

Control Variables 

 

EPS = Companies of strong profitability have more financial resources to establish and 

implement internal control system and are more likely to disclose information. We select earning 

per share to weight profitability. EPS = net profit/the total number of shares. Leng&Ding (2011) 

 

SIZE = companies, with great strength, are more likely to put resources into internal control 

development, which leads to more effective control and higher quality of disclosure. firm size, 

measured by total asset. Leng&Ding (2011) 

 

µ = error term 

Aprior Sign: α > 0, α > 0, α > 0, α 0, α > 0, α > 0 

 

4. Data presentation and analysis: 

  

In this study, we investigate whether bank in Nigeria disclose the amount of litigations or 

whether they hide within the international accounting standard 37 clause that allows a bank to 

ignore if the amount of litigation and its possibility of outcome is remote. The banks population 

for this study consists of all quoted banks that have 2012 annual financial report and that are 

engage in giving out loans to customers. In identify the possible firm‘s specific characteristics 

and exogenous factors that would influence firm‘s decision to disclose litigation. We conducted 

descriptive statistics, correlation matrix and binary regressions. The results obtained are 

presented and analyzed as follows; 

 

Data Description:  
 

The variable for the study include a dummy dependent variable which takes the value of ―1‖ for 

Firms with the amount litigation disclosure(LITDIS) and ―0‖ otherwise. The independent 

variables- audit committee independence (AUDCI ), whether the audit committee consist of only 

independent members or whether there are affiliated shareholders- Risk assessment (RISK) 

whether the board of directors regarded risk assessment in the annual-Financial expertise 

(AUFX) Proportion of  financial expert on the committee. Information and communication 

(INFOCOM) Whether the bank discusses system in their annual report indicating the five 

elements of internal control Firm Size (proxy by log of Total Asset-SIZE), earnings per 

share(EPS),The below is the descriptive statistics from 15 sampled banks in Nigeria 

 

Table 1 

Descriptive Statistics   



 

 

 AUDCI AUFX RISKS INFOCOM EPS SIZE LITDIS 

 Mean  0.48  0.25  0.82  0.40  1.20  2,750,000,000.00  0.55 

 Minimum  0.00  0.00  0.00  0.00 -0.58  0.00  0.00 

 Maximum  1.00  1.00  1.00  1.00  3.17 24,200,000,000.00  1.00 

 Std. Dev.  0.50  0.29  0.38  0.49  0.93  5.35E+09  0.50 

 Jarque-Bera  7.50  4.98  22.63  7.55  1.35  268.1775  7.50 

 Probability  0.00  0.00  0.00  0.00  0.00  0.00  0.00 

 Observations  45  45  45  45  45  45  45 

Source: Author (2016) 

 

Table 1, shows the mean (average) for each of the variable, the minimum and maximum values 

and their standard deviation (degree of dispersion) and Jarque-Bera (JB) statistics (normality 

test). The results provided some insight into the nature of the selected banks that was used in this 

study. Firstly, Size, which is the total asset of each bank, stood at a maximum of 24,200,000,000 

while the minimum stood at 0.00. Secondly the EPS stood at the average of 1.20 and the 

maximum of 3.17 while its minimum is -0.58.  Finally the jarque Bera (JB) which test the 

normality or existence of outliers shows that the values are normally distributed at 1% level of 

significance. Therefore, the overall descriptive statistics revealed that there is no sample 

selection bias or outlier in the data that would impair the generalization from this study. 

 

 In examining the relationship among the variables we employed the correlation coefficients 

(correlation matrix) and the results are presented in table 2. 

 

Table 2 

Correlation Matrix 

 AUDCI AUFX RISKS INFOCOM EPS SIZE LITDIS 

AUDCI  1.00       

AUFX  0.12  1.00      

RISKS -0.12 -0.06  1.00     

INFOCOM -0.16  0.17  0.26  1.00    

EPS -0.04  0.09  0.09  0.12  1.00   

SIZE -0.26 -0.18  0.13  0.36  0.15  1.00  

LITDIS  0.06  0.21  0.05 -0.36 -0.11 -0.29  1.00 

 

In Table 2, we focus on the correlation between litigation disclosures (LITDIS) and the six 

independent variables. The result shows that audit committee independence (AUDCI) was 

weakly positively associated with audit committee expertise (0.12). This implies that a bank with 

high audit committee independence is likely to have an audit expert among the audit committee 

members. In the case of risk evaluation (RISK,AUDCI=-0.12, AUFX=-0.06) we observed risk 

evaluation by board members was negative and weakly associated with audit committee 

independence and audit committee expertise meaning that risk disclosed by board members is 

not determined by the presence of independent internal auditor. Thirdly (INFOCOMAUDCI=-

0.16 AUFX 0.17 and RISK 0.26) this indicates that INFOCOM is weakly negatively related to 

AUDCI at -0.16 and weakly positively related to AUFX and RISK at 0.17 and 0.26 respectively. 

(EPS, AUDCI=-0.04, AUFX=0.09, RISK=0.09 INFOCOM=0.12) this means that EPS is weakly 

negatively related to AUDCI and weakly positively related to AUFX, RISK, and INFOCOM at 



 

 

0.09,0.09 and 0.12 respectively. Fourthly, (SIZEAUDCI =-0.26, AUFX=-0.18 RISK=0.13 

INFOCOM=0.36 EPS=0.15) this indicates that total asset is weakly negatively related to AUDCI 

and AUFX at -0.26 and -0.18 respectively while weakly positively related to RISK, INFOCOM 

and EPS at 0.13, 0.36, 0.15 respectively this indicates that SIZE of the bank has no relationship 

with the audit committee independence and expertise. 

 

Finally (LITDIS, AUDCI= 0.06, AUFX 0.21, RISK 0.05, INFOCOM=-0.36 EPS=-0.11 SIZE-

0.29) this indicates that LITDIS is weakly and positively related to audit committee 

independence , presence of an expert among the committee and litigation disclosure at 0.06,0.21 

and 0.05 respectively while it weakly negatively related to INFOCOM EPS and SIZE at -

0.36,0.11 and 0.05 respectively meaning that litigation disclosure is not affected by size or EPS 

of the banking industry. 

 

In checking multicolinearity, we noticed that no two explanatory variables were perfectly 

correlated, this means that there is absence of multicolinearity problem in the model. 

 

Binary Regression Results: 

  

However, to examine the causal-effect relationship between the dependent variable and 

independent variables and to test our formulated hypotheses we used the binary logistic 

regression analysis since correlation cannot reveal how the independent variables affects the 

probability of firms to disclose litigation risk in annual reports. The binary logistic regression 

result obtained is presented below 

Table 3. 

      Aprior Sign LITDIS 

Model 

(Binary 

Probit) 

LITDIS Model          

(Binary Logit) 

LITDIS Model 

(Binary Extreme) 

 

    

C  -0.1 0.02 -0.02 

  (-0.02) (-0.02) (-0.04) 

  [0.9]* [0.9]* [0.96]* 

     

AUDCI + -0.1 -0.1 -0.17 

  (-0.25) (-0.25) (-0.35) 

  [0.09]* [0.01]* [0.7]* 

     

RISKS + -0.7 1.23 1.23 

  (1.37) (1.33) (1.97) 

  [0.16]* [0.1]* [0.0]* 

     

AUFX + 0.1 2.38 2.38 

  (1.83) (1.77) (2.52) 

  [0.06]* [0.0]* [0.0]* 

     

INFOCOM - -1.27 -2.03 -2.03 



 

 

  (-2.48) (-2.36) (-3.50) 

  [0.01]* [0.0]* [0.00]* 

     

EPS + -0.21 -2.23 -0.23 

  (-0.62) (-0.61) (-0.91) 

  [0.53] [0.5] [0.35] 

     

SIZE + -4.99 -0.08 9.08 

  (-0.66) (-1.61) (0.18) 

  [0.50] [0.5] [0.8] 

     

McFadden R-squared  0.22 0.21 0.17 

LR statistic  13.60 13.34 10.54 

Prob(LR statistic)  0.0 0.0 0.1 

Probability 

Distribution 

 Normal Logistic Geometric 

Total obs  45 45 45 

Obs with Dep=0  20 20 20 

Obs with Dep=1  25 25 25 

     

Source: Author 2016                                                                                                                                                                            

Note: (1) Parentheses ( ) are z-statistic while bracket [ ] are p-values       

          (2) * 1%, ** 5% and *** 10% level of significance 

 

However, to examine the probability or likelihood relationship between the dependent variables 

(Litigation disclosure = 1 for amount of claim and 0 for non- disclosure) and the independent 

variables and to test our formulated hypotheses. In estimating and analyzing Litigation disclosure 

we adopted the three binary regression models (Logit, Probit and extreme). The difference in 

these models is based on the type of probability distribution they assume. Logistic binary 

regression follows a cumulative logistic probability distribution, binary Probit assume 

cumulative normal distribution while extreme binary assume geometric distribution. The results 

from these three binary regression models are presented above. The study interpreted logit binary 

regression. 

 

 From the binary regression result it would be review that the Mcfadden R square result of 0.22 

0.21 and 0.17 for logit probit and extreme respectively This shows that there is 22% likelihood 

that the selected independent variables correctly predict the litigation disclosure. This also mean 

that the model above has a below average goodness of fit since there is 78%  probability of miss-

predicting the litigation disclosure using only of recommended independent variables. LR 

statistic for the three models revealed that they logit and probit are statistically significant at 1% 

levels while extreme value is statistically valid at 10% in explaining the outcome of the 

dependent variable. The reported results of the binary regression models were based on 

Maximum Likelihood Huber/White Heteroskedasticity-consistent standard errors and 

covariance. This means that the three binary regression results reported are free from 

Heteroskedasticity problem which is commonly associated with data from firms with different 

characteristics. Following the above, are the specific empirical findings 



 

 

 

Audit Committee Independence: This appears to be statistically significant at 1% and positively 

associated with the probability of banks to disclose amount of litigation . This means that high 

level of audit committee independence affects litigation risk disclosures. Based on this result we 

reject Hypothesis H1, which suggest that there is no significant effect of audit committee 

independence on litigation risks disclosures. This findings accepts the aprior sign which suggest 

a positive effect therefore we accept the findings of  Van Peursem (2005) who stated that 

auditors committee independence positively affects risks disclosures of sampled firms and 

Carcello& Neal (2000), whose result shows a positive significant effect of committee 

composition on auditors reporting disclosure risks and recommended that the greater the 

percentage of affiliated directors on the audit committee the lower the chances that the auditors 

will disclose litigation risks. 

 

Risk assessment by board members: was found to be statistically significant at 1% levels and 

was positively associated with the probability of banks who discloses amount of litigation in 

their annual report. This also means that risk assessment by management makes the bank 

cautious of its environment and avoid risk to the barest minimum Therefore the result rejects 

hypothesis (H2), which suggest that there is a no significant effect risks assessment by board 

members on litigation disclosures. The finding conforms to the conclusion of Karpoff& Lott 

(1993) and Haslem (2005) which suggest a positive effect with litigation disclosures audit 

committee expertise: this suggest a positive association between presence of a financial expertise 

in the audit committee and litigation risk disclosures at 1% level of significance this indicates 

that as number of financial expertise in the audit committee increase the chances of litigation risk 

disclosures also increases. Therefore we reject hypothesis 3 and accept a prior sign which 

suggest a positive effect of litigation risk disclosure on audit committee expertise, we also accept 

the result of Raghunandan et al (2001) and Bedard et al (2004) who suggested a positive 

association and reject the result of Barua et al (2010) who suggested a effect auditing expert on 

audit committee on litigation disclosures. 

 

Information and communication (INFOCOM): this appears to have a negative influence on our 

sampled quoted banks and litigation risk disclosure was statistically significant at 1%. This result 

therefore, suggest that we should accept hypothesis four (H4) which suggest that there is no 

significant effect information on communication and litigation risk disclosure and conforms to 

apriori sign of Jensen and Meckling (1976) and reject that of Field et al. (2005) who is of the 

opinion that increased disclosure may decrease litigation risk therefore concludes a positive 

influence. 

 

Earnings per share (EPS): appears not to be consistent with apriori expectation but was 

statistically insignificant in explaining firm‘s decision to disclose litigation. This result accepts 

Hypothesis (H5), which suggests that banks litigation disclosure and earnings per share does not 

have a significant relationship. The negative effect of EPS on the likelihood of banks to disclose 

litigation information supported the views of  Chen & Shi (2012) they concluded that the higher 

the earnings per share is, the lower the litigation disclosures. They were of the opinion that this 

will increase the confidence of investor and lead more excellent resourcesinto the enterprise, to 

enhance the enterprise value. Therefore, conclude on a negative influence of earnings per share 

on risk disclosures, therefore we reject the view of Skinner (1994) 



 

 

 

Firm size: firm size has a negative relationship with litigation disclosures and insignificant.  It 

appears to be inconsistent with apriori expectation and also is statistically insignificant in 

influencing banks decision to disclose litigation. Therefore we accept Hypothesis (6) which 

suggests that there is no significant effect firm size on litigation disclosures and reject the 

conclusion Bronson et al. (2006). 

 

5 Conclusion and recommendations: 

 

Result from the study indicates that there is significant effect of internal audit on litigation risk 

disclosures. This is consistent with the findings of Field et al. (2005) Since the McFadden r-

squared value of 0.22. These indicate that all independent variables jointly explain 22% of the 

systematic variations on litigation risks disclosures.  In addition, the study reveals a positive 

significance effect of risk assessment by board members at 10% and financial expertise of audit 

committee members at 1%. It has a negative significance effect of audit committee independence 

at 1%, information and communication at 1%. However, it shows negative and insignificance 

when interacted with earning per share and firm size. Meaning that most banks hide under the 

international accounting standard because the standard was not specific on litigation risks to be 

disclosed, rather it left the disclosure in the arms of the audit firm to decide which litigation 

should be disclosed and which should be ignored. We concluded that audit committee 

independence and audit committee financial expertise have significant effect on litigation risk 

disclosures, while Nigeria bank should pay more attention to audit committee independence and 

audit committee expertise while improving the internal audit to reduce litigation risk. However, 

we recommend that internal audit should ensure adequate and consistent disclosure of litigation 

risk complying with international accounting standard (IAS 37) using more of experts in 

accounting and implementing policies to help reduce the effect of litigation. 

 

We also recommends more research, since the explanatory variables explained only 22% to 

understand other variables that influence the litigation risk disclosures in Nigeria banks and how 

management determine a contingency that is remote and should be ignore because IAS 37 did no 

define the term remote. 
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ABSTRACT 
 

The study assessed the determinants of tax cash pay-out of consumer goods and pharmaceutical 

industries in Nigeria from the period 2010 – 2015. The main objective of the work is to ascertain 

the determinants of tax cash pay-out of consumer goods and pharmaceutical industries in 

Nigeria. Four research questions were formulated to guide the study. Four hypotheses, 

formulated in line with the specific objectives were tested. Relevant related literature were 

reviewed. The study adopted ordinary least square (OLS) method regression of analysis. The 

design of the study is ex-post-facto design The population of the study is twenty one consumer 

goods and pharmaceutical industries in Nigeria. The sample size is nine. The researcher used 

annual time series data and cross sectional data. We used pooled multiple regression analysis in 

this work. Our findings show that current tax expenses positively influence the amount of tax 

paid out by consumer goods and pharmaceutical industries in Nigeria and that changes in annual 

income has a negative effect on the amount of tax paid out by quoted companies.  The researcher 

concluded that current tax expenses of consumer goods pharmaceutical industries determine the 

amount of tax they will pay out. In addition, companies with less deferred tax liability pay less 

tax than those with high-deferred tax liability. Furthermore, companies with high tax expenses 

pay more tax out. We hereby recommend that federal government should give companies more 

incentives to increase their productivity, since current tax expense rate is statistically but 

positively significant in this studies. In addition, annual income tax rate should be reduced so as 

to enhance economic growth. The implication of the study is that companies‘ tax pay-out is a 

major source of cash inflow into the government coffers other than oil money which is now 

collapsing.    

 

Keywords: tax paid, current tax expenses, changes in annual income tax payable, deferred tax 

liability, deferred tax asset  

 

1.0 Introduction 

 

Tax cash pay-out simply means cash flow after taxes. It is a measure of financial performance 

that looks at the company‘s ability to generate cash flow through its operation. In Nigeria, the 

contribution of company‘s Income Tax and Value Added Tax as non-oil revenue is seriously 

considered relevant and be embarked on especially now that oil revenue has dropped. 

 



 

 

The effect of current tax expenses on tax paid has generated questions such as whether taxes 

collected from companies positively affect the gross domestic product and economic growth of 

Nigeria.  Anyanwu (1997) The second issue is the effect of changes in annual income tax 

payable on tax paid. The empirical question is whether increase in income tax rate or capital gain 

tax rate has statistical significant association with the gross domestic rate. Ford, (2012). How can 

analysts use this increased rate to compare the economic position and performance of a firm, 

especially in these inflationary periods? Does tax revenue distribution approximate a normal 

distribution? On top of increased tax rate, temporal or group instability can affect the accuracy of 

tax figures. This can technically lead to tax avoidance and evasion, which may result in loss of 

tax revenue on the side of Federal government. Ayodele; (2006). This inility could be caused 

principally by the measurement of some components of financial ratio. Some components are 

measured at historical cost and others at fair value, for instance, in the income statements, items 

are measured at fair value but those in the balance sheet are measured at historical cost. 

However, it is expected that the use of fair value method of accounting should restore the 

normality and stability. The third one boarders on the effect of deferred tax liability. The 

empirical question is whether information on deferred tax liability will help to reduce average 

forecast errors of forecasting operating cash flow. Cheung, Krishman and Min (1997). The 

purpose of deferred tax liability information is to enable users of financial statements forecast 

accurately before investing in any firm. Right and timely investment increases tax value. During 

good years deferred tax liability is increased to moderate earnings .Finally, another area of 

concern is deferred tax assets. The empirical question here is whether deferred tax asset is value 

relevant. Chang, Herbolin and Tuttici (2009)  The essence of deferred tax asset is to capitalize 

tax losses. Investors enjoy deferred tax assets because it moderates earnings. This can occur if 

deferred tax assets are increased during bad years. The main objective of the study is to ascertain 

the determinants of tax pay out of quoted companies in Nigeria while the specific objectives 

includes to; 

 

1. to ascertain the extent to which current tax expenses relate with tax paid.  

2. to determine the extent to which changes in annual income tax payable relate with tax 

paid.  

3. to ascertain the extent to which deferred tax liability relate with tax paid and  

4. to ascertain  the extent to which deferred tax asset relate with tax paid.  

 

Research hypotheses: 

 

A set of null hypotheses were formulated for the study as follows 

 

1 Current tax expense rate has no significant relationship with tax paid.  

2 Change in annual Income tax rate  has no significant association with tax paid.  

3 Deferred tax liability has no significant relationship with tax paid.  

4 Deferred tax asset has no significant relationship with tax paid.  

 

Scope of the Study: 

 

The study covered the determinants of tax cashpay-out of some quoted companies in Nigeria 

spanning from 2010 to 2015. The population of the study is all the consumer goods and 



 

 

pharmaceutical industries in Nigeria They are twenty one while the selected sample size is three 

pharmaceutical companies and six consumer goods companies quoted in Nigeria according to 

fact book. 

 

The remaining sections of the paper are organized as follows. Section 2 briefly reviews empirical 

literature on tax cash flow. It discusses its determinants. The research design is described in 

Section 3, while Section 4 presents and discusses the empirical findings. Section 5 provides a 

summary of the results, conclusion and recommendations.  

2.0 Review of related literature: 

 

Conceptual review: 

 

Taxation has been a reasonable source of revenue generation in Nigeria. How to generate this 

revenue becomes difficult .In Abata (2014), Nigerian government has found it difficult to raise 

money through tax due to various forms of resistance. These include tax evasion, avoidance and 

corrupt practices such as economic sabotage etc. In most advanced countries changing or 

functioning tax rate is used to influence or achieve macroeconomic stability. These countries 

include; Canada, United States, Netherlands, United Kingdom etc. They derive substantial 

revenue from company income tax, value added tax, petroleum profit tax and import duties. 

According to Oluba (2008), these economies have used same to create prosperity. 

 

Theoretical framework: 

 

This was propounded by the Meade commission. This commission proposed that both real and 

financial business inflows are subject to taxation and both real and financial business outflows 

are deductible. They further state that the amounts received in connection with equity issued by 

the tax payer are excluded; for example contribution to capital and amounts paid in connection 

with shares for example, dividends are not deductible. According to them, components of cash 

flow tax base include inflows (taxable) and out flows (deductible). Inflows include proceeds 

from sale of goods and services, sale of financial assets (other than own shares) receipts of debts 

repayments, borrowing of funds, interest income, dividend income etc. outflows cover amount 

paid for plants, equipment, inventory supplies, labour, purchase of financial assets (other than 

own shares), payments to reduce debts and tax cash paid For any business entity aside from 

changes in cash on hand, total cash inflows must equal cash outflows.  

 

Empirical review: 

 

Current tax expenses and tax paid:  

 

According to Bin, Chins, and Michael (1997) cash flow benefits may be negative for some 

individual tax payers, in which case they are referred to as cash flow cost. According to them, tax 

payer compliance cost = Direct monetary outgoing incurred by tax payers imputed cost of time 

and resources spent by tax payers on their tax affairs – (management) benefits to tax payers + 

cash flow benefits to tax payers + tax deductibility benefits to tax payers) – reduction in tax 

liabilities due to tax planning. This group called Australian Taxation study group (ATAX) 

studied the compliance cost per tax payer in a particular category. Period covered in the studies 



 

 

ranges from 1995 to 2000. Effective tax planning requires the tax planner to consider the tax 

implication of a proposed transaction. The Scholes – Wolfson studies adopted a positive 

approach to explain the role of taxes in organizations.( Douglas &Terry, 2001). Frankel and 

Trezevant (1994) in Nanwei, Qiang & Lulu (2013) focus on book tax geared towards upward 

earning management.which increases both financial and taxable incomes and thus has current tax 

consequence. They used survey method. They found out that book tax generate tax income.  

 

Anyanwu (1997) studied the effect of taxes on Nigeria‘s gross domestic product (GDP) and 

economic growth (1981 – 1996). The study revealed that companies income tax positively and 

significantly affect gross domestic product just as do customs and excise duties. The same is true 

of other direct taxes for they directly affect Nigeria‘s GDP.  

 

Engen and Skinner (1996) studied taxation and economic growth of U.S economy of 

laboursupply, investment, demand and productivity growth. Their results suggest good effects, 

growth rate of 0.2 to 0.3% indicating major tax reforms. They used ordinary least square method.  

 

Changes in annual companies‘ income tax payable and tax paid: 

 

McBride & Huang (2012) in Williams & Sanwick (2014) studied the effect of tax changes in U.S 

economy. The study lasted between 1990 and 2008. They found out that tax cuts relatively 

promote growth.  

 

Hungerford (2012) compared the changes that took place between annual real per-capita gross 

domestic product growth rate and the top marginal income tax retain relation to top capital gain 

tax of U.S.A from 1945 to 2010. The fitted values suggest that higher tax rates are not associated 

with higher or lower real per-capita gross domestic product of growth rates to any significant 

degree. He used multivariate regression analysis. He found out that neither top income tax rate 

nor the top capital gains tax rate has a statistical significant association with the real GDP growth 

rate.  

 

Another study conducted by American economic recovery group in 2003 between 1981 and 

2001 was on the impact of the major tax cuts and tax increases that occurred in 1990 and 1993. 

In the study, the marginal income tax rate increased from 31 percent to 39.6 percent, than they 

were following the 2001 tax cuts. Correlation analysis was used. It was found out that higher 

growth cannot take place during a period of higher tax rates. 

  

Richard & Eric in Chude & Chude (2015),conducted a research in 2003 on changes that take 

place if tax policy design is induced in Nigeria. They used the ordinary least square regression 

from 1990 to 2000 to test the variables. They found out that certain factors can bring changes to 

our tax system which may have positive or negative impact on companies. They found out that 

domestic instead of global factors will largely dominate most countries tax structure like Nigeria. 

Jane in Chude and Chude (2015) conducted a research in year 2011 on the impact of tax reform 

on the general economy of Nigeria. She tested the variables using the ordinary least square 

regression method. The study covered between 1995 and 2009. She found out that tax reform or 

changes in tax rate have not had a significant impact on the macroeconomic stability. She further 



 

 

observed that increase in tax rate ultimately result in greater burden for the masses through a 

shift of the liability. 

 

Deferred tax liability and tax paid: 

 

Cheung, Krishnan and Min (1997), studied the effect of deferred tax information on tax payment 

by industries. They reported that deferred tax information reduces average forecast errors of 

forecasting operating cash flow for 16 of 30 industries. They used survey method which gave 

them actual U.S tax liability as it is. Lisowsky (2009), used the same method of survey to find 

out that deferred tax expense is not related to the actual U.S tax liability Ayera (1998), enquired 

whether financial statements users take deferred tax liability information into account 

considering its market discounting. He came out with the evidence that its discounting according 

to the expected time could be likely reversal. 

Levi and Nissim (2004) in their study in Australia of the effect of deferred tax expense/liability 

on annual returns found no significant relationship between deferred tax expense and annual 

returns. This suggests that investors do not consider deferred tax when determining whether or 

not to invest.  

 

Wagner (1988) did not fail to identify the contribution of deferred tax liability when he analyzed 

trends in the growth of public expenditure in the public sector. He found out that as progressive 

nations industrialize, their share of public sector in the national economy grows.  

 

Conducting study on the impact of deferred tax liabilities on the country‘s export, Peentra (1998) 

in South Korea between 1975 and 1991 discovered that Korean government could export goods 

and services due to much revenue from deferred tax liability paid by quoted companies. 

 

Deferred tax asset and tax paid: 

 

Chang, Herbolin and Tuttici (2009) in their study in Australia used the available Australian data 

to find out that deferred tax asset is value relevant. The method used is the survey method.  

 

Erlangung (2011) examined the composition of deferred tax balances in detail among which 

includes deferred tax asset. He concluded that deferred tax assets are used to capitalize tax losses 

Harington, Walter& Trippeer (2010) state in their research that deferred tax asset is indeed a 

serious income to an individual or a company. It includes compensation related expenses/e.g 

health insurance coverage for retirees). 

 

Leaderman and Molony (2003) studied the effect of deferred tax on the trade structure of South 

Korea. They cover 1976 – 2001. They used the method of regression analyses. They found out 

resources abundances adversely affect economic growth 

 

3.0 Methodology: 

 

Design of the Study:  

 



 

 

The study is a deterministic type. This is so because, it tries to find out whether the independent 

variables of the study will effectively play the role of tax revenue generation in Nigeria. A 

deterministic study takes an experimental design of pretest design. Pretest data were obtained 

from the financial statements of the firms and their transactions remain the same. Therefore, 

accounting amounts and their quality should be the same, and if there are any difference, then the 

experimental treatments should be the cause of the difference. The study used annual time series 

data and cross sectional data. We used pooled multiple regression analysis.  

 

Model Specifications: 

 

The basis of choosing these independent variables is to enable the variables act as determinants 

of tax cash pay-out of consumer goods and pharmaceutical industries in Nigeria. We used 

change in annual income, current tax expenses, deferred tax asset and deferred tax liability as our 

explanatory variables for tax generated by companies.  

 

The model is put into an econometrics model by adding the error term . the variables are 

converted to logarithms, so as to remove trends. The model in equation thus assumes the form  

 

TPOUTt = B0t + B1t CAINC + B2t CURTEXt + B3t DTA + B4t DTL +  

 

Where; 

 

TPOUTt = logarithm of Tax pay-out  

B1t CAINC = logarithm of change in annual Income  

B2t CURTEXt = Logarithm of current tax expenses  

B3t DTA = Logarithm of Deferred tax Asset  

B4t DTL = Logarithm of Differed tax Liability  

 = a stochastic error term  

 

Population of the study:  
 

The population of the study is twenty one consumer goods and pharmaceutical industries in 

Nigeria listed on the flur of Nigeria stock exchange as at 31
st
 December 2015.  

 

Sample Size: 

 

The researcher used Taro Yameni statistical formular to establish the sample size. This as 

follows;  

 

n   =  Nnies 

    1 + N(e)
2
 

 

Where   

 

n = sample size  

 N = Population  



 

 

e = Error term 

that is 21/1+21(0.05*0.05)=19 

 

The sample size of nineteen companies gotten out of the population could not be give  consistent 

data for the  research requirements. And so, the researcher resorted to the use of nine companies 

that could not provide data from 2010 to 2015.  

 

Method of Evaluation: 

 

The study used the Ordinary Least square (OLS) method as a statistical tool. Testing the 

goodness of fit of the explanatory power of the independent variable is expected.  The value of 

coefficient of determination (R
2
)  lies between 0 and 1that is, 0 –R

2
 – 1. The closer it is to 1, the 

better the goodness of fit or the explanatory power of the independent variable.  

 

The farther it is from 1 (that is the closer it is to 0,) the worse the goodness of fit. The statistical 

significance of the regression coefficient will be carried out so as to determine the students‘ t-

test. The observed t-ratio(t) is  compared with the critical t-ratio (t0.25) for a two tailed test at 5% 

level of significance with n-k degree of freedom. Where n is the number of observation and k is 

the number of estimated parameters. If t<t0.25, we accept the null hypothesis and reject the 

alternative hypothesis. 

 

The F-test is used to test the entire regression plane and the stability of the regression coefficient. 

The observed F-ratio (f) will be compared with the critical ratio (F-0.05) at 5% level of 

significance and vt-k=1 and Vy = nk degree of freedom. If t>F-0.05, the regression equation is 

significant and the converse.  

 

The formulae in the model representing the dependent and independent variables are TPOUT = 

Tax Pay out. CAINC = Change in annual income tax. CURTEX = Current tax expenses, DTA = 

Deferred tax asset. DTL = Deferred tax liability. 

 

Tax Payout (Income tax payable) is a liability that an entity incurs that is based on its reported 

level of profitability. It is recorded on the balance sheet as a liability. Current tax or Income tax 

expense is what a company has calculated that it owes in taxes based on business accounting 

rules. This is reported on Income statements (P & L). Changes in annual companies income tax 

is the difference in the deduction of previous year‘s current tax expenses from the present year‘s 

tax. For examples if in year 2014, current tax expense of Dangote group is (N000) 3,637373, 

year 2015 = (N000) 5,013,237, the changes in her annual income tax is (N000) 5,013, 237 – 

3,673,373 = 1,375,864.  

 

Deferred tax asset is a situation where a business has overpaid taxes or taxes paid in advance on 

its balance sheet. These taxes are returned to the company inform of tax relief. Deferred tax 

liability is the result of temporary differences. 

 

4.0 Presentation and analysis of data: 

 

Data Description: 



 

 

 

The variables for this study include a dependent variable which is Tax Paidout (TPOUT) while 

the independent variables are Current Tax Expenses (CURTEX), Changes in Annual Income Tax 

(CAINC), Differed Tax Liability (TL) and Differed Tax Asset (DTA). Below is the descriptive 

statistics for the study. 

 

Table 2: Descriptive statistics 

Variables Mean Max Min Std. Dev JB (p-value) 

TPOUT 1430306 5936184 1175800 1875644 10.05(0.00)* 

CAINC -112378.6 2017631 -3037069 853455.7 23.34(0.00)* 

CURTEX 1457091 6168538 -91719.00 1930072 8.40(0.01)** 

DTA 2034120 2967539 0.00 635258.7 316.23(0.00)* 

TL 2738281 13341236 -21700.00 3801841 22.18(0.00)* 

Source: Researcher’s computation (2016)  

Note: *1%, **5%, ***10% Levels of Significance. 

 

Table 2 shows the mean (average) for each of the variables, their maximum values, minimum 

values, standard deviation and Jarque-Bera (JB) Statistics (normality test). The results in table 2 

provided some insight into the nature of the selected Nigerian quoted companies that were used 

in this study.  

 

Firstly, it was observed that on the average over the four six years period (2010-2015), the 

sampled selected companies in Nigeria were characterized by positive average TAX 

PAIDOUT(TPOUT =1430306), the maximum amount of Tax Paid out of the sampled companies 

was 5936184 while the minimum value stood at 1175800.  Secondly, we also observed that 

changes in annual income tax (CAINC) standard deviation of the sampled companies for this 

study recorded a large value of 853455.70. This shows that most quoted companies in Nigeria 

have different annual income taxes. This wide variations in annual income tax (CAINC) of the 

sampled companies therefore justifies the need for this study, as we expect companies with high 

annual tax income to pay higher tax out than those with less annual income tax.    

 

The table also shows the standard deviation value of 2967539 and 13341236 for deferred tax 

asset (DTA) and deferred tax liability (DTL) respectively, as highest values while the lowest 

values stood at 0.00 and -21700. This shows that the companies used for this study were well 

specified, not dominated by either large DTA or DTL companies. This further justifies the need 

for this study as we expect companies with high differed tax asset (DTA) and less deferred tax 

liability (DTL) to pay higher tax out.  

 

Lastly, in table 2, the Jarque-Bera (JB) which test for normality or the existence of outliers or 

extreme values among the variables, shows that all the variables are normally distributed at 1% 

level of significance. This means that any variables with outlier are not likely to distort our 

conclusion and are therefore reliable for drawing generalization. 

 

Correlation analysis: 

 



 

 

In examining the association among the variables, we employed the Pearson correlation 

coefficient (correlation matrix) and the results are presented in Table 4.2 (see appendix 2 for a 

detailed result). 

 

TABLE 3: Pearson Correlation Matrix  

 TPOUT CAINC CURTEX DTA  DTL  

TPOUT        1.00  0.09             0.95                 0.59                 0.61 

CAINC    0.09  1.00               0.15              0.02                 0.24 

CURTEX  0.96       0.15              1.00              0.42                 0.72 

DTA         0.60       0.02              0.42              1.00                 0.16 

DTL         0.61       0.24              0.72               0.16                 1.00 

Source; Researcher‘s computation using E.V version 8 statistical package. 

 

The use of correlation matrix in most regression analysis is to check for multi-colinearity and to 

explore the association between each explanatory variable (CAINC, CURTEX, DTA, and DTL) 

and the dependent variable(TPOUT).Table 4.2 focused on the correlation between firm tax paid 

out  and the independent variables (CAINC, CURTEX, DTA, and DTL).  

 

The findings from the correlation matrix table shows that all our independent variables.  

 

(CAINC = 0.09; CURTEX 0.96 DTA = 0.60; DTL=0.61; were observed to be positively and 

weakly associated with firm tax paid out (TPOUT), except CURTEX. CURTEX is strongly 

correlated at 0.96, DTA and DTL are moderately correlated at 0.6 and 0.61 while CAINC is 

weekly correlated at 0.09. 

 

Test of Hypotheses: 

 

In other to examine the impact relationships between the dependent variable (TPOUT) and the 

independent variables (CAINC, CURTEX, DTA and DTL) and to also test our formulated 

hypotheses, we used a pooled multiple regression analysis since the data had both time series 

(2012-2015) and cross sectional properties. The pooled interaction based multiple regression 

results are presented and discussed in Table 4.3 below (see appendix two for a detailed result). 

 

Table 4: TPOUT panel regression results 

Variables   Coefficient  t-statistics   Prob. 

C   84939.74           1.13             0.27 

CURTEX  0.972657          17.18   0.00* 

CAINC             -0.221309         -2.68         0.01** 

DTA                   -0.079670        -2.96   0.01**  

DTL                  0.596840          5.57          0.00* 

R-squared    0.97 

Adjusted R-squared   0.97 

F-Statistic   245.18 

Prob (F-Statistics)      0.00 

Source: Researched computation through E-view 8.0 statistical package 

 



 

 

In table, 4.3, R-squared and adjusted R-squared values were (0.97) and (0.97) respectively. This 

indicates that all the independent variables jointly explain about 97% of the systematic variations 

in TPOUT of our sampled companies over the four-year period (2012-2015). The F-statistics 

(245.180) and its P-value (0.00) shows that the TPOUT regression model is well specified. 

 

In addition to the above, the specific findings from each explanatory variable are provided as 

follows: 

 

Analysis of Data: 
 

Current tax expenses (CURTEX) and Tax paid out(TPOUT), based on the t-value of 17.18 and 

P-value of 0.00, was found to have a positive influence on our sampled quoted companies 

TPOUT and this influence was  statistically significant since its P-value was less than 1%.This 

result, therefore suggests that we should reject our null hypothesis one (H01) which states that 

current tax expenses have no significant effect on tax paid out to accept our alternate hypothesis.  

This means that current tax expenses of companies determines the amount paid out as tax of such 

company in Nigeria. So, companies with high tax expenses pay less tax out than those with less 

tax expenses and our result is in line with our aprori expectation for this study.  

 

Changes in annual income tax (CAINC) and Tax paid out (TPOUT), based on the t-value of-2.68 

and p-value of 0.01, and were found to have a negative influence on our sampled quoted 

companies Tax paid out and this influence was statistically significant as its p-value was less 

than 0.05 values. This result therefore, suggests that we should reject our null hypothesis two 

(Ho2) which states that changes in annual income tax has no significant effect on tax paid out. 

This means that on the basis of tax paid out of firms, annual income tax determines the amount 

of tax paid out by such firm and for firms with high or large annual income tax tends to pay less 

tax out than those with less annual tax income.  

 

Deferred tax liability(DTL) and Tax paid out (TPOUT) based on t-statistic of -2.96 and p-value 

of 0.01 was found to have a negative influence on our sampled company‘s tax paid out and this 

influence was statistically significant since its p-value was within 0.05 or 5% level. This result 

therefore, suggests that we should also reject our null hypothesis three (H03) which states that 

deferred tax liability has no significant effect on tax paid out to accept our alternate hypothesis.  

This means that deferred tax liability is a determinant of tax paid out of consumer goods and 

pharmaceutical industries  in Nigeria and that quoted companies with less deferred tax liability 

pay less tax than those with high deferred tax liability . This findings support our aprori 

expectation for this study. 

 

Deferred tax Asset(DTA) and Tax paid out(TPOUT), based on t-value of 5.57 and p-value of 

0.00, was found to have a positive influence on our sampled companies  and this influence was 

statistically significant since its p-value was less than 0.05 or 5% level. This result therefore 

suggests that we should reject our null hypothesis four (H04) which states that deferred tax asset 

has no significant effect on tax paid out, to accept our alternate hypothesis. This means that 

Deferred tax asset (DTA) is a determinant of Tax pay- out in Nigeria, meaning that firms with 

higher deferred tax asset structure tends to pay higher tax than those with less deferred tax asset. 

 



 

 

5.0 Conclusion and recommendations: 

 

The study concludes that; current tax expenses of consumer goods and pharmaceutical industries 

determine the amount of tax they will pay out. Companies with high tax expenses pay less tax 

out than those with less tax expenses. Firms with high or large annual income tax tend to pay less 

tax out than those with less annual tax income. Companies with less deferred tax liability pay 

less tax than those with high deferred tax liability.  

 

Finally, firms with higher deferred tax asset structure tend to pay higher tax than those with less 

deferred tax asset. The study made the following recommendations; Current tax expense rate is 

statistically but positively significant. This also promotes tax payout. Federal government should 

give companies more incentives to increase their productivity. Tax authourities should give tax 

cuts so as to enable producers produce more for increase in tax pay-out. This variable should be 

reduced so as to enhance economic growth. Companies‘ management should increase this 

variable so as to generate more cash outflow or tax payout. Finally, deferred tax liability should 

be reduced to a reasonable minimum. Otherwise, it will affect economic growth. 
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ABSTRACT 

 

This paper critically evaluates the impact of the Nigerian stock exchange (NSE) on economic 

development. The study adopts an ex post factor design, while using secondary data collected 

from the activity reports of the Nigerian stock exchange and the central bank of Nigeria (CBN) 

from statistical bulletins (various years)in explaining the influence of the NSE on economic 

development. The population of the study comprised of all companies listed on the floor of the 

Nigerian stock exchange as at 31st December, 2015 and the entire population was used as sample 

since the data from the listed companies is fairly manageable. To determine the direct causal 

relationship between the various variables of the study, the ordinary least square (OLS) 

technique was used for analysis purpose. Multiple regression technique was used through the use 

of E-views version 8.0. The study revealed that the all share index (ASI), market capitalization 

and turnover ratio have significant effect on the gross domestic product (GDP) in Nigeria. The 

paper therefore recommends that investors should be encouraged with necessary incentives so as 

to increase the volume and value of equities being traded upon in the Nigeria‘s stock exchange, 

thus widening the coast of investment opportunities as well as increasing productivity. 

 

Keywords: Nigerian stock exchange (NSE), All share index, Market capitalization, Turnover 

ratio, Gross domestic product (GDP), Economic development. 

 

1. Introduction 
 

In any model of economic development, capital occupies a position of crucial and strategic 

importance. Economic development of any sort will not be possible unless there is adequate 

degree of capital formation in the country. However, a very important trait of underdeveloped 

economies is deficiency of capital, which is due to small savings by communities. 

Underdeveloped economies hardly save five percent (5%) of the national income, whereas they 

should save and invest at least twelve (12%) percent in order to secure a reasonable level of 



 

 

development (Dewett, 2002).The keys to accelerated economic development are much higher 

investments and domestic savings, combined with efficient financial system necessary to 

maintain macroeconomic stability to significantly improve productivity. The slow growing 

economies like Nigeria needs to raise their savings and investments rates from the current low 

level to at least 20-25% percent levels already achieved or exceeded by India, Kenya and 

Zimbabwe. According to the World Bank 2006 report, Nigeria has between 12-16 percent of 

Gross Domestic Product (GDP), below what is needed for sustainable long-term growth. It is 

recognized that to maintain this level of economic activities in Nigeria, there is need to expand 

the financial system to enable it create facilities needed for short and long-term investments. An 

efficient and vibrant financial system contributes more to economic development. It mobilizes 

savings and allocates them to investments by private entrepreneurs, and it ensures that dynamic 

parts of the economy are well funded. In the Schumpeterian spirit, all services performed by 

financial intermediaries which includes savings; mobilization, project evaluation, risk 

management, monitoring managers, utilization of credit facilities and facilitating transactions are 

catalysts for technological innovation and economic development. The pace at which this is 

achieved depends much on the health of the financial system. 

 

The Nigerian stock exchange (NSE) is a key determinant of the Nigerian financial system. The 

Nigerian stock exchange provides the essential facilities for companies and government to raise 

money for business expansion and developmental projects through investors who own shares in 

companies for the ultimate economic benefits of all members of the society. Olawoye (2011) 

noted that the capital market is an essential agent of economic growth because of its ability to 

facilitate and mobilize savings and investment. The ability to mobilize and invest lies in the 

nation‘s strength in effective resource mobilization which enables internal wealth generation and 

domestic savings as well as inflows of foreign capital. Thus, the consideration of the capital 

market as the institution for financial management from surplus sectors of the economy to the 

sectors that are seeking to be financed. This paper focuses on the issues of capital market and 

how it has impacted on the Nigerian economy. 

 

The main objective of the NSE as enunciated in the memorandum of association of the company 

is to create an appropriate mechanism for capital formation and provide efficient allocation of 

resources among competing alternatives. It is also expected to provide special financing 

strategies for projects with long term gestation periods. In addition, it helps to maintain discipline 

in the capital market as far as the participants and the investor are concerned and as such, assists 

to broaden the share ownership in the market by providing the enabling environment and to 

provide and maintain fair prices for securities. The overriding objective of any financial system 

is the provision of a conducive atmosphere for the transfer of funds from the surplus sector of the 

economy to the deficit sector. Osaze (2011) posited that the origin of the Nigerian capital market 

dates back to the colonial era, in the bid to raise funds for running the local administration on the 

realization that the internally generated funds from marketing agricultural produce and solid 

mineral were deficient. This they did through reforming the revenue mobilization, taxation and 

other payment systems. Though the existence of the capital market was informal, Olawoye 

(2011) explained that it become prominent in 1959 after the visit of Lobynesion, who was invited 

by the Federal government to talk on the role the Central Bank, which was established in 1958, 

could play in the development of local money and capital market. The then Lagos stock 



 

 

exchange (LSE) was established and incorporated in 1960 as a private limited liability Company, 

limited by guarantee under the provisions of the Lagos stock exchange Act 1960 (Osaze, 2011).  

 

Moreover, businesses rise and collapse so easily in the history of Nigeria for many other reasons 

including non-availability of long term finance. Using short term finances to pursue long term 

capital projects which crippledmany businesses and or projects considering the match maturity 

concept that most financial institutions operate wherein they ensure that loans given and debts 

incurred matures at the same time. This paper is aimed at establishing the impact of the NSE on 

economic development with specific reference to Nigeria.  

 

1.2 Statement of the Problem: 

 

The Nigerian Stock market has been described as being shallow; this is mainly due to the market 

float that is very small and is measured by the ratio of securities in the market to the total listed 

securities outstanding (Olawoye, 2011). The challenge that lies ahead is to be able to increase 

and retain as many domestic individual and institutional investors as possible and simultaneously 

attracts foreign ones to the Nigerian Capital Market. This can be achieved by being dynamic, 

innovative, and having an open mind so that new ideas can be absorbed and put into productive 

in use. The market must be in a position to provide a spectrum of investment alternatives, new 

trading instruments with which investors can hedge their risk, as well as an environment which is 

honest, has sufficient structures and where policies are flexible enough to accommodate different 

investment needs.  

 

The stock exchange has also been characterized by a number of market failures, one of which is 

asymmetric information, a situation in which one party to a transaction has less information than 

the other party. The pervasiveness of this phenomenon greatly undermines the efficiency of 

financial markets as mechanisms for allocating resources because geographical and cultural 

distance complicates the acquisition of information, asymmetric information is particularly 

prevalent internationally. While the revolution in information asymmetric are lessened but not 

eliminated, therefore they are prone to the sharp investor reactions, unpredictable market 

movements and financial crisis that can occur when information is incomplete and financial 

markets behave erratically (Eichengreen and Musa 1998). Thus, in the absence of complete 

information, investors tend to rush in and out of the markets on rumour.  

 

The remainder of the paper is structured as follows; Section 2 reviews the literature (both 

theoretical as well as empirical)and also provided the theoretical framework for the paper, 

section 3 explains the methodology adopted for the research, Section 4 presents the major 

findings of the paper, section 5 provides the conclusion and finallyin section 6 recommendations 

were provided.The Variables of the study are the Nigeria stock exchange (NSE) proxied by all 

share index, market capitalization and turnoverratio which are the independent variables (IVs) 

and economic development of Nigeria proxied by gross domestic product (GDP) which is the 

dependent variable (DV).  

 

1.2 Research Questions: 

 

The following research questions are proposed to guide the paper; 



 

 

 

1. To what extent does all share index affect the gross domestic product of Nigeria 

2. To what extent does market capitalization  affect the gross domestic product of Nigeria 

3. 1. To what extent does affect the gross domestic product of Nigeria   

 

 

 

1.3 Research Objectives: 

 

1. To examine the impact of All share index on gross domestic product of Nigeria 

2. To examine the impact of Market capitalization on gross domestic product of Nigeria 

3. To examine the impact of Turnover ratio on gross domestic product of Nigeria 

 

1.4 Research Hypotheses: 

 

1. All share index has no significant effect on gross domestic product of Nigeria 

2. Market capitalization has no significant effect on gross domestic product of Nigeria 

3. Turnover ratio has no significant effect on gross domestic product of Nigeria 

 

2. Literature Review: 

 

2.1 Concept of Economic Development: 

 

Economic development is a multivariate concept; hence there is no single satisfactory definition 

of it. Economic development is a process where low income national economies are transformed 

into modern industrial economies. It involves qualitative and quantitative improvements in a 

country‘s economy. Political and social transformations are also included in the concept of 

economic development in addition to economic changes. Literally, economic development can 

be defined as passage from lower to higher stage which implies change. Kindleberger and 

Herrick (1958) point out that economic development is generally defined to include 

improvements in material welfare especially for persons with the lowest incomes, the eradication 

of mass poverty with its correlates of illiteracy, disease and early death, changes in the 

composition of inputs and output that generally include shifts in the underlying structure of 

production away from agriculture towards industrial activities, the organization of the economy 

in such a way that productive employment is general among working age population rather than 

the situation of a privileged minority, and the correspondingly greater participation of broad 

based groups in making decision about the direction, economic and otherwise, in which they 

should move their welfare. 

 

Kindleberger (2009) while making a distinction between economic growth and economic 

development argues that economic development implies both more output and changes in the 

technical and institutional arrangement by which it is produced and distributed. Economic 

development in the classical era meant an increase in the absolute size of annual production 

regardless of the size of the population, or an increase in the economy‘s real income over a long 

period of time. Consequently in the words of Meier (1964), economic development is a process 

whereby an economy‘s real national income increases over a long period of time. This definition 



 

 

fails to take into account the changes in the growth of population. If a rise in real income is 

accompanied by faster growth in population there will be no economic development but 

retardation. Thus, some economists define economic development in terms of an increase in per 

capita income. Drewnewski (1966) defines development in terms of economic and social 

welfare. In the standard of living of people, economic development is supportive and it involves 

increased per capita income and creation of new opportunities in education, healthcare and 

employment sectors. Development is of limited significance if it does not lead to economic 

welfare. Economic development implies increased per capita income and reduced income 

inequalities and satisfaction of the people as a whole.  

 

In 1970‘s redistribution from growth became a common slogan. Dudley Seers (1972) raised the 

basic question about the meaning of development succinctly when he asserted questions about a 

country‘s development, such as ―what has been happening to poverty? What has been happening 

to unemployment? What has been happening to inequality? If all three (3) of these have declined 

from high levels, then beyond this constitutes period of development for the country concerned. 

If one or two (2) of these central problems have been growing worse, especially if all three (3) 

have, it would be strange to call the result development even if per capita income doubled‖. 

 

Economic development includes economic growth measured in terms of GDP and its 

distributional dimensions. In respect of this some economists include role of reducing poverty, 

provision of improving basic needs, goods and services and reduced inequalities in income 

distribution in the definition of economic development which can be achieved by increasing the 

rate of production and employment. Thus, the growth of productive employment is another 

dimension which is included in the definition of economic development. 

 

2.2 Review of Empirical Studies: 

 

Rabiu, Musa and Ibrahim (2015) investigated the effect of Nigerian stock exchange market 

development on economic development using a twenty (20) year time series data from 1990-

2010. Ordinary least square ()technique was adopted for analysis. The findings revealed that 

market capitalization and value traded ratio have a negative correlation with economic growth 

while turnover ratio has a strong positive correlation with economic growth. It was 

recommended that policy makers and other relevant institutions put effort towards tuning market 

capitalization and value trade ratio into significant positive in the near future, so as to encourage 

economic growth in line with stock market development. 

 

lkatanda (2012) analyzed the determinants of stock market returns in Nigeria using the OLS 

method based on the sourced time series variables from the Central Bank of Nigeria (CBN) 

between 1984 and 2010. The findings indicated that interest rate, previous stock return levels, 

money supply and exchange rate are the main determinants of stock returns in Nigeria. 

Therefore, the study proffer the need to adopt a mixed policy approach between capital and 

monetary market instruments in order to enhance the returns in the Nigerian Stock Exchange. 

 

Olusegun (2011) analyzed the efficiency of capital market on the Nigerian economy for the 

period between 1979 and 2008 as a reference point for developing economies. The results 



 

 

indicated that the stock market indeed contributes to economic growth as all variables conformed 

to expectation. 

 

Adegbajuet al (2012) examined the role of the stock market in achieving the vision 2020. 

Applying co-integration and error correction modeling (ECM) to stock market performance and 

per capita income time series data, the study has helped in highlighting the specific roles of 

major indicators of the capital market which are relevant in testing the capital market-economic 

growth nexus. The findings indicated the separate roles played by the primary capital market and 

the secondary capital market in the growth of the Nigerian economy. The evidence from this 

study revealed that while activities in the secondary capital market tend to grow, the Nigerian 

economy through its wealth effect (that of the primary market) ironically did not.    

 

Abu Nuruddeen (2009), investigated whether stock market development raises economic growth 

in Nigeria, by employing the error correction approach. The econometric results indicate that 

stock market development (market capitalization-GDP ratio) increases economic growth. 

 

Katuma (2012) identified the role of Stock Exchange market to economic growth in Tanzania. It 

also determined the factors which hinder the swift growth of Darul Salaam Stock Exchange 

Market and suggested measures to be taken by DSE to promote economic development in 

Tanzania. The study used the case study based on triangulation and descriptive design to obtain 

necessary and required qualitative and quantitative data. The population of this study was groups 

of stakeholders of DSE from four categories namely representative of regulatory bodies, 

representative of corporate organization, stock brokers and analyst and then shareholders and 

investors. The target sample size was 100 stakeholders from four categories of the DSE. The data 

for the study were obtained through both primary and secondary data collection method 

interviews, observations and questionnaires were used in the former while various published and 

non-published materials were used in the later. Data collected was analyzed with use of the 

statistical packaged for social science (SPSS). The findings have revealed that both market 

capitalization and value of share traded contribute a small amount in growth of the economy of 

Tanzania.  

 

Lastly, Campbell and Shiller (1988) examined the relationship between stock prices, earnings 

and expected dividends. They found that a long term moving average of earnings estimate 

predict dividends and the ratio of this earning variables to current stock price is powerful in 

predicting stock returns over several years. They conclude that these facts make stock prices and 

returns much too volatile to accord with a simple present value model. 

 

2.3 Theoretical Framework: Random Walk Theory: 

 

The random walk theory is a financial theory stating that stock market prices evolve according to 

a random walk and thus cannot be predicted. It is consistent with the efficient-market hypothesis. 

The concept can be traced to French broker Jules Regnault who published a book in 1863, and 

then to French mathematician Louis Bachelier whose Ph.D. dissertation titled "the theory of 

speculation" (1900) included some remarkable insights and commentary. He developed a 

sophisticated model for testing randomness in the French government‘s bond market. Much of 

his work was not recognized for several decades and further significant studies had to await the 

https://en.wikipedia.org/wiki/Finance_theory
https://en.wikipedia.org/wiki/Stock_market
https://en.wikipedia.org/wiki/Market_price
https://en.wikipedia.org/wiki/Random_walk
https://en.wikipedia.org/wiki/Efficient-market_hypothesis
https://en.wikipedia.org/wiki/Jules_Regnault
https://en.wikipedia.org/wiki/Louis_Bachelier


 

 

introduction of the computer. The theory holds that the price of stocks, futures, and other 

investments move randomly up or down, and that they cannot be predicted. Adherents to the 

random walk theory posits that conventional investment techniques such as examining historical 

price movements, technical analysis, and fundamental analysis are not useful in predicting future 

price movements. In 1965, Paul Samuelson wrote a very influential article that further propelled 

random walk theory, ―proof that properly anticipated prices fluctuate randomly.‖ According to 

Samuelson, in an information-efficient market, price changes cannot be forecasted if they fully 

incorporate expectations and information of all market participants. 

 

The random walk theory implies that short run changes in stock prices cannot be predicted. If 

prices reflect all available information at any given time, then subsequent changes in price can 

only be due to new information. News develop randomly therefore the change in price must arise 

from new, previously unforeseen, and unforeseeable information. Hence, prices themselves must 

change un-predictably and randomly. If past prices contain little useful information for the 

prediction of future prices, then the implication is that there is no point in following any 

technical trading rule for timing the purchases and sales of securities. No one claims the market 

is a perfect random walk or that technical and fundamental strategies never make money. They 

very often do make profits. The point is that the past history of stock prices cannot be used to 

predict the future in a meaningful way and a simple buy and hold strategy for a long period of 

time typically makes more money. Mutual funds, financial advisors and wealth managers, in 

their advertising to investors, often claim that their strategy or investment model is better able to 

detect good buys and guard your wealth against the economy‘s ups and downs. They claim to 

provide a higher return than would be earned by a portfolio of randomly selected securities or a 

passively managed portfolio of index funds. The Randomwalk theory is therefore adopted for the 

research because it adequately captures all the variables of the study viz; all share index, market 

capitalization and turnover ratio. Therefore, the theory best suit the purpose of the research. 

 

3. Research Methodology: 

 

The study adopts an ex post factor design, while using secondary data  made available from the 

activity reports of the Nigerian stock exchange (NSE) and the central bank of Nigeria (CBN) 

(various years) in explaining the relationship between NSE and economic development in 

Nigeria. The population of the study comprised all companies listed on the floor of the NSE as at 

31st December, 2015. This is because the performance of each company on the floor of the 

Nigerian stock exchange contributes to the stock market indices such as market capitalization, all 

share index and turnover ratio which would be used for the purpose of analysis in the study. To 

determine the direct causal relationship between the various variables of the study, the ordinary 

least square (OLS) method was used to analyse the data collected from the NSE and CBN annual 

reports. Multiple regression technique was used through the use of E-views version 8.0 

 

4. Results and Discussion 

 

The data was based on the CBN annual report on the all share index, market capitalization and 

turnover ratio for the period of ten (10) year (2005-2015). The analysis is as follows;  

 

Correlation:    



 

 

Table 1 

Covariance Analysis: Ordinary 

Date: 09/02/16   Time: 12:40    

Sample: 2005 2015     

Included observations: 11    

      
      Correlation     

Probability GDP  ASI  CAP  T_OVER_RATIO   

GDP  1.000000     

 -----      

ASI  0.202185 1.000000    

 0.0170 -----     

CAP  0.311631 0.717319 1.000000   

 0.0039 0.0021 -----    

T_OVER_RATIO  0.570869 0.550729 0.619340 1.000000  

 0.0466 0.0491 0.0421 -----   

      
A correlation analysis was conducted to test for multicollinearity and establish the direction and 

strength of the relationship between the dependent (GDP) and independent variables (market 

capitalization, all share index and turnover ratio). The Pearson correlation coefficient (r) was 

employed to establish the relationship between the variables. In determining the strength of their 

relationship, a correlation of zero indicates absence of relationship, a correlation of 1.0 indicates 

perfect positive relationship and a correlation of -1.0 indicates negative relationship. All 

correlations are statistically significant at five (5%) percent, with the coefficients being positive. 

All coefficients less than 0.4 are weak while all correlations between the range 0, 4 and 0.7 are 

moderate.  

 

The result in table 1 shows the absence of multicollinearity since the Pearson correlation 

indicators for all the variables are less than 0.75 and greater than 0.1. 

 

Pre-estimation Robustness Tests: 

 

Stationarity Tests: 

 

Table 2. Individual ADF Test for the Variables 

Variables ADF Test Statistics Prob 
Order of 

Integration 
Stationary 

GDP -3.248352*** 0.0060 I(2) Yes 

ASI -4.094805** 0.0183 I(1) Yes 

CAP -6.875664*** 0.0009 I(1) Yes 

TOR  -3.633682** 0.0332 I(1) Yes 

Source: Eviews8.0 output, 2016 



 

 

*** and ** connote significance at the 1% and 5% significant levels respectively. NB: All 

statistics contain an intercept, except for GDP . 

 

The above table provides a summary of the results for the unit root test conducted on the time 

series data utilized in the study, Augmented Dickey Fuller (ADF) test. From the results none of 

the variables was found to be stationary at levels. To correct the anomaly, the test was repeated 

on the first difference of data series of the variables and as indicated in the table, they were found 

to be stationary at first difference (except for GDP) and thus considered to be integrated of the 

order I(1). GDP was however, found to be stationary at second difference with neither intercept 

nor trend. The evidence of their stationary can be seen from the significance (probability) of the 

statistics which are all significant at 1% and 5% levels as shown in the table. Thus all the null 

hypotheses of the existence of unit root in them were rejected, meaning that the series are 

stationary and a regression would not give spurious results at this various levels of their 

stationary. Therefore, regression would be the best method of data analysis for this data. 

 

3.3 Multicollinearity Test: 

 

Multicollinearity has been examined between the independent variables using Pearson 

correlation and looking at Variance Inflated Factor (VIF) and tolerance values. 

 

a. Correlation Analysis: 

 

A correlation analysis was conducted to test for multicollinearity and establish the direction and 

strength of the relationship between the dependent and independent variables. The Pearson 

correlation coefficient (r) was employed to establish the relationship between the variables. In 

determining the strength of their relationship, a correlation of zero indicates absence of 

relationship, a correlation of 1.0 indicates perfect positive relationship and a correlation of -1.0 

indicates negative relationship. All correlations are statistically significant at five (5%) percent, 

with the coefficients being positive. All coefficients less than 0.4 are weak while all correlations 

between the range 0,4 and 0.7 are moderate. The result in table 1 the correlation table (See 

Appendix) shows the absence of multicollinearity since the Pearson correlation indicators for all 

the variables are less than 0.75 and greater than 0.1. 

 

b. Variance Inflation Factor (VIF): 

 

In order to prove and corroborate the absence of harmful multicollinearity among the 

explanatory variables, the variance inflation factor (VIF) is used as an advanced measure for 

determining multicollinearity amongst the independent variables of a study. It is generally 

accepted that any VIF that exceeds ten (10) or have a tolerance value lower than .10 indicates a 

potential problem of multicollinearity. The summary of regression table above also includes the 

VIF values for the independent variables. The result shows no multicollinearity problem between 

independent variables because the VIF values are all less than ten (10). Thus, multicollinearity is 

not a problem for this research. 

 

Heteroskedasticity Test: 

 



 

 

Breusch-Pagan-Godfrey test was used to test the null hypotheses that there is no 

heteroskedasticity of the error variances. With respect to the result obtained from the 

heteroskedasticity test conducted in this study, the p-value, 0.2824, indicated an acceptance of 

the null hypotheses of no heteroskedasticity. This, therefore, fulfills the homoskedasticity 

assumption of classical linear regression model, hence, there is a constant variance, (that is, the 

disturbances εi) reflecting in the regression function. This validates the regression results 

 

3.5 Test for Autocorrelation: 

 

Breusch-Godfrey serial correlation LM Test for autocorrelation is used to test the null hypothesis 

that there is no serial correlation of the error variances. With respect to the result obtained from 

the test, the p-value, 0.2647, indicated an acceptance of the null hypotheses of no serial 

correlation. This, also fulfills the autocorrelation assumption of classical linear regression model, 

and thus, validates the regression results.  

 

 

 

 

 

 

 

 

 

 

3.6 Multiple Regression Results: 

 

Table 3 

Variables Coefficient t-statistics p-values VIF 

Constant -51359.08 -0.109089 0.0174  

ASI 42.74127 0.585828 0.0034 1.025668 

CAP 9.5211 0.488333 0.0060 1.043859 

TOR 2648.168 0.037381 0.0016 1.031410 

R-squared 0.376581    

Adjusted R-squared 0.361470    

F-statistic 0.138221  0.032935  

Durbin-Watson stat 1.700901    

 

From the above table, the result from the linear regression model which tests the effects of the 

independent variables on GDP is shown. The F-statistic, which measures the adequacy and 

fitness of the model used in the study stood at 0.138221 with a p-value of 0.032935 which is 

significant at 5%; shows that the model involving ROE is adequate and fit. The empirical 

findings from the multiple regression revealed that R
2
, the multiple coefficient of determination 

of the variables stood at 0.376581. This indicated that about 37.7% of the total variation in 

dependent variable (ROE) is explained by variations in the independent variables (ASI, CAP & 

TOR). The adjusted R
2
 stood at 0.36147 indicating that the independent variables will still 

explain 36.1% of the variations in the dependent variable even if other variables were added to 



 

 

the model. The regression model is restated below reflecting the beta coefficients of all the 

independent variables; 

 

GDP = -51359.08 + 42.74127 ASI + 9.5211 CAP + 2648.168 TOR + ε 

 

Of the significance of the respective variables, all of the independent variables (ASI, CAP and 

TOR) have p-values which are significant at 5%. This indicates the presence of sufficient 

statistical evidence for the rejection of null hypotheses on all variables. 

 

Furthermore, the beta coefficients for all independent variables, given their respective 

significance, give positive values indicating that an increase in each of the independent variables 

would lead to an increase in GDP.  

 

3.7 Summary of Hypotheses tests: 

 

Table 4 

Hypotheses Hypotheses statements Remarks 

H01 ASI has no significant effect on GDP Rejected 

H02 CAP has no significant effect on GDP Rejected 

H03 TOR has no significant effect on GDP Rejected 

 

The Findings: 

 

Based on the tested hypotheses, the paper revealed that; 

 

1. All share indexes has significant effect on the Gross Domestic Product in Nigeria. 

2. Market capitalization has significant effect on the Gross Domestic Product in Nigeria. 

3. Turnover ratio has significant effect on the Gross Domestic Product in Nigeria. 

 

Policy Implication:  

 

Based on the first finding which stated that All share index has significant effect on the Gross 

domestic product of Nigeria, it implies that it is a necessary ingredient for the growth of the 

Nigeria‘s GDP. Therefore, the higher the all share index, the higher the Nigeria‘s GDP. On the 

second findings which stated that market capitalization has significant effect on the Gross 

domestic product of Nigeria, it implies it is a necessary ingredient for the growth of the Nigeria‘s 

GDP, therefore, the higher the market capitalization of Nigeria, the higher the GDP. On the last 

findings which stated that turnover ratio has significant effect on the Gross domestic product of 

Nigeria, it implies it is a necessary ingredient for the growth of the Nigeria‘s GDP. Thus, the 

higher the turnover ratio, the higher the Nigeria‘s GDP. 

 

Conclusion: 

 

Based on the findings of the study, conclusions were drawn; the findings revealed that all three 

hypotheses which stated that all share index, market capitalization and turnover ratio have no 



 

 

significant effect on the GDP of the Nigeria are rejected. This implies that all the variables of the 

study are relevant and contribute to the growth of Nigeria GDP. Therefore, this study concluded 

that in order to achieve higher GDP, Nigeria‘s market capitalization, all share index and turnover 

ratio needs to be high.  

 

Recommendations: 

 

In line with the findings and conclusion of the study, the following recommendations were made; 

 

1. Investors should be encouraged with necessary incentives so as to increase the volume 

and value of equities being traded upon in Nigeria, thus widening the coast of investment 

opportunities as well as increasing productivity. Increase in Total Equities will surely 

significantly impact on the economy and as such should be encouraged.  

2. There is need to introduce and implement policies that will increase the level and size of 

Market Capitalization in the Nigerian Capital Market by the government through the 

Central Bank as increase in Market Capitalization will surely increase fund availability 

for desired investment which in turn will increase productivity of the Nation (GDP).  

3. Organizations operating in the country should open access to the public for investment 

and by so doing make returns available to the investors thereby increasing an average 

investors‘ income. There is also the need to institute policies that will further increase 

value of transaction in the market. This goes beyond mere regulatory measures but should 

include but not limited to punitive measures to check fraud and other malpractices that 

betray the trust from investor.  
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ABSTRACT 

 

This paper titled Academic Corruption: It‘s Implication on Business Education Programme. 

Education is the measuring tool for economic development of a nation. It is regarded as an 

instrument for excellent for effective national development. The paper also investigates Respect 

for the worth and dignity of the individual; Faith in man‘s ability to make rational decision; 

Moral and spiritual principles in personal and human relations; Shared responsibility for the 

common good of society; Provisions of the physical, emotional and psychological development 

of all children and Acquisition of all competencies necessary for self-reliance. This paper 

reviewed some related literatures on academic and corruption and its implication in business 

education programme such as Academic institutions are places where good moral values, 

knowledge, skills and competency are learnt, acquired and achieved for the betterment of an 

individual, society and country at large. Base on the questionnaire collected conclusion and 

recommendations was made among others are it is certain that an academically corrupt business 

education graduate will find it difficult to achieve the stated objective of the programme. 

Therefore, business education being a skilled programme that requires academic understanding 

of the various aspects of the discipline needs to be academic-free from any form of academic 

corruption. it recommended  that Business education heads of department at various level needs 

to realize the competencies required of the graduate of the programme. Therefore, it is essential 

to keep on orienting the students on the danger associated with any form of academic corruption. 

  

Keywords: Academic Corruption, It‘s Implication, Business Education, and Progrmme 

 

Introduction 

 

Education is the measuring tool for economic development of a nation. It is regarded as an 

instrument for excellent for effective national development (National Policy on Education, 

2004). Positive ethical values and behavior are built through qualitative education. Ademola, 

Simeon and Kingsley (2016) affirmed that when man is given qualitative education he becomes a 

creative and productive being and by extension agent of development or change. To be an agent 

of development change, the National Policy on Education (2004) stated that the quality of 

institution at all level has to be oriented towards inculcating the following values: 

 

i) Respect for the worth and dignity of the individual; 



 

 

ii) Faith in man‘s ability to make rational decision; 

iii) Moral and spiritual principles in personal and human relations; 

iv) Shared responsibility for the common good of society; 

v) Provisions of the physical, emotional and psychological development of all children and 

vi) Acquisition of all competencies necessary for self-reliance. 

 

Interestingly, academic institutions are places for the transmission and realization of the above 

values. Bachore (2014) remarked that academic institutions are places where citizens are 

prepared for a diverse need of life and societal issues. They are prepared to function as a 

productive member of the society. However, today‘s experience has shown that academic 

integrity of our various institutions is at stake due some unethical behavior permeating the 

system. Adebisi (2017) supported this position and stated that today we are all worried about the 

quality of graduates that are churned out by our tertiary educational institutions. This is because 

most of the graduates are grossly deficient in competence or capacity. 

 

The deficiency in competency and capacity can be greatly being attributed to academic 

corruption which is seen as any dishonest act in the academic institutions. However, one 

programme, which requires being built on sound and qualitative instructions, is business 

education. The thrust of the programme is providing vocational skills necessary for the recipient 

to function effectively in the work place. Hence, vocational business education improves 

personal qualities and builds the attitudes of individuals that are necessary for adjustment to 

personal and employment situations, and also provides knowledge, skills and competence for 

individuals to function well in office occupation as well as create jobs for themselves and others 

(Amoor, (2008). Attainment of this career pathway will be jeopardized if not built on solid 

academic background devoid of academic corruption. 

 

It is against this backdrop that the paper examines what constitute academic corruption, business 

education, forms of academic corruption and it implications on quality business education and 

the strategies to employ in ensuring qualitative business education programme in our institutions.  

 

What does academic corruption/business education constitute?  

 

Academic institutions are places where good moral values, knowledge, skills and competency 

are learnt, acquired and achieved for the betterment of an individual, society and country at large. 

Where students failed to acquired these attributes in academic institutions, the consequence is 

tantamount to national disaster. Inability to experience these attributes could be as a result of 

academic corruption. Academic corruption connotes any deliberate action taken to bend the 

existing norms to favour an individual or group of individuals in an academic environment. It is 

any action or attempted action that may result in creating an unfair academic advantage for one 

or an unfair academic advantage or disadvantage for any other member or members of the 

academic community (The Centre for Student Conduct, 2017). Ademola., Simon and Kingley 

(2017) viewed the concept as all dishonest acts perpetuated in the academic environment by 

institutional administrators, lecturers or teachers, students and other stakeholders in the academic 

setting or educational institutions which have adverse effect on the academic goal of the 

institutions. It can be deduced from these various definitions that academic corruption involves 



 

 

all misconduct, fraud; dishonest behaviour in academic setting which the perpetrator knows is a 

wrong doing because it is carried out secretly. 

 

Business education:  

 

It is difficult to give a general acceptable definition of business education this because various 

schools of thought believed that it connotes different meaning to different people. Udoh (2014) 

stated that a generally acceptable definition has been difficult to arrive at, because research and 

theoretical formulations have continued to grapple with the problem, providing as many 

definitions as there are experts. He stated further that business education is a programme of study 

that produces teachers for secondary and post secondary schools. Hence, it is education for 

business teacher- a specialized and professional arm of the technical and science education 

focused at preparing and equipping those to impact business skills and competences to students 

and other business trainees. In another dimension, it is defined as the field of training in business 

practices and in specific skills, such as accounting, information processing, 

keyboarding/typewriting and shorthand. Seyi and Eniola (2014) on the other hand, remarked that 

strategically, business education is conceptualized as a programme of study meant to develop in 

the learner the knowledge, skills and attitude necessary for economy and social life. It prepares 

individual for useful leaving in the society.  

 

Basically, the curriculum of business education differs at various levels but Osuala (2014) opined 

that the curriculum content of business education is simply one phrase of the education 

programme that deals directly with the following: 

 

i. Business skills and techniques 

ii. Business knowledge and facts 

iii. Business understanding 

iv. Economic understanding 

v. Business attitudes 

vi. Business appreciation necessary to understand and adjust to that economic and social 

institution known as business     

 

For potential business student to achieve these qualities, he requires sound and qualitative 

business knowledge and skills which is devoid of any form of corruption. It is on this note that 

forms of corruptions that hinder academic integrity is looked into. 

 

Common forms of academic corruption: 

 

Academic corruption is a phenomenon that is not unique or central to students and teachers alone 

but involves other stake holders in the academic institutions such as government, parents, 

administrators and agencies. Various academic dishonest acts central to this paper is stated under 

the following headings: 

 

Students: Academic corruption perpetuated by students which has serious consequence on their 

academic outcome includes: 

 Referring to unauthorized materials during test or examination 



 

 

 copying another‘s person work or communicating with another person during test or 

examination 

 writing an exam or test for another person (impersonation) 

 plagiarism 

 

Lecturers: Some of the academic corruption perpetuated by lecturers which affect quality 

education includes: 

 awarding undeserved marks to students as continuous assessment or exam score 

 compelling students to buy reading materials 

 Organizing test or exam outside the normal classroom setting for individuals who could 

not do well during the proper exam or test or who miss the exam or test 

 Non coverage of course outline as a result of non dedication to work 

 Leaking out exam questions to students 

 Manipulating scores to favour students graduate with better grade 

 

Causes of academic corruption: 

 

Many reasons are brought forward as why students and lecturers engage in academic corruption. 

The reasons put forward by students according to Feday (2017) include: 

 

 Pressure to get better grades 

 Struggle academically 

 Unfair/biased treatment of some teachers in scoring and grading based on ethnicity, 

gender, and religion 

 Lack of close academic contact between teachers and students as well as between 

students and department heads 

 Lack of positive relationship between students and teachers 

 Carelessness in assessment practices that are explained in terms of repeating previous 

exam questions, 

 Lack of careful control mechanism in exam duplication 

 Poor compiling, and invigilation 

 

Achibong (2012) reported that desperation for promotion, get rich quick mentality and 

corruption in the society, laxity in punishing ‖culprit‖ lecturers and pressure from students and 

their parents or guardians were cited as contributory factors to the prevalence of academic 

dishonesty amongst the teaching staff. 

 

Implication of academic corruption on quality business education graduates: 

 

Business education as stated earlier, prepares students for gainful employment either as an 

employer or employee of labour. For students to achieve this he must possess the right 

knowledge, skills, attitude and competency that will enable him excel in his profession. Obanya 

(2012) described knowledge, skills, attitude and value as the key functional attributes associated 

with business education. He stated further that: 

 



 

 

Knowledge consists of basic economics, management and accounting knowledge, and 

communication skills (ability to deal with others). 

Technical skills deal with ICT fluency and specialized skills in any given area of human 

endeavour.  

Attitude and values comprises hard work and perseverance, delayed gratuities, interpersonal 

skill (knowledge) of self and understanding one one‘s strengths and weaknesses, learning how to 

learn creative thinking and social (street) senses. 

 

It is important to stress here that, the business competency required of business education 

students include, secretarial (office technology and management) competency, accounting 

competency, distributive or marketing competency, information and communication competency 

and business communication competency (Mmeremkwu-Flac and Onwukwe, 2011). Besides 

these competencies, other areas of competency required of business education students include: 

personal, consumer, vocational and socio-economic competencies. Therefore, these 

competencies are essential in efficient performance (productivity) of business education students 

in the field of work. Essentially, however, where students lack the basic training to acquire these 

competencies as a result of academic corruption, the impact on quality business education 

programme will be in the following ways: 

 

i. Talent, creativity, skill and business consciousness suffer terribly. This is a great lost to 

innovative asset of the country 

ii. Quality service delivery will be undermined as a result of unethical behavior which has 

been developed. 

iii.  The entrepreneurial conscious of business education graduate will be lost 

iv. Competency in service delivery (transmission of vocational skills and knowledge) will be 

affected. 

v. Undermining the brighter future of the younger ones as result a of poor service delivery 

to them. 

 

Conclusion:  

 

It is certain that an academically corrupt business education graduate will find it difficult to 

achieve the stated objective of the programme. Therefore, business education being a skilled 

programme that requires academic understanding of the various aspects of the discipline needs to 

be academic-free from any form of academic corruption. Compromising the quality and standard 

of the programme through academic corruption will result to undesirable results and thus leading 

to direct and indirect consequence on the graduate of the programme, the programme, future 

generation and the nation as a whole. 

 

Recommendation: 

 

From the foregoing, it is recommended that 

 

i. Business education heads of department at various level needs to realize the 

competencies required of the graduate of the programme. Therefore, it is essential to 



 

 

keep on orienting the students on the danger associated with any form of academic 

corruption. 

ii. Business education lecturers need to be aware of the sensitivity of the progrmme in terms 

of quality delivery in all aspect. Therefore, developing good ethical culture free from 

corruption should be imbibed. Azuka (2014) stated that teachers should articulate 

values and publish conduct codes. Ethical behavior should be reinforced, and non-

ethical behaviors should be dealt with in a consistent manner. 

iii. The department should arrange periodically stakeholders meeting. The stakeholders 

include management, teaching and non-teaching staff, students, parents and 

representatives of National Commission for College of Education, Nigeria University 

Commission, National Board for Technical Education. The meeting should be able to 

discuss among other thing the wider threat of academic corruption in the our 

institutions and especially in business education    
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ABSTRACT 

 

The development of any nation is therefore engendered by the effectiveness of the various 

institutions that make up its educational sector. Higher Education is seen as dynamic organic 

whole, having a set of dream to fulfill .This dream it is seen through the objectives and inputs in 

a form of human and material resources. The vision was mainly to nurture men and women of 

character and good judgment, who will lay the foundation of good leadership for our great 

country .It will set her upon the path of greatness which will sustain development and salutary 

values in our society.  The paper examines the relevance of leadership and management in the 

university which contributes to the development of the nation through offering services in the 

areas of teaching, research, capacity building and community service.  
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Introduction 

 

The development of leadership and managerial skills and utilization of such skills are sine qua 

non for achieving goals and objectives in every area of human endeavour. There can be no 

personal progress, corporate achievement as well as national   development and prosperity 

without purposeful and resourceful leadership and management. Indeed, Leadership and 

Management is an instrument of power that drives the attainment of goals of human development 

and progress. A lot of activities have taken place over the years on the issue of developing the 

next generation of academics but with minimal corresponding discourse on the need to develop 

the next generation of academic leaders who will assume the responsibility of coordination and 

managing the academic enterprise of the future in our nation. It is a source of worry that all have 

concentrated on the academic capacity building without focusing on the managerial competences 

and leadership capacities needed in the university system. The competency level of leadership 

and management of any corporate body or nation determines the level of achievement. 

 

Higher education is universally acclaimed as the bedrock for national development .It is also a 

major factor in the accentuation of the building of the knowledge economies that today has 

universalized the function of institutions of higher education as factories that produce globalised 



 

 

high level manpower for the growing economies of the world. One observes the movement of 

people, graduates and students of universities and other institutions of higher education, from 

their countries of origin into various foreign lands in search of relevant education that will 

prepare them adequately for the world of work anywhere on the globe. The good mix of 

curriculum ,world class infrastructure and good products from the secondary schools are of great 

essence in ensuring the relevance of the products of the higher educational  institutions, 

managerial competencies that are capable of harnessing these inputs into excellent finished 

products are required. Our nation has witnessed a milieu of globally competitive higher 

education; however, the neglect of many years has resulted to the drop in their global reckoning 

and competitiveness.  Therefore, the thrust of this paper is to cross-examine the role of 

leadership and management in the Nigerian Higher Educational Institutions in ensuring that a 

sustainable legacy of quality and standard is bequeathed to the system such that the rating of 

higher educational institutions in Nigeria can again be on its ascendancy. 

 

Conceptual Clarification: 

 

The key concepts in the article of discourse are: leadership, Management, higher education. The 

paper will endeavour to define these to present a platform for the articulation of our views on the 

subject matter. The Cambridge Advance Learner Dictionary (third Edition) defines a leader as ―a 

person in charge of a group, nation or situation and leadership as the set of characteristics that 

makes a leader; the person or people in charge of an organization; and the position or fact of 

being a leader. Gibbs (1969) defines leadership as influence, while Prentice (1960) defines the 

concept as ―the discipline of deliberately exerting special influence with a group to move 

towards goals of beneficial that fulfil the group‘s needs‖. From the foregoing definition a few 

words stand out. These are ;leadership being a person ,process of influencing others, or getting 

the support of people within an organization to commit to and work towards the achievement of 

organizational goals and objectives. 

 

The Evening Standard on March 11, 1992 wrote: 

 

―The unmentionable Margaret Thatcher may have been wrong a dozen times over but she had a 

vision of the kind of country she felt would be great. For or against her, there was at last a sense 

that a country was going somewhere......what we are talking about is leadership. The great leader 

can lift our sights even higher......‖ (The Evening Standard, 1992). 

 

Middlehurst (1993) summarizing the definitions of leadership presented earlier above, posited 

that it entails being in charge of an enterprise or organization ,direction setting, influence over 

outcomes, Commanding a following and being set apart for (from) others . He further asserted 

that it is an active process, a role or function and a symbol. Indeed, just as was quoted in respect 

of Margaret Thatcher above, a key component of leadership is vision. A personality without 

vision cannot drive any process. The leader must be able to ―lift the sights of the people even 

higher‖. This brings into the fore the fact that while institution can themselves be leaders of some 

sort among their peers, the individuals that drive the process in an organization are the leaders of 

such organizations. They are at every level of the organizations directing one thing and ensuring 

the smooth process of one area of the organization. 

 



 

 

According to Ogbonnia (2007) effective leadership is the ability to successfully integrate and 

maximize available resources within the internal and external environment for attainment of 

organizational or societal goals‖. Mccrimmon (2008) posited that‖ the fundamental meaning of 

leadership has not changed in all of recorded history. It has always been about the person in 

charge of the group. Being a leader has always meant having power over people and the 

authority to make decisions for the group. We have examined the meaning of leadership a little 

bit thus moving from dictatorial to more participative styles but the essence has remained 

basically unchanged for centuries‖. Leadership as a person relates to the individual at the helm of 

the affairs of an organization, those statutorily empowered to see to the smooth operations of the 

organization. 

 

John Maxwell is said to have ―researched and written about leadership more than anybody living 

or dead‖. He has the following to say about leadership: 

 

―Everybody talks about it; few understand it. Most people want it; few achieve it. There are over 

fifty definitions and descriptions of it in my personal files. 

 

John Maxwell once asked two questions: 

 

Question 1: What motives people to follow? 

                2: What demotivates people? 

 

He provides the following answers onto what motivates people; 

 

 Significant contributions. People want to join in a group or pursue a cause that will have 

lasting impact, no wasted effort but a means of making significant contributions. 

 Goal participation. People support what they helped to create in the first place. 

 Positive dissatisfaction. Someone said that dissatisfaction is the one word of definition of 

motivation .Dissatisfied people is highly motivated, for they see the need for immediate 

change. 

 Recognition. People want to be noticed .They want credit for personal achievements and 

appreciation of their contributions. 

 Clear Expectations. People are motivated when they know exactly what they are 

supposed to do and have the confidence they can do it successfully. 

 

Maxwell provides the following answers to what demotivates people: 

 

 Don‘t belittle anyone 

 Don‘t manipulate anyone 

 Don‘t be insensitive  

 Don‘t discourage personal growth  

 

Leadership has been described as the art or process of influencing people so that they will strive 

willingly and enthusiastically towards the achievement of group goal or converting vision into 

reality, via strategic thinking and coordinated actions. It is also about clarifying a mission and 

inspiring others not only to key into the vision, but to commit themselves to sharing 



 

 

responsibility for the process of implementing it as we have seen. John Maxwell pointed out 

above. 

 

Management in all business and organizational activities is the act of getting people together to 

accomplish desired goals and objectives using available resources efficiently and effectively. 

Since organizations can be viewed as systems, management can also be defined as human 

actions, including design, to facilitate the production of useful outcomes from a system .The 

view opens the opportunity to ―manage oneself, a pre-requisite to attempting to manage others. 

Management is also defined as a factor of production using machines, materials, money and of 

course men. Henri Fayol (1841-1925) considered management to consist of six functions 

namely: forecasting, planning, organizing, commanding, coordinating and controlling. He was 

one of the most influential contributors to modern concepts of management.  

 

Mary Parker Follett (1868-1933) wrote on the topic of management in the early twentieth 

century and defined management as the ―art of getting things done through people‖. She 

described management as philosophy .Management is the process of putting resources together 

in the right proportion to achieve a profitable goal. According to Peter Drucker, there is one one 

satisfactory definition of management ,whether we talk of a business, a government agency or a 

non profit organization, individual management is to make human resources productive .Human 

resources implies that every factor of production belongs to man. The traditional factors of the 

economist land, labour and capital are owned by men, and putting them to productive use is the 

work of management. It therefore requires men of enterprises, creative and thoughtful men who 

know how to employ resources effectively to create wealth and good living conditions. It is 

interesting to note that in many ways, the same complex critical factors that challenged the early 

managers still confront the mangers of today anyone who has tried to convert resources into 

results, know the difficulties involved in putting resources to productive use. A Chinese General, 

Sun Tzu, struggled with the principles of managing a 600BC army; and he wasn‘t planning to 

start a consultancy or go on a speaking tour. He only wanted to get things done simply, 

effectively, correctly and promptly. 

 

Management is not rocket science but it is complex. Management thoughts did not develop in a 

cultural vacuum says Wren (2002). Managers always find their jobs affected by the existing 

culture. Given the elements of every culture (economic variables, social, norms, politics, and 

religious) they always have to think first about current norms and ethical values before moving 

forward. 

 

In the context of Higher Institution which is the subject of my discourse in this paper. Leadership 

will naturally refer to the officers of the institutions as recognized by the law and statutes that 

establish these institutions. In the Universities, these are the chancellor, the Pro-chancellor and 

chairman of the Governing council, the Vice-Chancellor and Chairman of Senate, the other 

principal officers Deputy Vice Chancellor(s) the Registrar and Secretary to Council, Senate 

Congregation and Convocation, the University Librarian, the Bursar, Provost, Deans Heads of 

Department/Units and Directors of various units of operation of the University. In the 

Polytechnics and Colleges of Education, the paraphemania is similar to that of the university 

presented in the foregoing, except that for them, the Rector or Provost replaces the Vice 

Chancellor as the Chief Executive. 



 

 

 

Higher Educational Institutions are, for the purpose of this discourse, taken to mean educational 

institutions of higher learning above the secondary school level. According to the Road Map for 

the Nigerian Education Sector ―Higher Education is the education which is obtained by choice, 

after successful completion of post basic education‖. It is classified into education obtained from 

universities, polytechnics/Monotechnics, Colleges of Education and Innovation Enterprise 

Institutions (IEIS). These institutions are under the supervision of the National Universities 

Commission (NUC), National Board for Technical Education (NBTE) and National Commission 

for Colleges of Education (NCCE). In defining the concept of higher educational institutions, it 

is considered a great import in this paper to narrow down a bit into what constitutes the apogee 

of higher educational institutions. This is the University ,Dr kayode Fayemi at the Osun State 

University 2012 Convocation Lecture quoted John Henry Newman a 19
th

 Century Lecture 

evangelical Oxford University academic, who elaborated in his writing ― The idea of a university 

that: 

 

―A university is the place to which a thousand schools make contributions; in which the intellect 

may safely range and speculates, sure to find its equal in some antagonist activity, and its judge 

in the tribunal of truth. It is a place where inquiry is pushed forward, and discoveries verified and 

perfected, and rashness rendered innocuous and error exposed by the collision of mind with 

mind, and knowledge with knowledge it is the place where the professor becomes eloquent, and 

is a missionary and a preacher, displaying his science in its most complete and most winning 

form, pouring it forth with the zeal of enthusiasm and lighting up his own love of it in the breasts 

of his hearers. It is the place where the catechist makes good his ground as he goes, trending in 

the truth day by day into the ready memory, and wedging and tightening it into the expanding 

reason.  It is a place which wins the admiration of the young by its celebrity, kindles the 

affections of the middle-aged by its beauty, and rivets the fidelity of the old by its associations. It 

is a seat of wisdom, a light of the world, a minster of the faith, an Alma Mater of the rising 

generation. It is this and a great deal more, and demands a somewhat better head and hand than 

mine to describe it well‖. 

 

The  description of  Henry Newman above shows quite aptly the kind of organization that a 

university is, therefore the kind of technicality of its administration and the kind of leadership 

expected to make its governance an idea that can drive the actualization of its mandates of 

knowledge generation, impartation and application (research, teaching and community service). 

 

The Relationship between Leadership and Management: 

 

Leadership and Management are not instruments of theory but also set of well defined 

procedures for applying existing body of knowledge from the empirical study of human 

behaviour, to the performance of people in organization. Leadership and Management as 

practiced are all art: but the organized knowledge underlying their practice is referred as science. 

In this context therefore, art and science are not mutually exclusive but complementary. They 

both have clear concepts and theories with accumulated knowledge developed from hypotheses, 

experimentation and analysis. Both have principles which have values in predicting what could 

happen in similar circumstances. Indeed, both have interdependent concepts that give framework 

to critical and specialized area of knowledge base. Leadership and Management are twin 



 

 

concepts that are acceptably defined as ―the art of getting things done through people‖. Both are 

instruments for productivity based on using men, machines, materials and money to achieve set 

objectives. It serves as role models, set the standards for performance, in still values, motivate 

followership of employees and charts the course of the group or organisation as the case maybe. 

They have mission and purpose based on production and distribution of goods and services. 

They allocate resources necessary to achieve set goals, have policies, procedures and strategies 

that guide decision making operate under the twin concepts of efficiency and effectiveness. 

Leadership and Management positions have organizational powers such as legitimate, reward, 

coercive, expert, charisma and informational powers which can be put to use depending on the 

headship and the situation. 

 

Leadership is a function ingrained in management. These two concepts are closely related 

especially within organizational setting. Leadership is a characteristic of management that is not 

exhibited by all managers. Drucker (1987) defined management as the specific practice that 

converts a mob into an effective, purposeful and productive group.  The extent to which a 

manager can influence group members to behave in desired manner and express commitment to 

group goals is a reflection of his leadership characteristics. In all issues of leadership and 

management, the human element is the most critical as emphasis is placed on workers input and 

meeting their needs, with organized structure, Division of labour, unity of command, Delegated 

duties and corresponding authority, code of ethics based on principles and Rules that guide 

behaviour as well as demand that workers give a full day‘s pay. According to Mintzberg (1980), 

leadership is one of the roles of a manager which is not necessarily carried out by all managers 

on a daily basis. Managers perform leadership roles as part of their daily routine depending on 

the functions of their units and whether they are lower, middle or upper level managers. 

Middlehurst (1995) opined that leadership is the domain of those in certain positions of power in 

the academia such as Vice-chancellors, Deans, Professors, Heads of Department and Heads of 

Functional as such as Registry. Leadership and Management deal with how to find people whose 

mental abilities best fit them for the work they are to do, under what psychological conditions the 

greatest and most satisfactory output can be obtained from the work of every person, and how an 

organization can influence workers in such a way as to obtain the best possible results from 

them.  

 

Management of university education can be looked at from two dimensions: the external and the 

internal levels. At the external level, the federal government control the university system 

through the National Universities Commission (NUC), a body charged with the coordination of 

university management in the country.  At the internal level, the Governing Council which is 

chaired by the Pro-Chancellor is the apex of the management structure within each university. 

The management of the Nigerian academia will only be as effective as the leadership style 

adopted.  

 

The administrative system in Nigerian universities may be considered as both bureaucratic and 

transactional. It is characterised by strict adherence to rules, hierarchy of authority, division of 

labour and a contract-based leadership style. Nwafor (2012) found that the essential leadership 

style of the principal officers to be bureaucratic style, characterised by strict adherence to rules. 

Similar to transactional leadership, the major goal is to stay clear of trouble by avoiding risk and 

to meet only minimum requirements for both results and relationships (Nwafor, 2012). 



 

 

 

Current issues in the Nigerian Academia: 

 

University governance in Nigeria today is nothing but crises management characterised by brain 

drain, financial crises, deteriorated infrastructure for teaching, research and learning 

(Ibukun,1997).The major challenge facing the management of university system in Nigeria is 

inadequate funding (Adegbite, 2007). Aina (2007) posited that government priority to education 

is still very low. World Bank (1994) stated the equipment for teaching, research and learning are 

either lacking or very inadequate and in a bad shape to permit the universities the freedom to 

carry out the basic functions of academics. Lecture halls, laboratories, students‘ hostels, library 

space, books and journals, office spaces are all seriously inadequate (Ochuba 2001). Institutional 

deterioration and salary erosion during the past decade have prompted substantial ―brain-drain‖ 

of academic staff and impeded new staff recruitment (Ajayi etal  2008). Consequent upon the 

knowledge expansion and rapid changes in the knowledge economy all over the world, 

universities must constantly adapt and keep pace with these changes to maintain global relevance 

in this industry. One major management challenge in the Nigerian academia is the challenge of 

effective leadership.  

 

The Nigerian academia has experienced several challenges regarding effectiveness and global 

relevance. A recent survey of universities across the globe indicated that no Nigerian University 

is ranked among the top 400 universities in the world as published by the Times Higher 

Education University ranking 2012. The major ranking tools were teaching methods, research 

and use of research findings. Darma (2011) stated that more than 58 years after the first 

university was founded in Nigeria, not much of the researches conducted in Nigerian universities 

have been found credible enough for incubation and use by the industry and only very few 

publications by university lecturers and professors were considered worthy enough for 

international assessment and replication annually. He said that academicians who conducted 

research and published papers do this not with the intention of expanding the frontiers of 

knowledge, but rather to enhance their prospects of promotion which is the reason why 

internationally acclaimed journals hardly published the so called academic papers of Nigerian 

university Lecturers and professors as such papers hardly met the required academic standards.  

 

The problems in Nigeria‘s ivory towers include lack of interest in teaching and research as well 

as poor remuneration and infrastructural deficiencies (Darma, 2011). Research grants, though 

available, are not sought, since nothing new is being baked in most of our academic ovens 

(Chiemeke, et al 2008). This research sub-sector that is grossly neglected in Nigeria and play 

upon indiscriminately is the basis for the socio economic, political, scientific and technological 

advancement of the most admired developed nations of the world today (Odia, et al 2007). Some 

faculty members in Nigerian universities see research a means to ascend the academic ladder 

rather than a lifeline to nation building. They are mainly interested in research for the sake of 

promotion and consequently higher pay. The goal of any research should be to add value and 

improve the living condition of people in the society. The quality of research is a function of 

inventive and innovative thinking, such that is void of all forms of worries and concerns. The 

most difficult task confronting Nigerian universities governance is to coherent the triple 

relationship between the mission of the universities and the specific needs of university‘s 

political, social, economic and cultural environment. These challenges are capable of either 



 

 

enslaving Nigeria university education as lord of knowledge and power .These educational 

challenges largely account for the reasons why the nations effort to provide for her citizens good 

university education as a social service has made little impact; it may be said that the system has 

remained in the throes of failure (Mgbodile, 2003). This is due largely to some philosophical, 

ideological and policy inefficiencies which consequently affect the degree of commitment of 

university leaders in the process of policy implementation. 

 

Conclusion: 

 

Leadership and management are two critical concepts which the university system cannot do 

without. The two concepts set the pace for determining what and how in the operation of the 

University system. Indeed, leadership and management are grounded on responsibility which 

means essentially that no responsibility can be executed without responsible group of people 

coming together for a common purpose. Given all that leadership and management stand for, it is 

my categorical statement that the university imbibe the utilitarian theory which states that ―plans 

and actions should produce the greatest good for the greatest number of people‖, complemented 

by the theory of justice which demands that decision makers be guided by fairness, equity as 

well as impartiality, than we as a nation shall have no other option than to move onto occupy the 

pride of place in the comity of universities. The Ivory tower would be described as a university 

of responsible and literate people who deserve to be respected. 
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ABSTRACT 

 

The study investigates the effect of tax planning policies on firm value using high trading 

volume of firms quoted in Nigeria stock exchange. Unlike previous studies done in United States 

and European countries, as well as in emerging economy as Tunisian, Indonesia, Ghana, Nigeria 

that used one tax planning variable with control variables as this study brings together all 

established tax planning variables to find out its effects on value of selected listed firms. The 

study examines how tax planning polices and its interactions with tax planning, tax saving, 

effective tax rate, book tax gap and tax shelter has impacted on Tobin q and share price (firm 

value) from 2013 to 2015. The study used a sample of 53 high volume trading firms ranging 

from agriculture, conglomerates, construction/real estate, consumer goods, health care, ICT, 

industrial goods, oil and gas; and services in Nigeria. Preliminary analyses were also conducted, 

such as descriptive statistics and correlation matrix. In analyzing the data, the study adopted 

panel multiple regression to identify the possible effects of tax planning policies on firm value 

using high volume trading firms in Nigeria while we interpreted fixed effect analysis after using 

Hausman test. The result shows that tax planning policies had a significant and positive effect on 

the trading firms Tobin q and share prices. We concludes that as tax planning, tax saving, 

effective tax rate and tax shelter increases, it indicate high firm value while exposing companies 

to the risk of tax agency investigation and inspection. While increase in book tax gap reduce the 

firm value (Tobin q) on model one. However, model two concludes that established unethical 

increase in tax planning, tax saving, effective tax rate and book tax gap will reduce the share 

price of firms indicating reduction in firm value. The study recommends that firms should 

engage in ethical tax planning policies to effect firm value positively and maximize shareholders 

wealth, in other to avoid penalties from tax authorities that effects firm value negatively. 

 

Keywords: tax planning, tax saving, effective tax rate, book tax gap, tax shelter and firm value 

 

1.0 Introduction 

 

The effect of tax planning on firms‘ value has generated a global interest, by valuating firms‘ 

using pre-tax earnings and effective tax rate. Managers of corporate organization has the 

responsibilities of minimizing tax using tax incentives to maximize profit by creating more value 

for the business owners. Some of the tax planning might be legal such as increase in debt, roll 

over relief, investment in fixed asset, increase in approved pension plan, donation, deferred 

taxation while some as artificial transactions, issues of permanent establishment, transfer pricing, 

hiding under complex electronic transactions, incomplete transaction disclosures are illegal.  



 

 

 

From the previous study perspective some researchers report on the activity of tax planning was 

perceived to have a destructive impact on the firm's value. (MacNaughton and Mawani, 1997; 

Nanik and Ratna, 2015; Martin J. and Harm S. 2013; Inger 2013; Khaoula Amor and Ahmed 

2014). They documented that, while tax planning minimized the firm's tax burdens, it exposed 

the firm to financial difficulties since no account was taken of the firm's non-tax costs, which 

sent a negative signal to stakeholders. In Nigeria Nwaobia, Kwarbai , and Ogundajo 2016 

worked on how tax planning affect the operating capacity of firm value, without taking market 

reactions into considerations while Ilaboya, Izevbekhai, Ohiokha 2016 worked on  review of 

literature, which only captured analysis of the literature. None of these studies factored current 

Nigerian situation considering tax agency strategies and stakeholders reaction of tax planning on 

value of firms to the best of our knowledge. 

 

However, as tax agencies are on the pressure of increasing government revenue through taxation, 

this has created another face for firm valuation through tax planning. This agencies has increase 

its drive on tax audit and investigations on Nigeria firms publishing reports on firm‘s tax 

planning strategies, by using their statutory tax rate and effective tax rate. This recent process 

will lead to another valuation of Nigeria firms by stakeholders ranging from government, 

intending investors, business managers, stock market analyst and business owners. This process 

by the agencies is the motivating factor of this research trying to find out the effect of tax 

planning practices on the value of consistently trading quoted firms in Nigeria. What is the tax 

planning reaction to quoted firms? Is it significant? To what extent of significant? Is it positive or 

negative? The main objective of the study is to find out the effect of tax planning policies on firm 

value of consistently trading quoted firms in Nigeria, while the specific objectives are: 

 

1. to determine the effect of tax planning on firms value 

2. to ascertain the effect of tax saving on firms value 

3. to find out the effect of effective tax rate on firms value 

4. to determine the effect of book tax gap on firms value 

5. to determine the effect of tax shelter on firms value 

 

Research hypotheses: 

 

A set of null hypotheses were formulated for the study as follows 

1. tax planning does not have significant effect on firms value 

2. tax saving does not have significant effect on firms value 

3. effective tax rate does not have significant effect on firms value 

4. book tax gap does not have significant effect on firms value 

5. tax shelter does not have significant effect on firms value 

 

Scope of the study: 
 

The study covers the effect of tax planning policies on firm value of consistently trading quoted 

firms in Nigeria stock exchange using their published financial statements from 2012 to 2015. 

The remaining sections of the paper are organized as follows. Section 2 briefly reviews empirical 

literature on corporate tax planning policies. It discusses its effect on firm value. The research 



 

 

design is described in Section 3, while Section 4 presents and discusses the empirical findings. 

Section 5 provides a summary of the results, conclusion and recommendations.  

 

2.0 Review of related literature: 

 

Conceptual review: 

 

A simplified way to understand the firm value concept is to envision purchasing an entire 

business. If you settle with all the security holders, you pay firm value. Any acquisition of assets 

(whether paid for in cash or through share issues) will increase firm value, whether or not those 

assets are productive. Similarly, reductions in capital intensity (for example by reducing working 

capital) will reduce firm value (Wikipedia encyclopedia).  

 

Firm value can be negative if the company, for example, holds abnormally high amounts of cash 

that is not reflected in the market value of the stock and total capitalization. 

 

Tax Planning Policies:  

 

Investopedia defined tax planning as the analysis of a financial situation or plan from a tax 

perspective to ensure tax efficiency, with the elements of the financial plan working together in 

the most tax-efficient manner possible. It is an important part of a financial plan, as reducing tax 

liability and maximizing eligibility to contribute to corporate taxation. 

 

Ftouhi, Ayed, and Zemzem (2016) reported that almost all companies prefer to pay lower taxes 

or get some tax savings on tax payable. Given that the main purpose of the company is more and 

more focused on minimizing the overall effective tax rate of the whole company or group in 

order to maximize its after-tax profits. Indeed, many tax-planning approaches have been used by 

company to achieve its objective. For example, tax deferral represents one of the basic tools of 

tax planning. 

 

Tax planning techniques and mechanisms: 

 

Tax aggressive planning strategies has been noticed extensively by some well-known 

multinational enterprises (MNEs) including Apple, Starbucks, Google, Amazon, Halliburton and 

many others. They to shift their profits from high tax jurisdictions to low tax jurisdictions in 

other to minimize tax liabilities (Vella 2015). He listed some of the techniques and mechanisms 

from international taxation perspective as exploitation of transfer pricing rules; debt shifting; 

hybrid mismatch arrangements; tax treaty abuse; artificial avoidance of permanent establishment 

status and tax rulings. 

 

Theoretical framework: 

   

The study is anchored on tax planning theory propounded by William Hoffman in 1961 which 

states that tax payers has capacity to arrange his financial activities in such a manner as to suffer 

a minimum expenditure for taxes through effective tax planning. All tax planning does not 

reduce the tax liability to the desired minimum level. The tax planning that is not cut properly to 



 

 

suit the individual taxpayer may have the ultimately adverse effect of maximizing the tax. Tax 

planning must likewise be distinguished from tax saving. There are many transactions, once 

closed, where the tax payer is capable of accomplishing a tax saving by following an accepted 

tax avoidance procedure. This would certainly be the case of the taxpayer who, by consulting a 

tax practitioner, was able to learn about the capital gains benefits of certain securities transaction 

that have already transpired. This is a commendable segment of the practitioner‘s work, but it is 

not tax planning. Tax saving usually becomes the result of tax planning, but it may be 

accomplished by others names.  

 

Tax planning involves the use of foresight and consequently it is concerned with future matters. 

Unfortunately, tax planning is often the product of a certain amount of hindsight. The taxpayer 

who learns, much to his distress, too late about the six-months holding requirement for securing 

the long-term capital-gains advantage is apt to profit by his mistakes in his future activities. 

Having been burned once, he is ready and willing to engage in the tax planning process.  

 

Empirical review: 

 

The effect of tax planning on firms‘ value: 

 

Assidi, Aliani and Omri (2016) worked on the effect of tax optimization on firm's value of 

Tunisian companies for eleven years. The study used effective tax rate as a proxy to tax planning 

while the control variables are total accruals, total assets, change in property; debt; audit and 

sector of activity as independent variables on firm value. They used regression analysis to 

analyze the effect of tax planning on firm value. The results showed a negative effect of tax 

planning on firm value reporting meaning that managers were looking for smooth and loopholes 

in tax laws to minimize corporate tax and maximize their stakeholders‘ values. 

 

Ftouhi, Ayed, and Zemzem, (2016) examined whether corporate tax planning behavior increases 

firm value of European countries. They used corporate effective tax rate and tax savings to 

measure tax planning while control variables are firm size,  leverage, capital intensity, dividends, 

earnings management on firm value. They reported the impact of tax planning on firm value is a 

function of tax savings and effective tax rate in disclosures of tax reduction in the financial 

statements. They argues that tax planning affects negatively firm‘s value due to higher agency 

costs by analyzing a sample of 73 firms listed in the Euronext 100 index for the period from 

2008 to 2012. The result show that the corporate effective tax rate are below the statutory tax rate 

of the listed firm meaning that tax taxpayers use tax planning to reduce tax liability in obtaining 

the tax saving benefits while expose to risk related to inspection or investigation by tax 

authorities. 

 

Lestari1 and Wardhani (2015) worked onthe effect of tax planning on firm value with 

moderating board diversity for non-banking and financial firms in Indonesia stock exchange 

form 2010 to 2011. They used tax planning as independent variable while control variables are 

age, minority, background study/education, book value equity, industry dummy, earnings 

management, leverage, capital intensity, board director size, pre book tax income on firm value 

as market value of equity. The result positive effect of tax planning on firm value meaning that 

Indonesia firms use tax planning polices to reduce their tax liability. 



 

 

 

Ilaboya, Izevbekhai and Ohiokha (2016) worked on the review of literature of effect of tax 

planning and firm value. They articulated extant literature of tax planning on firm value with a 

view to identifying gaps for further extensive empirical consideration. They reported that 

companies are always looking for means to reduce their corporate tax liability, and this has led to 

some high-level corporate fraud involving tax evasion in both developed and developing 

countries. They identified gaps that require hardcore empirical investigation to reduce the 

inconsistencies observed in the results of the literature reviewed such as inconsistency in 

research findings, measuring tax planning and theory in explaining the issue of tax planning. The 

result shows tax planning is either illegal or unethical which will always have positive or 

negative effect on firms‘ value. 

 

Nwaobia, Kwarbai, and Ogundajo, (2016) worked on the effect of tax planning on firm value 

using 50 consumer goods firms in Nigeria from 2010 to 2014. They used regression analysis on 

effective tax rate as proxy for tax planning while control variables are firm size, leverage, 

tangibility of assets, capital allowance, investment tax credit, re-investment allowance, firm age 

and dividend on firm value. The result show positive effect of tax planning on firm value 

meaning that only an optimal mix of tax planning strategies could yield optimal benefits in the 

area of firm value enhancement to manufacturing firms in Nigeria. That firms are expected to 

stimulate research into appropriate delineation of tax planning strategies into those that could 

positively influence firm value in the short run and those that are better utilized for the purpose 

of cash flow enhancement, that would in the short run, improve capacity utilization and 

positively impact firm value in the long-run. 

 

Kawor1 and Kportorgbi (2014) worked on the effect of tax planning on firms‘ market 

performance using non-financial companies listed on the Ghana Stock Exchange over a twelve 

year. They adopted panel regression to analysis the effect of tax planning, sales growth, firm 

size, leverage and age on firm performance poxied as Tobin‘s q. Their result shows a significant 

position effect of tax planning and firm value meaning that firms‘ engage in intensive tax 

planning activities when tax authorities maintain low corporate income tax rates that have a 

neutral influence on performance of firms under the study.  

 

Jacob and Schütt (2013) worked on the effect of tax planning on firm valuation using 2820 firms 

in United States excluding financial firms and investment trusts from 1975 to 2011. They 

decompose the Feltham and Ohlson (1995) and Ohlson (1995) valuation model into expected 

future tax rates and pre-tax numbers using ordinary least square regression analysis to analyzed 

the dependent and independent variables. Their result show positive significant effect of tax 

planning on firms valuation meaning that good (poor) tax management increases (decreases) the 

effect of pre-tax earnings on the market-to-book ratio. 

 

The effect of tax savings on firms‘ value: 

 

Ftouhi, Ayed, and Zemzem, (2016) examined whether corporate tax planning behavior increases 

firm value of European countries. They used regression analysis to analyze the effect of tax 

savings on firm value. They reported the impact of tax planning on firm value is a function of tax 

savings in disclosures of tax reduction in the financial statements. They argue that tax savings 



 

 

affects firms value negatively due to higher agency costs. The result show that the corporate 

effective tax rate are below the statutory tax rate of the listed firm meaning that tax taxpayers use 

tax saving policies to reduce tax liability in obtaining the tax saving benefits while expose to risk 

related to inspection or investigation by tax authorities. 

 

Hafkenscheid and Janssen (2009) worked on the whether income tax savings policies creates 

firms value using content analysis of theories of tax planning. they argue that tax planning 

strategies do create company value, that the value created by tax saving should be calculated 

separately from the value created by growth of the operating profits. Their result shows that 

many investors and analysts said they disregard tax as a value driver because they lack the 

relevant information, that firms generally are reluctant to provide information on their tax 

position, often arguing that this would negatively affect their position toward the taxing 

authorities. 

 

Kawor1 and Kportorgbi (2014) worked on the effect of tax planning on firms‘ market 

performance using non-financial companies listed on the Ghana Stock Exchange over a twelve 

year. They adopted panel regression to analysis the effect of tax saving, sales growth, firm size, 

leverage and age on firm performance poxied as Tobin‘s q. Their result shows a significant 

position effect of tax saving and firm value meaning that firms‘ engage in intensive tax planning 

activities when tax authorities maintain low corporate income tax rates that have a neutral 

influence on performance of firms under the study.  

 

The effect of effective tax rate on firms‘ value: 

 

Assidi, Aliani and Omri (2016) worked on the effect of tax optimization on firm's value of 

Tunisian companies for eleven years. The study used effective tax rate as a proxy to tax planning 

while the control variables are total accruals, total assets, change in property; debt; audit and 

sector of activity as independent variables on firm value. They used regression analysis to 

analyze the effect of tax planning on firm value. The results showed a negative effect of effective 

tax rate on firm value reporting meaning that managers were looking for smooth and loopholes 

in tax laws to minimize corporate tax and maximize their stakeholders‘ values. 

 

Ftouhi, Ayed, and Zemzem, (2016) examined whether corporate tax planning behavior increases 

firm value of European countries. They used effective tax rate as the total tax expense scaled by 

pre-tax accounting income as measure to tax planning. They argue that corporate effective tax 

rate assesses the tax performance of firms, as it summary statistic of tax performance which 

describes the amount of taxes paid by a company relative to its gross profit which reflects 

aggressive tax planning of a firm. The result show that the corporate effective tax rate has a 

negative significant effect on firm value meaning that tax taxpayers use tax saving policies to 

reduce tax liability in obtaining the tax saving benefits while expose to risk related to inspection 

or investigation by tax authorities. 

 

Nwaobia, Kwarbai, and Ogundajo, (2016) worked on the effect of tax planning on firm value 

using 50 consumer goods firms in Nigeria from 2010 to 2014. They used regression analysis on 

effective tax rate as proxy for tax planning while control variables are firm size, leverage, 

tangibility of assets, capital allowance, investment tax credit, re-investment allowance, firm age 



 

 

and dividend on firm value. The result show positive effect of effective tax rate on firm value 

meaning that only an optimal mix of tax planning strategies could yield optimal benefits in the 

area of firm value enhancement to manufacturing firms in Nigeria.  

 

The effect of book tax gap on firms value: 

 

Dwi ,Yulianti and Debby (2011) worked on the  book-tax gap in Indonesia listed firms 1999 to 

2008.  They used regression analysis to analyze the dependent and independent variables by 

analyzing the gap thoroughly, without restriction on the type of differences using the Indonesian 

tax law. The result show negative significant effect of the book tax gap on Indonesian value of 

firms meaning that tight supervision of the Indonesian tax authorities affects firms‘ valuation. 

Plesko (2006) worked of the book tax differences and the measurement of corporate income. The 

result shows that while taxes are an important element in corporate decision-making, the 

determination of a firms tax liability is based on a separate set of rules than income reported to 

shareholders. Publicly available data appear to have limited ability to provide the necessary 

information to measure taxable income and evaluate the statutory burden of the corporate tax. 

 

The effect of tax shelter on firms value: 

 

Ryan (2008) worked on the examination of corporate tax shelter participants using United States 

firms. The study examines the financial reporting effect of tax shelter participation on a sample 

of 59 firms accused by the government of engaging in tax shelter activity by developing of a 

model of tax shelter participation using the sample of identified tax shelter firms. The study 

analysis tax shelters by examining set of firms identified in tax court records and press articles as 

having participated in corporate tax shelters, which includes cases involving transfer pricing; 

corporate-owned life insurance transactions; contingent payment instalment sales; contested 

liability accelerations; ease-in, lease-out deals; cross border dividend capture cases and two 

intellectual property havens. The result indicates that the difference in book tax differences 

between the tax shelter firms and the matched control firms is largely a function of the tax shelter 

activity, with tax sheltering having positive effect on firm size and the existence of foreign 

income. It also show that tax shelter firms with strong corporate governance exhibit significant 

positive abnormal returns during the period of active tax shelter participation which negatively 

affects the value of the firm. 

 

Hanlon and Slemrod (2009) in Lee, Dobiyanski and Minton (2015) worked on the theories and 

empirical proxies for corporate tax avoidance. Theyidentify 108 tax sheltering cases for 97 firms 

from the Factiva Database during the period from 1990 to 2004, analyzing tax shelters by 

examining set of firms identified in tax court records and press articles as having participated in 

corporate tax shelters, which includes cases involving transfer pricing; corporate-owned life 

insurance transactions; contingent payment instalment sales; contested liability accelerations; 

ease-in, lease-out deals; cross border dividend capture cases and two intellectual property 

havens. They use the event study methodology to examine the market response to the press news 

of tax shelters. The results shows that investors show negative responses to tax shelters with a 

variation across the industry, for example, more negative reactions to corporations in the retail 

sector while less negative reactions to corporations with a high cash effective tax rate. These 

results can be interpreted that investors might be concerned about the potential relation from 



 

 

consumers for the image of unscrupulous corporate citizenship of corporations with tax shelters. 

However, investors are less concerned about the aggressive tax strategy for corporations with a 

high cash effective tax rate than those with a low cash effective tax rate.  

 

Schallheim and Wells (2004) worked on whether firms really under-levered using more than 

40,000 firm-year observations form the period of 1987 to 1999 of listed United States firms they 

used book tax differences, the difference between taxes paid and financial statement tax expense 

to evaluate tax shelter activities of the firms. They reported sources of tax spread as tax favored 

investing activities, timing differences, and permanent differences. Differences between financial 

and tax income revenue and expense recognition policy give rise to timing differences. These 

timing differences create deferred tax account balances that give rise to tax shelter. They used to 

bit regression analysis to analyzed the dependent and independent variables. Their result shows a 

positive significant effect of tax shelter on value of firms meaning that firms‘ uses tax spread as 

alternatives to debt to reduce taxable income and increase shareholder wealth. 

 

McGill and Outslay 2004 worked on lost in translation: detecting tax shelter activity in financial 

statements of United States listed companies. They study tries to find out whether financial 

statements of public U.S. corporations provide sufficient information to the public to determine a 

corporation‘s tax payment to the U.S. Treasury and since involvement in ―tax shelter‖ 

transactions has been much debated since the well-publicized collapses of Enron Corporation 

and WorldCom, Inc. They specify examples to demonstrate how ―income tax note‖ data can be 

analyzed to answer these two questions and, in so doing, point out the limitations of using 

financial accounting information to address tax–related issues. The result show that financial 

statements have limited information to detect actual tax shelter while with suggestions to 

increase the transparency of a corporation‘s tax activities through enhanced disclosure. 

 

In summary, most of these prior studies were done in developed countries such as United States 

and European countries, as well as in emerging economy as Tunisian, Indonesia, Ghana, Nigeria 

and others. The entire previous studies used one tax planning variable with control variables as 

this study brings together all established tax planning variables to find out its effects on value of 

selected listed firms. This leave room for our empirical judgment in Nigeria listed firms, to see 

whether the result will be consistent with previous studies.  

 

3.0 Methodology: 

 

Research design: 

 

The study is of an ex post facto design. We use secondary data by obtaining financial 

information covering selected trading listed companies from 2013 to 2015 according to their 

published financial statements. The reason for this selection is to determine the effect of tax 

planning on value of trading listed companies. The study covers different sectors ranging from 

agriculture, conglomerates, construction/ real estate, consumer goods, health care, ICT, industrial 

goods, oil and gas; and services. The combinations of different sectors are to have a robust result 

on the effects of tax planning policies on the firm value of trading listed companies. 

 

Population of the study: 



 

 

 

The population of this study is made of all the Nigeria companies that are categorized under 

Nigeria business environment. However, both quoted or not quoted in the Nigeria stock 

exchange market. 

 

Sample size: 

 

The sample consists all 53 trading listed companies on the Nigeria stock exchange categorized 

under different sector ranging from agriculture, conglomerates, construction/ real estate, 

consumer goods, health care, ICT, industrial goods, oil and gas; and services, the total of 159 

firm-year observations. It excluded financial companies such as banking, insurance and 

mortgage sectors. We create an unbalanced panel for 2013, 2014 and 2015 for all selected listed 

companies. The data are unbalanced due to some companies are consistent in some variables; 

some are not consistent; and some companies has incomplete year.  Also, the selected companies 

was based on listed companies which listed daily share prices has traded consistently more than 

10,000 units for the past one year in respect to volume of share trading. The reason is to capture 

the effect of their tax planning policies on value of the firms. 

 

Estimation procedure: 

 

The assumption in panel data regression is that the dependent variable is a linear function of the 

independent variables with consideration to heterogeneity in the pooled selected trading listed 

companies. This means that pooled regression assumed that there is no difference in the pooled 

selected trading listed companies while panel regression assumed cross-section heterogeneity 

(cross section fixed effect) and period heterogeneity (time fixed effect). 

 

Model Specification and Measurement of Variables: 

 

In specifying our panel regression model for the effects tax planning policies on firm value, our 

major variables are tax planning (TaxP); tax saving (TaxSav); effective tax rate (ETR); book tax 

gap (BTG); and tax shelter (TaxShelter). Also included in the model are cross-section (selected 

trading listed companies) and years (2013 – 2015) in the panel regressions. 

 

The panel regression with an error term (µi) for model 1 is expressed in equation (1) 

 

Tobin qit= f (TaxP + TaxSav + ETR + BTG + 

TaxShelter)………………………………….….equ (1) 

Tobin qit= αi + β1 TaxP it + β2 TaxSav it + β3 ETR it + β4 BTG it + β5 TaxShelter it + µit………... equ 

(2) 

SharePriceit = f (TaxP + TaxSav + ETR + BTG + 

TaxShelter)………………………………….equ (3) 

SharePrice it = αi + β1 TaxP it + β2 TaxSav it + β3 ETR it + β4 BTG it + β5 TaxShelter it + µit…….. 

equ (4) 

 

Where,  

 



 

 

αi =constant 

 

Dependent Variable: 

 

First dependent variable: 

 

Tobin qit = Tobin Q. It is the ratio between a physical asset‘s market value and its replacement 

value introduced first by Nicholas Kaldor in 1966 and reintroduce by James Tobin in 1968. It 

measures firm assets in relation to the firm‘s market value. We use a modified version of the 

Tobin q by Chung and Pruitt 1994 in Wolfe &Sauaia 2003 for consistency of their simplified 

balance sheets:  

 

q = (MVS + D)/TA  

 

Where:  

 

MVS = Market value of all outstanding shares, i.e. the firm's Stock Price * Outstanding shares; 

TA = Firm's assets, i.e. cash, receivables, inventory and plant book value; D = Debt defined as: 

D = (AVCL – AVCA) + AVLTD.AVCL = Accounting value of the firm's Current Liabilities = 

Short Term Debt + Taxes Payable. AVLTD = Accounting value of the firm's Long Term debt = 

Long Term Debt. AVCA = Accounting value of the firm's Current Assets = Cash + Inventories + 

Receivables Shares. 

 

Second dependent variable:  

 

SharePrice it = Share Price. The interest of shareholders in a company is measured in terms of the 

market value of their shareholdings, which is a reflection of their involvement in that company. 

Several researchers have used share price as a proxy for firm value (Bao and Bao, 1989, Horton, 

2008 inIlaboya al et 2016) since changes in security prices could be inferred to mean that, market 

participants have predicted the future earnings of a company (Beaver, Lambert and Morese, 

1980). We use share price as measure of firm value according to inIlaboya al et 2016. 

 

Independent Variables: 

 

TaxPit = tax planning, following Lestari1 and Wardhani 2015 tax planning is seen as leading to 

increase after tax earnings and therefore to be in the interest of shareholders, this is typically 

taken in valuation model/firm value (Desai and Dharmapala, 2009; Wahab and Holland, 2012; 

Desai and Dharmapala, 2006). It is computed as difference between the government statutory tax 

rate and the effective tax rate with pre book tax income (TaxP = 30% - ETR * PBTI), where 

effective tax rate are corporate tax expense exclude deferred tax expense with pre book tax 

income (ETR = CTE/PBTI). The apriori sign is β1 > 0 

 

TaxSav it = Tax Saving: following Khaoula, Amor and Ahmed 2014;Kawor and Kportorgbi 

2014, tax saving is calculated as difference between the statutory tax rate and the effective tax 

rate (TaxSav = 30% - ETR). Where a firm operates across a number of jurisdictions with varying 

statutory rates, tax rate differentials can provide a tax saving recognized in firm value.Ftouhi, 



 

 

Ayed and Zemzem, 2010 in Kawor and Kportorgbi 2014 reported that managers have incentives 

to reduce financial statement tax expense because, tax planning is considered as a mechanism 

through which firms generate permanent tax savings and/or temporary tax savings achieved 

through deferrals.The apriori sign is β2 > 0 

 

ETR it = Effective Tax Rate: following Ftouhi, Ayed and Zemzem, 2016; Soufiene ,Khaoula, and 

Mohamed 2016; Aliani, 2014; Dyreng, Hanlon, and Maydew, 2010; Wilson, 2009; Kawor and 

Kportorgbi 2014;Nwaobia, Kwarbai, &Ogundajo, 2016, effective tax rate is calculated as the 

total tax expense scaled by pre-tax accounting income (ETR = CTE/PBTI). Corporate effective 

tax rate assesses the tax performance of firms. Thus, it is the best measure to evaluate the actual 

corporate tax burdens. Effective tax rate is a commonly used measure of a firm‘s tax burden, 

provides a basic summary statistic of tax performance, which describes the amount of taxes paid 

by a company relative to its gross profit. This measure reflects aggressive tax planning through 

permanent book-tax differences. The apriori sign is β3 < 0. 

 

BTGit = Book Tax Gap: following Dwi, Yulianti and Debby 2011; Penman 2001; Desai and 

Dhamarpala 2009, Wang 2010, book tax gap is calculated as the difference between accounting 

income and taxable income (BTG = EBIT – TPE). Penman (2001) even stated that book-tax gap 

could be used as red flag to determine any cost manipulation, where higher book-tax gap is also 

considered as an indication of low quality financial statements. The apriori sign is β4 > 0. 

 

TaxShelterit = Tax Shelter: following Wilson 2008; Graham and Tucker 2006 in Lee, 

Dobiyanski, and Minton 2015, A tax shelter is any method taxpayers create to reduce their 

taxable income without valid business purposes. Graham and Tucker (2006) illustrate mechanics 

of tax shelters corporations that adopted to reduce taxable income, such as (1) lease-in lease out, 

(2) accelerated transfer of contested liability, (3) corporate-owned life insurance, (4) transfer 

pricing, (5) cross-border dividend capture, (6) contingent-payment installment sales, (7) 

liquidation and re-contribution, and (8) offshore intellectual property havens. 

 

We used the above descriptions as tax shelter while we measure tax shelter according toGraham 

and Tucker 2006 in Lee, Dobiyanski, and Minton 2015 identifying sheltering corporations: (1) 

the dockets of Tax Courts and other courts for litigation in which public corporations were 

accused of a tax shelter and (2) the popular press that reported public corporations with a Notice 

of Deficiency from the Internal Revenue Service regarding tax shelters.  we assign 1 to tax 

shelter corporations ,otherwise we assign 0. The apriori sign is β5 > 0 

 

4.0 Data Presentation and Analysis of Results: 

 

In this study, we investigated the effect of tax planning policies on firm value of high volume 

trading companies on the Nigeria stock exchange. The study uses high volume trading 

companies ranging from agriculture, conglomerates, construction/ real estate, consumer goods, 

health care, ICT, industrial goods, oil and gas; and services as sample according to their financial 

statements from 2013 to 2015. A sample of 53 high volume trading firms formed our sample 

with 159 observations; to ensure adequate observation for statistical testing, we adopted a panel 

data analysis to identify the possible effects on the firm value. To this end, we conducted 

descriptive statistics and correlation matrix. Pooled and panel regression with fixed and random 



 

 

effect panel data regression and the Hausman test were also conducted to select between fixed 

and random effect models. 

 

Table 4.1 
Descriptive Statistic of 53 trading listed companies in Nigeria on Firm value over three years 

period 

Descriptive Statistic 

Variables Mean Max Min Std. Dev JB (P-Value) 

TobinQ 36.7352 2105.860 -0.6501 261.7898 17344.91 (0.00)* 

SharePrice 51.0136 761.0000 -1.07 124.2668  2727.71 (0.00)* 

TaxPlanning 2785544. 185,000,000 -63,447,365 20,077,112  17181.51 (0.00)* 

TaxSaving 0.1010 0.817300 -18.3673 1.566089  93445.28 (0.00)* 

ETR 0.3936 18.6673 -0.5173  1.5676 93017.95 (0.00)* 

BTG 39,482,587 1,920,000,000 -102,000,000 219,000,000 18555.34 (0.00)* 

TaxShelter 0.4716 1.0000 0.0000  0.5007 26.50(0.00)* 

No of Cross-

section 53    

 

All data 

observations 159    

 

Source: Author (2017) 

NOTE *1% level of significance, ** 5% level of significance and ***10% level of significance  

 

Table 4.1 from appendix two shows the mean (average) for each of the variable, their maximum 

values, minimum values, standard deviation and Jarque-Bera (JB) statistics (normality test). The 

results in table 4.1 provided some insight into the nature of the highly volume trading firms used 

in the study. Firstly, the large difference between the maximum and minimum values of Tobin Q 

shows that the highly volume trading firms have different firm value. Secondly, it has observed 

that on the average over the three years period (2013 – 2015), the sampled highly volume trading 

firms has 36.73 of Tobin q and 51.01 of share price meaning that our sample have a position firm 

value.  We also observed that Tobin q over the period was 2105.86 maximum while the 

minimum stood at -0.65 while share price was 761 maximum and minimum of -1.07. This shows 

that highly volume trading firms have different firm values. However, tax planning over the 

period was N185,000,000 maximum while the minimum stood at N-63,447,365. These wide 

variations in tax planning policies and firm values therefore justify the need for this study, as 

highly volume trading firms taxation polices affects their firm values differently. Our sample 

companies are heterogeneous due to panel data. The panel analysis accommodates times as well 

as the heterogeneity effect of the listed companies, which may be random or fixed. 

 

Lastly, in table 4.1, the Jarque-Bera (JB) which test for normality or the existence of outliers or 

extreme values among the variables are normally distributed at 1% level of significance. This 

means that any variables with outlier are not likely to distort our conclusion and are therefore 

reliable for drawing generalization. 

 

Correlation Analysis: 

 



 

 

In examining the relationship among the variables, we employed the Pearson correlation 

coefficient (correlation matrix) and the results are presented in table 4.2 

 

Table 4.2 

Correlation Matrix of 53 trading listed companies in Nigeria on Firm value over three 

years period 

 TobinQ SharePrice TaxPlanning TaxSaving ETR BTG TaxShelter 

TobinQ  1.0000       

SharePrice -0.0060  1.0000      

TaxPlanning -0.0173  0.0114  1.0000     

TaxSaving  0.0191  0.0494  0.0233  1.0000    

ETR -0.0184 -0.0476 -0.0225 -0.9991  1.0000   

BTG -0.0239 -0.0346  0.9100  0.0188 -0.0180  1.0000  

TaxShelter  0.1473  0.1791 -0.1436 -0.0935  0.0956 -0.1535  1.0000 

Source: Author (2017) 

 

The use of correlation matrix in most regression analysis is to check for multicolinearity and to 

explore the association between the each explanatory variable and the dependent variable. Table 

4.2 focuses on the correlation between firm value (Tobin q and share prices), tax planning 

policies (TaxPlanning, TaxSaving, ETR, BTG and TaxShelter). 

 

The findings from the correction matrix table, shows that there is a weak negative association 

between Tobin q and share prices (-0.00). This clearly shows that Tobin q and share prices both 

represent firm assets in relation to the firm‘s market value; it justified that any of the two 

variables used for our hypotheses testing. In the case of tax planning (TaxPlanning, TobinQ = -

0.01, share price = 0.01) we observed that, tax planning rate was negatively and strongly 

associated with TobinQ and was strongly but positively associated with share price. This 

suggests to tax planning polices decrease the value of trading firms. Effective tax rate shows a 

negative strong association with TobinQ (-0.01) meaning high effective tax rate affects firms 

value while book tax gap shows a negative strong association with TobinQ (-0.02) as it indicate 

that large tax different on trading firms has a negative effects on their firm value. Tax shelter has 

a strong positive association with TobinQ and share price (0.14 and 0.17) meaning that tax 

reduction increases the firm performance and value.     

 

In checking for multicolinearity, we notice that no two explanatory variables were perfectly 

correlated. This means that there is the absence of multicolinearity problem in our model. 

Multicollinearitybetween explanatory variables may result to wrong signs or implausible 

magnitudes, in the estimated model coefficients, and the bias of the standard errors of the 

coefficients. 

 

Regression Results: 

 

However, to examine the effect on the dependent variables firm value and tax planning polices 

and to also test our formulated hypotheses, we used a panel data regression analysis since the 

data had both time series (2013 to 2015) and cross-sectional properties (53 high volume trading 

companies). The panel regression results are presented and discussed below.  



 

 

 

Tobin Q: 

 

The Tobin Q panel regression results examine how tax planning policies and its interaction effect 

on firm value. The general hypotheses of this model one is that there is no significant effect of 

tax planning policies on firm value. The result obtained are presented in Table 4.3 

 

Table 4.3 TobinQ panel regression result of 53 trading listed companies in Nigeria on Firm value 

over three years period 
 

Aprior Sign TobinQ 

(OLS Pooled) 

TobinQ 

(Fixed Effect) 

TobinQ 

(Random 

Effect) 
 

    

C  -8.77 36.67 0.30 

  (-0.08) (3.44) (0.00) 

  [0.92] [0.00]* [0.99] 

     

TaxPlanning + 3.68 1.38 1.58 

  (0.14) (0.04) (0.04) 

  [0.88] [0.09]*** [0.96] 

     

TaxSaving + 37.61 0.44 0.56 

  (0.11) (0.01) (0.01) 

  [0.90] [0.09]*** [0.98] 

     

ETR + 32.08 0.30 0.41 

  (0.09) (0.00) (0.01) 

  [0.92] [0.09]*** [0.99] 

     

BTG - -3.28 -1.24 -1.59 

  (-0.14) (-0.02) (-0.02) 

  [0.88] [0.09]*** [0.97] 

     

TaxShelter + 78.32 77.04 77.04 

  (1.84) (1.02) (1.02) 

  [0.06]*** [0.03]** [0.30] 

     

R-Squared  0.02 0.90 0.00 

Adj-R-Squared  -0.00 0.90 -0.02 

F-Statistic  0.72(0.60) 354.39 (0.00)* 0.21 (0.95) 

Hausman Test    0.18(0.09)*** 

N(n)  159(53) 159(53) 159(53) 

Source: Author 2017 

Note: (1) Parentheses ( ) are t-statistic while bracket [ ] are p-values       

          (2) * 1%, ** 5% and *** 10% level of significance 

 



 

 

Discussion of Tobin Q regression results: 

 

In testing for the cause-effect between the dependent and independent variables in firm value 

(Tobin Q), we reported pooled and panel analysis. The study adopted the three widely used 

pooled and panel data regression models (fixed effect and panel data estimation techniques). The 

difference in these models is based on the assumptions made about the explanatory variables and 

cross sectional error term. Since the results would be more appealing statistically in the context 

of different in our sampled companies. 

 

In table 4.3, we presented an OLS pooled regression and two panel data estimation techniques 

(fixed effect and panel data estimator). The three results revealed difference in their coefficients 

magnitude, signs and number of significant variables. This clearly shows that pooled OLS 

regression does not reflect the heterogeneity in the sampled companies. This effect is reflected in 

the two panel data regression results. In selecting from the two panel data models, the Hausman 

test was conducted and the result shows that we should accept Ho (adopt fixed effect model and 

reject random effect model). This means that we adopt, interpret and draw policy 

recommendation from the fixed effect panel data regression results.  

 

Following the above, we will therefore discuss the fixed effect panel regression result from Table 

4.3. In Table 4.3, the R-squared and adjusted R-squared values were (0.90) and (0.90). This 

indicates that all independent variables jointly explain about 90% of the systematic variations in 

Tobin Q of our sampled companies over the three-year period (2013 – 2015). The above average 

R-squared value is realistic as it clearly shows firm value and its interaction with tax planning 

policies. The F-statistics (354.39) and its p-value (0.0) show that the firm value (Tobin Q) fixed 

effect regression model is generally significant and well specified. The F-statistic also shows that 

the overall firm value (Tobin Q) fixed effect regression model is significant at 1% levels. 

 

In addition to the above, the specific finding from each explanatory variable from fixed effect 

regression model is provided as followings: 

 

Tax planning (TaxPlanning), based on the coefficient of 1.38 and p-value 0.09 appears to have 

a positive influence on our sampled trading companies, firm value (Tobin Q) and was 

statistically significant at 10% since it p-value was greater than 0.05. This result therefore, 

suggest that we should reject hypothesis one (H1), which stated that tax planning does not 

significantly affects firm value. This means that tax planning of sampled trading companies use 

tax planning to reduce tax liability in obtaining the tax saving benefits to enhance firm value. 

With positive influence on firm value and also conform to apriori expectation.  This finding like 

similar studies (Ftouhi, Ayed, and Zemzem, 2016, Lestari1 and Wardhani 2015, Ilaboya, 

Izevbekhai and Ohiokha 2016, Nwaobia, Kwarbai, and Ogundajo, 2016, Kawor1 and Kportorgbi 

2014, Jacob and Schütt 2013) confirms that tax planning polices reduce tax liability which 

increases firm value while unethical tax planning expose firms to risk related to inspection or 

investigation by tax authorities.   

 

Tax saving (TaxSav), based on the coefficient of 0.44 and p-value 0.09 appears to have a 

positive influence on our sampled trading companies, firm value (Tobin Q) and was statistically 

significant at 10% since it p-value was greater than 0.05. This result therefore, suggest that we 



 

 

should reject hypothesis two (H2), which stated that tax saving does not significantly affects firm 

value. This means that increase in tax saving of sampled companies increases the value of their 

firms. With positive influence on earnings quality and conform to apriori expectation.  This 

finding like similar studies Kawor1 and Kportorgbi 2014, confirms that significant positive 

effect of tax saving and firm value is that firms‘ engage in intensive tax planning activities have 

a neutral influence on performance of firms.  

 

Effective tax rate (ETR), based on the coefficient of 0.30 and p-value 0.09 appears to have a 

positive on our sampled trading companies, firm value (Tobin Q) and was statistically significant 

at 10% since it p-value was less than 0.10. This result therefore, suggest that we should reject 

hypothesis three (H3), which stated that effective tax rate does not significantly affects firm 

value. This means that increase in effective tax rate of sampled companies indicate high firm 

value. With positive influence on firm value and conform to apriori expectation.  This finding 

like similar study Nwaobia, Kwarbai, and Ogundajo, 2016 confirms that only an optimal mix of 

tax planning strategies could yield optimal benefits in the area of firm value enhancement to 

manufacturing firms in Nigeria. 

 

Book Tax Gap (BTG), based on the coefficient of -1.24 and p-value 0.09 appears to have a 

negative on our sampled trading companies, firm value (Tobin Q) and was statistically 

significant since it p-value was less than 0.1 This result therefore, suggest that we should reject 

hypothesis four (H4), which stated that book tax gap does not significantly affects firm value. 

This means that increase in book tax gap of trading companies reduce the firm value of sampled 

companies. This means that Federal Inland Revenue Service strict supervision will reduce firm 

performance and increase government revenue. With negative influence on firm value and 

conform to apriori expectation.  This finding like similar studyDwi, Yulianti and Debby 

2011confirmthat book tax gap negatively affect value of Indonesian firms due to tight 

supervision of the Indonesian tax authorities. 

 

Tax shelter (TaxShelter), based on the coefficient of 77.04 and p-value 0.03 appears to have a 

positive on our sampled trading companies, firm value (Tobin Q)  and was statistically 

significant at 5% since it p-value was less than 0.05. This result therefore, suggest that we should 

reject hypothesis five (H5), which stated that tax shelter does not significantly affects firm value. 

This means that increase in tax incentive sampled companies will increase their firm value. With 

positive influence on firm value and conform to apriori expectation.  This finding like similar 

studies (Hanlon and Slemrod 2009; Lee, Dobiyanski and Minton 2015; Schallheim and Wells 

2004) reported that investors are less concerned about the aggressive tax strategy for 

corporations with a high cash effective tax rate than those with a low cash effective tax rate 

while they concentrate on value of firm performance.  

 

Share price: 

 

The share price panel regression results examine how tax planning policies and its interaction 

effect on firm value. The general hypothesis of this model two is that there is no significant 

effect of tax planning policies on firm value. The result obtained are presented in Table 4.4 

 



 

 

Table 4.4 SharePrice panel regression result of 53 trading listed companies in Nigeria on Firm 

value over three years period 
 

Aprior Sign SharePrice 

(OLS Pooled) 

SharePrice 

(Fixed Effect) 

SharePrice 

(Random 

Effect) 
 

    

C  11.53 51.24 30.30 

  (0.24) (99.63) (1.26) 

  [0.80] [0.00]* [0.20] 

     

TaxPlanning + 1.56 -1.07 -1.76 

  (1.32) (-0.00) (-0.00) 

  [0.18] [0.09]*** [0.99] 

     

TaxSaving + 71.98 -0.66 -0.66 

  (0.46) (-0.39) (-0.39) 

  [0.64] [0.06]*** [0.69] 

     

ETR + 66.80 -0.66 -0.66 

  (0.43) (-0.39) (-0.38) 

  [0.66] [0.06]*** [0.69] 

     

BTG - -1.35 -9.59 -9.73 

  (-1.24) (-0.33) (-0.34) 

  [0.21] [0.07]*** [0.73] 

     

TaxShelter + 45.42 45.42 44.39 

  (2.28) (2.28) (1.27) 

  [0.02]** [0.02]** [0.20] 

     

R-Squared  0.04 0.60 0.03 

Adj-R-Squared  0.01 0.63 -0.01 

F-Statistic  1.56(0.17) 34372.59(0.00)* 0.41 (0.83) 

Hausman Test    2.17(0.02)*** 

N(n)  159(53) 159(53) 159(53) 

Source: Author 2017 

Note: (1) Parentheses ( ) are t-statistic while bracket [ ] are p-values       

          (2) * 1%, ** 5% and *** 10% level of significance 

 

Discussion of share price regression results: 

 

In testing for the cause-effect between the dependent and independent variables in firm value, we 

reported pooled and panel analysis. The study adopted the three widely used pooled and panel 

data regression models (fixed effect and panel data estimation techniques). The difference in 

these models is based on the assumptions made about the explanatory variables and cross 



 

 

sectional error term. Since the results would be more appealing statistically in the context of 

different in our sampled companies. 

 

In table 4.4, we presented an OLS pooled regression and two panel data estimation techniques 

(fixed effect and panel data estimator). The three results revealed difference in their coefficients 

magnitude, signs and number of significant variables. This clearly shows that pooled OLS 

regression does not reflect the heterogeneity in the sampled companies. This effect is reflected in 

the two panel data regression results. In selecting from the two panel data models, the Hausman 

test was conducted and the result shows that we should accept Ho (adopt fixed effect model and 

reject random effect model). This means that we adopt, interpret and draw policy 

recommendation from the fixed effect panel data regression results.  

 

Following the above, we will therefore discuss the fixed effect panel regression result from Table 

4.4. In Table 4.4, the R-squared and adjusted R-squared values were (0.60) and (0.63). This 

indicates that all independent variables jointly explain about 63% of the systematic variations in 

firm value (share price) of our sampled companies over the three year period (2013 – 2015). The 

above average R-squared value is realistic as it clearly shows firm value and its interaction with 

tax planning policies (share price). The F-statistics 34372.59 and its p-value (0.0) show that the 

firm value (share price) fixed effect regression model is generally significant and well specified. 

The F-statistic also shows that the overall firm value (share price) fixed effect regression model 

is significant at 1% levels. 

 

In addition to the above, the specific finding from each explanatory variable from fixed effect 

regression model is provided as followings: 

 

Tax planning (TaxPlanning), based on the coefficient of -1.07 and p-value 0.09 appears to have 

a negative influence on our sampled trading companies, firm value (share price)  and was 

statistically significant at 10% since it p-value was greater than 0.05. This result therefore, 

suggest that we should reject hypothesis one (H1), which stated that tax planning does not 

significantly affects firm value. This means that as sampled trading companies tax planning 

strategy increases, it share prices decreases. With negative influence on firm value and also 

conform to apriori expectation.  This finding likes similar Assidi, Aliani and Omri 2016, Ftouhi, 

Ayed, and Zemzem, 2016 that managers were looking for smooth and loopholes in tax laws to 

minimize corporate tax, they expose firms to  risk related to inspection or investigation by tax 

authorities which decrease the value of firm and penalty from tax authorities. 

 

Tax saving (TaxSav), based on the coefficient of -0.66 and p-value 0.06 appears to have a 

negative on our sampled trading companies, firm value (share price) and was statistically 

significant at 10% since it p-value was greater than 0.05. This result therefore, suggest that we 

should reject hypothesis two (H2), which stated that tax saving does not significantly affects firm 

value. This means that as tax saving of sampled trading companies increase, it decrease their 

firm value (share price). With negative influence on firm value and conform to apriori 

expectation. This finding like similar studies Hafkenscheid and Janssen (2009), confirms that 

that many investors and analysts said they disregard tax as a value driver because they lack the 

relevant information, that firms generally are reluctant to provide information on their tax 



 

 

position, often arguing that this would negatively affect their position toward the taxing 

authorities. 

 

Effective tax rate (ETR), based on the coefficient of -0.66 and p-value 0.06 appears to have a 

negative on our sampled trading companies, firm value (share price) and was statistically 

significant at 10% since it p-value was greater than 0.05. This result therefore, suggest that we 

should reject hypothesis three (H3), which stated that effective tax rate does not significantly 

affects firm value. This means that as effective tax rate of sampled trading companies increase, it 

decrease their firm value (share price). With negative influence on firm value and conform to 

apriori expectation. This finding like similar studies (Assidi, Aliani and Omri 2016, Ftouhi, 

Ayed, and Zemzem, 2016) reports that as managers unethically minimize corporate tax to 

maximize their stakeholders‘ values, it expose firms to risk of investigation by tax authorities, 

which affects the share prices. 

 

Book Tax Gap (BTG), based on the coefficient of -9.59 and p-value 0.07 appears to have a 

positive on our sampled trading companies, firm value (share price) and was statistically 

significant since it p-value was less than 0.1. This result therefore, suggest that we should reject 

hypothesis four (H4), which stated that book tax gap does not significantly affects firm value. 

This means that an increase in book tax gap of the trading companies will decrease their firm 

value (share price).  This finding like similar studies Dwi ,Yulianti and Debby (2011) reports that 

increase in book tax gap on Indonesian value of firms means that tight supervision of the 

Indonesian tax authorities, which affects firms‘ valuation. 

 

Tax Shelter (TaxShelter), based on the coefficient of 45.42 and p-value 0.02 appears to have a 

positive on our sampled trading companies, firm value (share price) and was statistically 

significant since it p-value was less than 0.05. This result therefore, suggest that we should reject 

hypothesis five (H5), which stated that tax shelter does not significantly affects firm value. This 

means that increase in tax shelter of trading companies indicate increase in firm value (share 

price). With positive influence on firm value and conform to apriori expectation.  This finding 

like similar studies McGill and Outslay 2004 reports that firms generally do not disclose their tax 

shelter involvement and even when it becomes known, that a firm participated in a tax shelter, it 

is often impossible to determine the amount of the tax benefit using only the firm‘s financial 

statements. However, tax shelter increases the firm valuation. 

 

5.0 Conclusion and Recommendation: 

 

Conclusion: 

 

Results from the study indicate that there is significant effect of tax planning policies on firm 

value on high volume trading firm in Nigeria. This is consistent with the findings of Ftouhi, 

Ayed, and Zemzem, 2016, Lestari1 and Wardhani 2015, Ilaboya, Izevbekhai and Ohiokha 2016, 

Nwaobia, Kwarbai, and Ogundajo, 2016, Kawor1 and Kportorgbi 2014, Jacob and Schütt 2013 

that tax planning polices reduce tax liability which increases firm value while unethical tax 

planning expose firms to risk related to inspection or investigation by tax authorities. Kawor1 

and Kportorgbi 2014 that significant positive effect of tax saving and firm value is that firms‘ 

engage in intensive tax planning activities have a neutral influence on performance of firms. 



 

 

Nwaobia, Kwarbai, and Ogundajo, 2016 that only an optimal mix of tax planning strategies 

could yield optimal benefits in the area of firm value enhancement to manufacturing firms in 

Nigeria. Dwi, Yulianti and Debby 2011that book tax gap negatively affect value of Indonesian 

firms due to tight supervision of the Indonesian tax authorities. Hanlon and Slemrod 2009; Lee, 

Dobiyanski and Minton 2015; Schallheim and Wells 2004 that investors are less concerned about 

the aggressive tax strategy for corporations with a high cash effective tax rate than those with a 

low cash effective tax rate while they concentrate on value of firm performance. 

 

In addition (model one), the study reveals a positive effect of tax planning, tax saving, effective 

tax rate and tax shelter on Tobin q while only book tax gap with a negative effect on Tobin q . It 

concluded that as tax planning, tax saving, effective tax rate and tax shelter increases, it indicate 

high firm value while exposing companies to the risk of tax agency investigation and inspection. 

While increase in book tax gap reduce the firm value (Tobin q).  

 

Model two reveals a negative effect of tax planning, tax saving, effective tax rate and book tax 

gap on share prices. It concluded that established unethical increase in tax planning, tax saving, 

effective tax rate and book tax gap will reduce the share price of firms indicating reduction in 

firm value. 

 

Therefore, the study recommends that firm should engage in ethical tax planning policies to 

effect firm value positively and maximize shareholders wealth, in other to avoid penalties from 

tax authorities that effects firm value negatively. However, firms should disclose all transaction 

that will enable measures for tax planning in their financial statements to simplify valuation of 

firm through tax planning policies.  
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ABSTRACT 

 

This study evaluated the use of forensic accounting for fraud detection and prosecution in 

Nigeria. Specifically, the study evaluated whether or not forensic accounting has a significant 

effect on fraud detection as well as fraud prosecution in Nigeria. The survey design was used in 

the study with a sample size of 30 respondents, consisting of the personnel of EFCC cutting 

across the Admin, Legal and Operations units of the organization‘s Lagos zonal office. The 

simple random sampling was utilized in selecting the sample size, while the regression analysis 

was used in data analysis. The findings indicate that there is significant effect of the use of 

forensic accounting on fraud detection, while there is no significant effect of the use of forensic 

accounting on fraud prosecution in Nigeria. In line with the findings, we recommend an urgent 

restructuring of the EFCC to have an autonomous forensic accounting directorate that will assist 

in the efficient prosecution of alleged fraud cases, while also ensuring standardization of its 

recruitment processes to ensure the recruitment of operatives with sound technical knowledge of 

forensic accounting. 

 

Keywords: Forensic Accounting, Fraud, Fraud detection, Investigation, Litigation Support. 

 

1.0 Introduction 

 

Fraud has become an endemic phenomenon of global concern. In fact, it is the mainstay of most 

developing countries of the world, as it is fast gaining recognition and acceptance as a normal 

way of life. Growing cases of corruption and fraudulent practices has polarized the public and 

private sectors in Nigeria, as corruption seem to be the most popular issue discussed as a cause of 

underdevelopment in Nigeria today (Dada, 2014).In recent times, there have been waves of 

media reports of huge financial scams by public office holders, most of which relates to the 

conversion of funds meant for public good. These media reports, at best, have stopped at the 

point of accusation of the alleged fraudster and little or nothing is heard of the establishment of 

the fraud charges as well as the prosecution of offenders. The Nigerian polity has seen the 

dignifying of alleged fraudsters in the form of giving them higher responsibilities within the 

national frontier, according them chieftaincy titles, making excuses for them, giving them a soft-

landing, and a host of other acts that tends to shield the alleged fraudster from being nailed and 

prosecuted.   

 



 

 

To check the surge of fraudulent cases in the Nigerian polity, a number of tribunals and anti – 

corruption agencies had been set up, but these agencies appear to lack the required skills to 

establish the occurrence of fraud, provide acceptable evidence with which it can successfully 

prosecute persons accused of fraudulent schemes. The need to embrace an effective technique for 

fraud detection and prosecution becomes a necessity. 

 

As revealed by (Bologna & Lindquist, 1987), forensic accounting entails financial expertise, 

fraud knowledge and a sound knowledge and understanding of business reality and the working 

of the legal system. 

 

Research Problem: 

 

Fraudsters usually perpetuate fraud in such a way that they leave no trace of the act, thereby 

making it a difficult task to suspect and unearth cases of fraud. The advent of forensic accounting 

has brought about forensic accountants who have become indispensable allies in the fight against 

frauds and economic crimes (Popoola, Ayoib, & Samsudin, 2014). 

 

The increasing nature of the sophistication of fraudulent activities now require the adoption of an 

appropriate technique that can effectively help in investigation of alleged fraudulent activities 

and establish its occurrence while engaging in sound financial analysis to provide relevant 

financial evidence. 

 

A major thrust of the recent Nigerian anti – corruption campaign has been the prosecution of 

alleged fraudsters as advanced by the presidential advisory committee against corruption who 

have sought for the establishment of special courts for the speedy trial and judgment of alleged 

fraudsters. However, the bane of prosecuting alleged fraudulent cases lies in the provision of 

concrete evidence that is admissible to the courts. Forensic accountants with appropriate 

education, training, and experience should be able to provide litigation support and serve as 

expert witness in courts in the effort towards prosecuting fraudsters. 

 

The study therefore seeks to evaluate the use of forensic accounting for fraud detection and 

prosecution in Nigeria. 

 

Research Objectives: 

 

The general Objective of the research is to determine to what extent Nigeria has embraced the 

use of forensic accounting in fraud detection and prosecution. The specific objectives are to: 

 

i. Examine the use of forensic Accounting in detection of fraud in Nigeria. 

ii. Evaluate the impact of forensic accounting in the prosecution of fraud cases in Nigeria 

 

Research Questions: 

 

Consequently, the key research questions investigated are: 

 

i. How does forensic accounting help in fraud detection Nigeria? 



 

 

ii. What is the impact of forensic accounting on prosecution of fraud cases in Nigeria? 

 

 

Hypothesis: 

 

The following hypothesis will be tested: 

 

i. H01: Forensic Accounting has no significant effect on detection of fraud in Nigeria. 

ii. H02: Forensic Accounting has no impact on prosecution of fraud cases in Nigeria. 

 

2.0 Literature Review: 

 

Concept of Forensic Accounting: 

 

Forensic accounting refers to the specialty area of accounting that describes the engagement that 

result from actual or anticipated disputes or litigation. It is recognized as a particular form of 

professional expertise, endowed with specific attributes, which recognition comes from 

possessing a formal certification which provides a symbolic value (Enofe, Okpako, & Atube, 

2013). Ozili (2015) posits that forensic accounting entails the application of financial skills and 

investigative mentality to unresolved issues, conducted within the rules of evidence. The practice 

of forensic accounting has been linked to the utilization of accounting, auditing and investigative 

skills to assist in legal matters through the provision of evidence of economic transactions for the 

purpose of establishing accountability and valuation of administrative proceedings (Adegbie & 

Fakile, 2012). The focus of forensic accounting therefore, is to identify and review fraudulent 

transactions which may take the form of source document reviews, interviews, examinations of 

electronic documents among others.  

 

The practice of forensic accounting has evolved with time and the profession has been affected 

by changes in technology, society and the economy. The profession has been around since the 

early 1900‘s and has greatly altered the way fraud is discovered and handled (Dreyer, 2014). The 

practice demands reporting, where accountability of fraud is established and such report is 

considered as evidence in the court of law or in administrative proceedings (Ehioghiren & Atu, 

2016). Forensic accounting is in fact a merger of forensic science and accounting (Crumbley, 

Heitger, & Smith, 2009). They referred to forensic scientists as examiners and interpreters of 

evidence and facts in legal cases that also require expert opinions regarding their findings in the 

law court. 

 

Thus, forensic accounting is the engagement of specialized skills involving the use of 

investigative accounting in carrying out inquiry in a technical way such that the outcome will 

have application to proceedings in a law court. Dada (2014) asserts that the forensic accounting 

involves a financial detective with a suspicious mind, a bloodhound, an individual with a ‗sixth 

sense‘ that enables the dissection and analysis of past accounting transactions and an individual 

who considers facts beyond the numbers. The focal orientation of forensic accounting is to 

establish the cause and effect of a case including the discovery of deception and its impact as 

introduced to the accounting practice. In the work of Mukoro, Yamusa, and Faboyede (2013), it 

was deduced that forensic accountants are involved in conducting thorough financial analysis of 



 

 

business and personal records and develop financial profiles of individuals or groups identified 

as participating in suspicious or illegal activities; the gathering of evidence and preparation of 

search warrants that will assist with financial analysis; support case agents in interviews of key 

witnesses, identification and tracking of funding sources and interrelated transactions; 

compilation of findings and conclusions into financial investigative reports and providing 

litigation support services for prosecuting attorneys. 

 

 

 

Fraud and Fraud Detection: 

 

Rabiu (2014) described fraud as a deliberate act of misjudgment undertaken to gain undue selfish 

advantage. He further classified fraud into three distinct categories to include corruption, assets 

misappropriation and financial statement fraud. The Economic & Financial crimes Commission 

(EFCC) Act (2004) further gave an insight into the variety of economic and financial crimes to 

include violent, criminal and illicit activities committed with the objective of gaining wealth 

illegally through means that violates existing legislations. It included some form of fraud as 

narcotic drug, trafficking, embezzlement, looting, bribery, child labour, illegal oil bunkering, any 

form of corrupt malpractice, illegal mining, tax evasion, foreign exchange malpractice, 

counterfeiting currency, theft of intellectual property and privacy, open market abuse, dumping 

of toxic waste and prohibited good, etc. 

 

On examining the reasons why people commit fraud, Cressey (1953) propounded the fraud 

triangle theory having examined 250 criminals for a period of five (5) months. He asserts that 

three factors are present in every situation of fraud which include; Perceived pressure (fraud 

incentive/motivation) which is the initial cause of committing fraud as promoted by the condition 

of financial instability, external pressure, personal financial need & financial targets; Perceived 

opportunity which is the ability of the fraudster to discover and exploit organizational 

weaknesses to violate trust as occasioned by weakness in internal controls, poor corporate 

governance, lack of job rotation and poor supervision among others; and Rationalization which 

relates to the process through which a fraudster justifies his evil course of action. Donald Cressey 

maintained that the three factors of (perceived pressure, opportunity, and rationalization) must be 

present for a fraudster to be able to violate trust and commit fraud. 

 

Wolf and Hermanson (2004), made an extension of the Fraud Triangle theory (FTT) with the 

introduction of the Fraud Diamond theory (FDT). The FDT believes that the FTT could be 

further developed to improve both fraud prevention and detection by considering a fourth 

element (‗Capability) in addition to the earlier three factors as put forward by the FTT. The FDT 

examines the individual‘s capability, which comprises personal traits and abilities to commit 

fraud. The recognition of the element of capability to be achieved by a fraudster, as put forward 

by Wolf &Hermanson in the Fraud diamond theory include six factors to the effect that: 

 

 the fraudster must have ‗function or authority‘ for him to be able to commit fraud 

 the fraudster must be intellectual to the extent that he/she can be able to harness and 

exploit perceived weaknesses to commit fraudulent acts 



 

 

 the fraudster must be egoistic and have strong confidence and courage that he will not be 

caught 

 the fraudster must be a person who can coerce and pressure others to commit fraud for 

him or alongside with him 

 the fraudster must be a person who can be able to deceive others or look at people in their 

eye to convincingly and comprehensively tell them a lie 

 the fraudster must be able to conquer the stress by concealing the true face of the matter 

as well as frequent monitoring of the issue to prevent detection. 

 

The theory maintained that while opportunity opens the doorway to fraud and pressure & 

rationalization draw a fraudster toward it, the fraudster must have the capability to identify and 

recognize the open door as an opportunity and to maximize it. 

3.0 Methodology: 

 

The survey research design was adopted in this study because it ensures that reliable and valid 

empirical data is obtained to test the impact of the dependent variable on the independent 

variable in order to achieve the study objective and test the hypothesis formulated. 

 

In considering sample size, Saunders and Thornhill (2003) suggested that a minimum number of 

thirty (30) for statistical analysis provide a useful rule of thumb. The study was carried out on the 

use of forensic accounting for fraud detection and fraud prosecution in Nigeria and the 

population of the study were the staff of the Lagos zonal office of the Economic and Financial 

Crimes Commission (EFCC) comprising of the administrative, legal and operations units in 

which a total of thirty (30) staff were randomly selected.The EFCC has been selected for this 

study, since it is a frontline agency of government in the country saddled with the responsibility 

for combatting financial crimes. The major research instrument that was engaged was the 

questionnaire.  

 

Descriptive statistics was used to present quantitative description of data obtained, while 

regression analysis using Statistical Package for Social Sciences (SPSS) was used to show the 

impact of forensic accounting on fraud detection and prosecution. 

 

4.0 Results and Findings: 

 

The table below (table 1) provides the descriptive statistics on the evaluation of the use of 

forensic accounting for fraud detection and prosecution in Nigeria. Assessing the prevalence of 

fraud in Nigeria and the use of forensic accounting, the question ―EFCC adopts forensic 

accounting techniques/skills in its operations‖, show a mean of 3.85 and a standard deviation of 

1.348, while the question on technical knowledge of forensic accounting has a mean of 3.55 and 

a standard deviation of 0.999. This implies that there is a gap in knowledge levels of forensic 

accounting among the EFCC personnel, despite the adoption of forensic accounting in their 

operations. 

 

Table 1: Descriptive Statistics 

 Mean Std. Deviation N 

FP 3.75 1.07 20 



 

 

FOR 4.45 .686  

FEGD 3.85 1.348 20 

TKFO 3.55 .999 20 

INVESTFRAD 4.05 .999 20 

ESOF 4.10 1.021 20 

FINEVI 4.10 1.119 20 

FINALY 3.80 1.056 20 

ECODAM 3.70 1.081 20 

ASTRA 4.05 .945 20 

DISCSTAT 3.65 .875 20 

EXPTEST 4.20 1.105 20 

Source: SPSS result of research computation (2017) 

 

The table 2 below shows the multiple regression analysis on the use of forensic accounting for 

fraud detection and prosecution in Nigeria. The R is the correlation coefficient which shows the 

strength of the relationships between the independent and dependent variable. To get the 

coefficient of determination, R is squared and this shows the extent of the relationship, whether 

strong or weak connection between the two variables. The t-test was also used to test the 

Hypotheses stated in the study.  

 

The regression results in table 2 shows the significant differences between forensic accounting 

andfraud detection. The R square shows strong positive relationships at 50%. All of the 

coefficients are significant in all categories of ratios at 95% confidence level. This result 

therefore shows that forensic accounting and fraud detection are strongly correlated.  

 

Table 2: Regression Analysis 

 

 

 

 

 

 

 

 

 

 

Model Summary 

Model R R Square 

Adjusted R 

Square 

Std. Error of 

the Estimate 

1 .707
a
 .500 -.188 1.166 

a. Predictors: (Constant), EXPTEST, FEGD, ECODAM, FOR, 

FINALY, ASTRA, INVESTFRAD, DISCSTAT, TKFO, 

FINEVI, ESOF 

ANOVA
b
 

Model Sum of Squares df Mean Square F Sig. 

1 Regression 10.874 11 .989 .727 .695
a
 

Residual 10.876 8 1.360   

Total 21.750 19    

Coefficients
a
 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

T Sig. B Std. Error Beta 

1 (Constant) -.596 4.822  -.124 .905 

FOR -.275 .591 -.177 -.466 .654 

FEGD .741 .440 .934 1.685 .130 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Test of Hypothesis 

The t-test shown in the above table was used in testing the  

 

Hypotheses stated in the study. The following are the Hypotheses tested in the study: 

 

H0: Forensic Accounting has no significant effect on detection of fraud in Nigeria. 

 

The hypotheses were tested using the t-test values. Question 5 to 8 from the questionnaire 

distributed was used to test the first hypothesis. Question 5 t-result show a significance level of 

.696 and the calculated value is 0.406 > than the critical value of 0.05 level of significance. 

Question 6 t-result show a significance level of .162 and the calculated value is 1.541 > than the 

critical value of 0.05 level of significance. Question 7 t-result show a significance level of .247 

and the calculated value is -1.249 < than the critical value of 0.05 level of significance. Question 

8 t-result show a significance level of .440 and the calculated value is 0.812 > than the critical 

value of 0.05 level of significance. In aggregation, the null hypothesis is rejected. This signifies 

that forensic Accounting has significant effect on detection of fraud in Nigeria. 

 

H0: Forensic Accounting has no impact on prosecution of fraud cases in Nigeria. 

 

The hypotheses were tested using the t-test values. Question 9 to 12 from the questionnaire 

distributed was used to test the second hypothesis. Question 9 t-result show a significance level 

of .985 and the calculated value is -0.20 > than the critical value of 0.05 level of significance. 

Question 10 t-result show a significance level of .474 and the calculated value is -7.51 > than the 

critical value of 0.05 level of significance. Question 11 t-result show a significance level of .478 

TKFO .057 .567 .053 .101 .922 

INVESTFR

AD 
.203 .501 .190 .406 .696 

ESOF 1.121 .727 1.070 1.541 .162 

FINEVI -.703 .563 -.735 -1.249 .247 

FINALY .418 .515 .413 .812 .440 

ECODAM -.007 .349 -.007 -.020 .985 

ASTRA -.367 .488 -.324 -.751 .474 

DISCSTAT .363 .488 .297 .743 .478 

EXPTEST -.340 .544 -.351 -.625 .549 



 

 

and the calculated value is .297 < than the critical value of 0.05 level of significance. Question 

12 t-result show a significance level of .549 and the calculated value is -.351 > than the critical 

value of 0.05 level of significance. In aggregation, the null hypothesis is accepted. This signifies 

that forensic Accounting has no impact on prosecution of fraud in Nigeria. 

 

5.0 Conclusion and Recommendations: 

 

Forensic accounting has a great impact on fraud detection in Nigeria, whereas, its application for 

fraud prosecution is rare. This has strong implications for the country in her effort to stamp out 

corruption through her anti - corruption campaign and tolerance level for fraudsters. Our findings 

revealed that forensic accounting has significant impact on fraud detection, which is consistent 

with the works of (Gbegi & Adebisi, 2014) and (Modugu & Anyaduba, 2013), but inconsistent 

with the work of (Enofe, Okpako, & Atube, 2013) which found that the application of forensic 

accounting is not effective in curbing fraudulent activities in Nigeria. Also, we found that the use 

of forensic accounting has no impact on fraud prosecution in Nigeria, even after the work of 

Dada (2014) had suggested that forensic experts be retained by EFCC to carry out investigations, 

and serve as expert witness that will assist the courts to reach a conclusion on fraud cases. 

 

The study therefore recommends an urgent restructuring of the EFCC structure to have an 

autonomous forensic accounting directorate that will assist the legal unit of the organization‘s 

operations to effectively prosecute alleged cases of fraud and malpractices. Also, there should be 

standardization in the recruitment process for operatives of the EFCC to ensure possession of 

requisite technical knowledge rather than other considerations which may include political 

influence. 

Limitation and Suggestion for Future Study: 

 

Information used for this study was limited to EFCC. Further studies could consider the 

inclusion of other anti – graft agencies in the country to evaluate the impact of the use of forensic 

accounting for fraud detection and prosecution. 
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ABSTRACT 

 

The study examines the relationship between knowledge management and competitive advantage 

in Remou Oil Nigeria Limited. The study sought out how knowledge management (technocratic, 

economic, social, explicit, tacit and behaviour) enhances competitive advantage in Remou Oil 

Nigeria Limited in terms of cost advantage, differentiation advantage and economic value of the 

product. A Point in time data was collected from primary source covering a period of 16 months 

from January 2016 to April, 2017. The population of this study is 50 staff of Remou Oil Nigeria 

Limited. The population was used as a sample size. Ordinary least Square method of multiple 

regressions with a statistical package of e-view was adopted and findings reveal that relationship 

between knowledge management and competitive advantage in Remou Oil Nigeria Limited is 

statistical significant. These indicate that knowledge management (technocratic, economic, 

social, explicit, tacit and behaviour) are significantly contributes to competitive advantage in 

Remou Oil Nigeria Limited in terms of cost advantage, differentiation advantage and economic 

value of the product. The study therefore recommends that Remou Oil Nigeria Limited should 

maintain their knowledge management skills since it statistical significant in achieving 

competitive advantage over competitors in terms of cost advantage, differentiation advantage and 

economic value of the product.  

 

Keywords: Knowledge Management, Competitive advantage, cost advantage and 

Differentiation Advantage    

 

Introduction  

 

Remou Oil Nigeria Limited knowledge include know how skills, mental skills, mixing of 

products skills, differentiating products, different ways of approaching problems and 

organizational routines which enable them to have competitive advantage over other competitors 

in the market. Knowledge management‘s such technocratic, economic, explicit, social tacit and 

behavioural knowledge  have good impact on Remou Oil Nigeria Limited and help them to 

achieved competitive advantage such as cost advantage, differentiation advantage and economic 

value of product which is difficult to imitate or substitute.  

 

Remou Oil Nigeria Limited has so many competitors such as Total Nigeria Plc, Sellins Oil, 

Okon‘s Oil, Revenoul Oil Nigeria Limited etc in Ikot Ekpene, Akwa Ibom State and deeply 

believe that losing the Remou Oil Nigeria Limited knowledge may decrease organizational 
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output and productivity, reduce organizational memory and diminish organizational learning and 

these may make the organization not to have a good competitive advantage over competitors in 

the market. Also, failure to understand and connect knowledge management such as 

technocratic, economic, explicit, social, tacit and behavioural knowledge into employees daily 

work activities and lack of management support, inappropriate information and communication 

technology, organizational culture and structure, difficulty in communicating the benefits of 

knowledge management to employees, lack of resources, difficulty measuring the value added, 

and a narrow organizational focus on knowledge management make the organization not to have 

competitive advantage over competitor.  

 

Previous  studies such as Kenneth (2014) sought to investigate Safaricom Limited has used 

knowledge management as strategic tool for achieving competitive advantage. He used 

interviewed guide to collect primary and a content analysis and qualitative analysis were 

employed. Bahram and Hussein (2013) study knowledge Management a way to gain a 

competitive advantage in firms with a particular reference to manufacturing companies. Moses, 

Joseph and ugustine (2010) examines the relationship between knowledge management and 

competitive advantage, in a developing country, Uganda; with a particular focus on the 

interacting influence of market orientation.  

 

However, this study is different from the previous studies because it is study in Akwa Ibom State 

and makes reference to Remou Oil Nigeria Limited. The study employed the used of point in 

time data and used e-view statistical software package and multiple regressions to predict or 

established the cause and effect relationship between variables.  

 

The objective of this study is to examine the relationship between knowledge management and 

competitive advantage of Remou Oil Nigeria Limited. The specify objectives of this study are to 

evaluate the relationship between knowledge management and cost advantage of Remou Oil 

Nigeria Limited, examine the relationship between knowledge management and differentiation 

advantage of Remou Oil Nigeria Limited and to determine the relationship between knowledge 

management and economic value of product of Remou Oil Nigeria Limited. 

 

The scope of this study limits its scope to knowledge management and competitive advantage of 

Remou Oil Nigeria Limited and also the period of study is 16 months from January 2016 to 

April, 2017. This period is chosen because the Remou Oil Nig. Ltd located in Abak Road, in Ikot 

Ekpene, Akwa Ibom State is that the firm initially operated on a single product line in 2013 but 

the firm structure changed to multiple product line in 2016 such as Tonimus oil, HD 90 oil, total 

40 oil, premium oil, versa vista blended oil, Tonimus 90.  

 

This study will be useful as reference material for students wishing to carry out research on the 

area of knowledge management and competitive advantage for academic purpose. Also 

professional bodies, scholars and researchers will also benefit immensely from the study. The 

management of Remou Oil Nigeria Limited shall also benefit from this study because it will help 

them to identify areas of knowledge management that they will gain competitive advantage over 

competitors in the industry and also in proffering possible policy recommendations that will help 

both the managers and workers in the organization.  

 



 

 

The hypotheses are stated in a null form in this study and they are:  

 

H01  There is no significant relationship between knowledge management and cost 

 advantage of Remou Oil Nigeria Limited.  

H02  There is no significant relationship between knowledge management and  differentiation 

advantage of Remou Oil Nigeria Limited.  

H02  There is no significant relationship between knowledge management and economic 

 value of product of Remou Oil Nigeria Limited.  

 

Conceptual Framework: 

 

 

 

 

 

 

 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Concept of Knowledge Management: 

 

Knowledge management is that knowledge is organized and managed in order to use within an 

organization (intra-organizational) and sometimes even between organizations (inter-

organizational) (Subramani & Venkatraman, 2003). Rao (2004) defines Knowledge management 

as the combination of organizational culture, strategic goals, individual needs, and the expertise 

of its people to create an atmosphere of learning and growth. Awad and Ghaziri (2004) asserted 
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that Knowledge management is the process of gathering and making use of a firm‘s collective 

expertise wherever it resides on paper, in databases or in people‘s minds. Knowledge 

management refers to the creation and subsequent management of an environment that 

encourages knowledge to be created, shared, learned, and organized for the benefit of the firm 

(Sarrafzadeh et al. 2006). 

 

Megan and Jon (2007) posit knowledge management to be the process through which 

organizations generate value from their intellectual and knowledge-based assets. Knowledge 

management is a conscious effort to get the right knowledge to the right people at the right time 

so that it can be shared and put into action (Aziri, Veseli & Ibraimi, 2013). Robbins, Judge & 

Sanghi (2007) states that knowledge management is the process of organizing and distributing an 

organization‘s collective wisdom so that the right information gets to the right people at the right 

place. 

 

Knowledge management are technocratic, economic, social, explicit, tacit and behavioural 

knowledge. Technocratic knowledge are based on information or management technologies, it is 

largely in place to support and condition employees in everyday tasks. Technical knowledge 

enablers include a number of ICTs, such as document management systems, information 

management systems, searching and indexing systems, expert systems, and communication and 

collaborative systems. Such systems can be used by the firm to support and enhance the 

acquisition, conversion, application, and protection of organizational knowledge. The economic 

knowledge is on itself, as it uses knowledge management in order to create revenue streams 

through exploiting knowledge and intellectual capital. The behavioral knowledge promote 

sharing, creating and using knowledge as a resource (Earl, 2001). Social knowledge management 

enablers refer to the sum of the actual and potential resources available that derive from the 

relationships and interactions of social entities (i.e., individuals, departments, and firms) 

(Nahapiet & Ghoshal 1998). Tacit knowledge is embrained knowledge and is at the ontological 

dimension in which its explication requires the use of metaphors and an extensive process of 

socialization. Sharing of tacit knowledge is made possible through networking among those who 

possess it, and this is referred to as Communities of Practice (CoP). Explicit knowledge in 

contrast is formal and systematic; can be codified, collected, stored, and disseminated. It is not 

bound to a person and has primarily the character of data. Explicit knowledge exists at the 

epistemological dimension where explication is possible using written or coded formats 

(Nonaka, 1994). Explicit knowledge is documented and public; structured, fixed content, 

externalized, and conscious (Duffy, 2000). Explicit knowledge is what can be captured and 

shared through information technology. 

 

However, knowledge management is the process of controlling or coordinating the technocratic 

knowledge, economic knowledge, social knowledge, explicit knowledge, tacit knowledge and 

behavioural knowledge of the employees by the owners of the organization to ensure that 

employees who posses this put on their best to achieved organizational objectives and gaols.  

  

Concept of Competitive Advantage:  

 

Competitive advantage is something every company should be striving for in order to become 

the market leader for their industry. Competitive advantage as defined by porter (1990) exists 



 

 

when the firm is able to deliver the same benefits as competitors but at lower cost (cost 

advantage) or deliver benefits that exceed those of competing product (differentiation 

advantage). Competitive advantage in Porter‘s perspective (Singh, 2012) is being able to increase 

earnings despite the competitive pressures. According to Barney & Hesterley (2006), a firm has a 

competitive advantage when it is capable of creating more economic value than rival firms. 

Grant (2010) however argues that if competitive advantage is identified solely with superior 

profitability, then ―why do we need the concept of competitive advantage at all?‖ The reality is 

that competitive advantage can be measured in a number of different ways and by factoring in 

key performance indicators that may be of utmost importance to different organisations. 

 

However, comparative advantage is the unique activities that a firm perform to its customers in 

order to create economic value of the its product, cost advantage of its product and product 

differentiation advantage so they can outweighs other competitors in the market. 

 

Empirical Studies:  

 

Kenneth (2014) sought to investigate Safaricom Limited has used knowledge management as 

strategic tool for achieving competitive advantage. This study adopted a case study since the unit 

of analysis was one organization. The population of the study was all the staff which was 1980 

and the researcher used all the staff. The study used interviewed guide to collect primary data 

was where researcher distributed the interviewed guide personally. The study used open-ended 

questions that enabled the researcher to collect qualitative data. This was used in order to gain a 

better understanding and possibly enable a better and more insightful interpretation of the results 

from the study. The respondents of this study staff working at Safaricom where the study 

targeted to interview 5 respondents. A content analysis and qualitative analysis were employed. 

The data was then presented in a continuous prose as a qualitative report on risk knowledge 

management as a strategic tool for competitive advantage at Safaricom limited Kenya. From a 

target of five respondents all respondents targeted completed the interview guide making a 

response rate of 100%. The study concluded that Through knowledge management Safaricom 

has developed a range of products and services which include roaming services, data messaging, 

M-pesa, voice services, information and security services, Video Conferencing Telepresence, 

Virtual Computing and much more. 

 

Bahram and Hussein (2013) study knowledge Management a way to gain a competitive 

advantage in firms with a particular reference to manufacturing companies. The population of the 

study is 879 and the researchers purposively used 300 staff of different manufacturing 

companies. They developed a questionnaire and send it to companies located in the industrial 

town managers found that knowledge management has an impact on the surface of the 

competitive advantage's Knowledge management and competitive advantage, Innovation , 

Organizational performance, Customer satisfaction, The study variables were. Ranged the in 

2,013
th

 were tested. The results indicate that Knowledge management has made a significant 

competitive advantage. 

 

Moses, Joseph and ugustine (2010) examines the relationship between knowledge management 

and competitive advantage, in a developing country, Uganda; with a particular focus on the 

interacting influence of market orientation. A sample size of 718 organizations was selected from 



 

 

a population of 11,153 organizations using a simple random sampling method. Primary data 

were collected through a self-administered questionnaire. Descriptive and inferential statistics 

were used in the analysis. The findings show that there is a positive correlation between 

knowledge management and competitive advantage; which relationship is greatly enhanced by 

the interaction impact of market orientation. When market-based knowledge is appropriately 

responded to, it augments the competitiveness of the organization. In addition, this is an 

indication that competitive advantage is best achieved through a combination of knowledge-

based resources. 

  

Knowledge-Based Theory: 

 

Knowledge-based theory was developed by Grant (1996) and believed that the source of 

competitive advantage in dynamic business environment is not the knowledge that is repository 

to the organization, because the value of such knowledge erodes quickly due to obsolesce and 

imitation. Rather, sustained competitive advantage is determined by non-proprietary knowledge 

in the form of tacit individual knowledge. Tacit knowledge can form the basis of competitive 

advantage because it is both unique and relatively immobile. Yet, because that knowledge is 

possessed by individuals and not the organization, a crucial element of competitive advantage is 

the ability to integrate the specialized and tacit knowledge of individuals. The main idea of the 

knowledge-based theory of the firm is that organizations exist in the way that they do because of 

their ability to manage knowledge more efficiently than is possible under other types of 

organizational structures. In other words, organizations are social entities that use and store 

internal knowledge, competencies and capabilities that are vital for the firm‘s survival, growth 

and success (Hakanson, 2010). The theory assumes that organizations are all heterogeneous 

knowledge-bearing entities that apply knowledge to the production of their goods and services 

(Foss, 1996). Firms are able to organize the way they do because they are depositories of 

productive knowledge. 

 

Methodology:  

 

This study used survey research design and employed the used multiple regression method to 

analysed data. Data for this study were gathered from primary source through the use of 

questionnaire administered to the respondents who are the staff of Remou oil Nigeria Limited. 

The firm has a population of 50 employees and out of these 50 employees, 10 are the functional 

managers including marketing, production, store, accounting, transport, administrative managers. 

The junior staff in the organization is 40 and the method of selecting sampling size is purposive 

sampling. Therefore the researcher used all population as the sample size.  The questionnaire was 

administered to all staff randomly and the researchers collected the vital information needed for 

this study through the help of a staff (Mr. Pius Benson) that worked as a marketing manager at 

Remou oil Nigeria Limited. A five point likert scale was also designed such as strongly agreed, 

agreed, undecided, strongly disagreed and disagreed. However, 41 copies of questionnaire were 

by Mr. Pius Benson which the researcher used and a multiple statistical model was developed.  

The reliability was tested and result indicates 0.86 for knowledge management and 0.76 for 

competitive advantage which are above 0.61 as Cronbach‘s Alpha standard. Therefore the 

questionnaire was reliable and test normality was also tested. The multiple regression models are 

stated below: 



 

 

 

CA = α+β1TK+ β2EK+ β3EXK+ β4SK + β5TAK+ β6BK+π……………….1 

DA = α+β1TK+ β2EK+ β3EXK+ β4SK + β5TAK+ β6BK+π……………….2 

EVA = α+β1TK+ β2EK+ β3EXK+ β4SK + β5TAK+ β6BK+π……………….3 

 

Where: 

 

CA=Cost Advantage    

DA=Differentiation Advantage    

EVA = Economic value advantage  

TK= Technocratic Knowledge  

EK= Economic Knowledge 

EXK= Explicit Knowledge 

SK= Social Knowledge 

TAK= Tacit Knowledge 

BK= Behavioural Knowledge  

β1 = coefficient  

π = Constant  

 

Data Analysis:  

 

Table 1: Knowledge Management and Competitive Advantage  

 Items  1 2 3 4 5 

Remou Oil Nigeria adopt technocratic 

knowledge management skills like document 

management systems, information 

management systems, searching and 

indexing systems, expert systems, and 

communication and collaborative systems in 

the organization 

12(29.26) 13(31.70) 1(1.43) 6(14.63) 9(21.95) 

Remou Oil Nigeria Limited frequently 

applied economic knowledge such as 

creating  revenue streams through exploiting 

knowledge and intellectual capital 

15(36.58) 6(14.63) 3(7.31) 4(9.75) 13(31.70) 

Remou Oil Nigeria Limited always managed 

behavioural knowledge to promote sharing, 

creating and using knowledge as a resource 

19(46.34) 9(21.95) 4(9.75) 3(7.31) 6(14.63) 

Remou Oil Nigeria Limited does not 

recognize social knowledge or managed it in 

the organization  

20(48.78) 14(34.14) 1(1.43) 2(4.87) 4(9.75) 

Remou Oil Nigeria Limited do not employed 

tacit knowledge management principles in 

the organization (metaphors and an extensive 

process of socialization)  

16(39.02) 15(36.58) 4(9.75) 3(7.31) 3(7.31) 

Remou Oil Nigeria Limited used explicit 17(41.46) 13(31.70) 6(14.63) 3(7.31) 2(4.87) 



 

 

management of knowledge in the 

organization frequently   

Remou Oil deliver the same benefits as 

competitors but at lower cost (cost 

advantage) 

21(51.21) 13(31.70) - 4(9.75) 3(7.31) 

Remou Oil deliver benefits that exceed those 

of competing product (differentiation 

advantage) 

20(48.78) 15(36.58) - 6(14.63) - 

Remou Oil is capable of creating more 

economic value than rival firms  

6(14.63) 

 

13(31.70) 2(4.87) 3(7.31) 17(41.46) 

Source: Questionnaire Administered, 2017 

 

Ho1 Knowledge Management and Cost Advantage 

Tests of Normality 

 

Kolmogorov-Smirnov
a
 Shapiro-Wilk 

Statistic Df Sig. Statistic Df Sig. 

CA .361 41 .087 .521 41 .630 

a. Lilliefors Significance Correction 

 

The dependent variable is tested for normality such that kolmogorogy Smimov is more than 1% 

level of significance, 5% and 10% level of significance which indicates that the data collected is 

normally distributed and can be used to conduct this study.     

 

Regression Result using: 

 

E-view Statistical software Package  

 

CA = α+β1TK+ β2EK+ β3EXK+ β4SK + β5TAK+ β6BK 

 

Dependent Variable: CA   

Method: Least Squares   

Date: 04/14/17   Time: 00:07   

Sample: 1 41    

Included observations: 41   

     
     Variable Coefficient Std. Error t-Statistic Prob.   

     
     C 0.243618 0.192482 1.265662 0.2142 

TK 0.045785 0.104471 0.438250 0.6640 

EK 0.023746 0.078689 0.301774 0.7647 

EXK -0.082219 0.163659 -0.502379 0.6186 

SK 0.840792 0.120225 6.993459 0.0000 

TAK 0.118655 0.170935 0.694156 0.4923 

BK 0.016823 0.137383 0.122454 0.9033 

     
     R-squared 0.958546     Mean dependent var 4.097561 



 

 

Adjusted R-squared 0.951230     S.D. dependent var 1.261049 

S.E. of regression 0.278488     Akaike info criterion 0.435371 

Sum squared resid 2.636896     Schwarz criterion 0.727932 

Log likelihood -1.925102     Hannan-Quinn criter. 0.541905 

F-statistic 131.0302     Durbin-Watson stat 1.089211 

Prob(F-statistic) 0.000000    

     
      

Source: Data output using e-view statistical package, 2017 

 

The f-statistic value of 131.0302 is significant at p statistic value of 0.00 and a Durbin Watson 

value of 1.08 which provides evidence of existence of linear relationship between knowledge 

management (technocratic, economic, social, explicit, tacit and behaviour, though some of them 

indicate insignificance from their p value but the general F-stat value is positive ) and 

competitive advantage (cost advantage) in Remou Oil Nigeria Limited. The R
2
 = 0.95 indicates 

that only 95% knowledge management (technocratic, economic, social, explicit, tacit and 

behaviour) embarked upon by the Remou Oil Nigeria Limited contributes immensely to cost 

advantage but 5% can explained by other factors not noted in the regression model which is refer 

to as error term. Therefore we accept the alternative hypothesis that there is a significant 

relationship between knowledge management (technocratic, economic, social, explicit, tacit and 

behaviour) and cost advantage in Remou Oil Nigeria Limited. 

 

 

Ho2 Knowledge Management and  Differentiation Advantage 

Tests of Normality 

 

Kolmogorov-Smirnov
a
 Shapiro-Wilk 

Statistic Df Sig. Statistic Df Sig. 

DA .262 41 .787 .829 41 .770 

a. Lilliefors Significance Correction 

 

The dependent variable is tested for normality such that kolmogorogy Smimov is more than 1% 

level of significance, 5% and 10% level of significance which indicates that the data collected is 

normally distributed and can be used to conduct this study.     

 

Regression Result using:  

 

E-view Statistical software Package:  

 

DA = α+β1TK+ β2EK+ β3EXK+ β4SK + β5TAK+ β6BK 

 

Dependent Variable: DA   

Method: Least Squares   

Date: 04/14/17   Time: 00:08   

Sample: 1 41    

Included observations: 41   

     
     



 

 

Variable Coefficient Std. Error t-Statistic Prob.   

     
     C 1.164828 0.132364 8.800162 0.0000 

TK -0.098834 0.071842 -1.375713 0.1779 

EK 0.118229 0.054112 2.184903 0.0359 

EXK -0.143417 0.112543 -1.274325 0.2112 

SK 0.702822 0.082675 8.500977 0.0000 

TAK 0.057765 0.117547 0.491420 0.6263 

BK 0.123468 0.094474 1.306890 0.2000 

     
     R-squared 0.970618     Mean dependent var 4.195122 

Adjusted R-squared 0.965432     S.D. dependent var 1.030037 

S.E. of regression 0.191508     Akaike info criterion -0.313523 

Sum squared resid 1.246960     Schwarz criterion -0.020962 

Log likelihood 13.42722     Hannan-Quinn criter. -0.206988 

F-statistic 187.1926     Durbin-Watson stat 1.052477 

Prob(F-statistic) 0.000000    

     
     Source: Data output using e-view statistical package, 2017 

 

The f-statistic value of 187.1926 is significant at p statistic value of 0.00 and a Durbin Watson 

value of 1.05 which provides evidence of existence of linear relationship between knowledge 

management (technocratic, economic, social, explicit, tacit and behaviour, though some of them 

indicate insignificant from their p value but the general F-stat value is positive and significant) 

and competitive advantage (differentiation advantage) in Remou Oil Nigeria Limited. The R
2
 = 

0.97 indicates that only 97% knowledge management (technocratic, economic, social, explicit, 

tacit and behaviour) embarked upon by the Remou Oil Nigeria Limited contributes immensely to 

differentiation advantage but 3% can explained by other factors not noted in the regression 

model which is refer to as error term. Therefore we accept the alternative hypothesis that there is 

a significant relationship between knowledge management (technocratic, economic, social, 

explicit, tacit and behaviour) and differentiation advantage in Remou Oil Nigeria Limited. 

 

Ho3 Knowledge Management and  Differentiation Advantage 

Tests of Normality 

 

Kolmogorov-Smirnov
a
 Shapiro-Wilk 

Statistic Df Sig. Statistic Df Sig. 

DA .168 41 .687 .229 41 .573 

 

a. Lilliefors Significance Correction 

 

The dependent variable is tested for normality such that kolmogorogy Smimov is more than 1% 

level of significance, 5% and 10% level of significance which indicates that the data collected is 

normally distributed and can be used to conduct this study.     

 

Regression Result using:  

 



 

 

E-view Statistical software Package:  

 

EVA = α+β1TK+ β2EK+ β3EXK+ β4SK + β5TAK+ β6BK 

 

Dependent Variable: EVA   

Method: Least Squares   

Date: 04/14/17   Time: 00:09   

Sample: 1 41    

Included observations: 41   

     
     Variable Coefficient Std. Error t-Statistic Prob.   

     
     C 0.077433 0.325639 0.237787 0.8135 

TK 0.065234 0.176743 0.369088 0.7144 

EK 0.999913 0.133124 7.511122 0.0000 

EXK 0.038417 0.276876 0.138751 0.8905 

SK 0.305796 0.203396 1.503455 0.1420 

TAK -0.278231 0.289185 -0.962121 0.3428 

BK -0.268194 0.232423 -1.153905 0.2566 

     
     R-squared 0.927465     Mean dependent var 2.731707 

Adjusted R-squared 0.914665     S.D. dependent var 1.612830 

S.E. of regression 0.471142     Akaike info criterion 1.486939 

Sum squared resid 7.547152     Schwarz criterion 1.779500 

Log likelihood -23.48224     Hannan-Quinn criter. 1.593473 

F-statistic 72.45681     Durbin-Watson stat 1.897592 

Prob(F-statistic) 0.000000    

     
     Source: Data output using e-view statistical package, 2017 

 

The f-statistic value of 72.45681 is significant at p statistic value of 0.00 and a Durbin Watson 

value of 1.898 which provides evidence of existence of linear relationship between knowledge 

management (technocratic, economic, social, explicit, tacit and behaviour, though some of them 

indicate insignificant from their p value but the general F-stat value is positive and significant) 

and competitive advantage (economic value) in Remou Oil Nigeria Limited. The R
2
 = 0.92 

indicates that only 92% knowledge management (technocratic, economic, social, explicit, tacit 

and behaviour) embarked upon by the Remou Oil Nigeria Limited contributes immensely to 

economic value of the product but 8% can explained by other factors not noted in the regression 

model which is refer to as error term. Therefore we accept the alternative hypothesis that there is 

a significant relationship between knowledge management (technocratic, economic, social, 

explicit, tacit and behaviour) and economic value of the product in Remou Oil Nigeria Limited. 

 

Discussion of findings:  

 

From the above analysis, the relationship between knowledge management and competitive 

advantage in Remou Oil Nigeria Limitd is statistical significant. These indicate that knowledge 

management (technocratic, economic, social, explicit, tacit and behaviour) are significantly 



 

 

contributes to competitive advantage in Remou Oil Nigeria Limited in terms of cost advantage, 

differentiation advantage and economic value of the product. The finding is in tandem with the 

finding of Bahram and Hussein (2013) and Moses, Joseph and ugustine (2010) who found that 

there is a significant relationship between knowledge management and competitive advantage. 

The study is also in line with Knowledge-based theory which believed that the source of 

competitive advantage in dynamic business environment is not the knowledge that is repository 

to the organization, because the value of such knowledge erodes quickly due to obsolesce and 

imitation. Rather, sustained competitive advantage is determined by non-proprietary knowledge 

in the form of tacit individual knowledge, social, economic, behavioural and explicit knowledge.    

 

Conclusions and Recommendations: 

 

This study concludes that the relationship between knowledge management and competitive 

advantage in Remou Oil Nigeria Limited is statistical significant. These indicate that knowledge 

management (technocratic, economic, social, explicit, tacit and behaviour) are significantly 

contributes to competitive advantage in Remou Oil Nigeria Limited in terms of cost advantage, 

differentiation advantage and economic value of the product. The study therefore recommends 

that Remou Oil Nigeria Limited should maintain their knowledge management skills since it 

statistical significant in achieving competitive advantage over competitors in terms of cost 

advantage, differentiation advantage and economic value of the product.  
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ABSTRACT 

 

Credit risk has increasingly become an issue of interest to financial institutions in Nigeria. This 

paper seeks to establish the relationship between credit risk management and the financial 

performance of finance companies in the Nigerian financial sector. It seeks to examine the role 

of credit management tools in minimizing credit risks. 225 copies of questionnaire were 

administered to the employees of 15 selected financial companies. Regression analysis is used to 

ascertain the impact of credit management tools while correlation analysis is used to test the 

strength of relationship between credit risk management and financial performance of the 

companies. ANOVA is also used to compare the means of the obtained sample data. Findings 

show that credit management tools, credit rating techniques, and credit risk analysis are all very 

necessary in mitigating credit risks in the financial sector. It is recommended that finance 

companies should continuously strive to improve and update their credit risk management 

practices. 

 

Keywords: Credit, Risk, Effective management, Finance companies, Performance. 

 

1.0 INTRODUCTION 

 

Effective management of credit risk has gained a lot more attention in recent years basically due 

to the inadequate credit risk policies which pose serious problem to the financial services sector. 

Financial institutions have gone through difficulties over the years due to different reasons, the 

major cause of serious problems in the financial services industry continues to be directly related 

to lax credit standards for borrowers and counterparties, poor portfolio risk management, or a 

lack of attention to changes in economic or other circumstances that can lead to a deterioration in 

the credit standing of a bank‘s counterparties (Fatemi & Folade, 2006). Credit risk is the risk that 

a borrower defaults and does not honor its obligation to service debt. It can occur when the 

counterpart is unable to pay or cannot pay on time (Gestel and Baesens, 2008: 24). 

 

Credit risk can be referred to as default risk, performance risk or counterparty risk. Three 

elements are used to describe or define credit risk which includes:  Exposure to a party that may 



 

 

possibly default or suffer an adverse change in its ability to perform, the likelihood that this party 

will default or fail to fulfill its obligations that is the default probability and the recovery rate 

which is how much can be retrieved in the occurrence of a default. Credit risk is most simply 

defined as the potential that a bank borrower or counterparty will fail to meet its obligations in 

accordance with agreed terms. Credit Risk is a type of risk under Risk Management.  

 

The goal of credit risk management is to maximize a bank‘s risk-adjusted rate of return by 

maintaining credit risk exposure within acceptable parameters. Institutions in the financial 

service industry need to manage the credit risk inherent in the entire portfolio as well as the risk 

in individual credits or transactions. Effective management of credit risk is inextricably linked to 

the development of banking technology, which will enable to increase the speed of decision 

making and simultaneously reduce the cost of controlling credit risk. This requires a complete 

base of partners and contractors. There is a need for reliable information on the borrower‘s credit 

history, so the credit bureau must play a significant role here.  

 

According to Laurentis (2009), Credit risk challenges are implicit in finance companies because 

credit risk challenges are uncertain, the financial services industry is a very important sector in 

the Nigerian economy and is an ever advancing and competitive one. In the past decade, there 

have been experiences of dramatic loss by the finance companies due to credit risk and other 

types of risk; institutions that had been performing well suddenly announced large losses due to 

credit exposures and inability of borrowers in meeting their obligations.Credit risk is one of the 

major sources of concern to financial companies and other financial institutions: the risk of 

borrowers not being able to fulfill all financial obligations involved. Prior studies carried out on 

credit risk management were on Banks which excluded other institutions in the financial service 

industry such as finance companies. Therefore every financial institution needs effective and 

efficient credit risk management systems in its organizational structure to enable it minimize the 

credit risk it is being faced with. To this end, the main objective of this project is to examine the 

relationship between credit risk management and performance of financial institutions.  

 

This study seeks to offer in-depth knowledge on the importance of credit risk management to the 

various users of information. This research work covers the financial institutions in Nigeria with 

a case study of finance companies; the concept of credit risk management is momentous in all 

activities relating to credit. The concept of credit risk management contributes to the strength and 

efficiency of the economy by providing a mechanism that is designed to allocate resources to 

their most efficient use News in the financial service industry involves the inability of debtors in 

fulfilling their obligations to the finance companies; this problem can be minimized through an 

effective application of credit risk management. 

 

LITERATURE REVIEW: 

 

2.0 INTRODUCTION: 

 

In recent times, the flow of credit in global financial markets has deteriorated and credit markets 

threaten to stay that way despite immense amounts of cash being pumped into various economies 

by their governments and central banks around the world. Risk can be defined as the chance of 

loss or an unfavorable outcome associated with an action. For most financial institutions loans 



 

 

are the largest source of credit risk, there should be a well-defined and a clearly established 

procedure if amendment of the current loan agreement, refinancing and renewal of existing 

credits (Harker&Satvros, 1998).  

 

2.1 Conceptual Framework: 

 

According to Harker&Satvros (1998), risk management is defined as the practice of creating 

economic value through the use of financial instruments to manage or control exposure to risk, 

particularly market risk and credit risk. 

 

2.1.2 Credit Risk: 

 

According to Chijoriga (1997) credit risk is the most expensive risk in financial institutions and 

its effect is more significant as compared to other risks as it directly threatens the solvency of 

financial institutions. Credit risk is a term that describes the situation where by a borrower or a 

party does not fulfill his own terms of a contract or his obligatory duties agreed upon in a 

contract. Credit risk is also referred to as default risk, counterparty risk, performance risk. 

 

2.1.3 Credit Risk Management: 

 

Credit risk management in a financial institution starts with establishment of sound lending 

principles and an efficient framework for managing risk. Guidelines and industry specific 

standards together with risk concentration limits are designed under the supervision of risk 

management committees and departments. Credit risk analysis and credit risk management are 

important to financial institutions that provide loans to its customers.  

 

2.1.4 Financial Performance of Finance Companies: 

 

Financial performance shows the overall financial health of the firm over a given period of time 

and allows for the compares of similar firms, it indicates the company‘s success, conditions and 

compliance. 

 

2.2 Empirical Framework:  

 

Hesborn (2016) analysed the effect of credit risk management practiceson the financial 

performance of SACCOs in KisiiCounty.The research hypothesis was tested using ANOVA 

which indicated that the independent variables were statistically significant in predicting the 

financial performance. The study recommended for universal credit policies, more training on 

client appraisal, collateralization and credit monitoring, restructuring and supervision by the 

ministry. 

 

Uwalomwa, Uwuigbe & Oyewo (2015) critically assessed the effects of credit management on 

banks performance in Nigeria. Findings from the study revealed that while ratio of non-

performing loans and bad debt do have a significant negative effect on the performance of banks 

in Nigeria, on the other hand, the relationship between secured and unsecured loan ratio and 

bank‘s performance was not significant. Hence, the study recommends that banksmanagement 



 

 

should put in place or institute sound lending framework, adequate credit administration 

procedure and an effective and efficient machinery to monitor lending function with established 

rules. 

 

John (2015) investigated the effect of mitigating credit risk to the performance of commercial 

banks currently operating in Chuka Town in TharakaNithi County. It was found that there was a 

significant relationship between bank performance (in terms of return on asset) and credit risk 

management (in terms of risk identification, monitoring and credit sanctions. Better credit risk 

management results in better bank performance. Thus, it is of crucial importance that banks 

practice prudent credit risk management and safeguarding the assets of the banks and protect the 

investors' interests. 

 

According to Kiplagat (2015), credit scoring and financial performance are dependent of each 

other. Proper credit risk management strategies put in place such as: positive rating, increased 

workforce contributes positively to the performance of the organization. Also, effective credit 

administration influences the performance of an organization positively. 

 

Sabeza, Shukla&Bajpai (2015) assessed the relationship between credit risk management and 

Rwandanbanks‘ profitability.The research found that there is a direct relationship between credit 

risk management and profitability of commercial banks. The research recommended that firms 

should review and improve its credit policy and adapt it to Rwandan market and context and 

firms should provide continuous training and updates to its staffs. 

 

Kodithuwakku (2015) looked at the impact of credit risk management on the performance of the 

commercial banks in Sri Lanka. The result shows that non-performing loans and provisions have 

an adverse impact on the profitability. Therefore, the study recommended the banks to 

implement an effective tools and techniques to reduce the credit risk management. 

 

Ali (2015) examining the effect of credit risk management on financial performance of the 

Jordanian commercial banks during the period (2005-2013). The research further concludes that 

the credit risk management indicators considered in this research have a significant effect on 

financial performance of the Jordanian commercial banks. The researcher recommends banks to 

improve their credit risk management to achieve more profits. Also, banks should establish 

adequate credit risk management policies. 

 

Abiola & Olausi (2014) investigated the impact of credit risk management on the performance of 

commercial banks in Nigeria. The panel regression model was employed for the estimation of 

the model. The findings revealed that credit risk management has a significant impact on the 

profitability of commercial banks‘ in Nigeria. 

 

Fan &Yijun (2014) investigated if there is a relationship between credit risk management and 

profitability of commercial banks in Europe.The research collects data from the largest 

47commercial banks in Europe from 2007 to 2012. The findings reveal that credit risk 

management does have positive effects on profitability of commercial banks. 

 



 

 

Idowu&Awoyemi (2014) investigated the impact of credit risk management on the performance 

of commercial banks in Nigeria. The panel regression model was employed for the estimation of 

the model. The findings revealed that credit risk management has a significant impact on the 

profitability of commercial banks‘ in Nigeria. 

 

Charles, Okaro Kenneth (2013) examined the impact of credit risk management on capital 

adequacy and banks financial performance in Nigeria. Results showed that sound credit risk 

management and capital adequacy related positively on banks‘ financial performance with the 

exception of loans and advances which was found to have a negative impact on banks‘ 

profitability in the period under studied. Based on the findings, they recommended that Nigerian 

banks establish appropriate credit risk management strategies by conducting rigorous credit 

appraisal before loan disbursement and drawdown. It is also recommended that adequate 

attention to be paid for Tier-one capital of Nigerian banks. 

 

Abdullahi (2013) assessed the impact of credit risk management on banks 

performance.Secondary sources of data were used for the study. Correlation coefficient and 

regression analysis were used in testing the hypotheses. The study conclude that credit risk affect 

the performance of Union Bank PLCand that to maintain high interest income, attention needs to 

be given to credit risk management especiallyregarding the lending philosophy of Union Bank. 

 

Kipkemboi (2013) found out that there is a positive relationship between credit risk management 

and financial performances of micro finance institutions. It was also observed that most micro 

finance institutions preferred granting loans to groups as opposed to individuals and that micro 

finance institutions face credit risk more as compared to other types of risks.  

 

Adeusi, Akeke, Adebisi and Oladunjoye (2013) concluded that risk management indicators 

(doubt loans, and capital asset ratio) effected on banks performance. 

 

Grace (2012), sought to review the effect of credit risk management on the financial performance 

of commercial banks. This study showed that there is a significant relationship between financial 

performance (in terms of profitability) and credit risk management (in terms of loan performance 

andcapital adequacy).  

 

Gakure, Ngugi, Ndwiga and Waithaka (2012) investigated the effect of credit risk management 

techniques on the banks‘ performance of unsecured loans. They concluded that financial risk in a 

banking organization might result in imposition of constraints on bank‘s ability to meet its 

business objectives. 

 

Kargi (2011) undertook a research work on the impact of credit risk on the profitability on 

Nigerian banks. Based on his research findings, it is discovered that the profitability of the bank 

is influenced inversely by the rate of non-performing loans and deposits, rate of loans and 

advance which therefore exposes the bank to great risk of illiquidity and distress. 

 

Kithinji (2010) assessed the effect of credit risk management on the profitability of commercial 

banks in Kenya. The findings revealed that the bulk of the profits of commercial banks are not 



 

 

influenced by the amount of credit and non-performing loans, therefore suggesting that other 

variables other than credit and non-performing loans impact on profits. 

 

Muthee (2010) conducted a research on the relationship between credit risk management and 

profitability in commercial banks in Kenya. The finding of the study indicated thatthe model was 

moderately significant. NPLR as an independent variable was linearly related with the dependent 

variable ROE thus simple linear regression was used. The findings and analysis revealed that 

credit risk management has an effect on profitabilityin all the commercial banks analyzed. 

 

Also, Hosna, et al. (2009) in their study opined that credit risk has a significant positive effect on 

the profitability of commercial banks in Sweden. 

 

Munike (2009) found that the absence of effectivecredit risk management led to occurrence of 

thebanking crisis, and inadequate risk managementsystems caused the financial crisis. 

 

Felix and Claudine (2008) investigated the relationship between bank performance and credit 

risk management. It could be inferred from their findings that return on equity (ROE) and return 

on assets (ROA) both measuring profitability were inversely related to the ratio of non-

performing loan to total loan of financial institutions thereby leading to a decline in profitability. 

 

Mekasha (2001) investigated credit risk management and its impact performance on Ethiopian 

Commercial Banks. The researcher used 10 years panel data from the selected commercial banks 

for the study, to examine the relationship between ROA and loan provision, non-performing 

loans and total assets. The study revealed that there is a significant relationship between bank 

performance and credit risk management. 

 

2.3 Theoretical Framework: 

 

2.3.1 The Anticipated Income Theory: 

 

The anticipated income theory focuses more attention on the income of the borrower of credit. 

The anticipated income theory says that a bank can regulate or maintain the liquidity of its 

institution if loan repayments are scheduled or given on the basis of the anticipated income of the 

borrower rather than using the funds already available or the collateral offered. 

 

2.3.2 Portfolio Theory: 

 

A notable innovation in the investment world in the last decades is the formulation of an 

optimum investment portfolio. In the creation of an optimum investment portfolio, it does not 

just include combining a lot of exclusive individual securities with desirable risk-return 

characteristics. A portfolio is a combination or collection of assets or financial instruments.  

 

2.3.3 Extreme Value Theory: 

 

According to Embrechts, Resnick&Samorodnitsky (1999), the statistical analysis of extremes are 

keys to many of the risk management problems related to insurance, reinsurance and finance. 



 

 

Under the extreme value theory, losses are assumed to be independent and identically 

distributed. Extremes in the realms of finance manifest themselves most clearly through stock 

market crashes or industry losses. 

 

3.0 METHODOLOGY: 

 

The research design undertaken in this study is the survey research design.The population of this 

study consists of the finance companies in Nigeria. Nigeria has a total of 65 finance companies 

in the country according to the information provided by the central bank of Nigeria. 

 

This research would focus majorly on the finance companies in Lagos State due to convenience 

sampling.  According to Amadi (2005), 5% of a given population being studied is adequate for 

research study. This is known as Amadi formula. According to the formula, this work is using 

24% to allow for a wider representation for the population being studied. 24% of 65 finance 

companies in Nigeria gives approximately 15 finance companies.  

 

The total sample size consists of 15 finance companies randomly selected giving every member 

of the population an equal chance of being in the sample. A minimum of fifteen copies of 

questionnaire would be distributed to each finance company which gives a total of  225 copies of 

questionnaire. This method of sampling technique used is referred to as convenience sampling 

method in which subjects are selected because of their convenient accessibility and proximity to 

the researcher.For the purpose of this study the use of both primary data and secondary data were 

employed. The instrument of data collection employed by the researcher is the questionnaire. 

The data instrument made use of was therefore subjected to Content validity which consists of 

face validity and sampling validity. 

 

The collated data were analysed through the use of an electronic system known as Statistical 

Packages for Social Sciences (SPSS).In other to analyze and interpret appropriately the 

responses from the respondents, Regression analysis was used for hypotheses 1 and 2 to find the 

impact or the role of the independent variable in dependent variable while the Spearman Rank 

Order Correlation Analysis was used for hypothesis 3 to determine the significant relationship 

between the independent and dependent variables. 

 

3.1 Model Specification: 

 

The general objective of this research work is to ascertain the relationship between credit risk 

management and financial performance of finance companies. The financial Performance is the 

dependent variable while credit risk management is the independent variable. The model can be 

represented as thus: 

 

FP=F(C) ………………………….. (1) 

C=F(NPLR,CAR)…………………...(2) 

FP=(ROA,ROE)……………………..(3) 

(ROA,ROE)=F(NPLR,CAR)………...(4) 

FP= β1+ βAE + μit………………... (5) 

 



 

 

Where: 

 

FP= Financial Performance 

C= Credit Risk Management 

NPLR= Non performing loan to total loans 

CAR= Capital Adequacy Ratio 

ROA= Return On Assets 

ROE= Return on equity 

β= Coefficient 

μit = Error term 

 

A priori specification: 

 

A priori expectation for the coefficient of the model: β1>0, β2>0, β3>0. The expected result 

should show that there is a significant relationship between credit risk management and financial 

performance and that credit risk management has an effect on the financial performance of 

finance companies. 

DATA PRESENTATION AND ANALYSIS: 

 

4.0 INTRODUCTION: 

 

This chapter is aimed at presenting the data gathered from the field work embarked upon by the 

researcher as well as the analysis of responses collected applying the appropriate statistical tests 

in order to test the relevant null hypothesis. The data is analyzed through the use of correlation, 

regression, frequencies and percentages. The data was obtained through the administration of 

questionnaires to selected Finance Companies in Lagos state as stated earlier in this research 

work. Regression and correlation analysis techniquesthrough the instrumentality of statistical 

package for social sciences (SPSS). 

 

4.0 DATA PRESENTATION: 

 

4.1Cronbach’s Alpha Reliability Test: 

 

Table 4.1.1 Reliability Testing 

Reliability Statistics 

Cronbach's 

Alpha 

N of Items 

.767 15 

Source: Field Survey, (2016) 

 

Interpretation: 

 

Cronbach‘s Alpha is a statistic test used to determine the reliability of factors in a research 

instrument. A reliability statistics table shows the alpha coefficient which ranges from 0 to 1 and 

it is used in explaining the reliability of factors retrieved from the likert scale. In a reliability test, 

the higher the score, the more reliable the generated scale is. A reliable bench mark used is 0.7, if 



 

 

the alpha coefficient obtained exceeds 0.7, the research is said to be reliable. The above table 

shows the obtained alpha coefficient which is 0.767, this exceeds 0.7, and therefore the research 

instrument is reliable. 

 

4.2 HYPOTHESIS TESTING: 

 

4.2.1 Hypothesis 1: 

 

Hypothesis 1 was tested using regression analysis. 

H0: There is no significant role of credit management tools in minimizing credit risk. 

H1: There is a role of credit management tools in minimizing credit risk. 

 

Table 4.2.1.1 

Model Summary 

Mode

l 

R R Square Adjusted R 

Square 

Std. Error of 

the Estimate 

1 .833
a
 .695 .693 .40756 

a. Predictors: (Constant), 

CREDIT_MANAGEMENT_TOOLS 

The table 4.2.1 explains that the R square value gives an idea of how much variance in the 

dependent variable (credit risk). It reveals a R square value of 69.5% and an Adjusted R square 

value of 69.3%. This indicates that credit management tools explains 69.5% of the variance in 

the data and about 30.5% is left unaccounted for which is attributed to error term. 

 

Table 4.2.1.2 

ANOVA
a
 

Model Sum of 

Squares 

df Mean 

Square 

F Sig. 

1 

Regression 64.257 1 64.257 386.846 .000
b
 

Residual 28.238 170 .166   

Total 92.494 171 
  

 

 

a. Dependent Variable: CREDIT_RISK 

b. Predictors: (Constant), CREDIT_MANAGEMENT_TOOLS 

 

The F-test statistic provides the test of the overall significance of the regression 

model. A test of the overall significance of the model shows an F value of 

386.846 with a 0.000 significant level. This implies that the model is statically 

significant (sig=0.000) at 1% and 5% level of significance. 

 

Table 4.2.1.3 

Coefficients
a
 

Model Unstandardized 

Coefficients 

Standardized 

Coefficients 

T Sig. 

B Std. Error Beta 



 

 

1 

(Constant) -.563 .110  -5.133 .000 

CREDIT_MANAGEM

ENT_TOOLS 
1.452 .074 .833 19.668 .000 

a. Dependent Variable: CREDIT_RISK 

Source: Field Survey, (2016) 
 

From table 4.2.1.3 the beta co-efficient of 0.833 implies 83.3% of the dependent variable Credit 

risk is explained by independent variables (credit management tools). The results show a unique 

contribution of credit management tools to credit risk. Therefore credit management tools have 

an impact on credit risk. The significant value is 0.000, which is less than 0.05; therefore the null 

hypothesis should be rejected. This shows that credit management tools are making a significant 

unique contribution to the prediction of the credit risk. 

 

4.2.2 Hypothesis 2: 

  

H0:  Effective credit rating technique and credit risk analysis have no impact on credit risk 

management in finance companies. 

 

H1: Effective credit rating technique and credit risk analysis have an impact on credit risk 

management in finance companies. 

 

Table 4.2.2.1 

 

Model Summary 

Mode

l 

R R Square Adjusted R 

Square 

Std. Error of 

the Estimate 

1 .590
a
 .349 .345 .44841 

a. Predictors: (Constant), CRA_CRAT 

 

The table 4.2.1 explains that the R square value gives an idea of how much variance in the 

dependent variable (credit risk). It reveals a R square value of 34.9% and an Adjusted R square 

value of 34.5%. This indicates that credit management tools explains 34.5% of the variance in 

the data and about 65.5% is left unaccounted for which is attributed to error term. 

 

Table 4.2.2.2 

ANOVA
a
 

Model Sum of 

Squares 

df Mean 

Square 

F Sig. 

1 

Regression 18.295 1 18.295 90.988 .000
b
 

Residual 34.182 170 .201   

Total 52.477 171    

a. Dependent Variable: CRM 



 

 

b. Predictors: (Constant), CRA_CRAT 

 

The F-test statistic provides the test of the overall significance of the regression 

model. A test of the overall significance of the model shows an F value of 90.988 

with a 0.000 significant level. This implies that the model is statistically 

significant (sig=0.000) at 1% and 5% level of significance. 

 

Table 4.2.2.3 

Coefficients
a
 

Model Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 

B Std. Error Beta 

1 

(Constant) .662 .095  6.935 .000 

CRA_CRA

T 
.546 .057 .590 9.539 .000 

a. Dependent Variable: CRM 

Source: Field Survey, (2016) 
 

From table 4.2.2.3 the beta co-efficient of 0.590 implies 59% of the dependent variable 

management of credit risk is explained by independent variables (credit rating technique and 

credit risk analysis). The results show a unique contribution of credit management tools to credit 

risk. Therefore credit management tools have an impact on credit risk. The significant value is 

0.000, which is less than 0.05; therefore the null hypothesis should be rejected. This shows that 

credit rating technique and credit risk analysis are making a significant unique contribution to 

managing credit risk. 

 

 

 

4.2.3 Hypothesis 3: 

 

This hypothesis was tested using correlation analysis technique 

H0: There is no significant relationship between credit risk management and financial 

performance in finance companies. 
H1:  There is a significant relationship between credit risk management and financial 

performance in finance companies. 

 

Table 4.2.3.1 Correlation 

Correlations 

 CREDIT_RI

SK_MANA

GEMENT2 

FINANCIAL

_PERFORM

ANCE 

Spearman's 

rho 

CREDIT_RISK_MAN

AGEMENT2 

Correlation 

Coefficient 
1.000 .427

**
 

Sig. (2-tailed) . .000 



 

 

N 172 172 

FINANCIAL_PERFO

RMANCE 

Correlation 

Coefficient 
.427

**
 1.000 

Sig. (2-tailed) .000 . 

N 172 172 

**. Correlation is significant at the 0.01 level (2-tailed). 

Source: Field Survey, (2016) 
 

The correlation coefficient between credit risk management and financial performance is positive 

which (0.427) indicating a positive correlation between financial performance and credit risk 

management. This means that there is a positive relationship between financial performance and 

credit risk management. This is so because credit risk management in a company helps to 

minimize risk to the barest minimum and when this occurs, the financial performance of the 

company is greatly improved as a result of reduction in credit default. 

 

Table 4.2.4: Acceptance or Rejection of Null Hypothesis 

NULL HYPOTHESIS ACCEPT REJECT 

H0: There is no significant role of credit management tools in 

minimizing credit risk. 
 NO YES 

H0:  Effective credit rating technique and credit risk analysis have 

no impact on credit risk management in finance companies 

 NO YES 

H0: There is no significant relationship between credit risk 

management and financial performance in finance companies 

 NO YES 

 

5.0 CONCLUSION: 

 

This study was carried out to determine the significant role of credit management tools in 

minimizing credit risk, to determine the impact of credit rating techniques and credit risk 

analysis in managing credit risk and to find out if there is a significant relationship between 

credit risk management and financial performance. In view of this research work and based on 

the results obtained, it was discovered that effective credit risk management improves the 

performance on finance companies; competent employees in credit risk department are also 

needed to create a minimized credit risk environment. Also, based on the research, it can be 

concluded that record of proper record of credit customers is relevant and necessary in 

minimizing credit rink in institutions.  

 

5.1 RECOMMENDATIONS: 

 

The following recommendations are made based on the findings from this research. 

 

1. Finance Companies should have a mandatory supervision of borrowers on loan utilization and 

repayment to enable them monitor and supervise the performance of borrowers closely. 

2. Finance Companies as well as other institutions in the finance sector are admonished to 

engage its employees on credit risk management trainings and classes on the implications of 

credit risk on the performance of the institution. 



 

 

3. Financial Institutions in general are encouraged to maintain effective and efficient credit risk 

management techniques in their various institutions. 

4. Institutions in the financial sector are encouraged to incorporate an effective credit 

administration, competent employees in the credit risk management department and be current 

with the development in credit risk management. 

5. Also credit review on customers should be done as often as possible in the institution to 

maintain a good implementation of know your customer system. 
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ABSTRACT 

 

The purpose of this study is to investigate the mediating effect of ethical climate (EC) on the link 

between training and development and organizational performance (OP). Resource Based View 

(RBV) stress that, internal resources play a vital role on OP, considering training and 

development as one of the dimension of HRM practices can be regarded as best internal 

resources influencing performance in organization. Some previous studies used group practices 

while others considered individual practice. Despite these studies, however, few studies have 

attempted investigating effect of recruitment and selection on OP. However, the mechanism 

through which training and development influence performance is not clearly explained in the 

literature, even though RBV highlighted that HRM system can indirectly leads to competitive 

advantage in organization through resource like ethics. This paper used EC as mediating variable 

on the link between training and development and OP to explain the original relationship. A 

quantitative survey approach was used; the data were collected from some selected ministries of 

education, boards, parastatals and agencies in North western geo-political zone, Nigeria. A total 

of 181questionnaires were analyse using Smart PLS SEM 3.2.6. The statistical findings shown 

that EC mediates the relationship between training and development and OP. The study also 

suggested for future research. 

 

Keywords: Training and development, Ethical climate, Organisational performance, Public 

educational sector, Nigeria. 

 

1.  INTRODUCTION 

 

The paper is an empirical in nature, investigate the mediating influence of EC on the link 

between training and development and OP in public educational sector administration in Nigeria. 

Previous scholars (Ali, 2011; Moullin, 2007) defined OP critically as a function of the 

organization ability to possess, advance, use available resources while ensuring sustainability 

over a long period in order to achieve design goals and objectives. OP also regarded as work 



 

 

done efficiently and effectively as well as considered important to related authorities. In related 

development, OP can be described as the process in which organizational success is measured 

with respects to the significance it creates and deliver to internal and external forces (Antony & 

Bhattacharyya, 2010).  

Eventhough, OP regarded as organisational success through better productivity as well as growth 

(Singh, Darwish, & Potočnik, 2016). In addition, OP can be seen as ability to undertake an 

activity with effeciency at the minimum cost possible. It also involve effectiveness whether the 

objectives designed are adquately achieved by the organisation (Ali, Ali, & Raza, 2011). In other 

words, OP sees as the popular studied construct in the organizational literature (Agami, Saleh, & 

Rasmy, 2012). For over two decades,  performance improvement is the major concern of public 

sectors organisation around the globe (Al-Dhaafri, Al-Swidi, & Yusoff, 2016). Generally, 

governments consider to search for ways to improve its OP as well as sectors performance in 

ensuring transparency, integrity,  utilization of public resources, citizen participation, citizen 

satisfaction, enhancing accountability, program outcomes, fighting against bribery and 

corruptions (Ashour, 2004).  

 

In the competitive world, public organisation from different set up sorrounded with several 

factors and challenges. For example, under performance makes public sector organizations more 

crucial than it is in the private sectors. Considering, the lapses from the sector, (i.e, in ability of 

public sector organization to perform and compete with the global world, give opportunity for 

researchers to intensify investigation on why public sectors organization are performing below 

expectation compared to other non-governmental sectors, more especially, public educational 

sector administration (PESA) (Osborne, Radnor, and  Nasi 2013). Even though, PESA can serve 

as the mechanism used for formulating and implementing educational system policies and 

programme, still it‘s faces challenges of non-performance.  

 

However in Nigeria, performance of PESA is not satisfactory, in which the sector performance 

became very unfortunate compared its counterpart (countries from the same continent) for 

instance, countries like Algeria, Egypt, S/Africa, Tunisia moved a head of Nigeria based on the 

statistics and ranking by United Nation Development report (e.g., Algeria ranked 93, Egypt 112, 

S/Africa 121, Tunisia 94, with 64%, 66%, 67%, 49% out of 186 respectively while Nigeria 

remained in the bottom line holding 153 position with 47% in the global ranking. This shows 

these African countries are all a head of Nigeria interms of performance and satisfaction with the 

quality of education in their respective nation (WorldBank, 2010). Despite the fact that Nigeria 

serve as the most populous country in the continent and the third country interms economic 

growth after S/Africa and Egypt respectively (WorldBank., 2010), While this sector remained 

the back born of any country economy as well as development (Aluede, Idogho, & Imonikhe, 

2012; WorldBank., 2013; WorldBank, 2010), but in Nigeria, performance in PESA is very 

unfortunate, hence, there is need for more investigation. 

 

Previous studies were conducted to identified some factors that influence OP, for example, 

organizational learning (Barba-Aragón, Jiménez-Jiménez, & Sanz-Valle, 2014; Garcia-Morales 

et al., 2012; Jiménez-Jiménez & Sanz-Valle, 2011; López, Peón, & Ordás, 2005; Tippins & Sohi, 

2003), commitment (Ali, Rehman, & Ali, 2010; Pinho et al., 2014; Rodrigues & Pinho, 2010), 

quality management practices (Appiah-Fening, Pesakovic, & Amaria, 2008; Fening, 2012; Phan, 

Abdallah, & Matsui, 2011), organizational support (Hau-siu, Lo, Sha, & Hong, 2006; Joiner, 
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2007), environment (Chandrasekar, 2011; Cosh, Fu, & Hughes, 2012). Others investigated the 

influence of interpersonal trust (Bakiev, 2013; Paul & Mcdaniel, 2004), personality (Barrick, 

Mount, & Judge, 2001; Soane, Butler, & Stanton, 2015), attitudes (Gregory et al., 2009; Jaekwon 

Ko & Smith-Walter, 2013; Ko et al., 2013) among others. 

 

Generally, all the above highlighted earlier studies guide us to understand factors that influence 

OP, however, literature confirmed that studies on the connection between training and 

development and OP are few more particularly in public sector organisation (Paauwe, 2009; 

Paauwe & Boselie, 2005; Prowse & Prowse, 2010, 2016). The little ones on public sector are not 

focusing on educational sector. Even if there are many, the fundamental reasons why and how 

training and development influence performance which has a long argument in the literature and 

still not clearly discussed. Importantly, Theory of Resource Based View (RBV) stress that, 

internal resources considered to be one of the best factors that can improve competitive 

advantage among the competing organisation. In related argument,  training and development 

can be regarded as internal factor that can create  competitive advantage and improve 

performance. In this regards, this study empirically investigate the effects of ethical climate (EC) 

as mediating factor among the two variables (training and development and OP) as suggested by 

previous studies (Arulrajah, 2015; Manroop, Singh, & Ezzedeen, 2014) and also confirmed the 

argument of RBV, which stated that human resource system can leads to competitive advantage 

through resources that are indirectly within the organizational circle like ethics (Barney, 2001; 

Reed & DeFillippi, 1990; Wright & McMahan, 1992).  

 

The variable EC had been discussed earlier in the literature by Victor and Cullen (1987; 1988). 

EC can be defined as ―prevailing perceptions of typical procedures as well organizational 

practices that have ethical content‖ It is also regarded as set of norms, procedures,  policies and 

practices walled in organizational lifecycle that usually guided an employees to conducts their 

behavior with high level of ethics for organizational development (Martin & Cullen, 2006; 

Schluter, Winch, Holzhauser, & Henderson, 2008). In related argument, Parboteeah, Seriki and 

Hoegl (2013), stress that, human resource management system can influence EC so as to voice 

an imperative space to realize the ethical orientation in organization. However,  previous studies 

reported EC as strong predictor of OP (Arulrajah, 2015; Hijal-Moghrabi, Sabharwal, & Berman, 

2015). Considering the importance of human resource management system (training and 

development) in influencing EC in order to predict OP, still studies on these relationship 

(training and development, EC and OP) are scanty in the literature, there is need for further 

investigation to re-confirm the significant effect of EC on the link between human resource 

management system (training and development) and OP as well as success (Parboteeah et al., 

2013; Thite, 2013). Hence, considering EC as mediating variable would have significant policy 

implications on performance improvement more particular in Nigerian PESA. 

 

2.  LITERATURE REVIEW AND HYPOTHESES DEVELOPMENT: 

 

2.1 Training and Development and OP: 

 

Training and development practice is an essential element of human resource management 

(Vlachos, 2008). Training can simply refers to some activities which equip personnel with 

needed skills to perform better in discharging their responbilities (Li et al., 2008). In the other 
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hand, the overall focus of training and development in an organization is improving the 

organizational, team, groups and individual effectiveness and efficiency (Kraiger & Ford, 2007). 

Proper training and development improve employees abilities, knowledge and skills of the 

talented labor force proved to be a main source of competitive advantage in the global market 

(Sahinidis & Bouris, 2008). In related development, Resource Based View (RBV) stress that 

proper utilization of internal resources may leads to competitive advantage as well as 

performance improvement, considering training and development the essential internal factor 

will be best way of utilizing internal resources (employees) (Sabiu, Mei, & Joarder, 2016c). 

 

Several empirical studies established the link between training and development and 

performance, for instance, study conducted by Akhtar et al. (2014) Asian context study in higher 

education institution in Pakistan, 50 sample used in collecting data, the result shows significantly 

related between the training and development and firm performance. Based on the empirical 

evidences, the statistical result revealed that training and development is the determinant of OP. 

Similarly, study conducted by Saleem and Khurshid (2014) in their empirical investigation on 

the relationship between training and development to performance in three banks located in 

Pakistan, result revealed that training and development positively related to individual 

performance which in turn  can enhance OP. Additionally, one study conducted by Úbeda-

García, Marco-Lajara, Sabater-Sempere, and Garcia-Lillo (2013) using one practice that is  

training to OP in spanish hotel industry with 110 sample hotels, the result explained trainining is 

positively related to OP. Again, study from Bangladesh industries in DEPZ area with 216 

respondents, conducted by Islam and Siengthai (2010) the result of the study revealed that 

training and development is significantly related to performance. Further, study conducted by 

Abdullah et al. (2009). Asian context research in Malaysia using private firms, 153 respondents 

were used in the analysis, the regression result explained training and development as one the 

highest predictor of performance.  

 

Moreover, Qureshi et al. (2010) carried out study on HRM practices and firm performance in 

Pakistan banking sector, training  considered as one of the practice using 38 sample in 

quantitative data analysis, result indicate that training and development positively associated to 

firm performance. In summary, most the literature reviewed are concentrated in private 

industries, manufacturing and banking sector, their by not considering the importance of  public 

sector organisation. Again, majority of the studies are conducted in European and Asian context 

in which the findings of such context can not be generalize in the other context like Africa due to 

different set up, culture and other factors, similarly such previous studies neglected the use of 

second generation analysis techniques like PLS-SEM. Despite the literature reviewed in Asian 

and European context, however studies of this nature are still lacking in African context more 

particularly Nigerian PESA. Hence, the following hypothesis was developed: - 

 

H1: There is significant relationship between Training and development and OP 

 

2.2 Mediating role of ethical climate on the training and development-OP link: 

 

Ethical climate viewed as sharing opinions of what correct behavior is on ethical ground and 

how ethical matters should efficiently and  effectively manage (Victor & Cullen 1987, 1988) EC 

explained how an organization responds to ethical matters. Literature argued that EC determines 



 

 

right or wrong of what people trust and shapes their ethical decision making and conduct (Lopez, 

Rechner, & Olson-Buchanan, 2005).  

 

Relatively, Schluter et al. (2008) stress that EC implies the organization‘s policies, practices and 

procedures on ethical matters, and it influences employees attitude and behavior and serves as an 

orientation for employee behavior. In this regards, EC play an imperative role in improving OP. 

It consider essential, organizations set ethical values for its employees alongside providing an 

enable atmosphere that encourages ethical behavior, capable leadership, trust, commitment and 

creates workforce value to improve OP (Hijal-Moghrabi, Sabharwal, & Berman, 2015). 

 

However, literature established that challenges facing educational sector are surrounded with 

unethical values between the employees and the organization which is an impressive issue that 

need to be encounter for the organizational performance improvement as well as employee‘s 

behavior.  

 

Therefore, disregarding of ethical values that within the organizational system may lead to 

unfortunate performance as well as inadequate productivity. For that reason, ethical values are 

regarded as essential component for sustaining superior performance and encourage competitive 

advantage (Trust, 2015). Equally, its revealed about the growing concern and the existence of 

unethical behaviors within the educational sector organization, in this respect, several issues that 

create some lots of unethical challenges such as poor service delivery, abuses, scandals, 

mismanagement, lack of performance as well as bribery and corruption. In the same manner, 

changing the unethical conduct of employees within the organizations, through the  effects of EC 

may result to huge significant of performance improvement and entire system (Arulrajah, 2015). 

In line with the above discussion, EC boosts and enforces the employees to acquire suitable 

ethical behaviour in discharging their responsibilities within the organization. In this regards, 

ethical behaviour of an employees viewed as essential in realizing organizational success and 

performance (Brown, Stilwell, & McKinney-Gonzales, 2005; Winstanley & Hartog, 2002). 

 

Although the link between training and development and OP has been tested empirically, the 

procedures through which training and development influence OP needs to be make clear. To 

clarify this, there is need to develop and test the mediating mechanism through which training 

and development utilization can leads to improved OP.  Previous studies revealed that EC link to 

OP. For instance, the study carried out by Sabiu, Mei and  Joarder (2016) in African context 

Nigeria in particular, investigated the influence of EC on OP using 181 sample from some 

selected public educational sector from North-western region. It was found that EC significant 

associated to OP. Similarly, Hijal-Moghrabi et al. (2015) conducted study in Western Context 

United State of America (USA) in particular with 1,695 sample in quantitative analysis, the 

result shows that, there is positive relationship between EC and OP. Similarly,  one study also by 

Bowman and Knox (2008) investigate the influence of ethics on public managers in American 

public sector, it was found that ethics significantly predict OP.  Furthermore, RBV highlighted 

that human resource systems can directly influence OP through resources that are impressively 

woven in organization‘s history ethics and culture (Barney, 2001; Reed & DeFillippi, 1990; 

Sabiu, Mei, & Joarder, 2016b; Wright & McMahan, 1992). 

 



 

 

Additionally, human resource management perspective stress that EC shows an imperative 

window to understand the ethical positioning in organization. Understanding the existence of EC 

in organization can also be very much suitable as an origin for emerging human resource system 

(training and development) to foster an ethical climate (Parboteeah et al., 2013). In related 

manner, human resource management system promote ethical behaviors among employees 

within the organizations, in this regards, human resource experts simply believe that they surely 

have an ethics management ability to incorporates ethics management (Caldwell, Truong, Linh, 

& Tuan, 2011; Van Vuuren,  & Eiselen, 2006). Based on the stated argument, human resource 

management leadership hierarchy are basically respected for integrity, as they are capable of 

solving complex ethical predicaments (Arulrajah, 2015). Despite the literature argument, still 

there is needs for more empirical investigation on link between training and development, EC 

and OP. Hence, the following hypotheses were developed: - 

 

H2: There is significant relationship between training and development and EC 

 

H3: There is significant relationship between EC and OP 

 

The prior hypotheses highlight the linkages among training and development, EC and OP. 

Indirectly, the discussion proposes that training and development affect OP through the of impact 

EC. That is, organizations can properly utilize human resource management system (training and 

development) to promote ethical climate as well as improve employee‘s behavior, which in 

return will improve OP. Thus, this study argues that EC may plays a mediating role on the link 

between training and development and OP. More formally, the study tested the power of EC to 

mediate the link between training and development and OP, specifically in Nigerian PESA. 

Hence, the following hypothesis were proposed: - 

 

H4: EC mediates the relationship between training and development and OP 

 

3.  METHODOLOGY: 
 

This study is a survey research and cross sectional in nature and data used for this study were 

collected between April to July 2016 using a questionnaire instrument that was self-administered 

to 216 ministries of education, parastatals, boards and agencies in seven (7) of Northern Nigeria. 

From the 216 questionnaires administered 181 questionnaires were usable, duly filled and 

returned, a response rate close to 81% percent. To be able to determine the consistency of the 

study instrument, a content validity was also conducted. All the instruments (items) used in the 

questionnaire were adapted from various sources with suitable internal consistency reliability 

and validity were confirmed in the literature. The internal consistency reliability of the construct 

was evaluated using composite reliability and computed Cronbach‘s alphas values. Additional, 

discriminant validity was also assessed to consolidate the authenticity of the study instrument 

scales. 

 

4.  RESEARCH MODEL: 
 



 

 

The model including training and development, ethical climate and organizational performance 

was assessed using two-step approach such as measurement model and structural model (Hair, 

Hult, Ringle, & Sarstedt, 2014). 

 

                                                            Figure 1: Research Framework 

 

 

 

 

 

 

 

 

 

 

5. ANALYSES OF FINDINGS: 
 

This section discussed how the data collected in the course of the study analyzed using 

SmartPLS 3.2.6 (Hair, Hult, Ringle, & Sarstedt, 2016). Measurement model assessment was 

commenced where the composite reliability, Average variance extracted (AVE) and item 

loadings of the study constructs were evaluated as well as discriminant validity were also 

examined for all the reflective constructs (training and development, OP). For the formative 

constructs (EC) the collinearity and significance assessment was also carried out. The structural 

model assessment was undertaken by testing the path coefficient (hypotheses) among the 

variables under study were decisions on the supported or rejected of the hypotheses was also 

indicated, assessment of R
2 

square, effect size f
2
 and predictive relevance of the whole model.  

 

5.1 Measurement Model Evaluation:  

 

As discussed earlier in the methodology, the study used SmartPLS 3.2.6 (Hair et al., 2016) as the 

instrument for analysis. This instrument analyses data for measurement models which is filtering 

the model for all the reflective constructs (TD and OP). The measurement model basically 

determines the reliability of the measurement scales used in the study and it also treats the 

goodness of fit of the model to be able to determine the global applicability (Ramayah, Lee, & 

In, 2011). 

   

                          Table 1: Factor loading, Composite reliability and Convergent validity analysis 

Constructs Items Loadings      Composite reliability            AVE 

Organizational OP10 0.76 0.84 

 

0.51 

Performance OP3 0.67 

   

  

OP5 0.68 

   

  

OP6 0.65 

   

  

OP7 0.79 

   Training and Development      TD1 0.66 0.89 

 

0.52 

  

TD2 0.73 

   

  

TD3 0.76 

   

Training and 

Development 

Organizational 

Performance 

Ethical Climate 



 

 

  

TD4 0.71 

   

  

TD5 0.74 

   

  

TD6 0.73 

       TD7 0.73       

 

The Table 1 above demonstrated the results of the factor loadings, composite reliability and AVE 

calculations of all the reflective constructs (TD, OP) under study. As revealed in the Table 1, the 

AVE values that range from 0.51 to 0.52, with consistent composite reliability values also 

ranging from 0.84 to 0.89 interprets that the items employed in the study measure the constructs 

and as well show an attainment of convergent validity. Therefore, CR, Factor loadings and AVE 

in this study are suitable and achieved as recommended by Hair et al. (2014). The following 

Table (2) presents the result of discriminant validity evaluation. 

 

 

 

 

                                         Table 2: Discriminant Validity (Fornell-Lacker criterion) 

Constructs                       OP                    TD 

OP 0.712 

 TD 0.565 0.724 

 

The above Table 2 displays the assessment of discriminant validity was conducted to assess the 

degree to which measures of constructs are related. To achieved that, the square root of the AVE 

of each construct was taken into consideration. As revealed in Table 2, along the crosswise are 

the values of the square root of the AVE which are higher than all those values that are off the 

crosswise and that confirm suitable discriminant validity. In this respect, this means that loadings 

above are greater than the loadings and cross loadings. 

 

5.1.1 Assessment of the collinearity and significance of formative construct: 

 

The assessment of the collinearity test of the formative construct (EC) was also undertaken to    

ascertain the relative and absolute contribution of the dimensions to the main construct (EC). 

Table 3 displays the analysis. 

 

Table 3: Assessment of the collinearity test and significance of formative construct 

Formative Formative VIF  Tolerance     Outer    Outer          T Statistics 

Construct Indicators         Weights   Loadings   

  Benevolence      
  

2.02 0.43 0.41 

  

0.91 3.38*** 

  Ethical Climate Egoism 2.17 0.34 0.48 0.94 4.40*** 

    Principled 2.11 0.37 0.22   0.82 2.02**   

 

 

Figure 2: Measurement model (Algorithm) 

 



 

 

 
 

5.2 Structural Model Evaluation: 

 

This section discussed the testing of hypotheses, R-square R2, effect size f2, and predictive 

relevance. In this study, it was carried out using bootstrapping output and the decision on the 

supported or not supported of the hypotheses was based on t-values at 5% level of significance.  

 

Table 4: Hypotheses for direct relationship and indirect relationship (EC->OP, TD->EC and TD 

and OP) 

Constructs                   Beta                   STD-Error                T -values               Decision 

TD -> OP 0.25 0.07 3.61               Supported 

TD -> EC 0.61 0.04 14.26               Supported 

EC -> OP 0.52 0.07 7.50               Supported 

***P<0.001, **P<0.01, *P<0.05 

 

As shown in the Table 4 above, all the three direct relationships hypotheses look to be significant 

thus, training and development (TD) and organizational performance (OP) proves significant 

relationship with a β value = 0.25 and a t-value of 3.61. Also, the link between training and 

development (TD) and ethical climate (EC) revealed significant relationship with a β value = 

0.61 and a t-value of 14.26. Finally, the speculated relationship between the ethical climate and 

organizational performance (OP) is also supported with β value = 0.52 and a t-value of 7.50. 

 

5.2.1 Testing the Mediating effects of Ethical climate: 

 

In testing the mediating effects of ethical climate on the link between training and development 

and OP, the result used in PLS 3.2.6 in estimating the indirect effects among the variables 

(training and development, EC and OP) at 0.00 level of significance. Table 4 presents the 

mediation hypothesis of the study. 

 

 

                                                                    Table 5: Mediation hypothesis 

Hypotheses           Beta     Std Error       T-value                 Decision 

TD -> EC->OP 0.32 0.05 6.48                 Supported 



 

 

***P<0.001, **P<0.01, *P<0.05 

 

Table 5 above presents the mediation of hypothesized relationship of ethical climate (EC) on 

training and development (TD) and organizational performance (OP) is also supported with β 

value = 0.32 and a t-value of 6.48. The study model is presented in Figure 3 below. However, 

Hair et al. (2016) suggested for confidence interval calculation and Smart PLS 3.2.6 

automatically generated the confidence interval estimation at 5 percent lower level (LL) and 95 

percent upper level (UL). Table 4 indicates confidence interval calculation.  

 

Table 6: Confidence interval calculation for Mediation test 

Hypotheses               

Relationship    

   

Path  

   

Path  

  a*b 

(Beta)  5% 

   95% 

UL       Decision  

         a        b    

   

LL      

H4 

TD->EC-

>OP 0.61 0.52 0.32 0.02 0.12 

     

Supported 

Note: Hypothesis is supported when there is no zero (i.e. when LL has negative sign and UL has 

positive sign) between LL and UL 

 

 

 

 

                                           Figure 3: Structural Model for Mediation relationship 

 
     

5.2.2 Coefficient of Determination for Mediating Relationships (R
2
):  

 

Another criteria used for assessing structural model is coefficient of determination (R
2
) of 

endogenous construct (Hair et al., 2014; Hair et al., 2011, 2012; Henseler et al., 2009). 

According to Chin (1998); Hair et al. (2011); Hair et al. (2014) and Hair et al. (2016) R
2
 values 

of 0.75, 0.50 and 0.25 shows substantial, medium and small R
2
 values respectively. Similarly, 

Falk and Miller (1992) suggests 10% as a minimum acceptable level of R
2
 value. 

 

                                                    Table 7: Variance Explained in the Endogenous Latent 

Constructs 

Constructs                                Variance Explained (R
2
) 



 

 

Organizational Performance 

 

             49% 
 

Ethical Climate     37%   

From Table 7 above, R
2
 value of all the endogenous constructs (EC and OP) are small with 

(0.37) and (0.49) values respectively.  

 

5.2.3 Assessment of Effect Size (f
2
): 

 

Having achieving the coefficient of determination R
2 

(EC and OP), the next assessment is effect 

size (f
2
) as recommended by Hair, Ringle, and Sarstedt (2013). Cohen (1988) describes f2 values 

of 0.02, 0.15 and 0.35 as having small, medium, substantial effects respectively. However, Chin, 

Marcolin, and Newted (2003), stress that, smallest strength of f
2
 of exogenous constructs on 

endogenous variables should be considered with an effect. Henceforth, the effect size for 

exogenous constructs could be assess using the formula below (Cohen, 1988; Selya, Rose, 

Dierker, Hedeker, & Mermelstein, 2012). Table 7 displays the effect size value of mediation 

model. 

 

Effect size: f2= R
2
 included - R

2
 Excluded 

1-R
2
 Included 

 

                                 Table 8: Assessment of the Effect Size for Mediating Relationships: F-

Square 

Constructs     R
2
 Included   R

2 
Excluded  f-squared Effect Size 

TD-OP 

  

0.49 

 

0.32 

 

 0.33      Medium 

TD-EC 

  

0.37 

 

0.00 

 

 0.60      Large 

EC-OP 

 

0.49 

 

0.45 

 

 0.07      Small 

Table 8 above revealed the effect size values of 0.13, 0.18 and 0.50 considered as small, medium 

and large having suitable effect size. 

 

5.2.4 Assessment of Predictive Relevance: 

 

This study further assesses the predictive capacity of the whole model. It was carried out through 

blindfolding procedure to determine how the values are assembled around the model. The result 

of cross validated redundancy was used because it explains how capable the model is to predict 

the endogenous constructs. It is believed that any model above ―0‖ has predictive relevance, it 

has the ability to predict relationship and if the value is ―0‖ and below means the model has no 

any predictive power (Geisser, 1974; Stone, 1974). 

  

Table 9: Predictive relevance Q2 

Total       SSO    SSE                 1-SSE/SSO 

OP        905  699.43 0.23 

Note: SSO (sum of square root observations) SSE (sum of square root predictive errors) 

 

Table 9 shown that in column 4, Q2 revealed an outstanding relevance of 0.23 for the 

exogeneous construct organizational. Therefore, based on  Chin (1998), Geisser (1974), and 
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Stone (1974) the model of this study has medium predictive relevance. However, predictive 

relevance cannot be carried out on formative construct (ethical climate) (Hair et al., 2014).  

 

Figure 4: Predictive relevance for Mediation Model 

 

 
 

6.  DISCUSSION OF FINDINGS: 
 

This study investigates the mediating effect of EC on the link between training and development 

and OP. Statistically, result revealed that all the study hypotheses were found significantly 

supported. The relationship between training and development and OP is found significant in this 

study. The finding is consistent with some previous studies (Abdullah et al., 2009; Akhtar etal., 

2014; Islam & Siengthai, 2010; Úbeda-García et al., 2013) who in their studies individually 

discovered that inadequate training and development of employees hinders OP. Though, training 

and development considered as internal resources where by adequate training and development 

of employees may leads to OP, maximum level of OP depends on the higher level of employee 

training. In this regards, organizations need to strategies their plans appropriately in utilizing the 

available internal resources (training and development) in particular. For that reason, it is 

indicating that if Nigerian PESA comprehensively focus on adequate training of employees in 

return, will massively contribute to effective OP. Similarly, the hypothesis on the link between 

training and development and ethical climate is found significant and supported in this study. 

The finding was backed up the argument of some previous literature (Arulrajah, 2015; Manroop 

et al., 2014), the ability of organization to properly trained employees can effect ethical 

behaviour of personnel within the organization, such ethical behaviour usually depends on the 

effective functions of the system itself (Foote, 2001) In related development, the role of training 

and development in promoting EC as well as ethical behaviors in organizations considered 

imperatives (Caldwell et al., 2011). Hence, Nigerian PESA needs to be more concern in training 

of employees to promote organizational ethical system, in return achieve organizational 

performance. Moreover, the hypothesis on the relationship between ethical climate and OP also 

supported. The findings concur with some previous studies  (Hijal-Moghrabi et al., 2015; Sabiu 

et al., 2016a) it‘s clearly revealed that, EC as an important factor help in organizational 

performance improvement. Therefore, Nigerian PESA needs to emphasize on tackling issues 

related to unethical conducts to improve the sector performance. 

 

Lastly, the mediation hypothesis (ethical climate) on the link between training and development 

and organizational performance. In support of that, RBV theory highlighted that human resource 

system (training and development) can create and sustain competitive advantage in organization 
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through resources that are within the organizational capacity for instance; ethics and culture 

(Manroop et al., 2014). In related argument, theory stress that success is determined by the 

organization‘s resources controls and the uniqueness of these resources (training and 

development and EC) (Amit & Schoemaker, 1993). Considering the stated argument, Nigerian 

PESA can appropriately utilize the postulation of the RBV theory in respect of internal resources 

that can leads to competitive advantage in organization as well as the validation of this 

assumption in implementation and confirming the resources (training and development) that can 

influence performance and competitive advantage more particularly through ethics. 

 

7.  CONCLUSION: 
 

This study was carried out to understand the mediation effect of ethical climate on the link 

between the one of essential human resource management practice (training and development) 

on OP. The findings demonstrated that ethical climate is capable of mediation the relationship 

between training and development and OP. The study contributes to the existing knowledge by 

examining the relationship between training and development and OP in Nigerian educational 

sector administration empirically.  In related manner, a lot of studies established that there is a 

relationship between training and development and OP without proving why and how these 

relationships exist; this study contributes to knowledge by establishing empirical evidence that 

training and development can influence OP through a mediating factor (EC) which yet to be 

explored in the academic literature. Additionally, this study is among the few studies that 

examine the mediating effect of EC on the link between training and development and OP. 

Basically, the results of this study will help the administrators, managers, policy 

makers/stakeholders and policy implementation committee in Nigerian PESA ministries, boards, 

agencies as well as the parastatals to be encourage and ensure good and adequate training of 

employees that can creates ethics among the personnel and the system in general to promote 

superior performance. In conclusion, the study recommends the use of large sample, other 

country educational sector administration can also conduct a similar study using other individual 

practices or bundles to replicate the result of this study. Future research can use smart PLS or any 

other second generation analysis technique to re-confirm the model.   
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ABSTRACT 

 

The study assesses remanufacture and customer satisfaction with a particular reference to 

Automobile Industry in Nigeria. One of the problems is that Automobile Industry in Nigeria 

hardly develop skills in Nigeria to repair, dismantle, replace and clean used cars or accident cars 

to actually looked like the original cars to satisfy customers in terms of customer perceive value, 

customer perceive end result and customer perceive quality. The study used theoretical or 

conceptual issues and grounded in published research literature and used secondary sources in 

the form of a desk survey. The study concludes that remanufactured cars contribute to customer 

satisfaction in Automobile Industry in Nigeria. The study also concludes that remanufactured 

such as dismantling, repairing, cleaning and replacing can contribute to customers perceive 

values, customers perceive end result and customers perceive quality in Automobile Industry in 

Nigeria. The study therefore recommends that Automobile Industry should remanufacture their 

product in Nigeria to resemble the original product. They should dismantle the product correctly 

which will actually contribute to customers satisfaction in terms of customers perceive value, 

customer perceive end results and customer perceive quality. 

 

Keywords:  Remanufacture, Customer Satisfaction, Repair, Customers Perceive value and 

Cleaning  

 

Introduction  
 

Remanufacture product can helps automobile industry in Nigeria to satisfy their customer‘s 

profitably. This implies that if firms within the industry realized the cost of production of new 



 

 

automobile cars are very expensive, they can remanufacture the cars and make it unique for 

customers. This process will minimize the firms spending much on producing a new car and will 

add to the firm profit. The Automobile industry in Nigeria should look inward to see 

opportunities that are within the Nigerian environment of business by creating opportunities out 

of it. The accidents cars pack at each mechanical engineering shops in Nigeria are so many and 

the Automobile industry can use these accidents cars and remanufacture them to look new and 

original and sale them to the customers and this tend to bring satisfaction to the customers 

profitable.   

 

The cars are pack at the mechanical shop are so much and the owners of these forgot about them 

and there is no proper utilization of these pack cars in Nigeria. The Nigerian businessmen each 

day are importing cars from UK and USA and they imported accident cars from USA but fail to 

understand that Nigerian used cars can be remanufacture using the original parts and reproduced 

them to look original.  One of the problems of automobile industry in Nigeria is that of inability 

of the manufacturers to remanufacture the used cars to its original state by dismantling them, 

cleaning them, repairing and replacing them in order to achieve customers satisfaction in terms 

of achieving   perceive value, perceive end result and perceive quality expectation of the 

customer which in turn will increase performance of the firm. 

 

There is no previous study that the researchers see in the cause of carrying out this conceptual 

study that linked the concepts together. The researchers observed that concept of remanufacture 

and concept of customer satisfaction were explained separately and the researchers fills the 

research gap by trying to link the two concepts together and ascertain their relationship by 

carefully studying the concepts and noting the determinants or indicants of the studied concepts.  

 

The objective of this study is examines the relationship between remanufacture and customer 

satisfaction in Automobile Industry in Nigeria. The other specific objectives are: to examine the 

relationship between remanufacture and perceive customers value of Automobile Industry in 

Nigeria, to determine the relationship between remanufacture and perceive end result of 

customer expectation in Automobile Industry in Nigeria and to evaluate the relationship between 

remanufacture and perceive quality of the product in Automobile Industry in Nigeria. Also, to 

examine how remanufacture lead to customer satisfaction and in turn increases performance of 

Automobile Industry in Nigeria.      

 

The scope of this study is restricted to remanufacture and customer satisfaction in Automobile 

Industry in Nigeria. The study covered all the Automobile industry in Nigeria  such as Garu 

Technologies Nigeria Ltd. 20 Akinremi street, Anifowose Ikeja, Lagos, Germaine Auto Centre 

Ltd. 4th Roundabout, Lekki -Epe Expressway, Lekki, Lagos Nigeria. Globe Motors. Honda THP 

Limited, Hyundai Motors Nigeria Ltd, 6M-B Automobile Services Ltd, 7Road Truckers Nigeria 

Ltd and Abimbola Gbadegesin Auto Electrica. The period of this study is one year from May, 

2016 to April, 2017 and this period was chosen by the researchers to enable them carried out the 

conceptual relationship of the concepts.  

 

The study is significance to the firm because it reduces both the natural resources needed and the 

waste product, and also helps reduce the environmental or firm burden. The study shall help the 

firm to know that they can remanufacture a used car or accidents car in order to satisfy customer 



 

 

requirement profitably in Nigeria. The study will add to the existing literature and helps scholars 

who which to engage in remanufacturing and customers satisfaction. The study shall serve as 

foundation guide to scholars who which to research on remanufacture and customer satisfaction 

in Nigeria and the world over. The study can assist those scholar who which to develop this 

conceptual hypotheses more by adding empirical studies from this study or who can further adapt 

or adopt this model in this study.  

 

Conceptual Framework: 
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Using mathematically formula in broad sense to properly establish the cause and effects 

relationship between the dependent and independent variable and the linear model is slated 

below:  
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Y= dependent variable (customers satisfaction), α = intercept, β= coefficient and x is the 

independent variable (remanufacturing). However, the above model is expatiated in a multiple 

form. Thus, is expressed as:   

CS= ɑ + ßIDIS+ ß2CLN+ ß3REP+ ß4REPL +µ …equation 1  

Where: CS = Customer Satisfaction, ß=coefficient, ɑ= Intercept, µ= error terms, DIS 

=dismantling, CLN = cleaning, REP=repairing and REPL = replacing. This aggregate  mode 

using customer satisfaction without concerning its determinant can be used and considered the 

determinants such as:  

CPS= ɑ + ßIDIS+ ß2CLN+ ß3REP+ ß4REPL +µ …equation 2 

CPER= ɑ + ßIDIS+ ß2CLN+ ß3REP+ ß4REPL +µ …equation 3 

CPQ= ɑ + ßIDIS+ ß2CLN+ ß3REP+ ß4REPL +µ …equation 4 

 

From the above linear equation it indicates that CPS is the customers perceive value meet, CPR 

is customers perceive end result meet and CPQ is customers perceive quality meet.  

     

However, the mediating variable (performance) indicate that remanufacture of cars in Nigeria 

causes customer satisfaction and customers satisfaction causes performance of Automobile 

Industry in Nigeria in terms of efficiency, profit, customer loyalty and customer patronage. This 

implies that R causes C and C causes P in the organization (R=C=C=P).     

 

Concept of Remanufacture: 

 

According to Steve (2009) remanufacturing is the process of dismantling products, cleaning, 

repairing or replacing parts, and then reassembling them to a good working condition. To him, it 

is recycling by producing products that are as good as original products in look and capability, 

from used items. Remanufacturing is the process of returning a used product to at least original-

equipment-manufacturer performance specification and giving the resultant product a warranty 

that is at least equal to that of a newly manufactured equivalent (Remanufacturing Institute, 

2008). 

 

According to BS8887-Part 2, remanufacturing is an industrial practice of:  Returning a product to 

at least its original performance with a warranty that is equivalent or better than that of the newly 

manufactured product. Remanufacturing is a manufacturing process that involves dismantling a 

product, restoring and replacing components, and testing the individual parts and the whole 

product to its original design specifications (Atalay, Miklos & Luk, 2008).  Remanufactured 

products are typically upgraded to the quality standards of a new product, so that they can be 

sold in a new product markets (Savaskan, Bhatacharya & Van Wassenhove, 2004). 

 

However, remanufacture is the art of restructuring a product that have reach the decline stage and 

revive the product back to its originality by replacing, repairing, recycling, dismantling and 

returning it to former state. It is a process of new parts that would fit in existing product to bring 

back it originality. It is a process of recapturing the value added to the material when a product 

was first manufactured and this remanufacture can satisfy customers when the process is 

completed. The remanufacture in terms of dismantling, cleaning, repairing and replacing can 

lead to customer satisfaction in terms of achieving the perverse value, perverse end result and   



 

 

perverse quality expectation of the customer. It recovers value from used products by replacing 

components or reprocessing used parts to bring the product to like-new condition. 

        

Concept of Customer Satisfaction: 

 

According to Saha and Zhao (2005) customer satisfaction is defined as a collection of outcome 

of perception, evaluation and psychological reactions to the consumption experience with a 

product/service. According to Pairot (2008) customer satisfaction is the company's ability to 

fulfill the business, emotional, and psychological needs of its customers. Customer satisfaction is 

seen to be a state of mind that customers have about a company when their expectations have 

been met or exceeded over the lifetime of the product or service (Kumbhar, 2010). 

 

Customer satisfaction has been defined in various ways, but the conceptualization, which appears 

to have achieved the widest acceptance, is that satisfaction is a post-choice evaluative judgment 

of a specific transaction (Bastos & Gallego, 2008). Customer Satisfaction is seen as an indicator 

of the future financial success of the company (Kotler 2000). Customer Satisfaction is defined as 

a customer‘s overall evaluation of the performance of an offering to date. This overall 

satisfaction has a strong positive effect on customer loyalty intentions across a wide range of 

product and service categories (Gustafsson, 2005). Customer Satisfaction is considered to be one 

of the most important outcomes of all marketing activities in a market-oriented firm and become 

the most important predictor of future behavioural intention (Huber & Herman 2001). 

 

Perceived value is the worth that a product or service has in the mind of the consumer and this 

can ascertain the satisfaction a customer receive from the said product or services rendered by a 

firm. Customer perceived end result is the outcome or expectation of the product. This implies 

that customers always expect a good result from a particular product.  Perceived quality is 

customer's perception of the overall superiority of a product or service with respect to its 

intended aim, relative to alternatives. 

 

However, customer satisfaction is the process of customers meeting up their expectation about a 

particular issues or product such that the product obtaining its meet customers value, perceive 

customers end result and customers perceive quality.  

 

Concept of Performance: 

 

Performance is link with quantity of output, quality of output, timeliness of output, presence or 

attendance on the job,  efficiency of the work completed and effectiveness of work completed 

(Mathis & Jackson, 2009). It is the process of identifying the financial strengths and weaknesses 

of the firm by properly establishing relationship between the items of the balance sheet and the 

profit and loss account and it relates to the motive of maximizing profit both to the shareholders 

and on assets (Ishaya et al, 2014)  and also performance is also concerns with growth and 

expansions in relations to sales and market value (Zeitun & Tian 2007). 

 

However, performance is the relative increase in the value of goods and services sold and 

involve the efficiency as well as effectiveness of firm using their resources to achieve maximum 

customers loyalty and customer patronage in order to increase profit.  



 

 

 

Opnwbu C1P3R1DC2R
2
=P Model: 

 

This model is develop by the researchers, to guide explain the relationship between 

remanufacture and customer satisfaction. Opnwbu means model initiated by Opusunju, Nwaiwu 

and Buhari. It is of the viewed that when firm remanufacture a product such as car, they actually 

try to create value to customers, meet customers‘ expectation and meet customers end results. 

The model believes that remanufacture in terms of dismantling the product, cleaning the product, 

repairing the product and replacing the product enhances customer satisfaction and in turn lead to 

firm achieving performance in terms of profit, increase in sales, increase in the number of 

customers patronage and increase in customer loyalty. The model also explained that 

remanufacture of a product can ensure that firm achieve great performance, if firms are able to 

identify the relationship that existed between the variables and ascertain that the customers that 

use a accident product needs the product to look like original. The model ‗C1P3R1DC2R
2
=P‘ 

mean that C1 represent customer satisfaction, P
3
 represents perceive value, perceive end result 

and perceive output while R1 represent remanufacture, D represent dismantling, C2 represent 

cleaning, R
2
 represent repairing and replacing of part.  This implies that R1 having a 

determinants of DC2R
2
 enhances C1 having a Determinants of P

3
   in order for the firm to achieve 

P which is the performance.  

 

Methodology: 

 

As a conceptual or theoretical paper which is grounded in published research literature and used 

secondary sources in the form of a desk survey. The study employed relevant materials from 

journals, newspapers, internet material, textbooks and other publications on the subject matter.  

 

Conclusion: 
  

The study concludes that remanufactured product contribute to customer satisfaction and firm in 

turn can realized performance in terms of customer royalty, customer patronage, profit and 

increase in sales in Automobile Industry in Nigeria. The study also concludes that 

remanufactured such as dismantling, repairing, cleaning and replacing can contribute to 

customers perceive values, customers perceive end result and customers perceive quality in 

Automobile Industry in Nigeria.  

 

Recommendation: 

 

The study therefore recommends that Automobile Industry should remanufacture their product 

(cars) in Nigeria to resemble the original product. They should dismantle the product correctly 

with minimize error which will actually contribute to customers satisfaction in terms of 

customers perceive value, customer perceive end results and customer perceive quality. They 

should clean and replace and repair the product to satisfy customers in terms of customers 

perceive value, customer perceived end results and customer perceived quality. 
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ABSTRACT 

 

Diversification, either product, business or regional, has become a common strategy of corporate 

risk management along with availing other potential benefits. Consequently, there has been 

proliferation of research relating diversification to the various components of the firm. However, 

most of these have focused primarily on US based firms and those in developed economies 

owing to data availability and the dearth of such research in Nigerian context. Also, there are no 

studies on the individual and interactive effects of product and geographical diversification on 

capital structure for firms in developing economies. This research therefore tries to fill this gap 

by focusing on corporate diversification as a strategy for firms‘ capital structure. The study 

employed the use of secondary data, the descriptive research design, using cross sectional and 

time series data, five (5) years financial statements of six (6) firms forms the sample size, while 

the hypotheses was tested using the Hausman test (panel regression), with the controlled 

variables being Firm‘s size (SIZE), Profit (PROFIT) and Exchange rate exposure of firms 

(EXCRISK). The findings of the study revealed that, there is a negative but significant 

relationship between the dependent variable, capital structure and the independent variable of 

Product diversification and based on the p-value of 0.028< 0.05, there is a significant effect of 

product diversification on firms‘ capital structure. Also, there is a negative and insignificant 

relationship between the dependent variable, capital structure and the independent variable of 

geographical diversification and the p-value = 0.804 > 0.05, therefore, the alternate hypothesis is 

rejected while the null is accepted, there is no significant effect of geographical diversification 

on firms‘ capital structure. It is therefore recommended that, firms should develop an appropriate 

capital structure. In doing this, all factors that are relevant to the company‘s capital decision 

should be properly analyzed and balanced. Also, since geographic diversification showed a 

negative effect, firms should also seek investments in product diversification in order to enhance 

profitability without negative effect on capital structure. 

 

Keywords: Corporate, Diversification, Capital Structure, Product, Internationalization 

 



 

 

 

 

1.1 Introduction 

 

The choice of financial policy is the most important decisions of the company. The financial 

policy refers to the decision regarding firm‘s capital structure. The capital structure of the firm 

consists of the mix of debt and equity instruments, used to finance firm‘s assets. This mix 

basically consists of common stock, debt, and preferred stock. The biggest challenge for the 

managers at a firm is to choose the capital structure (mix of securities) that minimizes the cost of 

financing the firm‘s activities and thus maximizes the value of the firm. This right mix is referred 

to as the optimum capital structure (Ranjitha & Madhumathi, 2012); however in practice it is 

very difficult to attain the optimal level. There are several factors that may have an impact on 

firm‘s financial choice and several empirical studies have tried to explore the most important 

determinants of capital structure. 

 

Firms diversify their operation either across different national markets (international market 

diversification) or across multiple lines of business (product diversification) or both to increase 

the economy of scale and economy of scope, thus increasing their efficiency, learning, and 

innovation respectively (Hitt, & Hoskisson, 1997). Diversification and capital structure are two 

concepts that have long been controversial, since they impact on many other aspects of business 

and financial management. Diversification has been a central topic in strategic management 

studies since the work of Ansoff (1958). The costs and benefits derived from the various 

diversification strategies have been examined mainly for their impact on a firm‘s value (Rumelt 

1974). Studies on the interaction between diversification and capital structure became of interest 

because of their associated strategic implications regarding corporate governance. Indeed, 

starting with the study of Jensen and Meckling (1976), financial choices have been evaluated 

because of the close interaction between capital structure and management choices (Barton and 

Gordon, 1987). In the 1980s, other researchers, motivated by the connection between investment 

and financial choices, highlighted the link between capital structure and diversification (Oviatt 

1984, Jensen 1986, Barton and Gordon 1987, Williamson 1988, Titman & Wessels 1988, 

Gertner et al. 1988). 

 

Starting with the work of Modigliani and Miller (1958), many researchers have tried to 

understand capital structure decisions. Empirical evidence shows that a firm‘s capital structure is 

influenced by several firm-related characteristics including size, profitability, future growth 

options, the amount of tangible assets and non-debt tax-shields (see Titman & Wessels 1988; 

Harris & Raviv 1991). Barton & Gordon (1976) suggested the usefulness of the corporate 

strategy perspective in understanding capital structure. Harris & Raviv (1991) also suggested that 

the effect of strategic variables on capital structure is a relatively unexplored area. 

 

Capital structure and profitability are two very essential components that reflect the firm‘s 

sustainability potential in the long-run. A number of studies depict capital structure as a 

dependent variable which is affected by various independent variables, such as profitability, 

growth opportunities, debt and non-debt tax shield, firm size, tangibility, ownership 

concentration and many others (DeAngelo & Masulis, 1980; Harris & Raviv, 1991; Jensen & 

Meckling, 1976; Myers, 1984; Qureshi, 2009; Sheikh & Wang, 2011). Moreover, various 



 

 

researches conducted on the effect of diversification on capital structure and performance 

evolved different schools of thought leading to the emergence of theories such as Coinsurance 

Theory, Transaction Cost Theory and Agency Theory. Some argue that diversified firms need to 

have greater debt to maximize firm value (Kaplan & Weisbach, 1992), which finds its empirical 

support as well (Li & Li, 1996). However, negating these findings others find out that there is no 

association between leverage and diversification and many of the benefits associated with 

diversification are not in fact achieved (Comment & Jarrell, 1995). Considering the classification 

of diversification into related and unrelated, some observe that the firms having related 

diversification have lower debt ratio than specialized firms, whereas unrelated-diversified firms 

have higher debt level (La Rocca, La Rocca, Gerace, & Smark, 2009). Some others suggest 

resolutions to the conflicts along with identifying limitations of the earlier conflicting theoretical 

and empirical studies by further differentiating the diversified firms. 

 

In this study, the role and effects of diversification, related and unrelated, in the capital-structure 

choices is analyzed. The study is carried out in the context of research on capital-structure 

determinants (how does diversification influence capital structure?), which attempts to explain 

the effects of diversification strategy on financial choices. In particular, the study attempts to 

verify if the coinsurance effect, the agency cost argument or the transaction cost argument are 

able to support the effect of diversification on capital structure choices. 

 

Diversification; whether it be a product, business, or regional; has become a common strategy of 

corporate risk management along with availing other potential benefits. Consequently, there has 

been proliferation of research relating diversification to the various components of the firm, 

(Qureshi, Akhtar, & Muhammad, 2012). However, most of these have focused primarily on US 

based firms and those in developed economies‘ context, owing to data availability and the dearth 

of such a research in Nigerian context.  

 

Also, there are no studies on the individual and interactive effects of product and geographical 

diversification on capital structure for firms in developing economies. Only Alonso (2003) & La 

Rocca et al. (2009) have studied the relationship between product diversification and leverage for 

a sample of Spanish and Italian firms, respectively. This research therefore tries to fill this gap by 

focusing on a sample of Nigerian firms and incorporating both product and geographical 

diversification into the analysis. 

 

The main objective of this research is to identify and analyze within the Nigerian context the 

effects of corporate diversification on firms‘ capital structure; classifying the diversification 

variable as product diversification and geographic diversification. The specific objectives are; 

 

i. To examine the effects of product diversification on firms‘ capital structure 

ii. To determine the effects of geographic diversification on firms‘ capital structure 

 

In order to pursue the objectives of the study, the following hypotheses have been formulated for 

testing: 

 

H0: There is no significant effect of product diversification on firms‘ capital structure 

H0: There is no significant effect of geographic diversification on firms‘ capital structure 



 

 

 

 

2.0 Literature Review: 

 

2.1 Concept of Diversification: 

 

A review of literature reveals that there is a great deal of variation in the way diversification is 

conceptualized, defined and measured. Gort (1962) defined diversification in terms of the 

number of the concept `heterogeneity of output` based on the number of markets served by that 

output. In his view two products are said to serve separate markets if their cross-elasticities of 

demand are low and if, in the short run, the necessary resources employed in the production and 

distribution of one cannot be shifted to the other. To Berry (1975) diversification represents an 

increase in the number of industries in which firms are active. Kamien & Schwartz (1975) 

defined diversification as the extent to which firms classified in one industry produce goods 

classified in another. In all these early definitions, industry or market boundaries are assumed to 

be given. In contrast, Pitts & Hopkins (1982) use the word `business` rather than industry, 

defining diversification as the extent to which firms operate in different businesses 

simultaneously. Business definitions in contrast to definitions of industry assume the perspective 

of the firm as opposed to an external analyst and allow for greater subjectivity in the 

measurement of diversification. 

 

Ansoff`s (1958) notion of diversification emphasizes the entry of firms into new markets with 

new products, i.e. his emphasis is on the diversification ac rather than the state of diversity which 

characterizes the definitions mentioned earlier. Still more recent attempts at defining 

diversification have focused on the multidimensional nature of the diversification phenomenon.  

 

In essence, the above definitions capture the goals of diversification, its direction and the means 

by which it is accomplished. It also has a decision focus insofar as it stresses the different types 

of investment decisions that qualify as diversification moves. Broad as it is, it does not go far 

enough in that it fails to include the administrative linkages and process aspects of 

diversification. 

 

2.1.1. Benefits and Costs of Corporate Diversification: 

 

The question whether diversification benefits a corporation and its shareholders has been the 

subject of considerable research. In this section, we briefly review the theoretical arguments and 

empirical evidence regarding the effects of diversification on firm value. 

 

Product diversification: Theoretical arguments suggest that diversification has both value-

enhancing and value-reducing effects. The potential benefits of product-diversified firms are 

related to less incentive to forego positive net present value projects, greater debt capacity and 

lower taxes and economies of scope. Williamson (1988) suggested that firms diversify to 

overcome imperfections in external capital markets. If the degree of asymmetric information 

between firm and potential investors is too high, managers might decide to forego positive net 

present value projects (Myers and Majluf 1984). Through diversification, managers create 

internal capital markets where resource allocation is more efficient due to a lower level of 



 

 

asymmetric information. This reduces the underinvestment problem and predicts that diversified 

companies make more positive net present value investments than their segments would make as 

separate firms. 

 

The potential costs of diversification include the use of increased discretionary resources to 

undertake value-decreasing investments, cross-subsidies that allow poor segments to drain 

resources from better-performing segments, and misalignment of incentives between central and 

divisional managers. Jensen (1986) suggests that managers of firm with unused borrowing power 

and large free cash flows are more likely to adopt value-decreasing investments. Meyer and 

Roberts (1992) make a related argument regarding the cross-subsidization of failing business 

segments. They state that there is a basic asymmetry between growth and decline for units of a 

firm that operates in multiple businesses. Finally, Harris et al. (1982) discuss the information 

asymmetry costs that arise between central management and divisional managers in 

decentralized firms. Information is more dispersed in diversified firms and monitoring is more 

costly. This implies that diversified firms should be less valuable than their lines of business 

would be separately. 

 

International diversification: Various authors have argued that international diversification 

enhances shareholder value by exploiting firm-specific assets, by increasing operating flexibility 

and by satisfying investors‘ preferences for holding globally diversified portfolios. Randall and 

Yeung (1998) suggest that international diversification adds values for firms owning substantial 

information-based assets related to R&D and advertising. Information based-assets have 

increasing returns of scope and scale but they are difficult to sale. So the optimal strategy for 

firms possessing this kind of assets is to internationalize the markets for these assets through 

global diversification. 

 

Geographic diversity can also create value through operational flexibility giving the firm the 

opportunity to exploit market conditions; also the benefits of diversification can arise from 

investor preferences. Investors should be willing to pay a premium for shares of geographically 

diversified firms because firms offer the benefits of holding a diversified portfolio at a lower cost 

than the one of an individual investor. 

 

On the other hand, geographic diversification could also reduce firm value. As in the case of 

industrial diversification, global diversification can also lead to the inefficient cross-

subsidization of less profitable business units. Moreover, the complexity of a globally diversified 

organization can lead to higher costs of coordinating corporate policies due to information 

asymmetry between corporate headquarter and divisional managers as discussed in (Harris et al. 

1982).  

 

2.2 Concept of Capital Structure: 

 

Capital structure describes the proportionate relationship between debt and equity. While debt is 

majorly made up of long term loans such as debenture, equity includes paid up share capital, 

share premium, reserves, and surplus or retained earnings. Therefore, a company can finance its 

investments by debts and/or equity. The pioneering work of Modigliani & Miller (1958) 



 

 

commonly known as the MM theory, on capital structure led to the development of several other 

theories bent on explaining the basic determinants of the capital structure in firms. 

 

Both theoretical and empirical capital structure studies have generated many results that attempt 

to explain the determinants of capital structure. As a result of these studies, some broad 

categories of capital structure determinants have emerged. Titman and Wessels (1988), and 

Harris and Raviv (1991), however, point out that the choice of suitable explanatory variables is 

potentially contentious. In other words, what might be applicable in one area may not necessarily 

define what will work in other areas or regions. 

 

The term capital structure refers to the percentage of capital (money) at work in a business by 

type. It is a mix of a company's long-term debt, specific short-term debt, common equity and 

preferred equity and it simply describes how a firm finances its overall operations and growth by 

using different sources of funds. Broadly speaking, there are two forms of capital: equity capital 

and debt capital. Each has its own benefits and drawbacks and a substantial part of wise 

corporate management is attempting to find the optimal capital structure in terms of risk/reward 

payoff for shareholders. A firm's capital structure is then the composition or structure of its 

liabilities (Salawu, 2007).  

 

The capital structure of a firm or more specifically the firm's debt-to-equity ratio, provides 

insight into how risky a company is. Usually a company more heavily financed by debt poses 

greater risk, as this firm is relatively highly levered (Salawu, 2007). Thus the concept and an 

understanding of the capital structure of a firm are extremely important because it can influence 

not only the return a firm earns for its shareholders, but whether or not a firm survives in a 

recession or depression. Capital structure decisions are very difficult to make in uncertain 

economies. In developing economies in particular, the existence of macro environment factors 

such as high and soaring interest rates, volatility in economic and political situations are 

important factors that determines the capital structure of firms. The presence of the factors above 

causes financing decisions to experience a significant rise; in addition the diminution or 

dwindling economic activities also raises uncertainty. 

 

2.3 Determinants of Capital Structure: 

 

Based on the different theories on capital structure, a number of empirical studies have identified 

firm-level characteristics that affect the capital structure of firms. Among these characteristics 

are age of the firm, size of the firm, asset structure, profitability, growth, firm risk, tax and 

ownership structure. 

 

Age of the firm: This serves as a standard measure of reputation in capital structure models. As 

a firm continues longer in business, it establishes itself as an ongoing business and therefore 

increases its capacity to take on more debt; hence age is positively related to debt. Before 

granting a loan, banks tend to evaluate the creditworthiness of entrepreneurs as these are 

generally believed to pin high hopes on very risky projects promising high profitability. Petersen 

(2009) found that older firms should have higher debt ratios since they should be higher quality 

firms. Hall et al. (2004) agreed that age is positively related to long-term debt but negatively 

related to short-term debt.  



 

 

 

Firm size: Larger firms are more diversified and hence have lower variance of earnings, making 

them able to tolerate high debt ratios, (Titman and Wessels, 1988). Smaller firms, on the other 

hand, may find it relatively more costly to resolve information asymmetries with lenders, thus, 

may present lower debt ratios (Fatemi, 1984). Lenders to larger firms are more likely to get 

repaid than lenders to smaller firms, reducing the agency costs associated with debt. Therefore, 

larger firms will have higher debts. Empirical evidence on the relationship between size and 

capital structure supports a positive relationship. Several works show a positive relationship 

between firm size and leverage (Barton et al., 1989; Kim et al., 1993). Their results suggest that 

smaller firms are more likely to use equity finance, while larger firms are more likely to issue 

debt rather than stock. 

 

Asset Structure: The degree to which the firm‘s assets are tangible should result in the firm 

having greater liquidation value (Titman and Wessels, 1988; Harris and Raviv, 1991). Bradley et 

al. (1984) assert that firms that invest heavily in tangible assets also have higher financial 

leverage since they borrow at lower interest rates if their debt is secured with such assets. It is 

believed that debt may be more readily used if there are durable assets to serve as collateral 

(Wedig et al., 1988). Booth et al. (2001) suggest that the relationship between tangible fixed 

assets and debt financing is related to the maturity structure of the debt. In such a situation, the 

level of tangible fixed assets may help firms to obtain more long-term debt, but the agency 

problems may become more severe with the more tangible fixed assets, because the information 

revealed about future profit is less in these firms. If this is the case, then it is likely to find a 

negative relationship between tangible fixed assets and debt ratio. 

 

Profitability: The relationship between firm profitability and capital structure can be explained 

by the pecking order theory (POT) discussed above, which holds that firms prefer internal 

sources of finance to external sources. The order of the preference is from the one that is least 

sensitive (and least risky) to the one that is most sensitive (and most risky) that arise because of 

asymmetric information between corporate insiders and less well informed market participants 

(Myers, 1984). By this token, profitable firms with access to retained profits can rely on them as 

opposed to depending on outside sources (debt). Murinde et al. (2004) observe that retentions are 

the principal source of finance. Titman and Wessels (1988) and Barton et al. (1989) agree that 

firms with high profit rates, all things being equal, would maintain relatively lower debt ratios 

since they are able to generate such funds from internal sources. 

 

Firm growth: Growth is likely to place a greater demand on internally generated funds and push 

the firm into borrowing (Hall et al., 2004). According to Marsh (1982), firms with high growth 

will capture relatively higher debt ratios. In the case of small firms with more concentrated 

ownership, it is expected that high growth firms will require more external financing and should 

display higher leverage (Heshmati, 2001). Aryeetey et al. (1994) maintain that growing SMEs 

appear more likely to use external finance – although it is difficult to determine whether finance 

induces growth or the opposite (or both). As enterprises grow through different stages, i.e., 

micro, small, medium and large scale, they are also expected to shift financing sources. They are 

first expected to move from internal sources to external sources (Aryeetey, 1998).  

 



 

 

Firm risk: The level of risk is said to be one of the primary determinants of a firm‘s capital 

structure (Kale et al., 1991). The tax shelter-bankruptcy cost theory of capital structure 

determines a firm‘s optimal leverage as a function of business risk (Castanias, 1983). Given 

agency and bankruptcy costs, there are incentives for the firm not to fully utilize the tax benefits 

of 100% debt within the static framework model. The more likely a firm is exposed to such 

costs, the greater their incentive to reduce their level of debt within its capital structure. One firm 

variable that affects this exposure is the firm‘s operating risk; in that the more volatile the firm‘s 

earnings stream, the greater the chance of the firm defaulting and being exposed to such costs. 

According to Johnson (1997), firms with more volatile earnings growth may experience more 

situations in which cash flows are too low for debt service. 

 

Taxation: Numerous empirical studies have explored the impact of taxation on corporate 

financing decisions in the major industrial countries. Some are concerned directly with tax 

policy, for example: MacKie-Mason (1990), Shum (1996) and Graham (1999). MacKie-Mason 

(1990) studied the tax effect on corporate financing decisions and provided evidence of 

substantial tax effect on the choice between debt and equity. He concluded that changes in the 

marginal tax rate for any firm should affect financing decisions. When already exhausted (with 

loss carry forwards) or with that tax shields lower the effective marginal tax rate on interest 

deduction. Graham (1999) concluded that in general, taxes do affect corporate financial 

decisions, but the magnitude of the effect is mostly ―not large‖. 

 

Managerial ownership: Managerial insiders (officers and directors) have a somewhat different 

perspective since many of them have large portions of their personal wealth invested in the firm 

(Amihud and Lev, 1981; Friend and Hasbrouck, 1988). 

 

The personal wealth managerial insiders have invested in their employer is composed largely of 

their employer‘s common stock and the firm-specific human capital they have accumulated 

while working for their employer. Since these items tend to represent a large proportion of an 

insider‘s total wealth, the bankruptcy of the employer would have a major impact on their 

personal wealth. As a result, Friend and Hasbrouck (1988) argue, managerial insiders should be 

more sensitive to the bankruptcy risk that debt financing induces and more inclined to minimize 

this risk by using less than the shareholder wealth maximizing amount of debt in the firm‘s 

capital structure. Further, the more wealth a managerial insider has invested in the employer, the 

greater the incentive they have to minimize the use of debt financing. Research has shown that 

factors that determines capital structure differs from firm to firm and even from country to 

country. 

 

2.4 Empirical Review: 

 

The effect of diversification on capital-structure choice has been explained mostly through the 

coinsurance effect (Lewellen, 1971), the transaction cost theory (Williamson, 1988), and the 

agency cost theory (Jensen & Meckling, 1976).  

 

According to ―Co insurance effect‖ firms that diversify their activities can reduce the risk 

associated to operating in a single business. The reduced risk thus ultimately helps firms to 

improve their debt capacity. According to transaction cost explanation firm diversify their 



 

 

activities in response to the existence of unutilized resources and nature of these resources affects 

the type of. Agency cost theory regards debt financing as a governance device that reduces the 

conflict of interest between shareholders and managers. 

 

The empirical evidence on the impact of product diversification on capital structure is limited. 

Alonso (2003) made an attempt to understand the effect of diversification strategy on firm capital 

structure using a panel data analysis for a sample of 480 Spanish manufacturing firms. He 

incorporated four different measures of debt ratio (such as the total debt ratio, a logistic 

transformation of total debt ratio, short term debt ratio, the long term debt ratio) in the empirical 

analysis and also used the revenue-based Herfindahl index and the entropy measure as proxies of 

firm diversification. After controlling for firm characteristics such as business risk, growth 

opportunities, firm size, intangible assets and firm profitability, he finds no significant 

relationship between capital structure and the degree of firm diversification.  

 

Rocca, Alonso & Smark (1994) sorted the diversification strategy of multinational firms into 

related and unrelated category and concluded that firm following unrelated diversification 

strategy tries to reach their optimal debt level strictly while related diversifiers move slowly 

towards the target level. Kochhar & Hitt (1998) found that equity financing is preferred for 

related diversification and debt financing for unrelated diversification because related 

diversification introduces more specific assets whereas unrelated diversification adds assets less 

specific to the firm. 

 

Sambharya (1995) concluded that there exists an inverse relationship between international and 

product and their interaction lead to improved firm performance. Chkir & Cosset (1999) 

employed switching regression model originally to understand the influence of interactive effects 

of product and international diversification on leverage for US multinationals. The results shows 

that MNCs with higher degree of product and international involvement have lower levels of 

default risk. According to Singh & Nejadmalayeri (2003), corporate leverage is positively related 

to diversification across product lines but negatively related to geographic diversification. Most 

of the study is based on developed countries, however some focuses on developing countries as 

well.  

 

2.5 Theoretical Framework: 

 

Research on capital structure focuses on the proportion of debt and equity used by firms to 

finance their investments. While the literature on this topic is very broad, there is no universal 

theory to explain the capital structure choice (Myers 2001). Since the publication of Modigliani 

and Miller‘s work in 1958, there have evolved several theories of capital structure, the most 

important being the trade-off theory and the pecking order theory. 

 

2.5.1 The “Irrelevance” Theory of Capital Structure: 

 

Modigliani and Miller (1958) showed that the choice between debt and equity financing does not 

affect the value of the firm nor the cost or availability of capital. Their theory is based on the 

assumption of perfect and frictionless capital markets where there are no arbitrage opportunities, 

no transaction costs and interest payments are not tax deductible. The underlying logic behind 



 

 

M&M‘s proposition was that the value of the firm does not depend on how its assets, cash flows 

and growth opportunities are divided and offered to investors as debt and equity claims, in the 

same way as the value of a pizza does not depend on how it is sliced (Myers 2001). 

 

The basic principle employed is that two return streams with the same risk should have the same 

price - law of one price. Provided that he can borrow and lend at the same rate as the firm and 

that there are no transaction costs, an investor can undo any leverage that the firm undertakes 

(home-made leverage). As a result, investors should not be willing to pay a premium for 

companies with a specific capital structure, due to the absence of arbitrage opportunities. 

 

Including tax deductibility of interest payments into their model, Modigliani and Miller (1963) 

show that borrowing will only cause the value of the firm to rise by the amount of the capitalized 

value of the tax subsidy. According to this theory, total value is maximized when the firm is 

entirely debt financed. However, we rarely observe firms entirely financed with debt. 

 

Even if the logic of the theory is widely accepted (Myers 2001), the theories that followed to this 

one proved that capital structure does matter and have attempted to find an optimal capital 

structure that is not 100% debt. The main reason is the existence of taxes, information 

asymmetry and agency costs in the real world. 

 

2.5.2 The Trade-off Theory: 

 

The basic idea of the trade-off theory is that the optimal capital structure of the firm will be 

determined such that the marginal benefits of debt are equal to the marginal costs of debt. 

Therefore, there exists a trade-off between the benefits of the interest tax shields and the cost of 

bankruptcy or financial distress. Risky and small firms will borrow less because they are more 

volatile and have a higher probability of bankruptcy. Firms with large amounts of intangible 

assets, specialized assets and high growth opportunities borrow less because their assets are more 

difficult to evaluate and lose a lot of value in case of bankruptcy. 

 

According to the static trade-off theory, the observed capital structure should be optimal in the 

sense that it maximizes the firm value, provided there are no adjustment costs attached to capital 

structure changes (Myers 1984). On the other hand, the dynamic trade-off theory predicts that, in 

the presence of transaction costs, firms do not automatically adjust their debt level to the optimal 

structure as they do in the static trade-off model. Rather they adjust their realized debt-equity 

ratios over time.  

 

2.5.3 The Pecking Order Theory: 

 

This theory was developed by Myers and Majluf (1984). The authors argue that, from the point 

of view of an outside investor, equity is strictly riskier than debt due to adverse selection 

problems and therefore, investors will demand a higher rate of return on equity than on debt. 

Accordingly, the firm will choose to finance its projects with internal cash generated from 

earnings or liquid funds since they have no adverse selection problem. If the retained earnings 

are not sufficient, then debt financing will be chosen over external equity. In line with this 

theory, more profitable firms should have less debt because of more internal financing available. 



 

 

 

Empirical studies show weak support for the Pecking Order Theory. Frank and Goyal (2002) 

tested this theory on a broad cross-section of publicly traded American firms over the period 

1971-1998. They found that internal financing is not sufficient to cover investment spending, 

external financing is heavily used and debt financing is not preferred to equity financing. To 

conclude, Myers (2001) states that none of the theories gives a general explanation of financing 

strategy and that there are convincing examples of all three theories at work. The theories are not 

designed to be general and the results might vary depending on the sample on which the theory is 

tested. 

 

3.0 Methodology: 

 

The design encompasses the totality of methods that was employed to carry out this study. The 

study used descriptive research design, using cross sectional and time series data. The descriptive 

research design that was employed is the regression designs, which involves analysis of existing 

data. The analysis of existing data is the analysis of secondary data and serves as a precursor to 

regression design. 

 

The population of this study consists of manufacturing firms listed on the Nigerian Stock 

Exchange. The listed manufacturing firms on the exchange presently comprises of 15 firms. A 

non-probability method in the form of stratified random sampling technique was employed in 

selecting the manufacturing firms into the sample. The sample consists of 6 companies which 

include domestic as well as multinational corporations. Five years data of the six (6) firms forms 

the sample size, that is, thirty (30) being the number of observation which is appropriate for a 

secondary data analysis.  

 

The source of data includes annual data for manufacturing firms for the period 2010 - 2014 

which is derived from publications of their annual reports being publicly quoted firms. Hence, 

data shall be collected from the annual reports of sampled manufacturing firms. The data include 

time series and cross section on firm size, profitability and exchange rate of the sampled 

manufacturing firms.  

 

3.1 Techniques of Data analysis and Model Specifications: 

 

This research adopts the panel data regression analysis is a regression that involves the 

combination of time series and cross sectional data, which are repeated observations on the same 

cross section, typically of individual variables that are observed for several time periods 

(Wooldridge, 2003). The panel data analysis leaves the researcher with choice of either fixed 

effect or random effect method of data analysis; thus, a Hausman test (Wooldridge, 2003) was 

conducted, which was used to decide the consistent regression method between the fixed effects 

and the random effects employed in analyzing the secondary data. The null hypothesis for the 

purpose of the Hausman test is random effects, which is more consistent. The alternate 

hypothesis is that the random effect is inconsistent.  

 



 

 

The rule is that if the p-value < 0.05 level of significance, reject the null hypothesis and accept the 

alternate hypothesis. On the other hand if the p-value is > 0.05 level of significance, accept the null 

hypothesis and reject the alternate hypothesis.  

 

Measure of Product Diversification: 

 

In this study, capital structure, firm size, profitability, exchange rate, product diversification and 

Geographical diversification were used to formulate the model below: 

CS = f (SIZE, PROFIT, EXCHRAT, PD, GD) 

 

Which is transformed into stochastic model as stated below 

 

CSit = β0 + β1SIZEit + β2PROFITit + β3EXCHRATit + β4PDit+ β5GDit + Uit 

 

Where: 

 

Dependent variable: 

 

CSit= Capital structure of firm i in period t. It is long-term debt over the sum of long-term debt 

and market value of equity. 

 

The following are used as control variables: 

 

SIZEit = the total assets of firm i in period t 

PROFITit = Profitability of firm i in period t.  

EXCRISKit = Exchange rate exposure of firm i in period t 

 

Main variables for the study: 

 

PDit = Product Diversification of firm i in period t 

GDit = Geographical diversification of firm i in period t 

Β0 = constant term  

β1 β2 β3 β4 β5 = slopes of the variables. The a‘priori expectation is β1 β2 β3 β4 β5>0 

 

 

4.0 Data Analysis: 

 

The test of the stated hypotheses in this study is premised on the analysis of the secondary data 

gathered from six (6) manufacturing firms listed on the Nigerian stock exchange for nine (9) 

financial year period.  

 

4.1 Test of Multicollinearity of Corporate Diversification: 

 

          Variable |       VIF       1/VIF   

   -------------+---------------------- 

              cps |      1.99    0.501945 



 

 

            prof |      1.92    0.520746 

                pd |      1.38    0.724770 

            size |      1.33    0.750437 

                gd |      1.28    0.780013 

             exch |      1.13    0.882752 

  -------------+---------------------- 

           Mean VIF |      1.51 

 

Multicollinearity test is used to test the inter-dependence of the independent variables to 

determine their level of relationship. The variance inflation factor (VIF) was used in this work. 

The VIF measures how much the variances of the estimated regression coefficients are inflated 

as compared to when the independent variables are not related.  

 

Neter, Wasserman and Kutner (1990) suggested the use of VIF as a method of detecting the 

presence multicollinearity. They suggested that the value of 10 or more as an indication of the 

presence of severe multicollinearity. The result in the above table shows no presence of 

multicollinearity, as the VIF values are below 10. 

 

4.1.2 Descriptive Statistics: 

 

        Variable |       Obs        Mean    Std. Dev.       Min        Max 

    -------------+-------------------------------------------------------- 

             cps |        30    .2700652    .2519473   .0057084   1.029207 

            prof |        30     2983421     1879364        959    5597613 

            size |        30    3.77e+07    1.65e+07   1.70e+07   8.90e+07 

            exch |        30    142.6321    15.13664    118.546   157.4987 

    -------------+-------------------------------------------------------- 

              pd |        30    11.33333    5.306686          6         20 

              gd |        30    31.66667    10.79059          8         38 

 

The table above shows the summary statistics for the variables used in the study. It shows the 

descriptive statistics for the dependent and independent variables and revealed that the average 

or the mean ratio of the capital structure as 0.27 with a minimum 0.0057 and a maximum value 

of 1.029. The mean profit of the firms is 2983421 with minimum and maximum values of 959 

and 5597613. This means that the manufacturing firms selected for this study make profits as 

high as 5597613 and as low as 959. Also, for product and geographical diversification, have 

mean values of 11.33 and 31.67 respectively. The result indicated that the minimum number of 

product a firm has is 6 while a maximum is 20. Also, a minimum number of geographical 

locations of a firm is 8 while a maximum is 38.  

4.1.3 Correlation Matrix: 

 

                 |      cps     size     prof     exch       pd       gd 

    -------------+------------------------------------------------------ 

             cps |   1.0000  

            size |   0.2561   1.0000  

            prof |  -0.4831   0.1513   1.0000  



 

 

            exch |  -0.0292  -0.0607  -0.2313   1.0000  

              pd |  -0.4433  -0.2732  -0.0204   0.0891   1.0000  

              gd |   0.2469   0.2460  -0.3153  -0.1057  -0.0823   1.0000  

 

The table above shows the correlations matrix between the dependent and independent variables. 

The correlation matrix shows the degree of relationship that exists between the variables. The 

result revealed that the size of firm and geographical diversification are positively related to 

capital structure of firms. Size of firms affects the capital structure of firms by 25.6% while 

geographical diversification of firms impact on capital structure by 24.7%. However, 

profitability, exchange rate and product diversification show a negative relationship to the capital 

structure of firms. Profitability negatively relate to capital structure by – 48.3%, exchange rate by 

-2.9% and product diversification by 44.3%.   

 

4.1.4 Hausman Test: 

 

---- Coefficients ---- 

             |      (b)          (B)            (b-B)     sqrt(diag(V_b-V_B)) 

             |     random       fixed        Difference          S.E. 

-------------+---------------------------------------------------------------- 

        size |    3.64e-09    -3.58e-09        7.23e-09               . 

        prof |   -7.56e-08    -5.46e-08       -2.10e-08               . 

        exch |   -.0019083    -.0009958       -.0009125         .000788 

------------------------------------------------------------------------------ 

                    b = consistent under Ho and Ha; obtained from xtreg 

      B = inconsistent under Ha, efficient under Ho; obtained from xtreg 

 

    Test:  Ho:  difference in coefficients not systematic 

 

                  chi2(1) = (b-B)'[(V_b-V_B)^(-1)](b-B) 

                          =        1.34 

                Prob>chi2 =      0.2469 

                (V_b-V_B is not positive definite)  

 

Panel data analysis leaves the researcher with choice of either fixed effect or random effect 

method of data analysis. In order to choose the appropriate method for analysis, a Hausman test 

was conducted. Hausman test decide the consistent regression method between the fixed effects 

and the random effects to employ in analyzing the secondary data. The null hypothesis for the 

purpose of the Hausman test is, random effects is more consistent. The alternate hypothesis is 

that the random effect is inconsistent. If the Chi-square statistic P-value is < 0.05, reject the 

Hausman null and do not use the random effects. If the Chi-square statistic P-value is > 0.05, do 

not reject the Hausman null hypothesis and use the random effects.  

 

The result of the Hausman Test in table shows that the P-value of the Hausman is 0.2469 and is 

> 0.05. This means that the random effects model is more consistent to be used as the fixed 

effects model is consistent for this study. 

 



 

 

4.2 Regression Result for Test of Hypotheses: 

 

Random-effects GLS regression                   Number of obs      =        30 

Group variable: firms                           Number of groups   =         6 

R-sq:  within  = 0.0720                         Obs per group: min =         5 

       between = 0.8467                                        avg =       5.0 

       overall = 0.4981                                        max =         5 

                                                Wald chi2(4)       =       4.766 

corr(u_i, X)   = 0 (assumed)                    Prob > chi2        =       0.033 

                                  (Std. Err. adjusted for 6 clusters in firms) 

------------------------------------------------------------------------------ 

             |               Robust 

         cps |      Coef.   Std. Err.      z    P>|z|     [95% Conf. Interval] 

-------------+---------------------------------------------------------------- 

        size |   3.64e-09   1.70e-09     2.15   0.032     3.21e-10    6.97e-09 

        prof |  -7.56e-08   2.66e-08    -2.84   0.005    -1.28e-07   -2.34e-08 

        exch |  -.0019083   .0037261    -0.51   0.609    -.0092114    .0053948 

          pd |  -.0181465    .008277    -2.19   0.028    -.0343692   -.0019238 

          gd |  -.0007713   .0031075    -0.25   0.804     -.006862    .0053194 

       _cons |   .8603421   .5345337     1.61   0.108    -.1873248    1.908009 

-------------+---------------------------------------------------------------- 

     sigma_u |          0 

     sigma_e |  .17954857 

         rho |          0   (fraction of variance due to u_i) 

------------------------------------------------------------------------------ 

 

4.3 Discussion of Results and Findings: 

 

Hypothesis 1 sought to determine if there is no significant effect of product diversification on 

firms‘ capital structure. The result of regression reveals that there is a negative but significant 

relationship between the dependent variable, capital structure and the independent variable of 

Product diversification (PD) with β = -.0181465, P-value = 0.028, t test = 2.19 at 0.05 level of 

significance. 

 

The rule is that if the p-value < 0.05 level of significance, reject the null hypothesis and accept the 

alternate hypothesis. On the other hand if the p-value is > 0.05 level of significance, accept the null 

hypothesis and reject the alternate hypothesis. Based on these results, the p-value = 0.028< 0.05, 

therefore, the alternate hypothesis is accepted, there is a significant effect of product diversification 

on firms‘ capital structure. 

 

Hypothesis 2 sought to establish if there is a significant effect of geographic diversification on 

firms‘ capital structure. The regression result reveals that there is a negative and insignificant 

relationship between the dependent variable, capital structure and the independent variable of 

geographical diversification (GD) with β = -.0007713, P value = 0.804, t test = 0.25 at 0.05 level 

of significance. The rule is that if the p-value < 0.05 level of significance, reject the null 

hypothesis and accept the alternate hypothesis. On the other hand if the p-value is > 0.05 level of 



 

 

significance, accept the null hypothesis and reject the alternate hypothesis. Based on these 

results, the p-value = 0.804 > 0.05, therefore, the alternate hypothesis is rejected while the null is 

accepted, there is no significant effect of geographical diversification on firms‘ capital structure.   

 

The control variables in this study such as profitability of the firms and exchange rate also 

indicated a negative relationship to capital structure. Although, the profitability variable revealed 

a significant effect, while the exchange rate do not significantly impact on the capital structure of 

the selected firms. However, the firms size; the control variable shows a positive and significant 

relationship with the capital structure of the selected manufacturing firms. This means that firm 

size have a significant influence on the capital structure of firms in taking decision for product 

diversification and geographical diversification. That is, larger firms engage more capital into 

product diversification and geographical diversification than smaller firms.  

 

5.0 Conclusion and Recommendations: 

 

In conclusion, the control variables in this study such as profitability of the firms and exchange 

rate also indicated a negative relationship to capital structure. Although, the profitability variable 

revealed a significant effect, while the exchange rate do not significantly impact on the capital 

structure of the selected firms. Also, this study aligns with two of the major works on capital 

structure in Nigeria by Salawu (2007) and Salawu & Agboola (2008) on the firms size which is a 

control variable. The size of firms have statistically significant positive relationship with both 

total debt and short term debt ratios (capital structure).This means that firm size have a 

significant influence on the capital structure of firms in taking decision for product 

diversification and geographical diversification. That is, larger firms engage more capital into 

product diversification and geographical diversification than smaller firms. Hence, it is therefore 

holds that, the evidence of the behaviour of large firms in Nigeria is consistent with the trade-off 

theory. 

 

Previously, empirical financial studies paid little attention to the role of diversification as a 

determinant of capital structure. The results of the present analysis indicate that the product 

diversification strategies developed by firms indeed affect their capital-structure decisions, 

together with other firm-specific characteristics as well as industrial and institutional factors, 

while the findings of this study point to the importance of diversification in explaining financing 

choices. The degree of product diversification and the direction of diversification (related or 

unrelated) have significant effects on formation corporate capital structure. Diversification is 

clearly a determining factor in capital structure decisions and thus deserves more attention in 

future investigations. 

 

Recommendations: 

 

Management of firms must strive to determine the best mix of debt and equity that will maximize 

the returns of the firm because it is only at that point that the wealth of shareholders will be 

maximized. Based on the findings of this research, it is recommended that; 

 

i. It is clear that capital structure is an important management decision as it greatly 

influences the owners‘ equity return; it is therefore incumbent on management of firms to 



 

 

develop an appropriate capital structure. In doing this, all factors that are relevant to the 

company‘s capital decision should be properly analyzed and balanced. 

 

ii. It is also recommended that since geographic diversification showed a negative effect, as 

a result of most geographic diversification being in form of franchise or grant of patent 

right, firms should also seek investments in product diversification, in order to enhance 

profitability without negative effect on capital structure. 
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ABSTRACT 

 

This research study examined the relationship between organizational culture, leadership styles 

and organizational performance. In other words, it looked at the effects of an organization‘s 

culture and the style of leadership it uses on its overall performance. Therefore, the problem of 

this study is to determine whether Organizational Culture and Leadership Styles affect 

Organizational Performance. The main objectives of this research are: (1.) to determine whether 

organizational culture affects organizational performance and (2.) to determine whether 

leadership styles affect organizational performance. The research questions are: (1.) what are the 

effects of Organizational Culture on Organizational Performance? (2.) What are the effects of 

Leadership Styles on Organizational Performance? The research is a conceptual research. 

Explanatory Research Design is used in the study. And all data used in this research are obtained 

from secondary sources. That is, they are data from the findings of previous research works on 

culture, leadership and performance.  

 

Keywords: Organizational Culture, Leadership, Leadership Styles, Organizational Performance 

 

1.1 Introduction 

 

Use of appropriate leadership style as well as creating, managing and sustaining excellent 

organizational culture are so important for an organization‘s success and profitability. In fact, if 

organizational management can be compared to driving, if the organization is the engine, then 

good leadership style and an excellent organizational culture are the fuel that make the engine, in 

this case the organization, to move. Therefore, the role of leadership and organizational culture 

in ensuring excellent performance in organizations cannot be over-emphasized. 

 

Leadership is what leaders do (Robbins & Coulter, 2007). Saasongu (2015) defined leadership as 

the individual behaviour to guide a group to achieve a common target. Fry (2003) explained 

leadership as the use of leading strategy to offer inspiring motive and to enhance staff‘s potential 

for growth and development. Leadership is the process of influencing a group to achieve goals 

(Robbins & Coulter, 2007). Edoka (2012) defined leadership as the process by which one person 

influences the thoughts, attitudes and behaviour of others.  

 

There are several styles of leadership that leaders or business executives apply in the course of 

running their organizations. There is ―Delegative or Free Reign Leadership Style.‖ There is also 

―Autocratic Leadership Style.‖ Other styles of leadership are: Transactional Leadership, 



 

 

Transformational Leadership, Laissez-Faire Leadership and Charismatic Leadership. All these 

styles of Leadership are explained in detail in the literature section of this paper. 

 

On the other hand, organizational culture refers to shared values, principles, traditions, and ways 

of doing things that influence the way organizational members act (Robbins and Coulter, 2007). 

Tichy (1982) defined organizational culture as the ―normative glue‖ that holds an organization 

together. Forehand and Gilmer (1964) suggested that organizational culture is the set of 

characteristics that describe an organization and distinguish it from others. Schein (2011) defined 

organizational culture as the shared philosophies, ideologies, beliefs, assumptions, expectations, 

attitudes, norms and values in organizations. 

 

Organizational performance is the ability of an enterprise to achieve such objectives as high 

profit, quality product, large market share, good financial results, and survival (Koontz & 

Donnell, 1993). According to Saasongu (2015) organizational performance is a term used to 

refer to how an enterprise is doing in terms of level of profit, market share and product quality in 

relation to other enterprises in the same industry. Consequently, organizational performance is a 

reflection of productivity of members of an enterprise measured in terms of revenue, profit, 

growth, development and expansion of an organization (Saasongu, 2015). 

 

Understanding the effects of organizational culture and leadership style on organizational 

performance is important because organizational culture and leadership style are considered as 

the key driving forces for improving performance in organizations. Organizational culture and 

leadership style are seen as potent sources of management development and they help sustain 

competitive advantage in organizations. Visionary business leaders develop excellent 

organizational cultures and styles of leadership, communicate those cultures and leadership 

styles to their subordinates and build commitment towards the cultures and leadership styles they 

have developed. Zhu et al. (2005) stated that excellent leadership styles and strong organizational 

cultures result in high levels performance in organizations. Mehra, Smith, Dixon and Robertson 

(2006) argue that when organizations seek efficient ways to enable them outperform others; a 

long standing approach is to develop excellent leadership styles and cultures.  

 

1.2 Statement of the Problem: 

 

Many organizations in Nigeria die or close down after few years of their establishments due to 

use of inappropriate style of  leadership and inability to create and manage strong organizational 

culture, norms, and values. In 2008, the Small and Medium Enterprises Development Agency of 

Nigeria (SMEDAN) reported that most businesses in Nigeria die before their fifth anniversary 

due a number of reasons (SMEDAN Annual Report, 2008). Inappropriate leadership style and 

poor organizational culture could be one of the reasons for high failure of organizations in the 

country. Leadership and organizational culture are the backbone of every organization. They 

assist in enhancing overall organizational performance, effectiveness and productivity.  

 

The style of leadership adopted in an organization is a pre-requisite for effective accomplishment 

in such an organization. The leadership style applied in an organization determines the level of 

subordinate participation in decision making in the organization and the way the organization is 

run administratively. Organizations which are low in efficiency tend to have leaders who are 



 

 

highly bossy. Decision making is centered on them alone. The problem with most organizations 

in Nigeria is that their leaders are not democratic in their relationship with subordinates. In fact, 

leaders in most Nigerian organizations are usually authoritarian in style. They dictate the tune 

and have the administration of their organizations centered on them. Another problem of 

leadership style in Nigerian organizations is the incompetence of leaders appointed in 

organizations. In most organizations in Nigeria, leaders or executives are not appointed based on 

merit. They are mostly appointed based on how well-connected they are. As a result, such 

organizations end up having incompetent leaders who lack the ability to use the appropriate 

leadership styles to lead organizational members and attain set goals and objectives. 

 

Moreover, most organizations in Nigeria lack leaders who can create and manage strong 

organizational culture. As Ahmed and Shafiq (2014) stated that ―the only thing of real 

importance that business leaders do is to create and manage culture. If you do not manage 

culture, it manages you, and you may not even be aware of the extent to which this is 

happening.‖ 

 

So, based on the discussion above, the problem of this research is to determine whether 

organizational culture and leadership style affect performance in order to know that how an 

organization‘s culture and its style of leadership assist in enhancing the productivity or the 

performance of the organization. 

 

1.3 Objectives of the Study: 

 

1. To determine the effects of organizational culture on organizational performance. 

2. To determine the effects of leadership style on organizational performance. 

 

1.4 Research Questions: 

 

1. What are the effects of organizational culture on organizational performance? 

2. What are the effects of leadership style on organizational performance? 

 

1.5 Research Hypotheses: 

 

1. H1: Organizational culture affects organizational performance. 

H0: Organizational culture does not affect organizational performance. 

2. H1: Leadership style affects organizational performance. 

H0: Leadership style does not affect organizational performance. 

 

1.6 Significance of the Study: 

 

This study is significant because it will serve as a reference material for future researches on 

organizational culture, leadership styles and performance. Moreover, the study is significant 

because it will help business executives to know the form or style of leadership that is best for 

their organizations.  

 

 



 

 

1.7 Limitations of the Study: 

 

In the course of this research study the researcher encountered the following constraints: 

 

1. Financial constraint: The researcher had no sufficient money to buy enough materials 

for the research. 

2. Time constraint: The researcher was short of time throughout the period of the study. 

This is because the researcher had to share the limited time available between work, 

studies and other things. 

 

2.1 Literature Review: 

 

2.1.1 Conceptual Framework: 

 

Organizational culture has been defined in various ways by so many people. Dubrin (2009) 

defined Organizational Culture as the system of shared values and beliefs that actively influence 

the behaviour of organizational members. Dubrin (2009) further stated that the term ―shared‖ in 

the definition implies that many people are guided by the same values and that they interpret 

them in the same way. Organizational Culture represents the dominant culture that affects the 

stakeholders of the organization as it affects the way things are conducted in the organization 

(Oduol, 2015).  

 

―Leadership‖ has been defined in various ways by many scholars. Dubrin (2009) said that 

Leadership is the ability to inspire confidence and support among the people who are needed to 

achieve organizational goals. Anyango (2015) defined Leadership as the process by which 

employees are directed, guided and persuaded towards achieving both their personal and 

organizational goals and objectives. There are several styles of Leadership and they discussed 

below: 

1. Democratic Leadership Style 

Democratic Leadership Style is also called ―Participative Leadership 

Style‖ (Edoka, 2012). This style involves the leader including employees in the 

decision making process (determining what to do and how to do it) (Edoka, 

2012). 

2. Delegative or Free Reign Leadership Style 
In Delegative or Free Reign Leadership Style as Edoka (2012) puts it, the 

leader allows the employees to make all decisions. However, the leader is still 

responsible for the decisions that are made (Edoka, 2012).  

3. Autocratic Leadership Style 
According to Dubrin (2009) Autocratic Leadership Style is a style of 

leadership in which a leader retains most of the authority for himself or herself 

and he/she is not generally concerned with employees‘ attitudes toward decisions. 

This style is used when leaders tell their employees what they want done and how 

they want it accomplished without getting the advice of their followers (Edoka, 

2012).  

4. Transactional Leadership Style 



 

 

Robbins and Coulter (2007) defined Transactional Leadership Style as a 

style of leadership in which a leader leads primarily by using social exchanges or 

transactions. To Anyango (2015), Transactional Leadership Style is a style of 

leadership that emphasizes transactions between leaders and subordinates.  

5. Transformational Leadership Style 
Transformational Leadership style involves stimulating, inspiring and 

transforming organizational members or employees to achieve extraordinary 

outcomes (Robbins & Coulter, 2007).  

6. Laissez-Faire Leadership Style 
This is a style of leadership whereby a leader gives followers complete 

freedom to make decisions and carry out tasks in whatever way they saw fit 

(Robbins & Coulter, 2007).  

7. Visionary Leadership Style 
Visionary Leadership involves a leader creating and articulating a realistic, 

credible, and attractive vision of the future that improves upon the current 

situation (Robbins & Coulter, 2007).  

8. Charismatic Leadership Style 
This style of leadership involves leading or influencing others based on 

personal charm, magnetism, inspiration and emotion (Dubrin, 2009). 

Organizational Performance on the other hand, may be defined as the 

accumulated end results of all the work activities of an organization (Robbins & 

Coulter, 2007). Baum and Blackwell (2002) defined Organizational Performance 

as the actual output or results of an organization as measured against its intended 

outputs or goals and objectives. 

 

2.1.2 Theoretical Framework: 

 

This research falls within the framework of culture, leadership styles and performance. 

Therefore, the researcher identified Trice and Beyer‘s Dynamic Capabilities Theory and Hersey 

and Blanchard‘s Situational Leadership Theory to support this study. 

 

The Dynamic Capabilities Theory developed by Trice and Beyer (1993) states that for an 

organization to gain competitive advantage, improve its overall performance, and survive in the 

dynamic and complex business environment, it needs to have the capability or the ability to 

acquire, build and utilize resources efficiently. 

 

On the other hand, Hersey and Blanchard‘s Situational Leadership Theory states that successful 

leadership in an organization is achieved by selecting the right style of leadership, which is 

contingent on the level of organizational members‘ readiness. The theory focuses on 

organizational members‘ or employees‘ readiness. ―Employees‘ Readiness,‖ according to Hersey 

and Blanchard (1970) refers to the extent to which employees have the ability and willingness to 

accomplish tasks in an organization. 

 

This research study, as stated above, is supported by the ―Dynamic Capabilities Theory‖ and the 

―Situational Leadership Theory.‖ 

 



 

 

3.1 Methodology: 

 

In this study, the research design adopted is ―Explanatory Research Design.‖ Explanatory 

Research Design was adopted because it involves the analysis of the relationships between 

variables, in this case between organizational culture, leadership style and performance. 

Moreover, secondary data is used throughout the study. All secondary data was collected from 

reviewing existing textbooks, journals, previous researches, newspaper articles, etc.  

 

The target population of this study includes all the findings of previous research studies 

conducted on the effects of organizational culture and leadership style on organizational 

performance.  

 

In this study, Simple Random sampling Technique is used to determine the sample size for the 

research. Simple Random Sampling is a sampling technique in which all units in the population 

have the same chance (or probability) of being included. After applying this technique, the 

researcher determined the sample size of the research to be 20 research reports conducted on the 

effects of organizational culture and leadership style on organizational performance. 

 

4. Findings: 

 

4.1 Discussion of Findings on How Organizational Culture Affects Organizational 

Performance: 

 

As stated in the first section of this paper, one of the objectives of this study is to determine 

whether organizational culture affects organizational performance. After going through the 

sample of research studies on organizational culture and performance selected randomly from the 

huge population of studies conducted previously, the researcher observed that organizational 

culture greatly affects organizational performance in the following ways: 

 

1. Organizational culture enhances organizational performance by making employees 

become committed to the philosophy and values of their organizations (Kotter, 2012). 

2. If an organization has an excellent culture, its overall performance will improve 

because the excellent culture that it has will serve as a control mechanism to channel 

the behaviors of its employees from undesired behaviours toward desired behaviours 

through the use of the norms and values stated in the culture (Schein, 2011). 

3. Organizational culture increases an organization‘s overall performance by facilitating 

communication and decision making and by creating cooperation among 

organizational members (Farashahi & Molz, 2005). 

4. A positive organizational culture supports adaptation and enhances employees‘ job 

performance by motivating them toward the attainment of corporate objectives. This 

will eventually improve organizational performance (Daft, 2010). 

5. A high degree of organizational performance is related to an organization which has a 

strong culture with well integrated and effective set of values, beliefs and behaviors 

(Raduan, 2008). 



 

 

6. Strong culture in an organization is very helpful to enhance the performance of the 

employees thereby leading to achievement set goals and increase in the overall 

performance of the organization (Deal and Kennedy, 1982). 

7. The norms and values of an organization may be invisible. Yet, they have a great 

impact on the organization‘s performance and profitability (Stewart, 2010). 

8. Good organizational culture is what distinguishes truly high-performing organizations 

from the rest (Ortiz & Arnborg, 2005). 

9. Organizations with excellent cultures have greater revenue increases, larger 

workforce expansions, larger increases in share prices, larger improvements in net 

income, and higher overall performances than those with weak cultures (Tavitiyaman 

& Zhang, 2012). 

10.  Corporate culture has a significant effect on an organization‘s performance (Oduol, 

2015). 

 

4.2 Discussion of Findings on How Leadership Styles Affect Organizational Performance: 

 

The second objective of this research, as stated in the objectives section of this paper, is to find 

out whether leadership style has any effect on an organization‘s overall performance. After 

reviewing the sample researches selected from the huge population of research reports on 

leadership styles and performance, the researcher observed that leadership styles affect 

organizational performance in the following ways: 

 

1. Effective leadership style is one of the key driving forces for improving organizational 

performance (Zhu et al., 2005). 

2. Effective leadership style is an indispensable tool for organizational performance 

improvement (Edoka, 2012). 

3. Transactional leadership style improves organizational performance by helping 

organizations to achieve their objectives more efficiently through the linking of employee 

job performance to valued rewards (Avolio, 1999, Lado et al., 1992, Rowe, 2007). 

4. The style of leadership used by a leader in an organization has a considerable effect on 

the performance or productivity of the organization (Terry, 1960). The success of every 

organization is attributed to leadership efficiency (Terry, 1960). 

5. Leadership style has a significantly positive correlation with organizational performance 

(Wang et al., 2010). 

6. Howell and Frost (1989) and Bryman (1992) also observed that there is a positive 

relationship between the leadership style of an organization‘s leader and overall 

organizational performance. 

7. Transformational Leadership Style has a positive correlation with organizational 

performance (Huang, 2006). 

8. Rush (2004) found out that Democratic Leadership Style improves an organization‘s 

overall performance. 

9. Autocratic Leadership Style decreases organizational performance because it causes 

employee grievances and frustration (Iqbal et al., 2015). 

10.  Leadership styles have significant and substantial effects on the performances of both 

small and large organizations (Iqbal et al., 2015).  

 



 

 

5. Summary and Conclusion: 

 

This research study mainly discussed the relationship between organizational culture, leadership 

styles and organizational performance. In other words, the study looked at how an organization‘s 

culture and style of leadership affect its performance. The results or findings of the research 

showed that organizational culture and leadership styles can have both positive and negative 

effects on performance. 

 

The existence of a good and strong culture in an organization can improve performance by 

making the organization‘s workers become so committed to the philosophy, values and norms 

stated in the culture. Another way that organizational culture can affect organizational 

performance is that an excellent culture creates cooperation among organizational members and 

it facilitates communication and decision making. When there is cooperation among employees, 

their performances will increase and such increase in employees‘ individual performances leads 

to higher overall organizational performance. Similarly, when there is ease of communication 

and decision-making, information can be transferred very fast from top management to lower-

level employees and decisions will be made very fast. This will eventually result in improved 

organizational performance. 

 

The findings of this study have also shown that leadership styles have significant effects on 

organizational performance. While Autocratic Leadership Style is not a good form of leadership 

as it decreases performance Autocratic Leadership Style leads to high overall performance. 

Furthermore, the results of the research have shown that Transactional Leadership Style and 

Transformational Leadership Style also lead to high organizational performance. 

 

6. Recommendations: 

   

In view of the results of this research, the following recommendations would be helpful to 

organizations operating in Nigeria especially in helping them overcome some of the leadership 

and culture management challenges that they are facing. 

 

First, Nigerian organizations should try to create, manage and sustain strong cultures. Since this 

research study has shown that an excellent and strong organizational culture will enable an 

organization to gain competitive advantage and survive in today‘s complex and dynamic 

business environment, it is strongly recommended that organizations in this country (both small 

and large) review their cultures, norms and values and make them stronger.  

 

Second, on leadership styles, it is strongly recommended that leaders or CEOs of Nigerian 

organizations use Democratic Leadership Style or Transformational Leadership Style or 

Transactional Leadership Style. But not Autocratic Leadership Style. This is because the results 

of this research have shown that Democratic, Transformational and Transactional styles of 

leadership all have positive effects on organizational performance while Autocratic or 

Authoritarian style has a negative effect on performance.   
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ABSTRACT 

 

Recently, there has been growing concern about ethical and integrity issues in the accounting and 

auditing profession in public and private on questionable acts. As such, this era has been branded 

by series of corporate failures, ethical negligence, auditing and accounting scandals both in 

developed economies and developing economies. In Nigeria, the policy flip-flops of the present 

administration snowballed into hyper-inflation and high unemployment rate (stagflation), 

inaccessibility to foreign exchange by manufacturing firms and very harsh and unconducive 

business environment have all plundered the economy into recession, thereby crippling 

productive activities of corporate institutions now showing signs of imminent distress, yet 

declaring good profits in their annual reports. These have created an ethical issue concerning 

falsification of the accounts and deliberate overstating of the profits of firms, with the heat on the 

credibility of independent auditors. Hence, the broad objective of this study investigates 

Effective Corporate Governance and Ethical Financial Reporting in Nigerian Banks, to 

determine effects and level of compliance with ethics of the profession towards reliable 

corporate performance reporting. In achieving this objective, secondary data was sourced and 

used for the review of literature, while primary data was sourced with the use of well-structured 

questionnaire, administered on a sample size of 225 respondents, being staff of four selected 

deposit money banks in Nigeria. A reliability test was done on the data collected using Cronbach 

Alpha model, to explore the internal consistency of the questionnaire, which shows that the 

designed questionnaire is highly reliable at 0.743. The ordinary least square was adopted for the 

purpose of hypothesis testing. The findings revealed that, effective corporate governance has a 

significant influence on ethical financial reporting of deposit money banks in Nigeria. It is 

therefore recommended that, banking sector regulators should ensure that, deposit money banks 

comply with the corporate governance principles by sanctioning defaulters on issues of 

transparency, accountability, ethical operations and good management practices. 
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1.1 Introduction 

 

As Nigeria experiences a downturn in economic growth owing to the recession, one prevailing 

issue that remains on the front flame is how to build investors‘ confidence through ethical 

accounting and auditing standards that enhances transparent financial reporting. The tragic 

failures and scandals of some corporate giants and the extensive corruption in the society 

highlights the critical need to focus on the anchors of sound professional ethics in the accounting 

and auditing profession both in developed and developing countries (Omoyele, 2010; Fodio, 

Ibikunle & Oba, 2013; Ogbonna & Ebimobowei, 2012). Within the last two decades, the 

Nigerian society witnessed the collapse of several companies in the financial and non-financial 

sectors of the economy. As Ogbonna (2010) argues that any organization that lacks ethical 

considerations may not survive for a long time to achieve its desired goals and objectives and 

that of its stakeholders. The failures of these organizations Aguolu, (2006) ascribes to the non-

adherence of accountants to the codes of professional ethics in the profession, resulting in the 

scrutiny of the trustworthiness and integrity of the auditing and accounting profession (Bakre, 

2007; Adeyemi & Fagbemi, 2011). 

 

Mathews and Perera (1996) observes that every profession has a built in code of ethics to compel 

ethical behaviour on its members. The rational for this is obvious, because individuals are often 

faced with ethical dilemmas and the problem of weakness of will, of which accountants are not 

exempted. In their working life they encounter numerous situations where they are tempted to do 

something morally wrong. That is why a feature of accountancy‘s claim to professionalism is its 

commitments to ethical standards (Nwagboso, 2008). This involves an assurance that the 

accountancy bodies and their members will not pursue their material self-interests in ways that 

conflict with their duties to the public interest (Appah, 2010). Therefore, accountants as 

professionals responsible for the preparation of financial reports need to adhere to the codes of 

ethical accounting standards to produce reliable, relevant, timely, accurate, understandable and 

comprehensive financial reports.  

 

Financial Reporting is an act of making financial statements transparent (Public) in line with 

statutory standards and guidelines (F.A.S.B. 1990). These statements provide a detail picture of 

the economic worthiness and direction of an organization with qualitative and quantitative 

information contents (Maines & Wahlens, (2006). The qualitative information according to 

Beuselinck and Manigart, (2007) are textual information from the managers to owners 

(Director‘s Report), owners to the general public (Chairman‘s Report), statement of accounting 

policies, and auditors‘ report for assurance. Lee (2006) assert that, quantitative information 

reveals the financial position, performance, and changes in the cash flow; reflected in balance 

sheet, income statement, and cash flow statement respectively.  

 

In Nigeria, financial information is required by law (for public companies) and by owners 

(private companies) to facilitate various economic decisions among variety of users. The 

accessibility of financial information and consumption of it depends upon the market of the 

information, likewise, the cost burden (Salaudeen, Ibikunle & Chima, 2015). While firms bear 



 

 

the cost of information in free (regulated) market, as a result of mandatory disclosure 

requirement, in free market the users are required to subscribe for their information need.      

 

In a developing economy like Nigeria, the important roles banks play in resource mobilization 

and reallocation directly affects the growth, efficiency and stability of the economy. As the major 

holder of the nation‘s financial assets, Otusanya and Lauwo (2010) states that the banking sector 

are exposed to the largest potential risk for financial and reputational losses in the event of 

corporate governance failure. Failures of corporate governance culminate into enormous 

financial losses, not only to individual banks and their shareholders but also to the society as a 

whole (Sikka (2009). Thus, there have been concerns on the need for strong corporate 

governance and quality financial reporting (Salisu, 2007) to promote professional accounting 

ethics, as studies have shown that good governance reduces the likelihood of creative financial 

reporting arising from fraud or errors (Dechow, et al., 1996; McMullen, 1996). 

 

Recently, there has been growing concern about ethical and integrity issues in the accounting and 

auditing profession in public and private on questionable acts. As such, this era has been branded 

by series of corporate failures, ethical negligence, auditing and accounting scandals both in 

developed economies and developing economies (Salaudeen, Ibikunle & Chima, 2015). 

Damagum and Chima, (2014) posits that evidence in prior research shows that poor corporate 

governance also attributes to such failures, hence the need to keep vigil over corporate entities 

behaviours as well as need to control the behaviour of managers and professional accountants 

through effective regulations to promote ethical value, professionalism and sound management 

practice promote ethical value, professionalism and sound management practice. 

 

In Nigeria, the policy flip-flops of the present administration snowballed into hyper-inflation and 

high unemployment rate (stagflation), inaccessibility to foreign exchange by manufacturing 

firms and very harsh and unconducive business environment have all plundered the economy 

into recession, thereby crippling productive activities of corporate institutions now showing signs 

of imminent distress, yet declaring good profits in their annual reports. These have created an 

ethical issue concerning falsification of the accounts and deliberate overstating of the profits of 

firms, as in the case of Afribank and Cadbury Nigeria Plc. The ethical standard of the auditing 

and accounting professions is seen to be questionable if they compromise compliance with 

expected standards. If a company fails shortly after being audited, the auditors are blamed for 

conducting an inferior audit. Therefore, the heat on the credibility of independent auditors, poses 

the problem of retention of public confidence through compliance with the code of corporate 

governance given the importance of quality financial reporting. 

 

The broad objective of this study investigates Effective Corporate Governance and Ethical 

Financial Reporting in Nigerian Banks, to determine effects and level of compliance with ethics 

of the profession towards reliable corporate performance reporting. To achieve the broad 

objective, the following hypotheses are here posited; 

 

H0: Effective Corporate Governance has no significant influence on Ethical Financial 

Reporting in Nigerian banks  

 

2. Literature Review: 



 

 

 

Ethics are the moral principles that an individual uses in governing his or her behaviour. It is the 

personal criteria by which an individual distinguishes ―right or wrong‖ (Ogbonna and Appah, 

2011). According to Ogbonna (2010), ethics and ethical values are concerned with actions or 

inactions that may not necessarily violate the rules of the organization or infringe the law of the 

land or amount to outright crime or felony, but which borders on our sense of morality, our sense 

of right and wrong. Ogbonna and Ebimobowei (2012) further states that ethics and ethical values 

concern issues like conflict of interest, insider‘s dealings, compromising integrity, objectivity, 

independence, confidentiality, disclosure of official secret and destruction of official documents 

for financial benefits and other similar acts that are against moral principles and ethical 

standards. 

 

Nwagboso (2008) argues that ethics or morality as matters of good and evil, right and wrong and 

subscribes to the fact that ―we are living today in an ethical wilderness‖. Nwagboso believes that 

ethics is in ferment and chaos among all people. Hale et al. (2005) say ethics represent a set of 

moral principles, rules of conduct or values. Ethics apply when an individual has to make a 

decision from various alternative regarding moral principles. Ajibolade (2008) sees ethical 

behaviour as necessary for society to function in an orderly manner. The need for ethics in 

society is sufficiently important that integrity, loyalty, and pursuit of excellence cannot be 

incorporated into law. Hale et al. (2005) further stated that the following ethical principles 

incorporate the characteristics most people associate with ethical behaviour: honesty, integrity, 

promise keeping, loyalty, fairness, caring for others, respect for others, pursuit of excellence and 

accountability.  

 

Mathews and Perera (1996) states that a formal code of ethics ensures that professional members 

will be more aware of the moral aspects of their work; an accessible reference tool for managers 

to keep ethical concerns in mind; abstract ideas will be translated into concrete terms applicable 

to every situation; members as a whole will act in a more standardized fashion throughout the 

profession. According to Jenfa (2000) and Nwagboso (2008), professional ethics provides 

accountants with these advantages: it helps the accountant to determine the prosperity of his 

conduct in his professional relationship; it indicates the kind of professional posture the 

accountant must maintain; it gives clients and potential clients a basis for feeling confident that 

the professional sincerely desires to serve them well and places service above financial reward; it 

gives clients assurance that standards of competence, independence and integrity as the goal of 

the accountant; it enables member bodies and regulatory authorities to fulfil their responsibility 

of ensuring that the professional accountants have the capabilities and competence expected of 

them by employers, interests of clients and the public are protected and the credibility of the 

profession is enhanced. 

 

2.1 Ethical Standards in the Accounting Profession: 

 

According to Nwagboso (2008), the accounting profession rests heavily on the need to exhibit a 

high sense of accountability and stewardship, hence the emphasis that all members be guided by 

professional code of conduct. The fundamentals of accounting ethics according to scholars 

include: Integrity; this is the quality of being honest and having strong moral principles (Okezie, 

2008; Nwagboso, 2008). It implies not merely honest but fair dealing and truthfulness. This 



 

 

principle of integrity imposes an obligation on all accountants to be straight forward and honest 

in professional and business relationships (Ogbonna & Appah, 2011). Objectivity; The principle 

of objectivity imposes the obligation on all professional accountants to be fair, intellectually 

honest and free from conflicts (Jenfa, 2000). This principle requires four basic needs of 

credibility, professionalism, quality of service and confidence (Nwagboso, 2008). Professional 

competence; Ogbonna and Appah (2011) assert that a professional accountant, in agreeing to 

provide professional services imply that he is competent to perform the services. Accountants 

should refrain from agreeing to perform professional services which they are not competent to 

carry out unless competent advice and assistance are obtained (Nwanyanwu, 2010). 

Confidentiality; A professional accountant according to Aguolu (2006), should respect the 

confidentiality of information acquired during the course of performing professional services, 

and should not use or disclose such information without proper and specific authority (Okezie, 

2008). Independence according to Ogbonna and Appah (2011) means having a position to take 

an unbiased viewpoint in the performance of professional assignments. Accountants must not 

only maintain an independent attitude in fulfilling their responsibilities, but the users of financial 

reports must have confidence in that independence (Jenfa, 2000; Okezie, 2008). Technical 

standards; Professional services should be carried out in accordance with the relevant technical 

and professional standards (Nwagboso, 2008; Nwanyanwu, 2010). The services should conform 

to the technical and professional standards of relevant accounting bodies and other legislation. 

 

2.2 Concept of Corporate Governance: 

 

Corporate governance originated from the potential problems associated with the separation of 

ownership from control that is inherent in the contemporary corporate form of banks. These 

problems have come to be known as ‗agency problems‖. This dates back, at least as far back as 

1776 when Adam Smith writing about professional managers in his Wealth of Nations stated 

that:  ―the Directors of Joint Stock Companies (Banks)…however being the managers rather of 

other people‘s money (and not their own)… It cannot be well expected that they should watch 

over it with the same anxious vigilance (as owners)…. Negligence and profusion therefore, must 

always prevail more or less, in the management of the affairs of such a company‖ (P.700). 

 

Following the realization of the potential for negligence and profusion by managers, several 

authors have come to define corporate governance from different viewpoints. Sanda et al. (2005) 

defines corporate governance as ways in which all parties (stakeholders) interested in the well-

being of the firm attempt to ensure that managers and other insiders take measures that safeguard 

the interest of the stakeholders. Zingalas (1998), views corporate governance systems as the 

complex set of constrains that shape the ex-post bargaining over the quasi-rents generated by the 

firm. According to the Central Bank of Nigeria (CBN) in the Code of Corporate Governance 

defines the subject as ―a system by which corporations are governed and controlled with a view 

to increasing shareholder value and meeting the expectations of the other stakeholders.‖  

 

Wolfensohn (1999) avers that corporate governance is about promoting corporate fairness, 

transparency and accountability. He is also of the view that corporate governance is the system to 

relations between the shareholders, board of directors and management of a company, as defined 

by the corporate charter, byelaw or formal policy and rule of law. "Corporate governance is the 

system by which business corporations are directed and controlled. The corporate governance 



 

 

structure specifies the distribution of rights and responsibilities among different participants in 

the corporation, such as, the board, managers, shareholders, and other stakeholders, and spells 

out the rules and procedures for making decisions on corporate affairs" (Cadbury, 1997:15). 

 

2.3 Concept of Corporate Financial Reporting: 

 

There is a growing demand for credible financial information to meet the needs of stakeholders 

who have operational interest in financial reporting. Information emanating from financial 

reporting is regarded as credible and useful when it faithfully represents the ―economic 

substance‖ of an organization in terms of relevance, reliability and comparability (Spiceland, 

Sepe and Tomassini (2001:36). Financial reporting is a key ingredient required for the corporate 

governance system to function successfully. The accountants and auditors who are the main 

providers of information to capital market participants are expected to exercise high degree of 

due care and exhibit professional competence in the accounts audited by them. The directors of 

the company will expect that management prepare the financial statements are in compliance 

with statutory and ethical obligations, and bank on auditors' competence and creditability 

(Dignam & Lowry, 2006). The primary objective of corporate financial report is to provide 

information about the financial strength, performance and changes in financial position of a firm 

that is useful to a wide range of users in making economic decisions (Benston, 2007). 

 

According to Nzotta (2008), financial reporting forms the basis for economic decision making. 

The various shareholders need financial reports for decision making on the investment and 

financial aspect of the organization. The financial reports produced by the accountant should be 

based on certain fundamental qualities for various users to understand the content of the report. 

As Alexander and Britton (2000) note that the fundamental objective of financial reports is to 

communicate economic measurements of and information about resources and performance of 

the reporting entity useful to those having reasonable rights to such information. IASB (2008) 

note that providing high quality financial reporting information is important because it will 

positively influence capital providers and other stakeholders in making investment, credit, and 

similar resource allocation decisions enhancing overall market efficiency. 

 

Adejola (2006) defined Financial statements (or financial reports) as formal records of a 

business' financial activities which provide information about the financial position, performance 

and changes in financial position of an enterprise that is useful to a wide range of users in 

making economic decisions. Financial statements provide an overview of a business' financial 

condition in both short and long term.  

 

2.3.1 Qualities of Financial Reports: 

 

Financial reports according to Nzotta, (2008) highlights financial information which provide 

insights into the resources held by an organization, the claims to these resources including the 

obligation of the firm to transfer resources to other entities and owners and the effects of 

transactions, events and circumstances that change its resources and claims to these resources 

(Glautier & Underdown, 2001). Belkaoui (2002) states the qualities of financial reports include 

relevance, understandability, reliability, completeness, objectivity, timeliness and comparability. 

The fundamental qualitative characteristics (relevance and faithful representation) are most 



 

 

important and determine the context of financial reporting information (Beest et al. 2009). The 

enhancing qualitative characteristics (understandability, comparability, verifiability and 

timeliness) Beest et al. states can improve decision usefulness when the qualitative 

characteristics are established.  

 

2.4 Empirical Review: 

 

Salaudeen, Ibikunle and Chima, (2015) in a study investigated unethical accounting practice and 

financial reporting quality: evidence from Nigeria. The study adopted a case studies approach as 

a research methodology, while information from archival records, newspaper, regulator and 

government reports were amply used. The findings revealed that, unethical practice in 

accounting and auditing profession has impacted negatively on financial reports as such has 

eroded the public confidence on financial reports. Looking at these corporate scandals from the 

perspective of the auditors one could say that the issues of technical competence and negligence 

in driving the audit process were lacking; on the issue of auditors providing non-audit services 

for their client, the independence of the accounting firm could not be guaranteed while extended 

audit tenure was also found to lead to compromise as result of over familiarity. 

 

In a study on the effect of ethical accounting standards on the quality of financial reports of 

banks in Nigeria, Ogbonna and Ebimobowei, (2012) explored the use of both primary and 

secondary sources of data. The primary source involved a well-structured questionnaire, 

administered to sixty seven respondents in eight deposit money banks. The study employed the 

econometric models such as diagnostic test, Augmented Dickey-Fuller, ordinary least square and 

Granger Causality in the analysis of data. The results reveal that ethical accounting standards are 

significantly related to the quality of financial reports of banks in Nigeria. On the basis of the 

findings, the study concluded that ethical accounting standards are fundamentally necessary for 

accountants to produce quality financial reports free from material misstatements.  

 

Furthermore, Behbahani, Zare and Farzanfar (2013) examined the effect of auditing quality on 

nonfinancial information disclosure quality. The study examined the factors influencing the 

nonfinancial information disclosure quality in the firms listed in Tehran stock exchange. So the 

necessary information were gathered from 102 firms listed in Tehran stock exchange in 2008–

2012. The regression analysis was used to test the hypotheses. A model including 50 indexes 

based on Iran accounting standards and other regulations concerning disclosure were used to 

measure nonfinancial information disclosure quality. The findings indicate that the auditing firm 

size has positive and significant effect on nonfinancial information disclosure quality. 

 

Abernethy, Bouwens and Lent (2012) in a study on the Ethics, Performance Measure Choice and 

Accounting Manipulation, employed a sample size of 550 respondents being observations from 

managers of ‗work units‘ with respondents having job titles such as CEO, manager, CFO, group 

controller, or finance manager, with source of data being a single survey instrument and a single 

informant per firm. The study employed multivariate statistical tools for the various variables, 

while the findings show that ethical values prevalent in a work unit affect performance measure 

choice, namely ethical values that ―focus on self‖ increase the use of costly aggregated 

performance measures that capture the joint performance of multiple work units to promote 

between-unit cooperation. The findings also revealed that the effect of ethical values on the use 



 

 

of aggregate measures is almost twice as large as the effect of within-firm interdependencies, 

which have been considered the main determinant of their use in prior literature. Finally, the 

findings revealed that an ethical work climate with a lower ―focus on self‖ reduces the incidence 

of accounting manipulation. 

 

2.5 Theoretical Framework: 

 

This study uses the stewardship theory as a theoretical background to develop an empirical 

framework for examining the impact of ethical professional standards on financial reporting. The 

contractual relationship between the stakeholders, who are the owners of the company, and the 

upper echelon, board of directors and external auditors, is purely stewardship relationship 

(Adelegan, 2009). Stewardship theory provides a natural backdrop of this study because financial 

reporting concerns arose as result of divorce of company from owners of company and as such 

those who are entrusted to oversee and manage the company on behalf of the owners are 

expected to render stewardship of their responsibilities i.e. financial reports which must be 

validity by independence professional party (External Auditors). Consequently, those users who 

desire to assess the stewardship of management do so in order that they take economic decisions; 

these decisions may include, for instance, whether to hold or sell their investment in the 

enterprise or whether to reappoint or replace the management. The stewardship objective has 

been considered as being about information that provides a foundation for a constructive 

dialogue between management and investors. This is deemed to be essential response to the 

development of a contemporary company and a fundamental building block of corporate 

financial reporting. It is also advocated that, whilst this dialogue takes place in many ways and in 

various media, reporting accountants and external auditors plays a vital role in shaping this 

dialogue (Accounting Standards Board, 2007). 

 

3.0 Methodology: 

 

The research design employed in this study is the descriptive research design, which helped 

discover and describe the characteristics of the variables of interest. Furthermore, the cross-

sectional survey was adopted, which involved sampling of elements selected from the population 

of interest measured and analysis of primary data, which is a precursor to regression design. The 

study population consists of selected deposit money banks within Abuja metropolis, the Federal 

Capital Territory, North Central Nigeria, from where four banks were selected from the old 

generation banks (First bank and Union bank) and among the new generation banks (Fidelity 

Bank and Access bank), with an estimated staff strength of (398) three hundred and ninety eight. 

A sample size of 200 was derived using the Yamane (1964) sample estimation technique, and 

was augmented by 20% to 240 respondents, which ensured a useable returned sample of 225 

respondents, more than the estimated 200. The structured instrument of data collection was 

administered to sixty (60) respondents each from the four selected banks. The sampling 

technique used is simple random sampling technique. 

 

Table 3.1: Sample Size Selection from each Bank  

S/N Banks Number of 

Administered 

Questionnaire 

Number of Returned 

Questionnaire 



 

 

1 First Bank Plc 60 58 

2 Union Bank Plc  60 54 

3 Access Bank Plc 60 57 

4 Fidelity Bank Plc. 60 56 

 Total  240 225 

Source: Field Survey, 2017 

 

Out of the two hundred and forty (240) copies of questionnaire administered, only two hundred 

and twenty five (225) representing 93.75% were returned and found good for the data analysis. 

Data for this research study were diligently sourced from primary sources. The primary data was 

sourced from the selected deposit money banks using structured questionnaire as research 

instruments. The first part of the questionnaire contains questions on organization‘ and 

respondents‘ characteristics. The second part of the questionnaire examined corporate 

governance and ethical financial reporting issues using five point scale of 5- strongly agree (SA), 

4- agree (A), 3- undecided (U), 2- disagree (D) and 1-strongly disagree (SD). The third part of 

the questionnaire examines ethical financial reporting and transparency with accountability of 

Nigerian banks. The questionnaire were pre-tested using fifteen (5) respondents in different 

banks not selected for this study and a reliability test was done on the data collected using 

Cronbach Alpha model, to explore the internal consistency of the questionnaire. The result of the 

reliability test shows that the designed questionnaire is highly reliable at 0.743. The ordinary 

least square was adopted for the purpose of hypothesis testing. The ordinary least square was 

guided by the following linear model: 

 

Measurement of Variables: 

 

Yi = f (X1, X2, X3, X4, X5)     (1) 

 

Independent Variable:  ECG = f (BC, BR, IC, DC, TR) 

Dependent Variable:  EQFR = f (INT, OBJ, CONF, IND, TEST) 

 

EQFR = f (ECG) 

 

Therefore, taking inferences from literatures, the model specification here is formulated to test 

the hypothesis, which is as follows:  

 

EQFR = β0 + β1 BC + β2 BR + β3 IC + β4 DC + β5 TR + Ui   (2) 

 

Where:  

ECG = Effective Corporate Governance 

BC = Board Composition 

BR = Board Responsibilities 

IC = Internal Control 

DC = Disclosure and  

TR = Transparency 

 

EQFR = Ethical and Quality Financial Reporting 



 

 

INT = Integrity 

OBJ = Objectivity 

CONF = Confidentiality 

IND = Independence 

TEST = Technical Standards 

 

β0 = Unknown constant to be estimated  

β1 = Unknown coefficients to be estimated  

Ui = Error Term  

β1 > 0 

 

4.0 Data Analysis: 

 

From the analysis reveals that 56.9% of the total respondents were male while 43.1% of the 

respondents were female. The table 4.1 also reveals that 22.7% of the total respondents fall 

within the age bracket of 20-30 years, 72.4% within 31-40 years while 4.9% within 41 years 

above. The analysis also reveals that 70.1% of the total respondents are post-secondary degree 

holders such as BSc and HND, also 4.9% of them are MSc/MBA graduates; while 25% hold 

professional qualifications like ICAN, NIMN. Also 7.6% of the respondents are in top 

management positions, 20.9% in supervisory positions, while 71.5% are in lower level cadre of 

the banks. The sample shows that 22.2% of the respondents have spent below 5 years in service, 

64.9% have spent between 5-10 years in service, and 7.1% have spent 11- 15 years while 5.8% 

11-15 years and; Finally, from the observation also 15.1% are married, 54.7% are single, 20.4% 

are separated, and 9.8% are divorcee. 

 

Table 4.1: Internal control and audit committees within the organization are independent of 

board influence 

 

 

 

 

 

 

 

 

Source: Field Survey, 2017 

 

Table 4.1 shows that majority of the respondents (52.4%) agreed and 38.7% strongly agreed that, 

internal control and audit committees within the organization are independent of board influence. 

However, only 8.9% were undecided. This implies that, internal control and audit committees 

within the organization are independent of board influence.  

 

Table 4.2: Does your bank comply with the Ethics of Accounting Standards in its financial 

reporting? 

 Frequency Percent 

 Strongly agree 52 23.1 

 Frequency Percent 

 Strongly agree 87 38.7 

Agree 118 52.4 

Undecided 20 8.9 

Disagree 0 0.0 

Strongly disagree 0 0.0 

Total 225 100.0 



 

 

Agree 126 56.0 

Undecided 11 4.9 

Disagree 21 9.3 

Strongly disagree 15 6.7 

Total 225 100.0 

Source: Field Survey, 2017 

 

In table 4.2, the analysis shows that 23.1% and 56% of the entire respondents agree and strongly 

agree respectively that their banks‘ comply with the Ethics of Accounting Standards in their 

financial reporting. However, a total of 16% of the respondents disagreed, while 4.9% were 

undecided. This implies that though majority of the respondents are of the opinion that ethical 

standards are being complied with, a good number of banks still indulge in unethical accounting 

practices.  

 

Table 4.3: Ethical financial reporting is an evidence of Board Transparency and Auditors‘ 

Independence  

 Frequency Percent 

 Strongly agree 49 21.8 

Agree 137 60.9 

Undecided 10 4.4 

Disagree 13 5.8 

Strongly disagree 16 7.1 

Total 225 100.0 

Source: Field Survey, 2017 

 

Table 4.3 shows that 21.8% and 60.9% of the respondents agree and strongly agree that Ethical 

financial reporting is an evidence of Board Transparency and Auditors‘ Independence, 4.4% 

were undecided, while a total of 12.9% disagreed. This confirms that, ethical financial reporting 

in organizations is a clear indication of board accountability, transparency and auditors‘ 

independence.  

 

Table 4.4: Do you agree that imbibing the spirit of transparency, the culture of accountability 

and integrity minimizes corporate failures and distress?  

 Frequency Percent 

 Strongly agree 75 33.3 

Agree 103 45.8 

Undecided 16 7.1 

Disagree 17 7.6 

Strongly disagree 14 6.2 

Total 225 100.0 

Source: Field Survey, 2017 

 

Table 4.4 shows that, 33.3% of the respondents strongly agree that imbibing the spirit of 

transparency, the culture of accountability and integrity minimizes corporate failures and 

distress, which was also collaborated by 45.8% who agreed. However, 6.2% and 7.6% of the 



 

 

respondents strongly disagreed and agreed respectively, while 7.1% were undecided. This 

implies that adherence to ethical values helps the bank remain solvent.  

 

Table 4.5: Effective Corporate Governance significantly influences ethical financial reporting in 

Nigerian banks  

 Frequency Percent 

 Strongly agree 92 40.9 

Agree 87 38.7 

Undecided 14 6.2 

Disagree 16 7.1 

Strongly disagree 16 7.1 

Total 225 100.0 

Source: Field Survey, 2017  

 

The above table indicates that, 38.7% of the entire respondents agree that Effective Corporate 

Governance significantly influences ethical Financial Reporting in Nigerian banks, which was 

further strengthened by 40.9% who strongly agreed. However, 7.1% each of these respondents 

strongly disagreed and disagreed respectively, while only 6.2% were undecided. This implies 

that, Effective Corporate Governance significantly influences ethical Financial Reporting in 

Nigerian banks 

 

4.2 Test of Hypothesis: 

 

H0:  Effective Corporate Governance has no significant influence on Ethical Financial 

Reporting in Nigerian banks 

Table 4.6: Regression result on Effective Corporate Governance and Ethical Financial 

Reporting 

Dependent Variable: EQFR   

Method: Least Squares   

Date: 03/31/17   Time: 17:10   

Sample: 225   

Included observations: 225   

     
     Variable Coefficient Std. Error t-Statistic Prob.   

     
     C 3.977549 1.595040 2.493698 0.0342 

ECG 0.086075 0.041115 2.093518 0.0034 

     
     R-squared 0.546522     Mean dependent var 4.363636 

Adjusted R-squared 0.503864     S.D. dependent var 0.460071 

S.E. of regression 0.483374     Akaike info criterion 1.546912 

Sum squared resid 2.102850     Schwarz criterion 1.619256 

Log likelihood -6.508014     Hannan-Quinn criter. 1.501308 

F-statistic 12.059084     Durbin-Watson stat 2.258277 

Prob(F-statistic) 0.003399    

     
     Source: Authors Computation, 2017 (E-views 9.0)  



 

 

EQFR = 3.97 + 0.08 ECG 

SEE =1.59  0.04 

*t =    2.49 2.09 

*F =   12.05; Prob (F-statistic) = 0.003 

 R
2
 =  0.5465; Adj. R

2
 0.503 

DW  = 2.25 

 

From table 4.6, the calculated t-value for ECG is 2.09 (Ethical and Quality Financial Reporting 

model) and the tabulated value is given as ±1.96, under 95% confidence levels. Since the 

calculated t-value is greater than the tabulated value (2.09 > 1.96), we therefore, reject the null 

hypothesis (H0). We conclude that Effective Corporate Governance has a significant influence on 

Ethical Financial Reporting of quoted deposit money banks in Nigeria. Also, by examining the 

overall fit and significance of the Ethical Financial Reporting model (EQFR) model, it can be 

observed that the model does have a good fit, as indicated by the relatively high value of the F-

statistic, 12.05 and it is insignificant at the 5.0 per cent level. That is, the P Value (rho value) of 

0.003 being less than 0.05 probability levels, which implies that there is a 0.003 chance that the 

equation as a whole is not significant. More so, the 
2R (R-square) value of 0.5465 shows that the 

model does have a good fit too. It indicates that about 54.65 per cent of the variation in Ethical 

Financial Reporting is explained by Effective Corporate Governance, while the remaining 

45.35percent is captured by the error term. Durbin Watson (DW) statistics which is also used to 

test for the presence of autocorrelation indicates that there is no autocorrelation among the 

variables as captured by (DW) statistic of 2.25. This shows that the estimates are unbiased and 

can be relied upon for policy decisions. 

 

4.2 Discussion of Findings: 

 

The test of hypothesis revealed that that Effective Corporate Governance has a significant 

influence on Ethical Financial Reporting of quoted deposit money banks. The implication is that, 

compliance with corporate governance code by management of deposit money banks in Nigeria, 

there would be a spill over effect or significant influence on ethical financial reporting by the 

banks. This is in agreement with the findings of Ogbonna and Ebimobowei, (2012) that, ethical 

accounting standards are significantly related to the quality of financial reports of banks in 

Nigeria. This implies that when there is an effective corporate governance mechanism in place, 

banks will comply ethical accounting standards, which greatly influences Integrity, Objectivity, 

Confidentiality, Independence and Technical Standards of auditors and accountants, which in 

turn will reflect in the quality of the firm‘s financial report. The finding of this study is also in 

agreement with the findings of Salaudeen, Ibikunle and Chima, (2015) that, unethical practice in 

accounting and auditing profession has impacted negatively on financial reports as such has 

eroded the public confidence on financial reports. 

 

5.0 Conclusion and Recommendation: 

 

This study examined some key components or mechanisms of effective corporate governance. 

The components considered were board composition, board responsibilities, internal control, 

disclosure and transparency. However, the incidences of poor corporate governance have gone a 

long way in threatening the very foundation upon which the banking sector was laid in Nigeria 



 

 

which, in essence, has made so many banks to go into extinction and sudden disappearance from 

the banking world. From the foregoing discussions, it is unveiled that without effective corporate 

governance in place, being a by-product of regulations, financial reporting will lack ethical 

touch, hence will be nothing more than window dressing.  

 

Effective Corporate Governance would enhance financial disclosures and ethical financial 

reporting in Nigerian banks, giving the banks the opportunity to the inherent benefits of ensuring 

ethical Financial Reporting Standards, which includes imbibing the spirit of transparency, the 

culture of accountability and integrity, which minimizes corporate failures and distress. The 

study also concludes that, improved financial reporting and corporate governance will restore 

investors‘ confidence in Nigerian banks. 

 

Based on the findings, the study therefore recommends that, efforts should be made by banking 

sector regulatory institutions to ensure that, deposit money banks comply with the corporate 

governance principles by sanctioning defaults on issues of transparency, accountability, ethical 

operations and good management practices, as this will greatly influence adherence to ethical 

values in the banks‘ accounting practices and financial reporting.  
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ABSTRACT 

 

The study seeks to determine the extent of the relationship between six Sigma and organizational 

effectiveness, to identify the key steps to implements six Sigma in manufacturing firms, 

determine the effect of the relationship between six Sigma professionals like the executive 

leader, champion, master black belt, black belt and green belts. The study was carried out 

primarily through the survey method and interview of employees in three manufacturing firms in 

Nigeria. Secondary data were obtained through books, journals and internet. Findings indicate 

that there is a significant relationship between six Sigma and organizational effectiveness in 

those selected firms. They also reveal that there is a significant relationship between six Sigma 

professionals of executive leader, champion, master black belt, black belt, green belt and the 

extent of six Sigma in manufacturing firms. However, despite the apparent popularity of six 

sigma, very little is known about the extent to which it has actually been adopted by 

manufacturing firms in Nigeria. If a manufacturing organization is producing product or service, 

which does not meet the customer‘s needs, then it will not be competitive or profitable. 

Manufacturing organizations should go backwards and look at their processes to improve the 

product base on customers‘ requirements for organizational effectiveness. The study 

recommended among others, that all major stakeholders should organise a seminar, workshop, 

and conference on Six Sigma process and its implementation in manufacturing firms in Nigeria. 

 

1.0 Introduction 

 

Six Sigma is a measure of goodness involving the application of statistical methods to business 

processes toimprove operating efficiency, reduce variation, avoid defects and reduce waste. 

More specifically it is a methodology and set of tools used to reduce quality problems to less 

than 3.4 defects per million or better (Anil and Arya, 2009). Six Sigma is a management 

philosophy aimed at customer‘s satisfaction and business process improvements. It also 

incorporates the basic principles and techniques used in business processes reengineering. The 

Six sigma methodology improves the existing business processing by constantly receiving and 

returning the processes of production. (www.isixsigma.com/books/default.asp.tabdixatoy). 

 



 

 

According to Adam (2009) Six sigmahas evolved from scientific management and continuous 

improvement theories by combining the finest elements of many quality initiatives. Originally, 

Motorola was the first to launch a six Sigma program in the 1980‘s but since then many 

companies adopted six Sigma as a corporate requirement for strategic and tactical operationsto 

produce high level results, improve work processes, expand employee‘s skills andchange the 

culture. Now Six Sigma is well established in some industry and Many organisations now 

modify six sigma methodology and tools to fit their own operations (Schroeder et al, 2008) 

 

Black and Revere (2006) state that Six Sigma is a quality movement, methodology and a 

measurement. As a quality movement, Six Sigma is a major player in both manufacturing and 

service industries throughout the world. As a methodology, it is used to evaluate the capability of 

a process to perform defect free, where a defect is defined as anything that result in customer 

dissatisfaction. 

 

1.2 Statement of the Problem: 

 

The need for the continuous process improvement by Nigerian manufacturing firms cannot be 

overemphasized. Six-Sigma strategies is believed to yield tremendous cost savings while 

reducing defects, enhancing customer satisfaction, and increasing customer retentions at many 

organisations. 

 

Many manufacturing firms in Nigeria are operating below Six-Sigma quality levels. That means 

they could be losing up to 25 – 40 percent of their total revenue due to processes that deliver 

many defects.  

 

Six-Sigma has emerged as a metaphor for the way managers‘ focus on the effectiveness in all 

aspect of the organization in highly competitive environment. However, despite the apparent 

popularity of Six-Sigma, very little is known about the extent to which it has actively been 

adopted by manufacturing firms in Nigeria. Therefore, it has become imperative to investigate 

the relationship between Six-Sigma and organizational effectiveness in Nigerian manufacturing 

firms. 

 

1.3 Objectives: 

 

The major objective of the study is to assess the link between six sigma and organizational 

effectiveness in Nigerian manufacturing firms and and how it affects their profitability. The 

study has the following specific objectives, 

 

1. To determine  the relationship between six sigma and organizational effectiveness 

2. To identify key steps to implement six Sigma in manufacturing firms 

3. To determine the extent of the relationship between six sigma professionals and 

organizational effectiveness 

4. To assess the extent of six Sigma in manufacturing firm‘s effectiveness and productivity 

 

1.4 Hypotheses: 

 



 

 

These hypotheses were proposed for the study: 

H1 there is a significant relationship between six sigma and organizational effectiveness 

H2identify core processes and key customers,define customer requirements and measure current 

performances are key steps to implement six Sigma in manufacturing firms. 

H3 there is a significant relationship between six sigma professionals and organizational 

effectiveness 

H4 there is an extent of relationship between  six Sigma and manufacturing firm‘s effectiveness 

and profitability  

 

1.5 Research Method: 

 

The study was carried out through the survey method and interview of employees in three 

manufacturing firms in Nigeria. 

 

Secondary data were obtained through books, journals and internet. A simple size of 286 was 

obtained from the population of 1000 at 5% error tolerance and 95% degree of freedom using 

Yamane‘s statisticalformula. 275(96.15%) of the questionnaire distributed were returned while 

11(3.85%) of the questionnaire distributed were not returned. The questionnaire was designed in 

Likert scale format. Empirical works of other scholars were consulted. The research conducted a 

pre-test on the questionnaire to ensure the validity of the instrument. Data collected were 

presented in frequency tables. Correlationcoefficient and chi-square statistical tools were used to 

test the hypotheses 

 

2.  Literature: 

 

2.1   Steps to implementing Six Sigma: 

 

According to Eckes (2015) Six Sigma is about determining the best measures of a process, 

implementing them, tracking them, and making adjustments so that more of the outcomes fall in 

the acceptable range by reducing the number of defects, the five steps to implementing six Sigma 

are as follows: 

 

1. Identify core processes and key customers: The business seeks to identify the core or 

value-added processes that deliver products and service to customers, i.e. the ―value 

delivering‖ processes are identified. 

2. Define customer requirements: In this step, the output requirements and ―service 

requirements‖ of the customers are identified. The identified. This keeps the firms in 

touch with the customer and provide the basis for measuring performance in customer 

satisfaction. 

3. Measure current performance: measuring customer satisfaction as well as operational 

efficiency helps keep the firm doing the ‗right things right‘. 

4. Prioritize, analyses, and implement improvements: a project-based approach for 

identifying ‗high-potential improvement opportunities‘ and a fact-based approach using 

risk and ROI analyzing is used at this stage. 



 

 

5. Expand and integrate the six-sigma system: in these steps, the processes, controls, 

measures, and infrastructure are established till six-sigma becomes embedded in the 

company‘s culture. 

 

2.2       SixSigma Professionals: 

 

According to Lamprecht (2014) There are five levels of professionals who coordinate their 

activities to successfully implement the six-sigma method. Individuals at various levels of the 

organization have to be selected and trained according to the level they are expected to fulfill(1) 

executive leader, (2) champion, (3) master black belt, (4) black belt, and (5) green belt 

Executive Leader: The executive leader is a high-level executive who is committed to the 

success of Six Sigma. He/she should be knowledgeable about the six-sigma process and should 

assign key individuals in the champion/sponsor position. The key to a successful six sigma 

program is breaking down the boundaries within the organization. The executive leader must be 

committed to this program and provide leadership both to promote team work and collaboration 

among all the players in the program. 

 

Champion: The champion also needs to be a high-level executive. He/she should oversee the 

individuals in the black belt positions. They should provide resources to complete the job and 

assist the black belts to select projects. Benchmarking with other organizations is another high-

level executive position that ensures the management‘s commitment to this programme. This 

position decides what needs to be done and provides assistance to the black belts, both with 

monetary resources as well as a dedicated staff. In addition, this position benchmarks with other 

organisations in order to gain key information in processes they may need to improve. 

 

Master Black Belt: The master black belt provides resources for the black belt experts on 

statistical methods and expertise on the six-sigma process. He/she also works with the 

champion/sponsor to select the projects. The master black belt has technical expertise in the six-

sigma process as well as statistical methods. Initially, the master black belt is an individual from 

a six-sigma consulting firm who instructs the black belts on the six-sigmaprocess. Eventually, a 

black belt in the organization who has become an expert replaces this individual. They are 

possible for the training of the black belts and green belts. In addition, they play a key role in 

overseeing the statistical calculations of the processes as well as assisting with project selection. 

 

Black Belt: The belts are the leaders of the six-sigma process and possesses management and 

technical skills. They are responsible for bringing the project vision to reality. They are 

completely dedicated to the six-sigma program and oversee the green belts. The black belts of six 

sigma process are the true leaders of process change. The executive level may decidewhat needs 

to be done; the black belts decide how to do it. They must have both management skills and 

technical skills to work with the green belts and others to bring the projects to fruition. Due to 

the importance of this position and the details involved, six-sigma is their only responsibility. 

 

Green Belts: The green belts are considered to be the project leaders. They support the black 

belts in completing the project. The green belt position work closely with the black belts to 

decide how to complete the project. They are individuals who are trained in six-sigma but are 



 

 

also ‗close to the action‘ so they can provide the necessary constructive input to improve the 

processes 

 

2.3 The Six Sigma Process: 

  

Six sigma aims at improving processes and producing goods with zero defects. There are two 

methods to achieve this goal. The first is define, measure, analyse, improve, control (DMAIC) 

and the secondis to define, measure, analyses, design, and verify (DMADV). 

 

DMAIC: It involves defining theproblem, measuring where you stand, analyzing where the 

problems start, improving the situation, and controlling the new processes to confirm that it is 

fixed. The black belts attend four training sessions taught by the master black belts to clearly 

understand these steps. These sessions are broken up so that the black belts can take what they 

learned andapply it to their initial projects. The theory behind this is that they are not 

overwhelmed with too much information all at once. Another good way to remember DMAIC is 

‗dumb managers always ignore customers‘. 

 

The various steps are explained below. 

 

1. Define:  a numerical parameter must be usedto definethe problem. There must be an 

objective way to ensure the problem. In addition, the goal is not to manage the problem 

but to solve it. Therefore, there must be focus on the problem not on the outcome. 

2. Measure: again, a numerical measurement of the current process is necessary inorder to 

change the process. What are theresultsof the current process? What are the competitor‘s 

processes? The focus must be on the critical quality issues that the customers find 

important. 

3. Analyses: once the measurements are available, it is necessaryto analyses this data. This 

willeliminate the gapbetween the current practice and the desired goal 
___

achieving 

3.4defects in one million opportunities 

4. Implement: after analysis, changes need to be implemented to achieve this goal. 

Everyone should be involved in suggesting ways to improve the processes, especially 

those that work directlywith the process. The green belts and the black belts inan 

organization act on these suggestions. 

5. Control: once changes have been made to the processes to achieve new operating limits 

then the blackbelt must oversee measures to keep these operating limits then the black 

belts must oversee measures to keep these operating limits in place and then onto the next 

project in order to achieve the six sigma goals. (Brue and Haves, 2015) 

 

DMADV , the various aspects of DMADV are defined measure, analyses, design, and verify 

 

1. Define: it involves the definitions of internal and external goals of the customers and the 

projects 

2. Measure: Quantificationof the customer needs as well as the goals of the management 

3. Analyses: it involves the analysis of the options as well as the existing process to 

determine the cause of error origination and evaluate corrective measures. 



 

 

4. Design: it involves the design of a new process to the existing one in order to eliminate 

the error origination that meets the target specification. 

5. Verify: this step involves verification, by performance of the developed design audits 

ability to meet the target needs. (Brue and Haves, 2015) 

 

2.4 Benefits of Six Sigma: 

 

Six Sigma Offers Six Major Benefits That Attract Companies 

 

(1) Generates sustained success 

(2) Sets a performance goal for everyone 

(3) Enhances value for customers 

(4) Promotes learning and cross pollination 

(5) Accelerates the rate of improvement 

(6) Executes strategic charge (Eckes, 2015) 

 

3.0 Results and Discussions: 

 

This section presents the analysis of data collected in the course of this study. Data 

were presented in tables for analysis. Hypotheses 1 and 3 were tested by correlation 

coefficient. Hypotheses 2 and 4 were tested by chi-square test statistics using SPSSS. 

 

Table (1) What Is the Extent of The Relationship Between Six SigmaAnd 

Organizational Effectiveness 

S/N  AGREEMENT DISAGREEMENT TOTAL 

1 There is a significant 

relationshipbetween six 

sigma and organizational 

effectiveness 

260(142.5) 15(132.5) 275 

2 There is no significant 

relationship between six 

sigma and organizational 

effectiveness 

25(142.5) 250(132.5) 275 

TOTAL  285 265 550 

Source: Field Survey, 2017 

 

H1: there is a significant relationship between six sigma and organizational 

effectiveness 

 

Table (2)           descriptive statistics 

 Mean Std. deviation N 

Six sigma 

 

Organizational 

effectiveness 

1.4836 

 

2.7891 

.86850 

 

1.16169 

275 

 

275 

 



 

 

 

Table (3)    correlations 

 Six sigma Organizational 

effectiveness 

Six sigma  Pearson correlation 

 

Sig.(2-tailed) 

N 

Organizational Pearson correlation 

effectiveness 

Sig.(2-tailed) 

N 

1 

 

 

275 

.583(**) 

 

.000 

275 

.583(**) 

 

.000 

275 

1 

 

 

275 

Source: SPSS version 15.00 

 

Table (2) shows the descriptive statistics for six sigma and organizational effectiveness. 

With amean response of 1.4836 and std. deviation of .86850 for Six Sigma and a mean 

response of 2.7891 and std. deviation of 1.16169 for organizational effectiveness and 

number of respondents (150); by careful observation of standard deviation values, there 

is not much difference in terms of the standard deviation scores. This implies that there 

is about the same variability of data points between the dependent and independent 

variables. 

 

Table (3) presents the Pearson correlation coefficient for six sigma and organizational 

effectiveness. The correlation coefficient shows 0.583 this value indicates that 

correlation is significant at 0.05 level (2tailed) and implies that there is a significant 

relationship between six sigma and organizational effectiveness (r = .583). 

Thecomputed correlations coefficient is greater than the table value of r=.195 with 273 

degrees of freedom (df.=n-2) at alpha level for two-tailed test (r=.583,p<.05). Since the 

computed r=.583, is greater than the table value of .195 we reject the null hypothesis 

and conclude that there is a significant relationship between six sigma and 

organizational effectiveness (r=.583, p<.05). 

 

Table 4 What Are the Key Steps To Implement Six Sigma In Manufacturing 

Firms 

S/N  AGREEMEN

T 

DISAGREEMEN

T 

TOTAL 

1 Identify core processes and key customers.  240(253.75) 35(21.25) 275 

2 Define customer requirement 260(253.75) 15(21.25) 275 

3 Measure current performance and prioritize, 

analyze, and implement improvements 

250(253.75) 25(21.25) 275 

4 Expand and integrate the Six Sigma system 265(253.75) 10(21.25) 275 

TOTAL  1015 85 1100 

Source: Field Survey, 2017 

 



 

 

H2: Identify core processes and key customers, define customer requirement, measure 

current performance and prioritize, analyze, and implement improvements, expand and 

integrate the six-sigma are key steps to implement six-sigma in manufacturing firms. 

 

Table 5 Chi-Square Tests Computed from The Frequency Cross Tabulation 

 Value Df Asymp. Sig. (2-sided) 

Pearson chi-square 

Likelihood ratio 

Linear by linear 

Association 

N of valid cases 

363.851(a) 

405.830 

 

82.144 

1100 

6 

6 

 

1 

000 

.000 

 

.000 

Source: SPSS Version 15.00 

 

Table (5) presents the output of the compound chi-square values from the cross tabulations 

statistics of observed and expected frequencies with the response options of agree and disagree 

based on the responses of the research subjects from three manufacturing firms. Pearson, chi-

square computed value (X
2

c=363.851) is greater than the chi-square tabulated value (X
2

t=12.59) 

with 6 degrees of freedom (df) at 0.05 level of alpha (X
2

c=363.851, p,<.05) 

 

 

 

 

Decision Rule: 

 

The decision rule is to accept the alternate hypothesis if the computed chi-square value is greater 

than tabulated chi-square value, otherwise, reject the alternate hypothesis an accept the null 

hypothesis 

 

Decision: 

 

Since the Pearsonchi-square computed X
2

C = 363.851 is greater than chi-square table value 

X
2

t=12.59, the null hypothesis is rejected and alternate hypothesis is accepted. Thus, we 

conclude that Identify core processes and key customers, define customer requirement, measure 

current performance and prioritize, analyze, and implement improvements, expand and integrate 

the six-sigma are key steps to implement six-sigma in manufacturing firms.  

 

Table (6) What Is the Extent of The Relationship Between Six Sigma Professionals  

S/N  AGREEMENT DISAGREEMENT TOTAL 

1 There is a significant relationship 

between Six Sigma professionals 

270(147.5) 05(127.5) 275 

2 There is no significant 

relationship between Six Sigma 

professionals 

25(147.5) 250(127.5) 275 

TOTAL  295 255 550 

Source: Field Survey, 2017 

 



 

 

H3:    there is a significant relationship between Six Sigma professionals 

Table 7    descriptive statistics 

 Mean Std. deviation N 

Six Sigma 

Professionals 

1..5127 

2.2836 

.91361 

.97763 

275 

275 

 

 

Table 8 correlations 

 Six Sigma Professionals 

Six Sigma          Pearson correlation 

                                    Sig. (2-tailed) 

                                    N 

Professionals      Pearson correlation 

                                    Sig. (2-tailed) 

                                     N 

1 

 

275 

.682(**) 

.000 

275 

.682(**) 

.000 

275 

1 

 

275 

Source: SPSS Version 15.00 

  

Table (7) shows the descriptive statistics for Six Sigma professionals of executive leader, 

champion, master black belt, black belt and green belt. With a mean response of 1.5127 and std. 

deviation of .91361 for Six Sigma and mean response of 2.21 for Six Sigma and mean response 

of 2.2836 and std. deviation of .97763 for professionals and number of respondents (275); by 

careful observation of standard deviations values, there is about the same variability of data 

points between the dependents and independent variables. 

 

Table (8)   presents the Pearson correlations coefficient for Six Sigma and professionals. The 

correlation coefficient shows 0.682. This value indicates that correlation is significant at 0.05 

level (2tailed) and implies that there is a significant relationship between Six Sigma 

professionals of executive leader, champion, master black belt, black bet and green belt (r=.682). 

The computed correlations coefficient is greater than the table value of r=.195 with 273 degrees 

of freedom (df. =n-2) at alpha level of 2-tailed test(r= .682, p< .05). However, since the 

computed r=.682, is greater than the table value of .195, we reject the null hypothesis and accept 

the alternate hypothesis which states that there is a significant relationship between Six Sigma 

and professionals (r=.682, p< .05).  

 

Table (9) What Is the Extent Of Six Sigma In Manufacturing Firms 

S/N  AGREEMENT DISAGREEMENT TOTAL 

1 The extent of Six Sigma in 

manufacturing firms is high 

100(125) 175(150) 275 

2 The extent of Six Sigma in 

manufacturing firms is not 

high 

150(125) 125(150) 275 

TOTAL  250 300 275 

Source: Field Survey, 2017 

 

H4:  The extent of Six Sigma in manufacturing firms is not high 

 



 

 

Table 10 Chi-Square Testes Computed From The Frequency Cross Tabulation 

 Value  Df Asymp. Sig. (2-tailed) 

Person chi-square 

Likelihood ratio 

Linear-by-linear 

Association 

No of valid cases 

11.534(a) 

50.684 

83.828 

 

550 

6 

6 

1 

.000 

.000 

.000 

Source: SPSS Version 15.00 

 

Table 10 presents the output f the computed chi-square values from the cross-tabulationstatistics 

of observed and expected frequencies with the response options of agree and disagree based on 

the research subjects from three manufacturing firms. Pearson chi-square computed value (X
2

c= 

11.534) is less than the chi-square tabulated value (X
2

t= 12.59) with 6 degrees of freedom (df) at 

0.05 level of alpha (X
2

C= 11.534,p<.05) 

 

Decision Rule: 

 

The decision rule is to accept the alternate hypothesis if the computed chi-square value is greater 

than tabulated chi-square value, otherwise, reject the alternate hypothesis and accept the null 

hypothesis. 

 

Decision: 

 

Since the Pearsonchi-square computed X
2

c= 11.534 is less than chi square table value X
2

t= 

12.59, the alternate hypothesis is rejected and null hypothesis is accepted. Thus, we conclude that 

the extent of Six Sigma in manufacturing firms is not high. 

 

 

 4.0 Conclusion: 

 

Six sigma is an effective approach to a broad-based quality control program. It is for more than 

the tradition approach, in which internal teams are created to reduceproduction defects, solve 

problems with one department, and address problems in isolation six Sigma is quality based 

system for reorganizing the entire approach to work in any aspect of the organization, six 

sigmaimplementation can be helpful to organizational firms in Nigeria in reducing the non-

confirming units or improving organization quality and personal development. The 

implementation of Six Sigma strategy has positive relationship with quality improvement 

initiative and effectiveness. 

 

5.0Recommendations: 

 

The business community in collaboration with core Six Sigma professionals in the nation 

manufacturing sector and all major stakeholders should organise a seminar, workshop, and 

conference on Six Sigma process and its implementation. This will help both the owners of the 

business and their customers to understand and appreciate the process. Implementation plan 



 

 

needs to be flexible to adopt to needed changes as they come up because change takes time, so it 

is important to stay focused and persevere. 

 

A culture of safety and improvement that rewards improvement and is driven to improve quality 

is important. The culture is needed to support a quality infrastructure that has the resources and 

human capital required for successfully improving quality in manufacturing firms.  
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ABSTRACT 

 

The broad objective of the study is to examine the relationship between macro-economic factors 

and stock returns using the Arbitrage pricing theory framework in the Nigerian stock market. 

The specific objectives were to examine the effect of money supply, inflation and exchange rate 

on stock returns. Time series research design was utilized for the study with an extensive reliance 

on secondary data for 2000Q1 – 2015Q4. The Engle and granger two stage error correction 

methodology was utilized as the data analysis method. The findings of the study indicates that 

consumer price index (CPI) is observed to have a positive but insignificant at both in the long 

run and the short run. Exchange rate (EXR) is observed to be positive but insignificant at 5% 

both in the long run and a negative slope in the short run. Money supply (MS) is observed to 

have a positive slope coefficient but insignificant at 5% both in the long run and the short run. 

The study recommends that the regulators of the capital market should take steps to improve the 

information efficiency of the market. This is because the extent to which stock prices will 

respond to general news on macro-economic variables is determined by the level of market 

efficiency.  

 

INTRODUCTION 

 

An important body of research in empirical finance has been the behaviour of stock returns and 

especially the forces that influence the stock returns. Stock returns and indeed asset prices in 

general are commonly believed to respond to information about economic fundamentals. There 

are reasons to suspect that individual stock prices are influenced by a wide variety of 

unanticipated events and that some events have a more pervasive effect on asset prices than do 

others (Chen, Roll and Ross, 1986). Thus there has been some level of curiosity about what 

could explain considerably the pattern of stock market returns. Consequently, various asset 

pricing models have been adopted in explaining and determining equity returns. Retrospectively, 

the one-factor capital asset pricing models (CAPM) is seen in certain quarters as the dominant 

asset pricing model. However, the CAPM model is based on the assumption that the expected 

return for any asset is a positive function of only one variable i.e. its market beta defined as the 

covariance of asset return and market return. This single factor assumption of the CAPM is often 

cited to be its underlying weakness, thus the need for a more robust and multi-factor model to 

account for stock returns led to the development of the Arbitrage pricing technique (APT). The 

APT model as  formulated by Ross (1976) rests on the assumption that stock price is influenced 

by limited and non-correlated common factors and by a specific factor totally independent of the 

other factors. According to Morel (2001), by using the arbitrage reasoning, it can be shown that 



 

 

in an efficient market where stock prices respond appropriately to various variants and sources of 

information, the expected return is a linear combination of each factor‘s beta. The risk associated 

with holding a particular security comes from two sources. The first source of risk is the 

macroeconomic factors that affect all securities. The whole asset market is influenced by these 

factors and cannot be diversified away. The second source of risk is the idiosyncratic element. 

This element is unique to each security and according to the APT, in a broadly diversified 

portfolio, it can be diversified away. The APT comes from an entirely different set of 

assumptions as it is not primarily concerned about the efficiency of portfolios. Instead, it starts 

by establishing a line of causality between each equity‘s return and the prevailing and pervasive 

macroeconomic influences or factors as well as partly on random disturbances (Brealey et al., 

2006). Broadly speaking, the APT implies that the return of an asset can be broken down into an 

expected return and an unexpected or surprise component. Thus, the APT predicts that ―general 

news‖ will affect the rate of return on all stocks but by different amounts. In this way the APT is 

more general than the CAPM, because it allows larger number of factors to affect the rate of 

return Cuthbertson, (2004).  

 

Azeez and Yonezawa (2003) is of the opinion that the primary advantages of using 

macroeconomic factors are that firstly,  the factors and their APT prices in principle can be given 

economic interpretations, and secondly rather than only using assetprices to explain assetprices, 

observed macroeconomic factors introduce additional information, linking assetprice behaviour 

to macroeconomic events. This has signaled the focus of the study on the impact of the APT in 

explaining stock returns in the Nigerian capital market. There are several reasons why the 

Nigerian stock market is a good ground to examine the impact of the APT. Firstly; the Nigerian 

stock market provides a great possibility to test existing asset pricing models and pricing 

anomalies in special conditions of evolving markets. Second, in the light of evolving synergies 

between equity markets due to enhanced capital movements, it is interesting to test the extent 

macroeconomic fundamentals can be used as a basis for portfolio investments in the market. A 

related question in this respect is whether investors in this market react to news or unexpected 

changes in the economy in a similar fashion as those in advanced market economies.   

 

The determinants of stock returns have evolved into a formidable area of research in empirical 

finance. The influx of research interest not withstanding there are indications that the issues 

involved in returns determination are yet to be settled. The research findings with regard to the 

suitability of the APT in explaining stock returns have indicated conflicting results across 

countries. Specifically, developing economies have not provided adequate research findings. 

Furthermore there are also divergences with regard to which of the macroeconomic variables 

exert significant influence on stock returns (Humpe and Macmillan 2007; Mukherjee and Tuftee 

1998; Nishat and Shaheen 2004; Nishat and Shaheen 2004; Maghayereh 2002; Al-Sharkas 2004; 

Fama 1991). Thus this study addresses the need and thus fills the void of empirical evidence on 

the suitability of the APT in developing economies. Also the study provides more insight into the 

effects of various macroeconomic variables on stock returns in anticipation of increasing the 

conclave of empirical evidence in this regard. 

 

In the light of the above, the following research questions forms the motivation for the study; 

The study examines the relationship between macro-economic factors and stock returns in the 

Nigerian stock market. The time period is from 2000Q1- 2010Q4. 



 

 

 

 

 

 

 

LITERATURE REVIEW: 

 

2.2. STOCK RETURNS: 

 

The stock returns and its attendant volatility in the stock market have been of concern to 

researchers. Stock price returns is an indicator that is most often used to find changes in trends in 

the market place. Rajni and Maliendra, (2007) notes that stock price tends to rise when new 

information is released into the market, however the extent to which it rises is determined by the 

relevance of that new information as well as the degree in which the news surprise investors. 

Stock return volatility which represents the variability of stock price changes could be perceived 

as a measure of risk faced by investors. Shiller (1981) argues that stock prices are more volatile 

than what is justified by time variation in dividends. Numerous studies have documented 

evidence showing that stock returns exhibit phenomenon of volatility clustering, leptokurtosis 

and Asymmetry. Volatility clustering occurs when large stock price changes are followed by 

large price changes, of both signs, and small price changes are followed by periods of small price 

changes (Mande 1963; Fama, 1965; Black, 1976). Ajao (2012) notes that a number of recent 

studies have sought to characterize the nature of financial market return process, which has 

always been described as a combination of drift and volatility. Volatility may impair the smooth 

functioning of the financial system and adversely affect economic performance (Rajni and 

Mahendra, 2007; Mollah, 2009). However, economists and financial experts have propounded 

theories on what causes volatility. Some financial economists see the causes of volatility 

embedded in the arrival of new, unanticipated information that alter expected returns on a stock 

(Engle, 1982). Others claim that volatility is caused mainly by changes in trading volume, 

practices or patterns which in turn are driven by factors such as modifications in macroeconomic 

policies, shift in investors‘ tolerance of risk and increase uncertainty (Rajni and Mahendra, 

2007). 

 

2.3 STOCK RETURNS AND THE ARBITRAGE PRICING THEORY (APT): 

 

The Arbitrage pricing theory relates the expected rate of return on a sequence of primitive 

securities to their factor sensitivities, suggesting that factor risk is of critical importance in asset 

pricing (Gilles & Leroy, 1990). The APT is a new and different approach to determining stock 

prices. It tries to capture some of the non-market influences that cause securities to move 

together. It is based on the law of one price: two items that are the same cannot sell at different 

prices. Unlike the CAPM, which requires strong restrictions on return  distributions and 

preferences, the APT gives a characterization of expected returns on assets based only on the 

weak assumptions that there are no arbitrage opportunities, returns follow a factor structure and 

there are homogeneous expectations (Gilles & LeRoy, 1990).  The APT formulated by Ross 

(1976) rests on the hypothesis that the equity price is influenced by limited and non-correlated 

common factors and by a specific factor totally independent of the other factors. By using this 

arbitrage reasoning it can be shown that in an efficient market, the expected return is linear 



 

 

combination of each factor‘s beta (Morel, 2001).  The risk associated with holding a particular 

security comes from two sources. The first source of risk is the macroeconomic factors that 

affect all securities. Their influence pervades the whole asset market and cannot be diversified 

away. The second source of risk is the idiosyncratic element. This element is unique to each 

security and, according to the APT, in a broadly diversified portfolio it can be diversified away. 

Broadly speaking, the APT implies that the return of shares can be broken down into an expected 

return and an unexpected or surprise component. Thus, the APT predicts that ―general news‖ will 

affect the rate of return on all stocks but by different amounts. In this way the APT is more 

general than the CAPM, because it allows larger number of factors to affect the rate of return 

(Cuthbertson, 2004).   

 

2.3 THE APT MACROECONOMIC FACTORS AND STOCK RETURNS: 

 

Though the Arbitrage pricing theory does not provide a clear basis for identifying the 

macroeconomic factors that are related to stock returns with respect to causality, there are 

however, several variables that have been identified in the literature as important determinants of 

stock returns and we shall examine them as follows;    

 

2.3.1 Inflation rate:   

 

There is no theoretical consensus on the existence of a relationship between stock returns and 

inflation rate or on the direction of the relationship and the empirical findings in this regard have 

been at polarity. In supporting the existence of a negative relationship, Udegbunam and Eriki 

(2001) conducted a study on the Nigerian Stock Market by examining the relationship between 

stock prices and inflation and their results provided a strong support for the proposition that 

inflation exerts a significant negative influence on the behaviour of the stock prices. Li and 

Wearing (2002), in their study of the effect of inflation on the stock prices on Kuwait Stock 

Exchange discovered that inflation significantly impacts stock prices negatively. Similar to 

developed markets, Naka, Mukherjee and Tuftee (1998) for India and Nishat and Shaheen (2004) 

for Pakistan indicates that inflation is the largest negative determinant of stock prices.  

Maghayereh (2002) and Al-Sharkas (2004) also show reliable negative relationship between 

Jordan stock prices and inflation. Anari and Kolari (2001) report negative correlations between 

stock prices and inflation in the short run.    

 

2.3.2 Interest rate:   

 

The relationship between interest rate and stock returns indicates several issues that may serve as 

intermediaries or transmission mechanism through which the effect may be observed. The 

interest rate represents an opportunity cost for investing in stocks. It is also a component of the 

equity capitalization rate. Therefore, it is considered as one of the most important factors 

affecting the behavior of investors in the market. As interest rises, bonds become more attractive 

investment, given their riskreturn characteristics; this motivates investors to adjust their 

investment portfolios by buying bonds and selling stocks, thus depressing stock prices. 

Furthermore, the rise in interest rates raises equity capitalization rates, which also leads to 

lowering stock prices. Accordingly, interest rate is expected to have an inverse effect on stock 

prices. According to Hume and Macmillan (2007), U.S and Japan stock prices are negatively 



 

 

correlated to a long term interest rate. Al-Sharkas (2007) for Jordan and Adam and Twenebboah 

(2008) for Ghana indicate that the relationship between stock prices and interest rates is negative 

and statistically significant.    

 

In addition, interest rates have impact on a company's operations. Any increase in the interest 

rates, ceteris paribus, will raise the cost of capital. Therefore, a company has to work harder to 

generate higher returns in a high interest environment. Otherwise, the inflated interest expense 

will eat away at its profits. The lower profits, the lower cash inflows and the higher required rate 

of return for investors that all translate into depressed fair value of the company's stock.  

Moreover, if interest rate costs shoot up to such a level that the company having problems paying 

off its debt, then its survival may be threatened. In that case, investors will demand an even 

higher risk premium. As a result, the fair value will fall even further.  Interest rates are expected 

to be negatively related to market returns either through the inflationary or discount factor effect.  

 

Choi and Jen (1991) report that the expected returns on common stocks are systematically related 

to the market risk and the interest-rate risk. The findings of the study indicate that the interest-

rate risk for small firms is a significant source of investors' portfolio risk and the interest-rate risk 

for large firms is "negative". The study also shows that the interest-rate risk premium explains a 

significant portion of the difference in expected returns between the top quintile and the bottom 

quintile of the New York Stock Exchange. 

 

Maysami et al. (2004) reveal that short- and long-term interest rates respectively have significant 

positive and negative relations with the Singapore‘s stock market. According to the    results of 

Abugri (2008), the responses of stock returns to interest rate is negative and significant  in Brazil, 

Argentina, and Chile, but the response of returns in Mexico to interest rates appears to be 

insignificant in explaining the movement of returns. As to Turkey case, the empirical results of 

Muradoglu and Metin (1996) indicate that growth rates of interest rates negatively affect stock 

returns with a significant lag in short run dynamic model.  

 

Yildirtan (2007) indicates the real interest rate on deposits and interest rate differential variables 

have an extremely weak, negative relation with stock returns. Analysis of Kandir (2008), based 

on stock portfolios rather than single stocks, point out interest rate seems to negatively affect all 

of the portfolio returns, while the regression results of Tursoy et al. (2008) indicate that there is 

no significant pricing relationship between the stock return and interest rate. Ozturk (2008) 

reports that only the lagged overnight interest rate does Granger cause stock returns while stock 

returns do Granger causes treasury interest rate and overnight interest rate. The studies for both 

developed and emerging markets report negative relationship between stock returns and interest 

rate, which is consistent with the theory.   

 

2.3.3. Exchange rate: 

 

There is no theoretical consensus neither on the existence of relationship between stock prices 

and exchange rates or on the direction of the relationship. However, in the literature, two 

approaches have been asserted to establish a relationship between exchange rate and stock 

prices: The goods market model and the portfolio balance model. Goods market models are also 

known as ―flow-oriented‟ models and Portfolio balance models are also known as ―stock 



 

 

oriented‟ models. The First approach is referred to Dornbusch and Fisher (1980) focusing on the 

association between the current account and the exchange rate. Dornbusch and Fisher (1980) 

developed a model of exchange rate determination that integrates the roles of relative prices, 

expectations, and the assets markets, and emphasis the relationship between the behaviour of the 

exchange rate and the current account. Dornbusch and Fisher (1980) argue that there is an 

association between the current account and the behaviour of the exchange rate.  It is assumed 

that the exchange rate is determined largely by a country‘s current account or trade balance 

performance. These models posit that changes in exchange rates affect international 

competitiveness and trade balance, thereby influencing real economic variables such as real 

income and output. That is, goods market model suggests that changes in exchange rates affect 

the competitiveness of a firm, which in turn influence the firm‘s earnings or its cost of  funds and 

hence its stock price. On a macro level, then, the impact of exchange rate fluctuations on stock 

market would depend on both the degree of openness of domestic economy and the degree of the 

trade imbalance. Thus, goods market models represent a positive relationship between stock 

prices and exchanges rates with direction of causation running from exchange rates to stock 

prices. The conclusion of a positive relationship stems from the assumption of using direct 

exchange rate quotation (Stavarek, 2004).  

 

On the other hand, portfolio balance models put much more stress on the role of capital account 

transactions (Tahir and Ghani, 2004). Portfolio balance model assumes a negative relationship 

between stock prices and exchange rates. A rise in domestic stocks prices would attract capital 

flows, which increase the domestic currency depreciation makes the local firms more 

competitive, making their exports cheaper in international comparison. Higher exports lead to 

higher incomes and increase in firms‟ stock prices. Thus domestic currency depreciation means 

an increase in exchange rate. Demand for domestic currency and cause exchange rate to 

appreciate. A rising stock market leads to the appreciation of domestic currency through direct 

and indirect channels. A rise in prices encourages investors to buy more domestic assets 

simultaneously selling foreign assets to obtain domestic currency indispensable for buying new 

domestic stocks. The described shifts in demand and supply of currencies cause domestic 

currency appreciation. The indirect channel grounds in the following causality chain. An increase 

in domestic assets prices results in growth of wealth that leads investors to increase their demand 

for money, which in turn raises domestic interest rates. Higher interest rates attract foreign 

capital and initiate an increase in foreign demand for domestic currency and its subsequent 

appreciation (Stavarek, 2004).  

 

Obben  et al.  (2006) imply that there is bidirectional causality in the foreign exchange and New 

Zealand stock markets both in the short run and in the long run. As to emerging markets, the 

results of Abugri (2008) reveal that the response of Brazilian and Mexican stock returns to an 

exchange rate shock are negative and significant, while neither in Argentina nor Chile stock 

returns responds significantly to exchange rates. Adam and Tweneboah (2008) show that there is 

negative relationship between Ghana stock market and exchange rate, while the results of 

Maysami et al. (2004) for Singapore support the hypothesis of a positive relationship between 

exchange rate and stock returns.  

 

Tabak (2006) indicates that there is no long-run relationship, but there is linear Granger causality 

from stock prices to exchange rates, in line with the portfolio approach Brazilian stock prices to 



 

 

exchange rates with a negative correlation. Furthermore, the study shows evidence of nonlinear 

Granger causality from exchange rates to stock prices. The study of Horobet and Ilie (2007) offer 

contradictory results for Romania. While the application of the Engle-Granger methodology 

indicates no Cointegration between the exchange rates and the stock prices, the use of the 

Johansen-Juselius procedure suggests the presence  of Cointegration between the two stock 

market indices and the exchange rates,  either nominal bilateral, nominal effective or real 

effective rates.   

 

As for Turkey case, the empirical results of Muradoglu and Metin (1996) indicate stock returns 

are expected to increase as exchange rates increase. The findings of the Yucel and Kurt (2003)  

reveal that export companies‟ mean exposure coefficient is higher than non-export  companies‟ 

mean exposure,  indicating that exposure pattern of export and non-export companies are 

different. Furthermore a depreciation of domestic currency (TL) leads to an increase in the value 

of export firms.  The results of Kasman (2003) provide evidences that a log-run stable 

relationship between stock indices and exchange rates ($) exists. Furthermore, the study reports 

inconclusive evidence where causality relationship exists for both ways between the composite 

index and exchange rates, financial sector index and exchange rates, and service sector index and 

exchange rate. Additionally, causality relationship exists from the exchange rate to the industry 

index in a unique direction. Karamustafa and Kucukkale (2003) point out that the relations 

between stock returns and exchange rate is uncertain, indicating that the ISE is neither the result 

variable nor the cause variable of exchange rate variable. Likewise, the findings of 

 

Ozturk (2008) point out there is no causal relationship between stock returns and exchange rate. 

The empirical results of Aydemir and Demirhan (2009) indicate that there is bidirectional causal 

relationship between exchange rate and all stock market indices. While the negative causality 

exists from services, financials and industrials indices to exchange rate, there is a positive causal 

relationship from technology indices to exchange rate. On the other hand, negative causal 

relationship from exchange rate to all stock market indices is showed.  

 

The Analysis of Kandir (2008) points out that exchange rate seems to affect the entire portfolio 

returns, while the regression results of Tursoy et al. (2008) indicate that there is no significant 

pricing relation between the stock return and exchange rate.  Likewise money supply and 

inflation, the relationship between stock returns and exchange rate is not stable over time and 

that there are differences among countries regardless of either developed or emerging markets. 

Mishra (2004), and Apte (2001), found a significant positive relationship between stock prices 

and exchange rates.   

 

Slavarek (2004) finds that a rising stock market leads to the appreciation of domestic currency 

through direct and indirect channels. Adjasi and Biekpe (2005) showed that in the long-run 

exchange rate depreciation leads to increase in stock market prices in some of the countries, and 

in the shortrun, exchange rate depreciations reduce stock market returns.  On the other hand, 

some studies, such as Choi, Fang and Fu (2008) showed the possibility of a very weak or no 

relationship between stock prices volatility and exchange rates movement.   

 

2.4 REVIEW OF RELATED STUDIES: 

 



 

 

Ibrahim (1999) studied the dynamic relationships between Malaysian stock prices and seven 

macroeconomic variables, including the narrow and broad money supplies (M1 & M2), IP, the 

CPI, domestic credit, foreign reserves, and the exchange rate. Cointegration and Granger 

causality tests with monthly data from January 1977 to June 1996 were used.  The results 

revealed that the Malaysian stock market is informationally inefficient with respect to consumer 

prices, official reserves, and the domestic credit aggregates. This study also provided evidence 

that stock prices are Granger-caused by changes in official reserves and exchange rates in the 

short run. With respect to M2 and Malaysian stock price were cointegrated, and there was no 

long-run relationship between stock prices and M1.   

 

Maghayereh (2003) used Johansen‘s (1990) methodology to analyze the link between the 

Jordanian capital market index and a set of macroeconomic variables: M1, interest rates, 

domestic exports, foreign reserves, inflation, and IP. The Cointegration test and the vector error 

correction model indicated that the Jordanian stock price index was cointegrated with all the 

macroeconomic variables under consideration. Thus, all the variables were significant in 

predicting changes in stock prices, which suggests that the Jordanian capital market violated the 

theory of market efficiency from January 1987 to December 2000. 

 

Gunasekarage et al (2004) examined the relationship between a set of macroeconomic variables 

and the stock market index in the Sri Lanka. The money supply, the Treasury bill rate as a proxy 

for the short term interest rate, the CPI as a measure of inflation, and the exchange rate were the 

macroeconomic variables. The Johansen Cointegration approach, IRFs analysis, and FEVD 

analysis using monthly data from 1985 to 2001 yielded three results. First, the lagged values of 

the money supply and the Treasury bill rate had a significant influence on the stock market. 

Second, the All Share Price Index did not have any influence on the money supply, but it did 

influence the Treasury bill rate. Finally, both VDC and IRF explained only a little of the forecast 

variance error for the market index, and these effects did not persist for long period.   

 

Ibrahim (2006) evaluated the relationship between bank loans and stock prices in Malaysia using 

quarterly data from January 1978 to February 1998, using in a VAR framework.  The VAR 

model included four other variables as well, namely interest rates, output, the exchange rate, and 

the price level. The results revealed that bank loans reacted positively to an increase in stock 

prices, but the converse is not true. Similarly, bank loans appeared to accommodate an expansion 

in real output, but had no influence on real economic activity. The impulse response function 

suggested that bank loans played no significant role in transmitting stock market shocks to the 

real sector. Ibrahim interpreted these results as an indication that the health of the banking sector 

may significantly depend on stock market stability. Consequently, stimulating bank loans may be 

an inefficient way to boost stock market activities and expand real activities.  

 

Muradoglu and Argac (2001) examined the long-run relationship between Turkish stock market 

returns and three monetary variables, the overnight interest rate, the money supply, and the 

foreign exchange rate, during the period from 1988 to 1995. The three monetary variables were 

found to not be cointegrated with stock prices during the sample period and also during the Sub-

sample period from 1988 to 1989. However, all three monetary variables were cointegrated with 

stock prices in the sub-period from 1990 to 1995. These findings suggested that the results of the 

analysis were sensitive to the examined period.  



 

 

 

Using quarterly data, Ahmed (2008) investigated the nature of the long and short run 

relationships between Indian stock prices and a set of macroeconomic variables over the period 

March 1995 to March 2007. These variables were the money supply, interest rates, IP, exports, 

foreign direct investment, exchange rates, the primary stock index of the National Stock 

Exchange (NSE) in India, and the Bombay Stock Exchange (BSE) index. Johansen‘s (1990) 

approach, the causality test of Toda and Yamamoto (1995), FEVD analysis, and IRFs analysis 

were used. Findings from the study revealed that a long run relationship between stock prices 

and money supply existed. However, the same relationship did not exist for the interest rate with 

stock prices. With respect to the short run analysis, the stock market index was discovered to not 

be affected by money supply movements, but the interest rate was. Therefore, the interest rate 

appeared to lead stock prices in the short run.  

 

Hasan and Javed (2009) explored the long-term relationship between Pakistan equity prices and 

monetary variables from June 1998 to June 2008. The monetary variables included the money 

supply, Treasury bill rate, foreign exchange rates, and the CPI. The Johansen-Juselius (1990) 

Cointegration test provided evidence of a long run relationship between the equity markets and 

the monetary variables. Unidirectional Granger causality was found between the monetary 

variables and the equity market. Impulse response analysis indicated that the interest rate shock 

and the exchange rate shocks both have a negative impact on equity returns, whereas the money 

supply has a positive impact on the equity market. With respect to inflation, Hasan and Javed 

found little impact on returns in the equity market. Also, FEVD analysis suggested that interest 

rate, exchange rate, and money supply shocks were important sources of volatility for equity 

returns. For example, monetary shocks explained about 4% to 16% of the variation in the 

Pakistani equity market returns. For that reason they suggested that policymakers be careful in 

designing monetary policy since it has a direct impact on both cash inflows into the capital 

market and on capital market stability.   

 

Zafar et al. (2008) investigated the effects of changes in the interest rate proxied by the 90-day T-

bill rate on the volatility of Karachi stock returns. Similar to Léon‘s (2008) approach, Zafar et al. 

estimated two distinct GARCH (1,1) models; one without interest rates and the other with 

interest rates to estimate the conditional mean and variance for monthly data for the period from 

January 2002 to June 2006. For both models, the conditional market returns and variance 

parameters were very similar to each other. In particular, conditional market returns had a 

negative significant relationship with interest rates, indicating that it was easy to predict the stock 

returns by analyzing interest rates. However, the conditional variance had an insignificant 

negative relationship with interest rates and was a weak predictor for its volatility. These results, 

in general, demonstrate that when interest rates increase, people tend to deposit their savings in 

bank accounts rather than investing in the stock market. That is, higher interest rates reduce the 

profitability of firms, and hence, stock prices go down. Accordingly, Zafar et al. suggested that 

policy makers should carefully consider these relationships when intervene the stock market and 

overall investments policy in the economy. 

 

METHODOLOGY: 

 

3.3 SOURCES OF DATA: 



 

 

 

Secondary data will be used for the study. The secondary data will be retrieved from central bank 

statistical bulletin and Nigerian stock exchange fact book. 

 

3.4 DATA ANALYSIS METHOD: 
 

The multivariate regression analysis is utilized as the data analysis method. However, the 

multivariate analysis is extended to incorporate Co-integration and error correction methodology 

for time-series data using the Engle and Granger two-stage error correction methodology 

(ECM).The model specified in the previous chapter is estimated and characteristically analyzed 

using the Engle and Granger two-stage error correction methodology (ECM).  This is because of 

the spurious regression trap associated with non-stationary and non-cointegrated series. Four 

analytical procedures are involved in the Engle and Granger two-stage error correction 

methodology (ECM).  First, the descriptive statistics for the data is presented. After that, the unit 

root test is carried out for each of the variables. This is to ensure that the variables are stationary 

and that shocks are only temporary and will dissipate and revert to their long-run mean. Next, the 

first stage regression is performed to get the residual which is then examined for stationarity at 

levels. The second stage regression incorporating the ECM component is to obtain the error 

correction representation forthe model which helps to analyze the dynamic short run and long 

run behaviour of the model. However, we first conduct preliminary analysis such as the 

descriptive statistics and the variance inflation factor test. 

 

 

 

 

 

3.5 MODEL SPECIFICATION: 

 

The model for the study in line with prior studies (Iosivan, 2008; Carson, Fargher Simon, 2005) 

examines the impact of selected macro-economic factors on stock price returns under the APT 

framework.  The model is specified below; 

SP = F (INF,EXCH and MS)………………………………………………………………. (1) 

This can be re-specified in regression form as; 

SPR = a +β1 INF +β2 EXCH+β3 MS + u………………………………………………….…(2) 

 

Where:SPR= Share price returns measured as the % change in the stock market all share index  
INFL = inflation measured using the consumer price index.  

EXRT = Exchange rate, this variable is computed from the dollar-naira basis.  

MS = Money supply. 

 

PRESENTATION AND ANALYSIS OF DATA: 

 

4.2 PRESENTATION AND ANALYSIS OF RESULT: 

 

Table 1 Descriptive statistics  

 ASPI EXRT M2 CPI 



 

 

 Mean 6.612308 125.8451 3872142 135.2341 

 Maximum 129.16 150.92 10730793 215.6 

 Minimum -66.01 101.12 904154 70.85 

 Std. Dev. 32.47143 12.0004 2965112 43.3678 

 Jarque-Bera 52.3814 0.020206 6.615623 2.273082 

 Probability 0 0.989948 0.036596 0.320927 

 Observations 39 39 39 39 

Source: Eviews 7.0 

 

Table I above presents the result for the descriptive statistics for the variables. As observed, 

share returns as measured by the percentage change in the stock market all share index has a 

mean value of 6.612% and a standard deviation of 32.471. The maximum and minimum values 

stood at 129.16% and -66.01 respectively.  The Jarque-Bera statistic value of 52.381 and p-value 

of 0.00 confirm the normality of the data and suitability for generalization. It also indicates the 

absence of outliers in the data. The mean value for consumer price index (CPI) used as the 

measurement for inflation, stood at 135.234 with a standard deviation of 43.367. The maximum 

and minimum values of CPI for the period under review were 215.60 and 70.85 respectively. The 

Jarque-Bera statistic value 2.273 and p-value of 0.321 suggest the non- normality of the series. 

Exchange rate has a mean value of 125.8451 for the period under examination. The maximum 

and minimum values were 150.92 and 101.12 respectively while the Jarque-Bera statistic value 

of 0.020 and p-value of 0.989 suggest the probable non-normality of the series. Finally, Money 

supply (M2) shows a mean value of 3872142 and standard deviation of 2965112 for the period 

under review. The maximum and minimum values were 10730793 and 904154 respectively. The 

Jarque-Bera statistic value of 6.615 and p-value of 0.042 confirm the normality of the series 

 

 

 

Table 2 

Variance Inflation Factors 

 Coefficient Centered 

Variable Variance VIF 

EXRT 0.272075 1.328013 

M2 4.47E-12 1.333321 

GDPG 2092.568 1.005405 

C 3871.743  NA 

Source; Eviews 7.0 

 

Table 2 shows the variance inflation factor (VIF) for the variables which measures the level of 

collinearity between the regressors in the APT model The VIFs show how much of the variance 

of a coefficient estimate of a regressor has been inflated due to collinearity with the other 

regressors. They can be calculated by simply dividing the variance of a coefficient estimate by 

the variance of that coefficient had other regressors not been included in the equation. The VIFs 

are inversely related to the tolerances with larger values indicating involvement in more severe 

relationships. Basically, VIFs above 10 are seen as a cause of concern (Landau and Everitt, 

2003). As observed, none of the variables have VIF‘s values exceeding 10 and hence none give 



 

 

serious indication of multicollinearity. As Ross (1976) notes, the APT model rests on the 

assumption that stock price is influenced by non-correlated common factors.  

 

Table 3 The ADF unit root test for the Variables at Levels at 5% sig level with intercept   

Variable ADF value       Critical value                  PP test  value           Critical 

value    

 

ASINDEX 

EXRT 

CPI 

M2 

      -2.081               -2.939                               -1.662                        -2.938 

      -1.504               -2.939                               -1.309                        -2.947 

-0.609              -2.949                                0.638                        -2.947 

      -2.358               -2.949                               -2.468                       -2.947 

 

**Significant at 5%   

Source: Eviews 7.0 

 

Table 4 The ADF unit root test for the variables at 1
st
 difference at 5% sig level at intercept.   

 

Variable ADF value       Critical value             PP test value         Critical value     

ASINDEX 

EXRT 

CPI 

M2 

      -3.267**               -2.942                        -3.423**                    -2.939 

      -3.378**               -2.953                        -4.876**                    -2.949 

5.465**                -2.953                         -6.736**                   -2.949 

     -3.743**                -2.953                         -5.807**                   -2.949               

 

Tables 3 show the result of the unit root test at levels and with intercept. As shown in the tables, 

none of the variables appear to exceed the critical values at 5% significance levels using the 

Augumented Dicky fuller test statistics and the Philip Perron statistics respectively. Specifically, 

ASINDEX (ADF =-2.081, PP = -1.662), EXRT (ADF=-1.504, PP=-1.309) CPI (ADF=0.669, 

PP=0.638), M2 (ADF=2.358, PP=-2.468) are all less than their critical values at 5% and hence 

we reject the hypothesis that the data is stationary. Table 4 shows the result for unit root at first 

difference with intercept alone. As observed ASINDEX (ADF =-3.267, PP = 3.423), EXRT 

(ADF=-3.378, PP=-4.876), CPI (ADF=5.465, PP=6.736), M2 (ADF=-3.743, PP=-5.807). 

Comparing the variables with their respective ADF and PP critical values indicates that all the 

variables achieved stationarity using both the ADF and PP test statistic at 5% level. 

 

Table 5 Engle and Granger 1
st
 stage regression  

Dependent Variable: ASPI    

White Heteroskedasticity-Consistent Standard Errors & Covariance 

Variable           

Coefficient 

         Std. 

Error 

              t-

Statistic 

             Prob.   

C -5.417293 45.11851 -0.120068 0.9051 

EXRT 0.021932 0.57818 0.037933 0.97 

M2 -3.11E-06 5.16E-06 -0.601479 0.5514 

CPI 0.157456 0.456581 0.344859 0.7323 

R-squared 0.014042   

Adjusted R-squared -0.070468   

S.E. of regression 33.59606   



 

 

F-statistic 0.16616   

Prob(F-statistic) 0.918464   

Durbin-Watson stat 2.373414   

Source: author computation 

 

Table 6: Co-integration Test (Engle and Granger Procedure) 

Co-integration Test  

   t-Statistic       Prob.* 

Augmented Dickey-Fuller test statistic -6.445606        0.000 

Test critical values: 1% level  -3.626784  

 5% level  -2.945842  

 10% level  -2.611531  

 

Table 7 Stage II: Error Correction Mechanism Based on Co-integration Regression on Engle-

Granger Procedure.   

Dependent Variable: D(ASPI)    

Method: Least Squares    

Variable Coefficient Std. Error t-Statistic Prob.   

C -5.59593 7.755006 -0.721589 0.4756 

D(EXRT) -0.58038 1.162224 -0.499366 0.6208 

D(M2) 7.39E-06 1.28E-05 0.575169 0.5691 

D(CPI) 1.144095 1.222259 0.93605 0.356 

ECM(-1) -1.19557 0.171518 -6.970529 0.000 

R-squared 0.611724      

Adjusted R-squared 0.564661       

S.E. of regression 33.01813      

F-statistic 12.9978   

Prob(F-statistic) 0.000002       

Durbin-Watson stat 2.097643       

Source: Eviews 7.0 

As shown in Table 5, the null hypothesis stipulates that there is ―a random walk‖ which was 

rejected at 1% and 5%  percent level of significance as the residual from the first stage regression 

is stationary at levels i.e. I(0). This implies that exchange rate (EXRT), Money supply (M2) and 

Consumer price index (CPI) are co-integrated.  

 

Table 6 shows the estimation of the long run co-integrating relationship, or step 1 of the Engle-

Granger procedure. The R
2 

performs badly with a value of 0.014 which indicates that 1.4% of the 

systematic variations in stock returns are explained by the model.  The F-stat is not significant at 

5% .The Durbin-Watson statistic of 2.37 indicates the likely absence of stochastic dependence 

between successive units of the error term. An evaluation of the estimates of the explanatory 

variables reveals that exchange rate (EXCR) has a positive slope coefficient but is significant at 

5% (β1   =0.02, p=0.97). Consumer price index (CPI) is observed to have a positive slope 



 

 

coefficient but is also insignificant at 5% (β2=0.157, p=0.73). Money Supply (MS) is observed to 

be negative and also not significant at 5% level (β3= -3.11E-06, p=0.55).   

 

Table 7 presents the second step of the Engle-Granger procedure which shows the results for the 

parsimonious error correction model. As observed, the explanatory power (R
2
) of the model is 

high (61.2%). This implies that the model explained at least 61.2% of short run behaviour of 

stock returns in Nigeria with an adjusted value of 0.56. Furthermore, the F-statistics 12.99 

(p=0.00) indicated that the model fit the data relatively well and hence the existence of a 

significant linear relationship between stock returns and the independent variables cannot be 

rejected while the Durbin Watson statistics (2.1) indicated absence of autocorrelation. An 

evaluation of the estimates of the explanatory variables reveals that none of the variables still 

appear to be significant at 5%. Specifically,   D (EXCR) = (β1   =-0.580, p=0.621), D (CPI) = 

(β2=1.144, p=0.356) and D (MS) = (β3= 7.39E-06p=0.57).  The error correction component 

[ECM (-1)] is negative as expected and shows a slope coefficient of -1.19 which is significant at 

5% level (p=0.00<0.05) and this implies that the speed of correction from deviations in the long 

run equilibrium is about 119%. 

 

4.3 HYPOTHESES TESTING 

 

The following hypotheses have been formulated for the purpose of the study; 

 

H1: There is a positive relationship between inflation and stock returns. 

 

An evaluation of the estimates of the explanatory variables from table 5 and 6 reveals that 

consumer price index (CPI) is observed to have a positive slope coefficient but insignificant at 

5% both in the long run (β2=0.157, p=0.73) and the short run (β2=1.144, p=0.56). Though we 

accept the hypothesis of a positive relationship between inflation and stock returns, caution is 

suggested in interpreting the outcome as the variable failed the test of significance.  

H2: There is a positive relationship between exchange rate and stock returns. 

 

An evaluation of the estimates of the explanatory variables from table 5 and 6 reveals that 

exchange rate (EXR) is observed to have a positive slope coefficient but insignificant at 5% both 

in the long run (β2=0.02, p=0.97) and a negative slope in the short run (β2=-0.580, p=0.621). 

Though we accept the hypothesis of a positive relationship between exchange and stock returns 

in the long run, caution is suggested in interpreting the outcome as the variable failed the test of 

significance.   

 

H3: There is a positive relationship between money supply and stock returns. 

 

An evaluation of the estimates of the explanatory variables from table 5 and 6 reveals that 

Money supply (MS) is observed to have a positive slope coefficient but insignificant at 5% both 

in the long run (β3=580, p=0.621) and the short run (β3= 7.39E-06p=0.57).  Though we accept 

the hypothesis of a positive relationship between money supply and stock returns, caution is 

suggested in interpreting the outcome as the variable failed the test of significance.   

 

DISCUSSION OF FINDINGS: 



 

 

 

Firstly, the estimates of the explanatory variables reveals that consumer price index (CPI) is 

observed to have a positive slope coefficient but insignificant at 5% .The study finding is in 

tandem with Boudoukh and Richardson (1993) which find strong support for a positive 

relationship between nominal stock returns and inflation at long horizons while Choudhry 

(2001), finds that current stock market returns are positively correlated with current inflation in 

high inflation countries. Also, Firth (1979) and Gultekin (1983) conclude that the relationship 

between nominal stock returns and inflation in the United Kingdom is relatively positive, a 

finding consistent with the generalized fisher hypothesis. However, the study finding seems to be 

at variance Udegbunam and Eriki (2001) whose results provided a strong support for the 

proposition that inflation exerts a significant negative influence on the behaviour of the stock 

prices. Also Li and Wearing (2002), in their study of the effect of inflation on the stock prices on 

Kuwait Stock Exchange discovered that inflation significantly impacts stock prices negatively. 

Similar to developed markets, Naka, Mukherjee and Tuftee (1998) for India and Nishat and 

Shaheen (2004) for Pakistan indicates that inflation is the largest negative determinant of stock 

prices. Maghayereh (2002) and Al-Sharkas (2004) also show reliable negative relationship 

between Jordan stock prices and inflation. Anari and Kolari (2001) report negative correlations 

between stock prices and inflation in the short run.   

 

Secondly, the estimates of the explanatory variables reveals that exchange rate (EXR) is 

observed to have a positive but insignificant at 5%. There is no theoretical consensus neither on 

the existence of relationship between stock prices and exchange rates or on the direction of the 

relationship.  However,. Dornbusch and Fisher (1980) argue that changes in exchange rates 

affect the competitiveness of a firm, which in turn influence the firm‘s earnings or its cost of  

funds and hence its stock price. On a macro level, then, the impact of exchange rate fluctuations 

on stock market would depend on both the degree of openness of domestic economy and the 

degree of the trade imbalance. Thus, goods market models represent a positive relationship 

between stock prices and exchanges rates with direction of causation running from exchange 

rates to stock prices. The conclusion of a positive relationship stems from the assumption of 

using direct exchange rate quotation (Stavarek, 2004).  

 

On the other hand, portfolio balance models assumes a negative relationship between stock 

prices and exchange rates (Tahir and Ghani, 2004) As for Turkey case, the empirical results of 

Muradoglu and Metin (1996) indicate stock returns are expected to increase as exchange rates 

increase. Karamustafa and Kucukkale (2003) point out that the relations between stock returns 

and exchange rate is uncertain, indicating that the ISE is neither the result variable nor the cause 

variable of exchange rate variable. Likewise, the findings ofOzturk (2008) point out there are no 

causal relationship between stock returns and exchange rate.  

 

Thirdly, an evaluation of the estimates of the explanatory variables reveals that Money supply 

(MS) is observed to have a positive slope coefficient but insignificant at 5% both in the long run 

and the short run. The study finding is in tandem with Al-Sharkas (2004) which shows that 

money supply (M2) has a positive effect on stock returns and Maysami et al. (2004) which also 

reveal the positive correlation between changes in money supply (M2) and Singapore‘s stock 

returns. Also Consistent with the study findings is that of Muradoglu and Metin (1996) which 

indicate that money supply is positively related to stock returns in short run dynamic model and 



 

 

Yildirtan (2007) which reveals that an increase in money multiplier positively and strongly 

affects ISE 100 Index. However, the study finding is at variance with Maghayereh (2002) which 

finds that the coefficient of money supply (M1) is negative but not statistically significant at the 

10 % level, Abugri (2008) reports that the responses of returns to money supply are negative and 

significant in Brazil and Argentina, while the responses of returns in Mexico and Chile to money 

supply appear to be insignificant in explaining the movement of returns.  

  

5.3 CONCLUSION: 

 

An important body of research in empirical finance has been the behaviour of stock returns and 

especially the forces that influence the stock returns.  Stock returns and indeed asset prices in 

general are commonly believed to respond to information about economic fundamentals. There 

are reasons to suspect that individual stock prices are influenced by a wide variety of 

unanticipated events and that some events have a more pervasive effect on asset prices than do 

others. Thus there has been some level of curiosity about what could explain considerably the 

pattern of stock market returns. Using the Arbitrage pricing theory which establishes the effect of 

macro-economic factors on stock returns, the study found that consumer price index (CPI) is 

observed to have a positive slope coefficient but insignificant at 5% both in the long run and the 

short run. Exchange rate (EXR) is also observed to have a positive slope coefficient but 

insignificant at 5% both in the long run and a negative slope in the short run. Money supply 

(MS) is observed to have a positive slope coefficient but insignificant at 5% both in the long run 

and the short run.  

 

5.3 RECOMMENDATION: 

 

The basic recommendation is that there is the need for proper coordination of the macro 

economic factors through effective economic planning that is intended deliberately to influence 

the stock market in a positive direction. The result from the study also opens up possible 

recommendations with regards to the level of market efficiency that exist in the Nigerian stock 

market. This is because the extent to which stock prices will respond to general news on macro-

economic variables is determined by the level of market efficiency. Thus it is recommended that 

the regulators of the capital market should take steps to improve the information efficiency of the 

market.  
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ABSTRACT 

 

The study was intended to assess the  Reflection on Usability of Shorthand in Business 

Education: Technology and Vision 2020. Three research questions were used to guide the study, 

while three hypotheses were formulated and tested at level of 0.05 significance. The entire 1450 

students consisting B.Ed, NCE Pre-NCE and PPNCE from federal college of education, Zaria 

offering business education as at 2016/2017 academic session formed the population while the 

sample size of the study was 290. Mean and standard deviations were used to answer the stated 

research questions, using a benchmark of 2.5 as a criterion for agreement. Simple Regression 

(SR) was used to test null hypotheses one, two and three .The findings of the study revealed, 

among others that teaching and learning of shorthand in this era of information and 

communication technology was rejected. However, the study also proved that having reflected 

on the teaching and learning of shorthand does not make any impact to the students of Business 

Education Department in Federal College of Education, Zaria and Nigeria at large. In view of the 

findings, one of the recommendations made was that, Tertiary institutions in Nigeria should 

replaced shorthand with teaching and learning of information and communication technology. 

  

Keywords: Reflection, Usability, Shorthand, Business Education, Technology and Vision 2030 

  

Introduction 

  

Teaching and learning without examination is like a pregnant mother that will never give birth to 

her child. Therefore, reflective analysis on teaching and learning of shorthand in this present age 

of information and communication technology era is a thing of concerned in our society today.   

 

Thus, scholars have reflected on teaching and learning of shorthand in Business Education 

curriculum and the usability in this world of ICT. Reflection is a tool used for self cross 

examination most especially in the health profession, they cross examined their methodology 

year in year out to fit in with present fifth generation of computer technology. Timperley (2011) 

noted that reflection  for teachers needs to be linked to identified learner needs in order to make a 

difference to learner outcomes and also allow teachers to take ownership of their own learning, 

with continued support from the speed of ICT. Vision is created as educators work together to 



 

 

examine and question their own practices, reflect on outcomes, and share their personal learning 

voyages with others (Mitchell & Sackney, 2009). 

 

Business Education programme is design for practical skills learning and training that work in 

hand with vocational and technical education, reflecting on the usage of shorthand and vision 

2020 the cross examination indicates negative lines meaning teaching and learning of shorthand 

in business education is taking us to the jet age. Business Education is a type of training which, 

while playing its part in the achievement of the general aims of education on any given level, has 

its primary objective as the preparation of people to enter into a career, to render efficient service 

and to advance from their present level of employment to higher levels (Osuala 2003). Business 

Education affords to every individual an opportunity to develop the skills, abilities and 

understanding that will enable him to handle competently his personal business affairs; to 

develop an understanding of the vocational opportunity available in the broad field of business 

and to assume his citizenship responsibilities through enlightened participation in, as well as an 

understanding and appreciation of the business system (Osuala 2003). Furthermore, Basic 

Business Education is the broad area of knowledge that accepts reflective analysis of teaching 

and learning of the past and present age technology that are usable in our society. 

 

Accordingly, based on the aforementioned,  the researchers intend to find out the Reflection on 

Usability of Shorthand in Business Education: Technology and Vision 2020 is to be achieved.   

   

Statement of the Problem: 

 

The reflection on teaching and learning of shorthand in Business Education, in era of information 

and communication technology shows that there is a problem in using shorthand. The 

globalization of ICT world has discard the use of shorthand in present age, students and scholars 

in Business Education has continuously written to cast off the teaching and learning of shorthand 

from the minimum standard of NCCE, at Federal College of Education, Zaria. 

 

Thus, scholars have questioned the impact of shorthand in this era of information and 

communication technology, when we have tape recorder, voice recorder, hand written 

converters, soft touch, and many more computer soft ware‘s and components that have replace 

the usage of shorthand in Business Education curriculum.  

 

In addition, many scholars have critically questioned the reflection on shorthand by looking at 

usability in practice which also in line with health professionals that examine and evaluate their 

practice time to time. That is why McClure, (n.d). Stated that the general aim of all placements is 

to promote clinical reasoning and analytical and evaluative abilities in students through reflective 

practice. Professional bodies incorporate the benefits of applying reflective practice for both 

students and health professionals in their learning strategies. The importance of developing 

professional practice and of the role of supervision to ensure high quality standards of care is 

emphasised in such curriculum as ‖A Vision for the Future‖. Accordingly, based on the forgone, 

the researchers suggested ICT as a solution to replace shorthand. 

 



 

 

Considering  the unpleasant situations facing usability of shorthand the teaching and learning 

that  is not yielding the desire objectives becomes the major problem of this study which the 

researchers wishes to investigate using empirical evidence   

 

 

Objective of the Study: 

 

The study wish to:-  

 

(1) Evaluate the reflection on teaching and learning of shorthand in Business Education at 

Federal College of Education, Zaria. 

(2) Determine the usability of technology and shorthand in Business Education with vision 

2020 at Federal College of Education, Zaria. 

(3) Examine the need of shorthand in era of information and communication technology in 

Business Education and vision 2020 at Federal College of Education, Zaria. 

 

Research Question:  

 

The research work is expected to provide answers to the following specific research questions:- 

 

(1) What is the reflection on teaching and learning of shorthand in Business Education at 

Federal College of Education, Zaria? 

(2)  What is the usability of technology and shorthand in Business Education with vision 

2020 at Federal College of Education, Zaria? 

(3) What is the need of shorthand in era of information and communication technology in 

Business Education and vision 2020 at Federal College of Education, Zaria?  

 

Null Hypotheses:  

 

The following null hypotheses were raised and will be tested at a significant level of 0.05. 

(1) Reflection has no significant difference on teaching and learning of shorthand in Business 

Education at Federal College of Education, Zaria. 

(2) Reflection has no significant difference on usability of technology and shorthand in 

Business Education with vision 2020 at Federal College of Education, Zaria.  

(3) There is no significant difference between the need of shorthand in era of information and 

communication technology in Business Education and vision 2020 at Federal College of 

Education, Zaria. 

 

Review of Related Literatures: 

 

Concept of Reflective Analysis on Teaching and Learning: 
 

According to White, P. Laxton, J and Brooke, R. (n.d) reviewed some related literature on 

reflection, reflection has been defined as the active process of reviewing, analyzing and 

evaluating experiences, drawing upon theoretical concepts or previous learning, in order to 

inform future actions (Reid, 1993). A competent reflective practitioner repeatedly reflects on 



 

 

experience and is capable of reflecting-in-action, continually learning from experience to the 

benefit of future actions (Schon, 1983). The purpose of this short article is to raise awareness of 

the pertinence of reflection in clinical practice and briefly describe the implementation of a 

structured approach which has been used to develop reflective practice skills within the 

University of Leeds BSc (Hons) Audiology programme.  

 

Reflective practice has achieved wide take-up in healthcare such that the benefits of being a 

reflective practitioner are well evidenced in several healthcare fields including pharmacy (Owen 

& Stupans, 2009), medicine (Walker, 1996; Mamede et al., 2008) and, most prominently, 

nursing (Atkins & Murphy, 1993; Walker, 1996; Wilkinson, 1999; Esterhuizen & Freshwater, 

2008). Continual critical thinking and reflection can close the gap between theory and practice, 

improve quality of care and stimulate personal and professional development (Argyris & Schön, 

1978; Schon, 1983; Schon, 1987; Boud & Walker, 1998; Epstein & Hundert, 2002). Indeed, it 

has been suggested that reflecting from professional experiences, rather than learning from 

formal teaching, may be the most important source of personal professional development and 

improvement (Jasper, 2003).  

 

However, the gap with the aforementioned is on shorthand and its relevance in Business 

Education department in Federal college of Education, Zaria. The present in on healthcare 

related aspects. Reflecting on shorthand teaching and learning in this era of globalization and 

ICT has replaced the usage of shorthand in Business education. 

 

Concept of Business education:  
 

Business education is widely recognized as an effective pivot for development of professional or 

skilled manpower in all aspect of commercial, industrial and managerial areas. Osuala (2004) 

stated that, the advent of business studies stresses the need of providing the youth with the 

educational experience which equips them with saleable skills and competencies. He added that, 

business studies is a vocational subject taught in junior secondary school in Nigeria aimed at 

providing youths who may proceed to senior secondary school Business education is one of the 

major components of vocational education. In Nigeria, the discipline is offered at both the 

secondary and tertiary levels of education. According to Abdullahi (2002), Business education is 

an aspect of total educational programme which provides the recipient with knowledge, skills, 

understanding and attitude needed to perform well in the business world as a producer or 

consumer of goods and services. Furthermore, Osuala (2004) is of the opinion that Business 

education is a broad area of knowledge that deals with a nation‘s economic system and also 

identifies and explains the rate of business contentment and experience that prepare individuals 

for effective participation as citizens, workers and consumers. Finally, The National Open 

University of Nigeria (NOUN) (2008) defines Business education as an aspect of vocational 

education that equips people with necessary skills and theoretical knowledge needed for 

performance in business world either for job occupation or self-employment.  It could be 

deduced from the definitions above that Business education is an education for and about 

business. It combines both theoretical and practical knowledge. In the same vein, it exposes the 

recipient to the economic system of his country and equips him with lifelong skills that would 

enable him to make reasonable judgement as a producer (entrepreneur), employee or consumer 

of goods and services. Finally, Aliyu (2013) stated that the purpose of Business education 



 

 

stresses the need for: Specialized instruction to prepare students for career in business, 

Fundamental instruction to help students assume their economic roles as consumers, workers and 

citizens, Background instruction to assist students in preparing for professional careers requiring 

advanced study.  

 

Thus, the gap of the literatures in business education is that teaching and learning of shorthand 

which was reflected on the present need and usage with vision 2020. Business education is that 

discipline that can adopt technological skill in ICT world for self reliance. That is why the 

researchers seek to reflect on the usability and need of shorthand in this present ICT era.  

   

 

Research Methodology: 

 

The design adopted for the study was descriptive survey design.  This design allows the 

researchers‘ to collect data and subject the item to statistical analysis. The design is based on 

Amechi (2003) who stated that when a study involves with a population or a sample of 

respondents from whom information is obtained either verbally or through questionnaire, the 

ideal design to be adopted is the descriptive survey design.  Considering that the study involves 

the use of sample and questionnaire, the researchers consider the design appropriate for the 

study. 

 

Population of the Study: 

 

The population of this study is one thousand four hundred and fifty (1450) students from 

Business Education department federal College of education, Zaria consisting of B.Ed, NCE, 

Pre-NCE and PPNCE students of the Business Education department respectively. 

 

Table 3.1 Population for the Study 

S/NO ITEMS NO OF STUDENTS 

1 B.Ed students 300 

2 NCE 500 

3 PRE- NCE 50 

4 PPNCE 600 

T0TAL  1450 

Sources: Departmental record office, 2017 

 

3.3 Sample Size and Sampling Procedure:  

 

The sample size of the study was 290, despondence this is in line with Odukunle (2005) who 

recommended that if the population is less than 2500 for descriptive study 20% is enough to 

establish the existence or non existence of a relationship. In order to get the required sample size, 

two hundred and ninety students were randomly selected the respondents shall be the sample of 

this study.   

 

Results of the study: 

 



 

 

Table 4.1: Mean score of the reflection on teaching and learning of shorthand in Business 

Education at Federal College of Education, Zaria. 

 

Option Total score  Mean score SD Decision Rule Remark 

Agreed 

Disagreed  

50 

240 

5.8 

1.2 

1.4 

1.6 

2.2<2.5 

 
Accepted 

Total 290     

Source: Result of fieldwork 2017 

 

The answer to question one result shows that respondents that agreed on the reflection on 

teaching and learning of shorthand in Business Education at Federal College of Education, Zaria, 

scored 50, equivalent to 5.8 weighted mean. The standard deviation was 1.4. Those who had 

contrary opinion had 240 points representing 1.6 weighted mean. From the analysis, calculated 

weighted mean was 1.6 index for disagreed. The result therefore was accepted that  teaching and 

learning of shorthand in Business Education at Federal College of Education, Zaria has been 

reflected on and have no impact in our society.  

 

Table 4.2: Mean score of the usability of technology and shorthand in Business Education 

with vision 2020 at Federal College of Education, Zaria 

Option Total score  Mean score SD Decision Rule Remark 

Agreed 

Disagreed  

90 

200 

3.2 

1.5 

1.2 

1.8 

2.2<2.5 

 
Accepted  

Total  290     

Source: Result of fieldwork 2017 

 

The answer to question two result shows that respondents that agreed on the usability of 

technology and shorthand in Business Education with vision 2020 at Federal College of 

Education, Zaria, scored 90, equivalent to 3.2 weighted mean. The standard deviation was 1.2. 

Those who had contrary opinion had 200 points representing 1.5 weighted mean. From the 

analysis, calculated weighted mean was 1.8 index for disagreed. The result therefore shows that 

the usability of information and communication technology ICT is what the students need and 

not shorthand in Business Education 

 

Table 4.2: Mean score of the need of shorthand in era of information and communication 

technology in Business Education and vision 2020 at Federal College of Education, Zaria 

Option Total score  Mean score SD Decision Rule Remark 

Agreed 

Disagreed  

99 

191 

2.9 

1.5 

1.3 

1.6 

2.2<2.5 

 
Accepted 

Total  290     

Source: Result of fieldwork 2017 

 

The answer to question three result shows that respondents that agreed on the need of shorthand 

in era of information and communication technology in Business Education and vision 2020 at 

Federal College of Education, Zaria, scored 99, equivalent to 3.2 weighted mean. The standard 

deviation was 1.3. Those who had contrary opinion had 191 points representing 1.6 weighted 

mean. From the analysis, calculated weighted mean was 1.6 index for disagreed. The result 



 

 

therefore shows that in the era of information and communication technology, teaching and 

learning of shorthand in Business Education should be discarded. 

   

Test of Null Hypotheses: 

  

The following null hypotheses were raised and will be tested at a significant level of 0.05. 

HO1   Reflection has no significant difference on teaching and learning of shorthand in Business 

Education at Federal College of Education, Zaria. 

 

Table 1:  Regression analysis on teaching and learning of shorthand in Business Education 

at Federal College of Education, Zaria. 

The result of data used to test null hypothesis one presented in the Table 1 revealed the Beta 

value of 0.45 indicating the level of regression equation to be adjusted in order to get regression 

equation on reflection in teaching and learning of shorthand in Business Education (RSBE).  The 

R value was 0.34 with R
2
 value of 0.51 indicating that 41% of reflection of RSBE on ICTV2020. 

The analysis therefore shows that RSBE had no impact on technology and vision 2020 

(ICT2020); hence the null hypothesis was rejected.  

 

HO2   Reflection has no significant difference on usability of technology and shorthand in 

Business Education with vision 2020 at Federal College of Education, Zaria.  

    

Table 3:  Regression analysis on usability of technology and shorthand in Business Education 

with vision 2020 at Federal College of Education, Zaria.  

 

The result of data used to test null hypothesis two presented in the Table 2 revealed the Beta 

value of 0.67 indicating the level of regression equation to be adjusted in order to get regression 

equation on usability of technology and shorthand in Business Education with vision 2020 at 

Federal College of Education, Zaria.  The R value was 0.34 with R
2
 value of 0.61 indicating that 

20% of reflection of RSBE on ICTV2020. The analysis therefore shows that RSBE had no 

impact on technology and vision 2020 (ICT2020); hence the null hypothesis was rejected. 

   

HO3   There is no significant difference between the need of shorthand in era of information and 

communication technology in Business Education and vision 2020 at Federal College of 

Education, Zaria.    

   

Model  B Std. Error T Sig. Beta R R
2
 Adjusted R

2
 

RSBE 290 0.014 2.12 .000 0.45 0.34   0.51        0.21 

ICTV2020  0.41 0.425 1.11 0.23 

Model  B Std. Error T Sig. Beta R R
2
 Adjusted R

2
 

RSBE 290 0.014 2.12 .000 0.40 0.24   0.40        0.21 

ICTV2020  0.44 0.425 1.11 0.23 



 

 

Table 3:  Regression analysis on need of shorthand in era of information and communication 

technology in Business Education and vision 2020 at Federal College of Education, Zaria. 

 

The result of data used to test null hypothesis three presented in the Table 3 revealed the Beta 

value of 0.82 indicating the level of regression equation to be adjusted in order to get regression 

equation on need of shorthand in era of information and communication technology in Business 

Education and vision 2020 at Federal College of Education, Zaria. The R value was 0.52 with R
2
 

value of 0.56 indicating that 22% of reflection of RSBE on ICTV2020. The  analysis therefore 

shows that RSBE had no impact on technology and vision 2020 (ICT2020); hence the null 

hypothesis was rejected.  

    

Discussion of the Findings: 

  

The results of the study indicates that teaching and learning of shorthand in this era of 

information and communication technology was rejected. However, the study also proved that 

having reflected on the teaching and learning of shorthand does not make any impact to the 

students of Business Education Department in Federal College of Education, Zaria and Nigeria at 

large.  

 

Conclusion: 

 

From the result of the study, the researchers observed that teaching and learning of shorthand in 

Business Education is a thing of the past. Therefore they concluded after carrying out reflective 

analysis on the relevant of shorthand in Business education and find out that is NOT for this era 

of ICT.  

 

Recommendations: 

 

1. Government should discard the teaching and learning of shorthand in all colleges of 

education in Nigeria. 

2. Tertiary institutions in Nigeria should replaced shorthand with teaching and learning of 

information and communication technology. 
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ABSTRACT 

 

Microfinance institutions (MFIs) are considered important financial institutions in both develop 

and developing nations. These institutions contribute significantly to the country‘s economic as 

well as social development. Despite their important role, the literature reveals that there is not 

only limited information aboutinfluence of external environment but also limited research in this 

important area. In an attempt to narrow the information and research gaps in the area of MFIs, 

this study examines the relationship between business environment and performance of MFIs. 

Base on the review of the literature and paststudy, this study reveals that external business 

environment influences the performance of MFIs. In addition, competition as one of the 

important external factors in the business environmentcan influence the activities of an MFI and 

the way it chooses to structure its business activities. As such, Owners/Managers of MFIsneed to 

organize their activities by more efficient structures as well as maintaining a balance between the 

influence of the external forces and the internal environment of the organizations. 

 

Keywords: Business Environment, Performance, Microfinance,  

 

INTRODUCTION 

 

Microfinance institutions (MFIs) represent an alternative source of financing for people with 

poor income and those do not have access for banking and other conventional financial services. 

More significantly, in developing countries such as Bangladesh and Nigeria, the micro loans and 

financial services provided by MFIs are found to be not only beneficial to the poor people but 

also helpful in terms of eradicating poverty in these countries (Shukran & Rahman, 2011; Tadele 

& Rao, 2014; Yunus, 1998, 2007). 
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As a financial institution, microfinance has experienced remarkable growth and acceptance. 

Thesefinancial institutions are increasingly being recognized as an essential component of the 

financialenvironments in developing countries. However, as a field of study, MFIs have received 

minimal research emphasis. Although the number of research on MFIs seems to increase, a 

review of past studies indicates that the focus and scope of research in this area are still 

restricted. Previous studies on MFIs have mainly examined the internal environmental issues 

such as observing and reporting corporate governance, intellectual capital, capital structure and 

ICT adoption practices(Beisland, Mersland, & Øystein, 2013; Duqi & Torluccio, 2014; Epstein, 

2014; Gill, Biger, Mand, & Shah, 2012; Kagaari, Munene, & Ntayi, 2010; Kamukama, Ahiauzu, 

& Ntayi, 2011; Kumar & Nihalani, 2014; Mersland & ystein Strm, 2009; Ndambuki & Alala, 

2014; Paul & Emesuanwu Catherine Ebelechukwu, 2015; Tadele & Rao, 2014; Tchakoute 

Tchuigoua, 2014). As financial institutions to the poor, their success depends very much on their 

external business environment and how well they are being managed. The successful MFIs can 

perform and sustain their financial viability because of their ability to adapt toexternal business 

environment. Yet, in the case of the unsuccessful MFIs, most often, they failed frequently 

because they neglect external business factors(Assefaa, Hermesb, & Meestersb, 2013; Mersland 

& ystein Strm, 2009; Nyor, Adeyinka, Nyor, Patience, & Ndako, 2013; Vanroose & D‘Espallier, 

2013). 

 

Importantly, for MFIs to remain key player in fulfillment of the financial needs of the poor as well 

as those that do not have access to conventional banking services, the theoretical and empirical 

contributions in the field should not only focus on the internal but external as well. Given this 

information and research gap, there is need to investigate the influence of theseexternal factors 

and how they affect the performance of these financial institutions and their long run 

survival.Given this, the paperreview the previuos literature related and relevant to external business 

enviroment and how its influence the performance of MFIs.   

 

LITERATURE: 

 

Previous studies have adopted different approaches, definitions and dimensions of environment 

to examine its effect on organizational performance.According to Drucker (1977), environmental 

influences such as economic forces can set limits to what management can do as well as create 

opportunities for management's action. Although these forces do not by themselves determine 

what a business is or what it does, a business enterprise need to identify, manage and adapt to the 

forces in the environment.  

 

In one of the earliest study on environment, Duncan (1972) defined environment as the physical 

and social factors that occur outside an organization which are relevant in the decision-making 

process of the managers and are often characterized based on levels of dynamism, heterogeneity, 

and complexity.  

 

However, the study by Lenz (1980) noted that there is no widely held consensus concerning how 

organizational environment should be assessed and which aspects of the environment affect 

performance. According to the author, past empirical studies generally adopt two methods. The 

first method, which is usually taken along two dimensions such as from stable to shifting and 

from homogeneous to heterogeneous which, uses perceptual measures to assess environmental 



 

 

complexity and uncertainty. The second method uses relatively objective measures to assess the 

relevant environmental factors such as demographic trends that can influence the goal attainment 

of an organization.  

 

In addition, from the perspective of the contingency framework, authors such asVenkatraman 

and Prescott (1990), Hitt, Ireland, & Palia, (1982), Prescott, (1988), Hitt and Ireland, (1985) and 

1986), and  Hofer (1975)considered environment as one of the important contingency 

factors.The dynamism and complexity of competition as one of the important external factors in 

the business environment can influence the activities of an organization and the way it chooses to 

structure its business activities. As such, organizations need to organize their business by more 

effective structures and forms as well as maintaining a balance between the influence of the 

external forces and the internal environment of the organizations (Morton, 1995). 

 

According to  Hashim (2008) a business organization has to compete for resources. The most 

common resources that business organizations compete for are customer‘smoney.  However, 

competition is not only confined to business organization alone. Different organisations in 

different types of industries or markets also need to compete among themselves. For instance, 

public universities and colleges compete with others public universities and colleges, the police, 

the military, other government agencies, and the job market to attract bright and talented 

candidates. 

 

More importantly, Hashim (2008) indicated that it is essential for management of organizations 

to know, understand, and appreciate that competition is usually complex. The management of the 

organization must be not only aware of the competition in the environment but also able to 

oversimplify the information about it that flows in to the organization. With regard to the 

information about competition, some information is easy to get. However, there is some other 

information about competition may be more difficult to obtain.  

 

Earlier on, Porter (1980) emphasized on the effect of competition on organizational performance. 

Porter developed the five forces model to help explain the nature of competition in a market. The 

model suggests that there are five specific forces that drive competition in a particular market. 

These forces include: 

 

1. Threat of new entrants or competitors 

2. Rivalry among existing firms 

3. Threat of substitute products or services 

4. Power of buyers  

5. Power of suppliers 

 

In addition, Porter (1980) emphasized on the need for organizations to know the competition in a 

market as well as the five forces driving it. In order to compete, in a particular industry, 

organizations would need to identify the five forces and also determine the intensity of each of 

the forces. Each of the five forces can influence the level of the competition in the market and 

the organizations operating in the market in different ways.  

 



 

 

Miller and Friesen( 1983) organizations need to develop their capabilities to cope with changes 

occurring in their business environment. In order todeal with dynamic, competitive or complex 

environments, the study recommended that organizations seek more specific information as well 

as change their organizational structure. In addition, the study indicates that organizations must 

also revise their strategy development process so that they are able match their business strategy 

with their organizational structure as well as their competitors.   

 

Moreover, findings of the past studies by  Prescott (1988), Boulton, Lindsay, Franklin and Rue 

(1982) and (Hitt et al., 1982)  have also suggested that competition has moderating effect on 

organizational performance. Although previous research provides evidence that environment has 

moderating effect on organizational performance, the moderating effect that environment has on 

MFIs remain largely unexplored. 

 

In the context of MFIs, most of the past studies focused on internal factors such as governance, 

ICT, ownership and capital structure without giving serious research attention on the external 

environmental forces such as competition. Organizations that ignore their external factors, in 

particular competition, will affect its chances of survival. More specifically, the contingency 

perspective suggests the need for organizations to adapt their internal operations to the 

conditions that exist in their external business environment (Bluedorn, Johnson, Cartwright, & 

Barringer, 1994). 

 

Organizational Performance: 

 

Organizations are created for specific objectives. For organizations to achieve their objectives, 

they must be able to perform their operations efficiently and effectively. Organizations need to 

adopt effective business practices to help them accomplish their objectives as well as sustain 

their organizational performance. The performance of organizations is measured in terms of their 

abilities to achieve their specific organizational objectives. 

 

The literature indicates that different organizations use different methods and measurement to 

determine their level of performance as well as to know the extent to which they are able to 

achieve the specific organizational objectives. Different organizations in different industry use 

different methods and measurement of performance because each different organization has 

different set of organizationalobjectives to accomplish. 

 

In measuring the performance of an organization, it is necessary to identify as well as know its 

primary objectives. Organizations establish their primaryobjectives based on their business 

mission or the purpose they are created. Once the organizations have determined their specific 

objectives, they need to work on how best to achieve all of their objectives in a given period of 

time(Drucker, 1977).  

 

Although the literature reveals that different organizations in different industries and countries 

tend to emphasize on different performance measurement, findings of past studies indicated that 

financial profitability and growth to be the most common measures of organizational 

performance.  

 



 

 

For instance, the earlier study by Nash (1993) claimed that profitability is the best indicator to 

measure whether an organization is performing.  According to the author, profitability can be 

used as the primary measure of organizational success.  Doyle (1994) further considered 

profitability not only as the most common measure of performance but also claimed that western 

companies primarily used profitability measures to determine the extent to which their 

companies are performing.  

 

The studies by Robinson (1982) and Galbraith and Schendel (1983) specifically found that 

financial indicators such as profit margin, return on assets, return on equity and return on sales 

are considered to be the common measures of financial performance of organizations. Similarly, 

in the context of the performance of manufacturing firms in Malaysia, the study by Abu Kasim, 

Minai and Chun (1989)  found sales, sales growth, net profit and gross profit as the common 

financial measures.  

 

However, in the case of MFIs, practitioners and researchers agree that these firms need to adopt 

different measures of organizational performance. As social business, MFIs have both financial 

as well as social objectives. Given this, the performance of MFIs should be measured by using 

not only financial but also non-financial or social measures (Thomasa & Kumara, 2016).  

 

MFIs have different organizational objectives as compared to the commercial banks. Their 

organizationalobjectives are not only confined to financial profitability and sustainability but 

they also include social objectives such as social outreach as well as the impact of their loans on 

the lives of the poor people that borrowed from them. The need to measure the performance of 

MFIs by using both financial and social measures has also been supported by organizations such 

as the Consultative Group to Assist the Poor (CGAP), The Small Enterprise Education and 

Promotion Network (SEEP) and the impact network organization (Mustafa & Saat, 2013; 

(Thomasa & Kumara, 2016). The following section explains briefly the financial and social 

performance relevant and applicable to MFIs.  

 

Financial Performance: 

 

Financial performance involves measuring the progress of the operations and policies of an 

organization in monetary terms. The financial performance of an organization focuses on the 

extent to which the organization is able to achieve financial objectives such as amount of 

revenue and profitability. For instance, financial profitability can be measured by using net 

profit, return on investment, return on assets, return on equity and return on sales. In MFIs, 

financial performance can be assessedregarding financial profitability, financial sustainability, 

return on assets, operational self-sufficiency, revenues portfolio yield, and operational costs 

(Barry & Tacneng, 2014; Christen, 2000; Mersland & Strøm, 2009). 

 

In addition, the institutionalized approach measure the performance of MFIs based on their 

financial sustainability. In the approach, the financialsustainabilityis measuredin terms of the 

revenues generated from the utilization of subsidized funds and grants that the MFIs received as 

well as the amount of operational costs involved.  

 

http://www.businessdictionary.com/definition/return-on-assets-ROA.html
http://www.businessdictionary.com/definition/return-on-investment-ROI.html


 

 

The Consultative Group to Assist the Poor (CGAP) is a global partnership of 34 leading 

organizations measure the performance MFIs by using the Microfinance Poverty Evaluation 

Tools. The CGPA offers one of the most reasonable, simple and accurate ways of measuring the 

extent to which MFI programs reaches the poor. The guideline provided by CGPA covered both 

financial and social performance indicators. The financial performance indicators include the 

following:   

 

(i) Collection performance and the loan disbursed performance 

(ii) Financial sustainability in term of subsidy dependent  

(iii) Efficiency of administrative cost management  

 

Social Performance: 

 

The social performance of MFIs emphasizes social objectives such as their ability to provide 

loans to larger numbers of very poor family and also the impact of the loans on their lives. The 

outreach of loans and their impact on the borrowers are measured in terms of breadth, depth, 

length, scope, cost and number of poor people served, the number of women borrowers, how 

well the MFIs reaches the poorest and the variety of financial services available (Barry & 

Tacneng, 2014; Navajas, Schreiner, Meyer, Gonzales-Vega, & Meza, 2000; M. Schreiner, 2002; 

Zelle, M., & Meyer, 2002). 

 

The Welfarist approach also emphasizes on the need to primarily focus on the social 

performance of MFIs. According to this approach, the funds and grants given to MFIs are 

equities donated by social investors and other voluntaries bodies for the purpose of social 

lending. These investors forgo the financial returns of their investments for the pleasure they 

derive from helping the poor people. They expect the MFIs to uplift the lives of the poor and 

improve their social welfare. The Welfarist approach measures the performance of MFIs based 

on the level of social impact achieved by them. As far as the performance of MFIs is concerned, 

the approach views the social impact as more important than their financial sustainability. 

Because the purpose or mission of MFIs is to provide positive social impact on the lives of the 

poor people (Mustafa & Saat, 2013);  Bosire et al., 2014; Cinca & Nieto, 2014). 

 

Yaron (1992) proposed a two core criterion dimension framework for measuring the 

performance of MFIs. The two core include; outreach and sustainability. The outreach refers to 

the numbers of loans provided to the poor while the sustainability involves the total cost of 

providing the microloans. The outreach criteria measure the performance of MFIs in terms of the 

financial services provided to the poor people and those targeted for the loans. Sustainability 

measures MFIs dependency on subsidies based on the Subsidy Dependent Index (SDI). This 

framework has gained much acceptance and has been adopted by researchers (Nanayakkara, 

2012; M. J. Schreiner, 1997).  

 

Zelle and Meyer (2002) developed the three dimension criteria structure by including the welfare 

impact to the two criteria framework developed earlier by Yaron (1992). According to Zelle and 

Meyer, the three criteria needed to measure the performance of MFIs include; delivery of their 

services and outreach, financial sustainability and welfare impact. The performance of the 

microfinance programmes should be measured based on the three criteria. The Zelle and Meyer 



 

 

model involved three circles and triangles. The inner circle of the triangle of microfinance 

represents the microfinance institution‘s innovations in technology, policy, organisation and 

management that can affect how well each objective is met. However, there is a trade-off in 

meeting the objectives of achieving financial sustainability, reaching the poorest and in ensuring 

the borrower is impacted positively. Nonetheless, there are people who believe that it is not 

possible for a microfinance institution to achieve financial sustainability and reach very high 

numbers of the poorest borrowers at the same time. 

 

The study by Mayoux (2001) evaluated the impact of microloans schemes by adopting the 

donor-led and the practitioner-led prospects. Donor led involves assessing the impact on poverty 

at the levels of the enterprise and the family. This approach is useful in improving the 

microfinance services, encouraging innovation, determining the impact of microcredit services in 

reduction of poverty and women empowerment. The practitioner-led approach however was 

introduced for gathering the information needed to improve microfinance programs relatively 

rather than substantiating the impact at the levels of enterprises, families, individuals and 

communities.   

 

CONCLUSION: 

 

This study attempted to examine the influence of external business environment on the 

performance of MFIs. Base on the review of the literature and paststudies, this study reveals 

thatexternal business environment; competition in particular, doesinfluence the performance of 

MFIs. In addition, understanding the external business environment isequally important asthe 

survival of MFIs because the organizations that neglect it external environment will not be able 

to maintain it success.  

 

The finding of the study provide some beneficial implication for those who are directly involve 

into day-to-day operations of MFIs. Particularly, the owners and managers of MFIs needbetter 

understanding of there external business environment as well as develop and implement more 

effective strategies based on their strategic capabilities to improve their performance. 
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ABSTRACT 
 

The objective of this paper is to determine the effect of IFRS as a new accounting reporting among 

Nigerian listed firms. This study use book value, earnings and dividend to fill in the gap using a 

sample of 126 Nigerian listed firms in the stock market. Data was collected from Thompson Reuters, 

Bank scope DataStreams and annual reports. The study adopted Ohlson (1995) price model that has 

been frequently used in determining the quality of accounting information studies. The study finds 

that combined book value, earnings and dividends do not provide statistical significance effect of 

IFRS after adoption on the quality of accounting information.This could be possible as dividends do 

not provide a significant effect in the presence of earnings. Furthermore, the audit big 4 quality 

provided an effect on the quality of accounting information as a result of IFRS adoption. Therefore, 

findings of this study provide additional literature on the decreasingquality of accounting information 

in an emerging market setting like Nigeria. The study implication is to the policy makers, regulators, 

and government that accounting information does not provide value relevance among Nigerian listed 

firms after IFRS adoption. 

 

Keywords: book value, earnings, dividends, Nigeria, financial reporting 

 

1.0 Introduction 

 

Accounting research on financial market grew after Ball and Brown (1968) produced an empirical 

study on stock price fluctuations and accounting information. Their seminal work inspired a string of 

studies presenting the relationship between stock market prices and accounting measures. After their 

study, more research on value relevance was conducted on the relationship between accounting 

information with stock price. There after several definitions of value relevance of accounting 

information were provided. For instance, Prather-Kinsey, (2006) defined accounting information to 

be value relevant only when it explains stock price movement, evaluates the past and the future, and 

is presented without any bias. Thus, accounting information is value relevant once it can assist in 

predicting variables or can be used in a valuation model for those variables (Francis & Schipper, 

1999b). Hence, the ability of one or more numbers to explain variations in stock prices(Francis, 

Olsson, & Schipper, 2006) and to also summarisevaluable accounting information that may affect 

movements of stock prices is critical. 



 

 

 

Scholar found the area to be relevant in predicting the quality of accounting information using 

disclosures reported in the financial reporting to determine the value relevance. These disclosures 

include balance sheet disclosures on assets and liabilities, income statements, cash flows, and 

earnings using the Ohlson (1995) price model (Chen, Chen, & Su, 2001). However, these prior 

studies on value relevance focused on markets in the United States and the United Kingdom (Barth, 

Beaver, & Landsman, 1996; Barth, Braver, Hand, & Landsman, 1999; Barth, 1994; Elbakry, Jacinta, 

Hussein, & Tamer, 2017). 

 

The increasing significance of  financial report for international markets led to more research 

investigating the value relevance of accounting information in non-developed markets outside of the 

United States (Amir, Harris, & Venuti, 1993; Collins, Maydew, & Weiss, 1997; Fuensanta, Pedro, & 

Juan, 2016; Graham, King, & Bailes, 2000), which were extended to emerging markets (Chebaane & 

Othman, 2014; Chen, Chen, & Su, 2001; Kadri, Aziz, & Ibrahim, 2009; Kargin, 2013a; Mironiuc, 

Carp, & Chersan, 2015;  Umoren & Enang, 2015; Zeng, Guo, & Xiong, 2012;  Păşcan, 2015). The 

results of this literature on these emerging markets provided different findings on the relevance of 

accounting information with respect local accounting standards and new accounting reporting 

standards for different countries and sectors.  

 

Among the questions needed to be answered about these new standards is whether accounting 

information increased or decreased after the adoption of International Financial Reporting Standards 

(IFRS). This is particularly a question of interest in Nigeria (Omokhudu &Ibadin, 2015a). 

Consequently, the need exists to determine empirically whether accounting information provided by 

firms in Nigeria has become more useful to investors in the post-IFRS period as compared to the pre-

IFRS period. 

 

Some literature exists concerning the value relevance of accounting numbers in Nigeria. For 

example, Abdulsallam et al. (2016),Abubakar, Abdulsallam, and Alkali (2017), Mohammed and 

Lode, (2016), Muhammad, Kamarul, and  Ishak (2015), Omokhudu and Ibadin (2015), Omokhudu 

and Ibadin (2015b), Tanko (2012)and Umoren and Enang (2015) looked at the effect of IFRS on the 

value relevance of accounting information. However, the findings have been mixed and the methods 

have been varied. For instance,Muhammad, Kamarul, and Ishak (2015)studied book value and 

earnings for financial institutions, Omokhudu and Ibadin (2015) and Abubakar, Abdulsallam, and 

Alkali (2017) looking at aggregated and disaggregated earnings and book value and assets and 

liabilities, Omokhudu and Ibadin (2015b) considered book value, earnings, dividend and cash flows. 

Tanko (2012a) reported on earnings managements and time loss recognition. Umoren and Enang 

(2015) studied earnings and book. Mohammed & Lode, (2016) assets and liabilities and Abdulsallam 

et al. (2016) net income and expenses. 

 

These studies apart from Mohammed and Lode, (2016) non considered the effect of firms 

characteristics like size, leverage or audit big 4 for the value relevance studies. Also, the studies were 

conducted for either financial firms or non-financial firms individually. Therefore, this study defers 

from all the studies conducted in Nigeria by employing audit 4, that have been neglected in value 

relevance studies (Chebaane & Othman, 2014b). Thus, the study covers all firms listed in the stock 

market.  

 



 

 

2.0 Nigerian Capital Market Development: 

 

Principally, the Nigerian capital market is where corporate equities as well as long-term debts 

securities are traded and issued for long-term investments. The market is heavily regulated by the 

Nigerian Security and Exchange Commission (SEC) that is the top body regulating the Nigerian 

capital market. The Nigerian stock markets were opened in the early 1960s, as the Lagos Stock 

Exchange (LSE) as a private liability company, which was limited by guarantee as provided by the 

provisions of the LSE Act 1960. The LSE commenced business in 1961 with 19 listed securities that 

comprised 6 Federal Government Bonds, 10 Industrial loans and 3 equities (Afolabi, 2015).  

 

Currently, there two main institutions in the Nigerian market: 1) the Securities and Exchange 

Commission (SEC), and 2) the Nigerian Stock Exchange Market (NSE). The SEC acts as the apex 

body and serves as the main regulatory authority in the market, while the NSE serves as the issuing 

houses and for the stock brokerage firms. The Nigerian capital market is like any other emerging 

stock market in that it protects investors from improper and unfair practices in the securities market 

(Oxford Business Group, 2010).  

 

The major laws that responsible for the capital market functioning effectively in Nigeria are 1) 

Investment and Security Act CAP No. 29 of 2007 (ISA), 2) The rules and regulations pursuant to the 

ISA, 3) Company Matters and Allied Act (CAMA), 4) the Trustee Investment Act CAP T22, LFN 

2004, and 5) The Pension Act 2004. The market regulatory framework includes the SEC, regarded as 

the apex regulator of the stock market, the self-regulator of the market, the investments and security 

tribunal, and the Economic and Financial Crime Commission (EFFC).  

 

Three types of trading are performed basically in the Nigerian stock market including 1) equities 

trading, 2) bond trading, and (3) exchange-traded funds (ETF). Equities trading in the Nigerian 

capital market comprises economic transitions of stocks also called shares between buyers and sellers 

that are considered negotiable instruments that corporations issue to grant a share of the capital of the 

firm.  Any investor who purchases a share is one of the company‘s owners and is entitled to profits 

the firms pay out in the form of dividends. There are basically two type‘s shareholders of Nigerian 

firms. Most of them are ordinary shareholders (common shares). The other holders have preferred 

shareholders of four types: 1) cumulative preferred shares, 2) non-cumulative preferred shares, 3) 

participating preferred shares, and 4) convertible shares. 

 

Bonds listed and trading on the Nigerian stock exchange are the: 1) Federal government bonds, 2) 

State/Local government bonds, 3) supranational bonds and 4) corporate bonds. The Nigerian Stock 

Exchange defines an ETF as a fund that tracks the efficiency of a commodity or an index. They are 

traded like shares in the capital market and have their value derived from the commodity or the 

index. Investors are provided an opportunity to diversify their holdings using an ETF without having 

to diversify their portfolios by selecting an individual security.  

 

3.0 Literature Review: 

 

Although several studies have cited Ohlson and the Ohlson model for their studies, using book values 

and earnings, very little literature used dividends as reported by Ohlson (Pirie & Smith, 2008). With 

claims that IFRS has improved accounting information globally, considering the value relevance of 



 

 

accounting information based on book value earnings and dividends to determine if there is a change 

in their value relevance after the IFRS adoption is important.  

 

The adoption of IFRS has been found to be associated with a decrease in earnings. For instance, 

Clarkson et al. (2011 and Goodwin and Ahmed (2006) presented evidence that the enhanced value 

relevance of IFRS is country specific. They reported that the combined effect of relevance of book 

value of equity (BVE) and earnings (NI) has changed with the adoption of IFRS with less 

consistency in Australia than in European countries. However,Chalmers et al. (2011) reported that 

earnings were more value relevant than book value under IFRS in Australia. 

 

Studies on the value relevance of book value and earnings for different countries, firms, and 

standards have also been conducted. For instance, Eng et al. ( 2013) examined the value relevance of 

book value and earnings of firms in five Asian countries (Hong Kong, China, Singapore, Japan and 

Korea) that are reporting under US-GAAP, IFRS and domestic standards and listed among US 

American Depositary Receipts (ADRs) for the period from 2002 to 2011. For domestic samples, 

book value and earnings had a significant relationship with the capital market, even though book 

value had higher incremental value relevance content than earnings. Nevertheless, firms from the five 

Asian countries operated in different business environments, but consistent results were documented 

for IAS-based accounting (Singapore and Hong Kong) and domestic financial reporting (Korea, 

Japan, and China). Also, samples listed under ADRs had higher informative content in book value 

than earnings under US GAAP. In contrast, after the adoption of IFRS, earnings were found to be 

more value relevant than book value; however, a higher incremental value relevance of book value 

was reported for US GAAP users.  

 

Kargin (2013) explored the relationship of book value (balance sheet) and earnings (income 

statement) with amarket value under two different accounting regimes from 1998 to 2011 for Turkish 

firms. They observed that book value improved during the period of IFRS adoption. Furthermore, the 

study discovered no evidence of earnings improvements in the post-adoption period. Value relevance 

of accounting information improved in the post-adoption period. In contrast, Suadiye (2012) 

examined the significance of IFRS on the value relevance of financial reporting among the entities 

listed firms in the Istanbul Stock Exchange for the period from 2000 to 2009. The study found a 

significant relationship between book value and earnings during the transition period.  

 

Agostino et al. (2011) investigated the relevance of the relationship between book value and earnings 

among European Banks for the period from 2000 to 2006 using domestic financial reporting to the 

transition to IFRS. The findings of their study demonstrated that book value and earnings contained 

more information content in the post-adoption period of IFRS compared to pre-adoption period. 

Studies on book value and earnings, the relationship between earnings and operating cash flows were 

also reported by researchers in other different regimes. For instance, Palea (2014) examined the value 

relevance of different financial statements in Italian firms under GAAP and IFRS. The study showed 

that separate financial reports were value relevant because they both provided useful information to 

the capital market. Contrary to expectations, the findings indicated that reporting under IFRS had less 

incremental information content than Italian GAAP.  

 

Clarkson, Hanna, Richardson, and Thompson (2011) focused on the effect of IFRS adoption in 

Australia and Europe between book value, earnings, and market value. They reported an increase in 



 

 

the value relevance after the IFRS adoption in all the countries under study. Khanagha, Mohamad, 

Hassan, and Sori (2011) reported that earnings provided higher value relevance of accounting 

information than book value did after IFRS adoption among Iranian firms. However, in comparison, 

the combined explanatory power of between the pre-and post-adoption periods of IFRS for the book 

value and earnings, a decline in value relevance was noticed after the reform. This means that 

accounting information has not improved after IFRS adoption among firms listed on the Tehran 

stock exchange. 

 

Prior studies have also provided evidence on the decline value relevance of book value, earnings, and 

dividends (Collins et al., 1997). Barth et al. (2008) investigated the value relevance of book value and 

earnings relationship with stock price and returned for the IAS adopters during the period from 1994 

to 2003 in 21 countries. They found an increased value relevance of book value and earnings for the 

price regression only. Ashraf, Jacinta, Hussein, and Elshandidy (2017) concluded that the value 

relevance of book value declined with an increase in earnings among German and UK firms after 

IFRS adoption. In contrast, they reported both book value and earnings to have increased in value 

relevance at the long term for the UK than German firms after IFRS adoption. 

 

Al-Hares, AbuGhazaleh, and Haddad (2012) investigated the relevance of book value, earnings, and 

dividends from a sample of non-financial firms listed on the Kuwait Stock Exchange (KSE). The 

study covers the period from 2003 to 3009. The findings of the study provided evidence of the value 

relevance of book value and earning after the IFRS adoption while dividends had no value relevance 

because of earnings in the valuation model.  However, dividend when separated as individual 

variables showed sign of an increase in value relevance.  

 

Therefore, based on the above literature the flowing hypotheses were reported 

 

H1: Book value, earnings, and dividend disclosed under IFRS are more value relevant than Book 

value, earnings and dividend disclosed under NGAAP among Nigerian firms. 

 

4.0 Methodology: 

 

The study used a sample of 126 firms listed in the Nigerian stock market from the period of 2009-

2013. The year 2009-2011 was used as the pre-adoption of IFRS and 2012-2013 as the post-adoption 

of IFRS. The study data was collected from Thompson Reuters, bank scope DataStreams, and annual 

reports. The Ohlson (1995)price regression model that has been mostly adopted on value relevance 

study used for the study. The price regression method adopted in this study is from the studies of 

Burgstahler and Dichev (1997) and Collins et al. (1997).  

 

Some researchers have followed suit using similar procedures as in Hellström (2006) and Francis and 

Schipper (1999). The dependent variable is the stock price, and book value, earnings, and dividends 

as independents variables.  We defined all the results using incremental R2 consistent with 

(Bogstrand & Larson, 2012; Francis, Olsson, & Schipper, 2006; Mishari, 2016). 

 

Therefore, the following model is drawnfrom the study 

 

           (1A) 



 

 

 

SPit     = Stock prices per share at end of three months of the fiscal year end 

BVit      = Book value of equity at the end of fiscal year 

EPSit        = Earning per share for firm i at the period t  

DIVit= Dividend for firm i at the period t 

AUDit  = Auditors as the dummy variable ―1‖ for ―Big 4‖ auditors and ―0‖ if otherwise 

 µit   = Random error term or disturbance error 

 

4.1 Descriptive Statistics: 

 

Table 1 present descriptive statistics for book value, earnings, and dividend. The table is for the pre-

and post-IFRS adoption using the stock price regressions showing 378 observations for the pre-

adoption period (2009-2011 three years) and 252 firm observations based for the post-adoption 

period (2012-2013 two years).  

Variable Obs Mean Std. Dev. Min Max Ske Kurt Obs Mean Std. Dev. Min Max Skew Kurt t-value p-value

SP 378 17.7114 61.7596 0.44 898 0.53 2.69 252 21.3724 77.5763 0.48 1100 0.47 2.58 0.0823 0.5328

BVPS 378 6.1698 12.5686 -16.95 163.79 0.50 2.77 252 7.6382 11.8957 -1.51 77.28 0.24 2.36 1.4566 0.0729

EPS 378 1.0676 3.4927 -15.93 38.09 -0.05 2.59 252 1.3752 3.3482 -2.12 28.08 0.00 2.33 1.114 0.1329

DIV 378 0.0043 65.7136 -39.86 95.89 -0.15 2.37 252 2.0959 29.7554 -30.55 71.90 -0.58 2.93 4.4831 0.000

AUD 378 0.8492 0.3583 0.00 1.00 0.96 2.81 252 0.8532 0.3546 0.00 1.00 -2.04 2.98 -0.137 0.5545

Panel A: Stock Price Model

PRE-ADOPTION 2009-2011                                                                                                        POST-ADOPTION 2012-2013 T-test

Table 1

Descriptive Statistics for the Book Value, Earnings, and Dividends

No

tes: Panel A, SP = share prices three months after the fiscal year for thefirm. BVPS = the book value 

per share for firm i at the end of year t, EPS = earnings per share for firm i at the end of year t, DIV = 

dividends for firm i at the end of year t.  DIV= dividends for firm i at the end of the year t. AUD = 

Auditors as the dummy variable ―1‖ for ―Big 4‖ auditors and ―0‖ if otherwise.  All variables are 

deflated by the total number of outstanding shares. 

 

The number of samples in the post-adoption period was lower than those in the pre-adoption period. 

The mean of BVPS was NGN6.1698 (USD0.0387) in the pre-adoption period, which was lower than 

the mean of BVPS in the post-adoption period NGN7.6382 (USD0.0479). The mean of EPS was 

NGN1.0676 (USD0.006840) in the pre-adoption period, which was lower than mean of EPS 

NGN1.3752 (USD0.00882) in the post-adoption period. Also, DIV mean was NGN0.0043 

(USD0.00003) in the pre-adoption period, which was lower than the DIV means of NGN2.0959 

(USD0.01344) in the post-adoption period. The variable AUD represent a marginal increase after 

IFRS adoption.  

 

The results of the descriptive statistic provided evidence of increase in value relevance after IFRS 

adoption. This could be possible because during the period there was an increase in stock price and 

market capitalisation.  The results from t-tests for the statistical significance between the variables 

provided significant differences among the variable means for SP (p < 0.10%), BVPS (p < 0.10%), 

DIV (p < 0.01%) AUD (p < 0.10%).  This provided evidence of statistical differences between the 

two periods. 

 

4.2 Pearson’s Correlations: 

 



 

 

Table 2 is the Pearson‘s correlation for the book value earnings and dividends. The correlation matrix 

presented coefficients under pre-adoption of IFRS to be significantly correlated with stock prices 

except for AUD. All variables presented under IFRS adoption have a significant correlation with the 

stock price. This means that accounting information under IFRS has greater correlation than pre-

adoption. The possibility for this increase could be attributed to NSE (2013) that reported and 

increase in stock price and market capitalisation during the period of 2011 to 2013 by the Nigerian 

firms.  

 

Table 2 

Pearson‘s Correlation between Book Value, Earnings, and Dividends 

Panel A; Price Model 

PRE-ADOPTION 2009-2011 

Var SP BVPS EPS DIV AUD 

SP 1.0000 

    BVPS 0.1694*** 1.0000 

   EPS 0.1392*** -0.0973 1.0000 

  DIV 0.1049** -0.0967 -0.6608* 1.0000 

 AUD 0.0588 0.0916 -0.0249 0.0205 1.0000 

POST-ADOPTION 2012-2013 

      SP 1.0000 

    BVPS 0.4929*** 1.0000 

   EPS 0.1745*** 0.0609 1.0000 

  DIV 0.1444*** -0.0696** -0.3212** 1.0000 

 AUD 0.1753*** 0.0951** 0.0091 -0.0304 1.0000 

Note: *** significance 1%, ** significance 5%, and * significance 10%. 

 

4.3 Regression results: 

 

Table 3 provides regression results of book value, earnings, and dividends for stock price model. The 

price regression model coefficients for the pooled data in the Panel A presented BVPS, EPS, DIV 

and AUD with positive coefficients (0.0548, .2053, 0.0015 and 0.2980 at significance levels of 1%, 

1%, 10% and 5% with stock price respectively). The combined explanatory power of the variables in 

the polled data provided 47.74% variance with thestock price. The coefficients for all variables were 

positive and significant with thestock price. These indicated that Nigerian firms provided reliable 

information to the market and hence, reported the coefficient significance in the market value of 

those firms.  

 

In addition, the variable BVPs suggested anincrease in value relevance by presenting greater and 

positive coefficients after IFRS adoption (0.05000 and 0.0638 in the pre-and post-adoption periods of 

IFRS respectively at a significance level of 1% relationship with stock price).  

 

Table 3 

Book Value, Earnings and Dividends Hypothesis (H6) Panel A: Price Regression Model 4  

Price
1
 1A: β1BVPSit + β2EPSit  + β3DIVit  +  β4AUDit 

 

 α0 β1 β2 β2 β3 R
2
 

POOL 



 

 

D DATA 2009-2013 

Coef 
0.5556*** 

0.0548* 

* 0.2053*** 0.0015* 0.2980** 0.4774 

Tvalue 4.44 4.15 4.71 1.88 2.43 

 p-value 0.000 0.000 0.000 0.061 0.015 

 PRE-ADOPTION 2 

09-2011 

Coef 
0.6927*** 0.0500*** 

0.1929 

** 0.0011 0.2616* 0.4098 

Tvalue 4.17 3.13 3.56 1.64 2.04 

 p-value 0.000 0.002 0.000 0.101 0.057 

        POST-ADOPTION 2012-2013 

Coef 0.3407** 0.0638*** 0.2174*** 0.0046*** 0.3304* 0.5822 

Tvalue 1.97 5.07 4.06 3.24 1.77 

 p-value 0.050 0.000 0.000 0.001 0.079 

 White test Chi = 400.49 P = 0.000 

   VIF 
 

1.23 1.23 1.00 1.00 

 Chow test (1960) F = 2.43       P = 0.1192 
 

Notes: *** significance 1%, **significance 5%, and * significance 10%. 

1 price regression: SP =   β1BVPSit + β2EPSit  + β3DIVit  +  β4AUDit 

Variable definitions for Table 5.22: SP = Share price of thefirm three months after the year end t. 

BVPSit = Book value per share of firm i at the end of fiscal year t. EPSit = Earnings per share for firm 

i at the end of fiscal year t. DIVit = Dividends per share for firm i at the end of fiscal year t. AUDi t = 

Auditor is the dummy variable for firms that use Big 4 audit firms and 0 otherwise for firm i at the 

end of fiscal year t.   β = Coefficient of the explanatory variables. R
2 

= Adjusted R
2
 within the panel 

regression. The Chow test (1960) is for the statistical difference in adjusted R
2
 between Pre-and 

Post-adoption of IFRS from table lists p-values. All p-values are estimated based on White‘s 

(1980) corrected error for heteroscedasticity. 

 

The variable EPS indicated an increase in value relevance after IFRS adoption by presenting positive 

coefficients of 0.001929 and 0.2174 in the pre-and post-adoption periods of IFRS respectively at 

significance levels of 1% each in arelationship with stock price respectively. The variable Dividends 

did not support any significant relationship with stock price during the pre-adoption period, 

consistent with Al-Hares et al. (2012), in contrast, during the post-adoption had a positive coefficient 

of 0.00460 at a significance level of a 1% relationship with stock price. The AUD variable was also 

positive in the pre-and post-adoption period (pre=0.2616 and post=0.3304) at a significance level of a 

10% relationship with stock price.  

 

The adjusted R
2 

for the pre-adoption period was 40.98%, which was lower than the pre-adoption 

period of 58.22% in explaining thepower of variance with thestock price. The increased in 

explanatory power after IFRS adoption, signifies an increase in value relevance of accounting 

information. However, the Chow test (1960) for significance differences between the two periods 

suggested no significance differences between the two periods (value relevance, F = 2.43 at 

significant level p-value = 0.1192). Therefore, the hypothesis (H1) for more value relevance of book 

value, earnings, and dividend after IFRS adoption cannot be supported. 

 



 

 

The effect of AUD big 4 presented a significant decrease when analysis was run without AUD 

big 4. The full samples with AUD big 4 reported coefficients of determination R
2
 for the pooled 

data to be 47.74%, pre-adoption 40.98%,and post adoption 58.22% under stock price model. The 

results for the variable with non-Big four provided coefficients of determination R
2
 for the 

pooled data of 46.92%, pre-adoption 40.50% and post-adoption 56.74% under stock price model.  

 

4.5 Robustness Test for Non-Financial  

 

The estimated coefficients provided for the sub-samples were significantly like those of the full 

samples, pre-and post-adoption of IFRS in term of coefficients, significances and R
2
s.  The result of 

the findings for the price regression model presented an increased in value relevance for full samples 

on non-financial firms(although not reported here). The stock price pre-IFRS adoption reported R
2
 

for the full samples that were greater than the post-adoption of IFRS R
2
 (Pre-adoption= 40.98% 

versus Post-adoption =58.22%). However, the findings from the non-financial firms provided an 

increase in R
2
 from pre-adoption to post-adoption of IFRS (Pre-adoption=41.75% versus Post-

adoption=48.25%). The increased value relevance does not change the decision that financial 

institutions have any effect on the value relevance of financial reporting. The findings are consistent 

with (Okafor, Anderson, & Warsame, 2016). 

 

Therefore, it can be reported that the findings were robust enough. The Chow test (1960) for the sub-

sample did not provide any statistical significance difference between the two R
2
s for the stock price 

n model. Therefore, the conclusion for increased in value relevance could not be altered for non-

financial firms, but the value relevance could not be presented. 

4.6 Conclusion: 

 

This paper determined the relative value relevance of accounting information after IFRS adoption 

among Nigerian firms. The central issue of the study is to determine whether accounting information 

has been affected by the adoption of IFRS in Nigeria among Nigerian firms. This is because the issue 

of the effect of IFRS on the value relevance of accounting information is still not resolved.  

 

Using a comprehensive dataset of 126 listed firms in Nigeria, from the year 2009 to 2013, we 

perform aregression analysis using stock price models that havefrequently been used in determining 

the quality of accounting information. We documented from the findings that, the results from the 

coefficients, a relative value relevance increase for book value, earnings and dividends was noticed 

from pre-adoption to the post-IFRS period. The increase in explanatory power has presented an 

increase in value relevance after IFRS adoption. However, the result from Chow test (1960) does not 

support any statistical significance increase between the two periods. This provided evidence that 

there is no statistical change between the pre-and post-IFRS adoption among Nigerian firms. The 

study findings on the effect of AUD big 4 on the increase in value relevance was determined by the 

increase in explanatory power of R
2 
for the variables with AUD big 4 and those without AUD big 4. 

The results of the finding suggested an effect of AUD big 4 as a result of IFRS adoption in Nigeria.  

 

Although, most of the studies conducted in Nigeria reported an increase in value relevance of 

accounting information after IFRS adoption for book value, earnings, and dividends. This study 

finding reported similar results of incremental value relevance, but the statistical significance 

difference of the explanatory power between pre-and post-adoption of IFRS cannot be reported. 



 

 

Therefore, other studies that reported an increased in value relevance of accounting information 

could not be true because they do not provide evidence of statistical significance difference between 

the two periods(pre-and post-IFRS adoption. This shows that accounting information provided 

before the IFRS adoption do not have any difference after the IFRS adoption among listed firms in 

Nigeria. This could perhapsbeasa  result of accounting reporting change immediately after financial 

crisis for the book value, earnings, and dividends or that the presence of dividends has an effect on 

the result as reported in the literature. Therefore, policy makers, regulators, government, and 

professionals need to look at the new accounting reporting effect on the capital market 

 

We suggest that future study should consider the value relevance of specific variables(book value, 

earnings, and dividends) among listed Nigerian firm. Also, another developing country GAAP for an 

extended period whether there is an effect of IFRS and is statistically significant. The effect can also 

be used to less developed and smaller country than Nigeria to know what generalities, with regard to 

value relevance of accounting information as a result of IFRS adoption. 
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ABSTRACT 

 

In Nigeria today, the challenge of taking decisions on improving sales has become one of the 

most difficult tasks facing many marketing executives, based on changing demographic factors 

and devastating effects of declining economic fortunes of consumers. This has created difficulty 

in estimating and predicting with reasonable accuracy, consumers behaviour towards purchase of 

desired products or services. There is the challenge of marketers and advertisers contending with 

appropriate advertising medium for influencing consumers‘ buying behaviour, because of the 

different perception towards different media. There is also the problem of advertisements failing 

to convince consumers and not being able to persuade their purchase intentions due to its non-

effectiveness as a result of the form (print or electronic media) employed in passing the 

information. Hence, the main objective of this research is to evaluate the influence of advertising 

medium influence on consumers of Coca Cola beverage in Abuja. In achieving the specific 

objective, the research made use of primary data sourced from the consumers of coca cola in 

Abuja, while secondary data was used for the literature and empirical review. Data collected 

were analyzed using simple statistical tables with percentages. Also, postulated hypotheses were 

tested using the Structural Equation Model. The findings revealed that, both the Print and 

electronic media form of advertisement have a strong influence on the buying behaviour of the 

consumers. It was therefore recommended that, since the print billboard is more active in 

influencing consumers‘ behaviour towards purchase of coca cola product than magazines, 

newspapers and flyers, it is recommended that more of the organization‘s investment on print 

media advertisements be channelled to the print billboard form of advertising 

 

Keywords: Advertising, Consumer Behaviour, Print and Electronic 

 

1.1 Introduction  

 



 

 

In today‘s dynamic world, it is almost impossible for firms and marketers to pass messages, 

information and create awareness of products and services to buyers without the use of 

advertising. Certainly, this may be as a result of the rave of globalization and accessibility of 

hundreds of channels for the viewers of this modern era. Further, it might also be due to 

globalized economy, which made available a bulk of marketing stimuli to the modern 

consumers. More often consumerism describes the way of equating personal happiness, with 

purchasing material possessions and consumption in excess of one‘s need (Saleem & Abideen, 

2010) 

 

Advertising has long been a fascinating socio-political topic, which both poses problems and 

evokes controversy. As Nigeria has developed as a market economy, so has advertising. New 

agencies have emerged, more media have been established and one consequence of this growth 

is the increasing impact of advertising on the society. As Kotler (2013) asserts, "Advertising 

permeates almost all facets of our society's everyday life. Whenever we scan a magazine or 

newspaper, listen to a radio, watch a television program, open our mail and walk down an urban 

street, the chances are, we will be exposed to commercial messages". Thus, it has become 

virtually impossible to escape contact with some form of advertising or the other.  

 

According to Abideen, Zain-Ul, Waqas & Latif,, (2011), the contemporary world is 

characterized by flooded mass media in almost all the economies of the world e.g. television, 

advertising, films, videos, billboards, magazines, movies, music, newspapers, and internet. Of all 

marketing weapons, advertising is renowned for its long lasting impact on viewer‘s mind, as its 

exposure is much broader (Katke, 2007). Advertising is a subset of promotion mix which is one 

of the 4P‘s in the marketing mix i.e. product, price, place and promotion. As a promotional 

strategy, advertising serves as a major tool in creating product awareness in the mind of a 

potential consumer to take eventual purchase decision. Advertising, sales promotion and public 

relations are mass-communication tools available to marketers. Advertising through all mediums 

influence audiences, but television is one of the strongest medium of advertising and due to its 

mass reach; it can influence not only the individual‘s attitude, behaviour, life style, exposure and 

in the long run, even the culture of the country (Abideen, et al., 2011). 

 

The vision of any firm to be a well-known brand cannot be actualized until investment is made in 

promotional activities, for which consumer market have been dominating through advertisements 

(Hussainy, Riaz, Kazi, & Herani, 2008). As the primary mission of advertisers is to reach 

prospective customers and influence their awareness, attitudes and buying behaviour, because 

huge amounts are spent annually to keep individual‘s interest in their products. This necessitates 

the need by firms to understand what makes potential customers behave the way they would like. 

It also appears that advertising may have the potential to contribute to brand choice among 

consumers (Abideen et al., 2011). Thus, the major aim of advertising is to influence consumers‘ 

buying behaviour; however, this influence about brand is changed or strengthened frequently in 

people‘s memories, of which these brand cognition influences consideration, evaluation and 

finally purchases (Romaniuk & Sharp, 2003).  

 

Therefore, consumer behaviour analysis primarily explains why consumers act in particular ways 

under certain circumstances. It tries to determine the factors that influence consumer behaviour, 

especially the economic, social and psychological aspects (Ayanwale, Alimi & Ayanbimipe, 



 

 

2005). When young people choose advertising information and characters as their role models, 

they may not only identify with them but also intend to copy them in terms of how they dress 

and what they are going to buy (Abideen et al., 2011). 

 

Traditional hierarchy-of-effects models of advertising state that advertising exposure leads to 

cognitions, such as memory about the advertisement, the brand; which in turn leads to attitudes, 

that is, product liking and attitude toward purchase; which in the end leads to behaviours, like 

buying the advertised product (Mendelson & Bolls, 2002). As the market is surplus with several 

products or services, so many companies make similar functional claim; so, it has become 

extremely difficult for companies to differentiate their products or services based on functional 

attributes alone. Differentiations based on functional attributes, which are shown in 

advertisement, are never long lasting as the competitors could copy the same (Hussainy et al., 

2008). Therefore, the marketers give the concept of brand image. Like by creating the character 

of the caring mother, the marketer injects emotion into the consumer‘s learning and process of 

advertisements (Jalees, 2006). Doing so, advertisers create those types of advertisements which 

carry emotional bond with consumers. It therefore holds that, most consumers are more likely to 

associate with advertisements of those brands, which have emotional values and messages. The 

study therefore seeks to evaluate the effects of advertising on consumer behaviour, taking special 

consideration of the print and electronic forms of advertising. 

 

1.2 Statement of the Problem: 

 

The present context of business organisation is situated in increasingly complex, uncertain, and 

dynamic business environments with multiple realities based on various values, priorities, and 

requirements. As a result, the challenges demanded by globalization, increased competition, far-

reaching socio-cultural and technological developments, and acceleration of changes are 

bringing about new complexities for organizations. Therefore, sustenance of existing customers 

and attracting new ones in recent times has become a critical factor in business.  

 

In Nigeria today, the challenge of taking decisions on improving sales has become one of the 

most difficult tasks facing many marketing executives, based on changing demographic factors 

and devastating effects of declining economic fortunes of consumers. This has created difficulty 

in estimating and predicting with reasonable accuracy, consumers behaviour towards purchase of 

desired products or services. There is the challenge of marketers and advertisers contending with 

appropriate advertising medium for influencing consumers‘ buying behaviour, because of the 

different perception towards different media. There is also the problem of advertisements failing 

to convince consumers and not being able to persuade their purchase intentions due to its non-

effectiveness as a result of the form (print or electronic media) employed in passing the 

information.  

 

Therefore, the main problem necessitating this research work is the difficulty of marketing 

executives deciding on a more appropriate channel of advertising (print or electronic media) to 

influence consumers‘ buying behaviour. This is on the backdrop that, in spite of organizations‘ 

limited resources, huge budgetary expenditure is continually being made on advertisements to 

influence consumers‘ behaviour. 

 



 

 

1.3 Objectives of the Study: 

 

The broad objective of this study investigates advertising medium influence on consumers of 

Coca Cola beverage in Abuja, the Federal Capital Territory, with specific objectives to: 

 

i. Determine the influence of print media advertising on consumers‘ of Coca Cola. 

ii. Determine the influence of electronic media advertising on consumers‘ of Coca Cola 

 

 

1.4 Statement of Hypotheses: 

 

The following hypotheses are here stated in line with the set objectives of this study; 

 

H01: There is no significant influence of print media advertising on consumers‘ of Coca Cola  

H02: There is no significant influence of electronic media advertising on consumers‘ of Coca 

Cola  

 

2.1 Literature Review: 

 

Advertising is one of the promotional tools used by both producers and distributors of goods and 

services to encourage, persuade, stimulate or manipulate the potential buyers, as well as existing 

consumers to make purchase decisions. Its helps in creating brand image and product awareness. 

Advertising is one of the most popular tools that used by firms to convince and communicate 

with the target consumers. It involves a group of planned activities aiming at, and dissemination 

of information in any paid or unpaid form, concerning an idea, products or services and to 

compel action in accordance with the intent of an indefinable sponsor. Today, so many 

definitions of advertising abound, it has been defined as communication process, a marketing 

process, an economic and social process, a public relations process or information and 

persuasion process (Arens, 1996). Viewed from this functional perspective, Dunn (1998) defined 

advertising as a ―paid, non-personal communication through various media by business firms, 

non-profit organization, and individuals who are in some way identified in the advertising 

message and who hope to inform or persuade members of a particular audience‖. 

 

Advertising can also be seen as the processes which draw attention and lead to recognition of 

particular goods and service (Anikpo, 2003; Abioye, 2004; Eze, 2004). Morden (2011) is of the 

opinion that advertising is used to establish a basic awareness of the product or services in the 

minds of the potential customer and to build up knowledge about it. Hamilton, Obispo, Richards 

and Stiegert (2009) averred that, advertising is a method of moving potential buyers from a state 

of ignorance to a brand of awareness, by reinforcing attention, ensuring reliability of memory 

and influencing purchase decisions. Kotler (2013) sees advertising as one of the four major tools 

companies use to direct persuasive communications to target buyers and public noting that ―it 

consists of non-personal forms of communication conducted through paid media under clear 

sponsorship‖. According to him, the purpose of advertising is to enhance potential buyers‘ 

responses to the organization and its offering, emphasizing that ―it seeks to do this providing 

information, by channelling desire, and by supplying reasons for preferring a particular 

organization‘s offer. 



 

 

 

From the foregoing, it could be concluded that the purpose of advertising is to create awareness 

of the advertised product and provide information that will assist the consumer to make purchase 

decision, the relevance of advertising as a promotional strategy, therefore, depends on its ability 

to influence consumer not only to purchase but to continue to repurchase and eventually develop-

brand loyalty. Consequently, many organizations expend a huge amount of money on advertising 

and brand management.  

 

 

Advertising as Marketing Tools: 

 

Consumer behaviour encompasses a series of event in which the conditions of one time period 

are the primary determinants of the considerations and activities of the next time period (Chen, 

2009). For instance, in making a purchase the consumer considers past experiences with the 

product and previous encounter with the product in stores. Therefore, it becomes expedient for 

marketing practitioners to communicate openly and honestly with consumers. The law in most 

developed countries of the world equivocally forbids false or deceptive advertising. Many at 

times marketers justify advertising by arguing that advertising is intrinsic to markets and 

fundamentally beneficial to consumer (Jaishri & Shruti, 2006).  

 

According to Jaishri and Shruti (2006), advertising is one of the largest generators of revenue in 

the world economy. Idris, Yayid, and Khatibi, (2009) also assert that advertising do not only 

move markets and minds, it also generates employment both directly and indirectly and 

influences a large section of the people. According to the also, advertising interests, entices, 

intrigues and entertains. It creates lifestyles. It involves products; it aims at building relationships 

between customers and brands. 

 

The consumer is influenced by prior advertising exposure, sales promotion activities, 

competitors‘ marketing efforts, internalized drives, and social class and so on. Jang, Kwak and 

Lee, (2012) however, opined that attitude toward advertisement are diverse and reflect much 

individual differences. There has been a controversy in determining whether advertising`s 

primary role is informative or persuasive. Rasool and Hannan, (2012) believes that advertising 

influences and persuades the consumer to make purchases only when the consumer does no 

know what they want. He contended that the fact want could be synthesized by advertising, 

catalyzed by salesmanship and shaped by discrete manipulations of advertiser, shows that the 

wants are not very urgent. Nevertheless, there are some advertising themes that are very 

persuasive and have the power to manipulate the dispositions in brand loyalty.  

 

The persuasive element is the major influence of advertising appears to be felt in the area of 

consumer perception of the brand (Gaurav & Gupta, 2013). Hence brand image is the major 

organizing concept through which the consumer is guided towards perceiving unified pattern of 

stimulation. Tirmizi, Rehman and Saif (2009) states that images are the formalized impressions 

residing consciously or unconsciously in the minds of the individuals with regard to given 

subjects. The brand image therefore relates to the configuration of ideas, feelings and meaning 

consumers attached to specific cues (Ossai, 1997).  

 



 

 

Preference for product and services can be a function of more than the physical properties of the 

product. Jagdish (1993) in measuring the effectiveness of advertising contends that there are 

many other factors that concomitantly and antecedently influence consumer behaviour. 

Kassargian and Robertson, (1996) posits that, in situations consumers often buy products not 

only for what they do, but also for what they mean, such variables are personality, social class, 

referent group and cultural/family background. Consumers are apparently influenced by 

advertising and they prefer to routinize brand selection to one or two regularly purchased brands, 

since this simplifies the decision process and avoid the arousal of conflict in purchasing. In most 

cases, consumers buy the total symbolic meaning or brand image which the item or service 

conveys. 

 

 

2.2 Concept of Consumer Behaviour: 

 

Over the last two decades, developments and changes have taken place around the world with 

firms within various industries trying to keep pace with the changes and diverse needs of the 

people, as a result of increasing competition, necessitated by globalization. According to Rasool 

and Hannan (2012), human behaviour is the set of endeavour in which individuals engage to 

further their physical, social and economic status in line with their individual values. Coney, Best 

and Hawkins (2001) opine that consumer behaviour represent those acts of individuals directly 

involved in obtaining and using economic goods and services, including the decision processes 

that precede and determine these acts. The protagonists of this view extend the horizon of 

consumer behaviour to include even decision processes. Consumer behaviour relates to any 

behaviour of people who buy and use products or services for satisfaction of identifiable gains. 

Paul and Jerry (1996) simply define it as, the way people act in exchange process. This definition 

is all about action during exchange. 

 

Gaurav and Gupta (2013) hold the view that consumer behaviour is the behaviour that consumers 

display in searching for, purchasing, using and evaluating products, services and ideas which will 

satisfy their needs. For Gaurav and Gupta, it is visible outward display of behaviour in the cause 

of an attempt to search for products or services which will satisfy their needs, perhaps in the long 

and short-run. In their view, Loudun and Bitta (2004) introduced consumer behaviour as, the 

decision process and physical activity individuals engage in when evaluating, acquiring and 

using economic goods and services. Interestingly, Loudun and his colleague did not look at 

consumer behaviour from the perspective of mental activity, but went further to ascribe it with 

physical activity manifested before acquiring goods for use. Consumer behaviour is a part of 

human behaviour that deals with how the individual purchases goods and services from 

marketing firms. It relates to buying habits or patterns of behaviour of consuming publics. 

 

According to Rasool and Hannan (2012), consumer behaviour is the process whereby an 

individual decides where, what, when, how and from whom to purchase goods and services. It is 

instructive to state that this view on consumer has sufficient bearing on the subject under 

discussion. It should be borne in mind that consumer behaviour which is also referred to as buyer 

behaviour deals with a colony of issues ranging from activities before purchase, the decision 

process to purchase up to the post-purchase feelings and actions. The researcher summarizes the 

entire views by aligning with the opinion of Williams (1982) in Hasslinger, Hodzic and Obazo 



 

 

(2013) who summed up consumer behaviour by stating that, it is all purchase related activities, 

thoughts, influences that occur before, during and after the purchase itself as performed by 

buyers and consumers of the products and services and those who influence the purchase. 

 

2.3 Empirical Review: 

 

Redondo (2012) in a study on effectiveness of casual advergames on adolescents‘ brand attitudes 

in Las Vegas examined the effect of visible exposure of products in creating brand recognition 

by placing them in games. He launched three versions of games on websites. In which one has 

high degree of exposure of products, second has low degree of product placement exposure 

whereas third one has no placement of products at all. He found that high degree of exposure 

version has positive brand recognition impact on users where as low degree exposure of product 

placement has low impact on users whereas no placement of products version has no impact over 

consumer in creating brand awareness and recognition.  

Lee, Sung & Greg, (2011) examined the perception of students about product placement. This 

exploratory research was conducted in USA and Korea. The Korean students felt that product 

placement is not an ethical activity. Korean students favoured government rules regarding 

product placement whereas USA students favoured placement of product in movies, TV shows 

and music. Similarly, (Gupta & Lord, 2010) reviewed the previous researches to examine the 

acceptability of product placement and its influence on buying behaviour of B2B consumers. The 

results showed that product placement is a positive and acceptable approach in creating brand 

recognition and brand recall for B2B consumer in their purchasing of products and services.  

 

Barn (2009) explored the impact of products placement in movie industry of India. He found that 

product placement is a better and a persuasive source of brand recognition. The results of (Craig-

Lees, Scott, & Wong, 2008) show that brand awareness and brand recall have positive impact on 

consumers of Australians and Americans. The results of this study verified the previous results 

of research in US in 1995 and 2003. And Astous and Séguin, (1999) determined the impact of 

product placement on consumer perception. They took four factors in their experimental study 

(1) types of placement (2) sponsor‘s image (3) type of TV program and (4) sponsor‘s program 

congruity. According to their findings overall product placement plays a persuasive role in 

influencing consumer purchase. 

 

Bishnoi and Sharma (2009) conducted a study that aims to set up whether the "residential 

background of consumers has a varying influence on their buying decisions due to the influence 

of TV advertising". This research was conducted with an outlook to learn the impact of TV 

advertising on the buying manners of teenagers in India. The study was conducted on 866 

teenagers of Haryana of which 440 were rural and 426 were urban. The data was analyzed 

through applying "counts, percentages, means and ANOVA". The study revealed that the buying 

behaviour of male teenagers is more influenced by television advertisements than their female 

counterparts. 

 

2.4 Theoretical Framework: 

 

In practical and theoretical terms, as far as the influence of advertising is concern on consumer 

behaviour many aspects of the learning theories are of much relevance to the whole issue of 



 

 

consumer behaviour. Thus the ―associationist bond concept‖ which is alternatively called the 

principle of ―connectionism‖ developed by Thorndike is very much applicable in this case.  As 

identified by Cundiff and Still (1998) three main aspects in individual are identifiable in the 

learning behaviour principle of connectionism. The contemporary stand on the Thorndike‘s 

principle of connectionism is to regard the stimulus-response bond concept as an over 

simplification, to look instead at the total experience of the individual and to consider learning a 

process in  which total functions are altered and re-arranged to make them more useful to the 

individual. Particularly stimulus will not always activate predictable responses, because motives 

and other factors internal to the individual also affect responses to external stimuli. The 

implication of this stand in consumer behaviour is that much as the consumer is influenced by 

external stimuli such as advertising, promotional efforts and products‘ brand labels, he is also 

influenced by certain behaviourally determined internal factors.  

 

Among the many factors that influence the consumers learning behaviour are repetitions, 

motivation, conditioning (Mowrer, 1963). Mowrer, (1973) relating the issue of repetition to 

consumer behaviour believed that, through advertisement consumer have been repetitively 

shown certain brand labels as accompanying their product brands; hence they can meaningfully 

associate such bran labels to the products they consume. For this reason therefore, repetition is 

necessary for progressive modification of consumer psychological functioning such as attention, 

meaning or cognition, interest/preference, factual and visual memory (Ossai, 1987). 

 

Another key assumption here is the theory of uses and gratifications which suggests that 

audiences have individual needs (i.e., cognitive, affective, interactive and many more) that is 

motivating them to be in favour of one medium over another one when making a choice for 

media use (Idris, Yayid, Khatibi, 2009). In variably the theory suggests that attitudes toward 

media were developed in the process of selecting process (Severin & Tankard, 1998). The 

technique of advertising is to correlate feelings, moods or attributes to tangible objects, linking 

possible unattainable things with those that are attainable and thus reassuring us that the former 

are within reach‖ (Williamson, 1978). For Nigerian marketing managers in particular, this study 

underlines the need to avoid misleading advertising messages in the first place. Revelations of 

deceptive advertising have the power to adversely affect advertising as a whole, not just the 

specific firm involved in the deception. For regulators, the findings suggest that careful 

consideration must be given to the punitive effects that such practices can have by reinforcing 

negative attitudes toward advertising as a whole (Darke, Ashworth,  Robin. 2008). William, 

Sandra, John and May (2007) declare that persuasion sometimes uses the psychological appeal of 

the product to the consumer as the focus of a message strategy. An appeal connects with some 

emotion that makes the product particularly attractive or interesting, such as security, esteem, 

fears, sex and sensory pleasure. Although emotion is at the base of most appeals, in some 

situations appeals can also be logical, such as saving money for retirement. Appeals generally 

pinpoint the anticipated response of the audience to the product and the message. For example, if 

the price is emphasized in the advertorial, then the appeal is value, economy or savings. If the 

product saves time or effort, then the appeal is convenience. Advertisers use a status appeal to 

establish something as a high quality, expensive product. In view of this the effects of attitudes 

toward the media and subsequent influence on the attitudes toward advertising in the media 

cannot be underestimated because of its psychological effects on the consumers. 

 



 

 

The psychological effects refer to things like attention, interest, Imagery, association recall and 

recognition (Lucas & Britt, 1963). Therefore, advertising is directed at people‘s attention, and by 

implication memory, persuasion and consumer preference becomes important factors in 

consumer purchase decision. For a particular consumer to make purchase decision therefore 

he/she must have been fully persuaded, considering all other available competing alternatives. It 

is therefore not only logical but also fundamentally significant that advertising would make a 

demand on people‘s cognition, by triggering a psychological process is which individual become 

motivated to sense the world around himself, interpret the world, respond to the world, responds 

to the result of his/her own response, and often changes his perception of the world as a result 

(Eze, 2004). The technique of advertising therefore is directed at correlating feelings, moods or 

attributes to tangible objects, linking possible unattainable things with those that are attainable 

and thus reassuring us that the former are within reach (Williamson, 1978). 

 

According to William, Sandra, John and May (2007) persuasion sometimes uses the 

psychological appeal of the product to the consumer as the focus of a message strategy. An 

appeal connects with some emotion that makes the product particularly attractive or interesting, 

such as security, esteem, fears, sex and sensory pleasure (Idris, Yayid, Khatibi, 2009). Although 

emotion is at the base of most appeals, in some situations appeals can also be logical, such as 

saving money for retirement. Appeals generally pinpoint the anticipated response of the audience 

to the product and the message. For example, if the price is emphasized in the advert, then the 

appeal is value, economy or savings. If the product saves time or effort, then the appeal is 

convenience. Advertisers use a status appeal to establish something as a high quality, expensive 

product (Idris, Yayid, Khatibi, 2009). 

 

Advertising is intended to persuade people towards a product, who might not otherwise be 

receptive to buying it at all or who might be impelled towards a competing brand (Bogart, 1967). 

Basically therefore, the roles of advertising are to stimulate need awareness for a product and 

hence increase in sales. Its role is also to retain brand loyalty in the customers. It also serves as a 

help-hand and gives support to the employees (sales force), wholesalers and retailers in 

convincing the consumer and finally lures him to action in the form of making a purchase. Thus, 

for advertising to be efficient and effective it must attract the consumer‘s attention and interest 

by bringing him to the level of awareness of the product or services being advertised. It must also 

create a desire for and action toward the product in other to purchase it. The purchase act is the 

feedback expected by the advertiser for the information he supplies to the consumer. Recent 

experience in Nigeria revealed that the information contents of an advertorial in Nigeria are most 

of the time wheedling, exaggerating and flattering. Although some consumer may be willing to 

be flattered, cajoled or entertained, they do not really wish to be deceived, which of course has 

been the occupation of most Nigerian advertiser. Advertisers are obsessed to sell their products 

to the consumer so as to retain competitive position and also make the customers like their 

products. Most especially in this type of growing economy whose supreme objective is devoted 

not on to the creation of new products and services but also to making the unsuspected 

consumers like it, the sovereignty of consumers and their rights appears to be limited or entirely 

subjugated. 

 

3.0 Methodology: 

 



 

 

This study employed the descriptive research design, which is useful for solving problems only 

when the process is guided by one or more specific research problems. The survey research 

descriptive design was employed, which involves collection of data in order to get direct views 

of respondents considered to be representative of an entire population. The population of the 

study covers over five hundred and ninety-nine thousand, five hundred and ninety-six (599,596), 

being consumers of Coca-Cola (Coke) within Abuja, being a product of the Nigerian Bottling 

Company Plc. Hence, the estimated population for this study is 599,596 (NPC, 2006), potential 

consumers. 

 

Figure 3.1: Distribution of Population by Age Groups and Sex  

Residents in Abuja (18 – 39 years)  

Age Bracket Total Percentage  

18yrs – 24 yrs 195,663 32% 

25yrs – 29yrs 174,444 29% 

30yrs – 34yrs 130,489 22% 

35yrs – 39yrs 99,000 17% 

Total 599,596 100% 

Source: Extracted from 2006 National Population Census 

 

In determining the sample size, the Yamane (1964) sample size determination technique was 

employed; 

 n = N 

      1 + N (e)
2
 

where;  N= Population size 

  n= Sample size 

  e= Error of margin (0.05) 

 

 

n = 599,596 

       1 + 599,596 (0.05)
2
 = 400 

 

Based on the applied sample estimation technique, a sample size of 400 respondents is the base 

sample, augmented by 20% to 480 consumers, to ensure a useable returned sample of 400 or 

more.  

 

Figure 3.2: Sample distribution of Respondents 

Age Bracket No. of Consumers Sample 

18yrs – 24 yrs 195,663 156 

25yrs – 29yrs 174,444 139 

30yrs – 34yrs 130,489 104 

35yrs – 39yrs 99,000 79 

Total 599,596 478 

Source: As Generated By the Researcher, 2014 
 

Therefore, the sample size for this study is four hundred and seventy eight (478) consumers of 

coca cola product, spread across various age brackets. 



 

 

 

Data for this research study was diligently sourced from primary and secondary sources. The 

primary data was sourced from the consumers of Coca Cola with Abuja, the Federal Capital 

Territory, while the secondary data was sourced from relevant textbooks, marketing journals and 

online publications.  

 

3.1 Techniques of Data Analysis and Model Specification: 

 

Data collected were analyzed using simple statistical tables with percentages. Also, postulated 

hypotheses were tested using the Structural Equation Model (SEM). SEM is a series of statistical 

methods that allow complex relationships between one or more independent variables and one or 

more dependent variables.  The estimation was done via the aid of IBM SPSS AMOS software 

version 22. Analysis Moment of Structures (AMOS) is a path analysis which shows the 

relationship between dependent and independent variables using diagrams to show the impact of 

the independent variables on the dependent variable through arrows. The structural equation 

model is stated thus: 

 

Measure of Consumer Behaviour: 

 

In this study, consumer behaviour, print media advertising (Newspapers, Magazines, Print Bill 

Boards, Flyers) and  electronic media advertising (Television, Radio, Internet, Electronic Bill 

Boards) were used to formulate the model below; 

 

 
 

Where:  

 

CB  = Consumer Behaviour  

PM  = Print Media Advertising (Newspapers, Magazines, Print Bill Boards, Flyers) 

EMA = Electronic Media Advertising (Television, Radio, Internet, Electronic Bill Boards) 

 

H01: The Null hypothesis one which will test the relationship of electronic media on consumer 

behaviour   



 

 

H02: The Null hypothesis two which will test the relationship of Print media on consumer 

behaviour   

C1  = Covariance value of the independent variables 

e  = Error Term  

 

3.2 Test of Reliability: 
 

The questionnaires were coded, analysed and tested for reliability and validity of instrument. The 

Cronbach Alpha test was used to check for the reliability of the questionnaire, a value of 0.70 

shows that, the instrument is reliable and good for further analyses. The Cronbach Alpha for this 

study showed a value of 0.966, which confirms the reliability of the research instrument. 

 

4.0 Data Analysis 

Table 1: Distribution of Respondents‘ By Age Class  

 Frequency Percent 

Valid 

18-24 141 33.9 

25-29 124 28.9 

30-34 88 21.2 

35-39 62 14.9 

Total 415 100.0 

 Source: Field Survey, 2017 

 

Table 1 shows the various age categories as contained in the questionnaire. It shows that 141 

respondents representing 34% are between the ages of 18 and 24years, 124 respondents 

representing 28% are between the ages of 25 and 29years, 88 respondents representing 21% are 

between the ages of 30 and 34years, while 62 respondents representing 15% are between ages 35 

and 39years old. This shows that majority of Coca Cola consumers are below 30 years of age, 

being between ages 18 and 29 years, which cumulatively represent 84%. 

 

Table 2: Distribution of Respondents‘ on number of Coca Cola bottles taken per week  

 Frequency Percent 

Valid 

1 bottle only 67 16.1 

2 – 4 bottles 102 24.6 

5 – 7 bottles 165 39.7 

8 bottles and above 81 19.5 

Total 415 100.0 

  Source: Field Survey, 2017     
 

Table 2 shows that 67 respondents representing 16% drink only 1 bottle of coke in a week, 102 

respondents representing 25% drink between 2 and 4 bottles weekly, 165 respondents 

representing 40% drink between 5 and 7 bottles weekly, while 81 respondents representing 20% 

drink 8 bottles and above weekly. This shows that well over 246 respondents each drink above 5 

bottles weekly.  

 



 

 

Table 3: How high does advertisement influence your choice of Coca Cola products? 

 Frequency Percent 

Valid 

Very High 34 8.2 

High 58 13.9 

Average 167 40.2 

  Low 65 15.6 

Very Low 91 21.9 

Total 415 100.0 

Source: Field Survey, 2017 

 

Table 3 indicates that 34 respondents representing 8% are very highly influenced by 

advertisements, 58 respondents representing 14% are highly influenced, 167 respondents 

representing 40% are averagely influenced, 65 respondents representing 16% are lowly 

influenced, while 91 respondents representing 22% are very lowly or not influenced. This shows 

that only 227% of the respondents are highly influenced by advertisements. 

 

Table 4: Do you agree that advertisements in the print media make Coca Cola appealing enough 

to influence consumers? 

 Frequency Percent 

Valid 

Strongly Agree 31 7.5 

Agree 136 32.8 

Undecided 89 21.4 

  Disagree 49 11.8 

Strongly Disagree 110 26.5 

Total 415 100.0 

Source: Field Survey, 2017 

 

Table 4 shows that only a total of 40% of the respondents agree that advertisement in the print 

media makes Coca Cola appealing enough to influence consumers buying behaviour, while 89 

respondents representing 21% are undecided. However, 49 respondents representing 12% 

disagree and 110 respondents representing 27% strongly disagree. This shows that majority of 

the respondents representing 40% agree that print media advertisements makes Coca Cola drink 

appealing enough to influence consumers buying behaviour. 

 

TABLE 5: In your opinion, which form of print media advertising would influence consumer 

behaviour the most? 

 Frequency Percent 

Valid 

Magazines 27 6.5 

Newspapers 79 19.0 

Print Bill Boards 206 49.6 

Flyers/Hand bills 103 24.8 

Total 415 100.0 

Source: Field Survey, 2017  



 

 

 

Table 5 shows that 206 respondents representing 50% are of the opinion that print bill boards 

form of print media advertising would influence consumer behaviour the most, more than 

flyers/hand bills 25%, Newspapers 19% and magazines 7%. In the opinion of most of the 

respondents representing 74%, they seldom read Newspapers and Magazines to even notice 

adverts in them, but they come across print bill boards on daily basis, which has higher 

propensity to influence their behaviour.  

 

Table 6: Do you agree that advertisements in the print media have significant effect on 

consumers‘ buying behaviour? 

 Frequency Percent 

Valid 

Strongly Agree 26 6.3 

Agree 163 39.3 

Undecided 82 19.8 

  Disagree 40 9.6 

Strongly Disagree 104 25.0 

Total 415 100.0 

Source: Field Survey, 2017 

 

Table 6 shows that 46% of the respondents agree that advertisements in the print media have 

significant effect on consumers‘ buying behaviour, 82 respondents representing 20% are 

undecided, while 40 respondents representing 10% disagree and 104 respondents representing 

25% strongly disagree. This show that majority of the respondents representing 46% are of the 

opinion that advertisements in the print media have a significant effect on consumers‘ buying 

behaviour. 

 

 

 

 

 

 

Table 7: Do you agree that Coca Cola advertisements displayed through electronic media have 

wider consumer reach?  

 Frequency Percent 

Valid 

Strongly Agree 134 32.3 

Agree 190 45.8 

Undecided 23 5.5 

  Disagree 42 10.1 

Strongly Disagree 26 6.3 

Total 415 100.0 

Source: Field Survey, 2017 

 

Table 7 shows that majority of the respondents 134 and 190 representing 32% strongly agree and 

46% agree respectively that, Coca Cola advertisements displayed through electronic media have 



 

 

wider consumer reach. Meanwhile, 23 respondents representing 6% remain undecided, 42 

respondents representing 10% disagree and 26 respondents representing 6% strongly disagree. 

This shows that majority of the respondents representing 78% agree that Coca Cola 

advertisements displayed through electronic media have wider consumer reach. 

 

Table 8: In your opinion, which form of electronic media advertising would influence consumer 

behaviour the most? 

 Frequency Percent 

Valid 

Radio Advertising 113 27.2 

Television Advertising 189 45.5 

Electronic Bill Boards 47 11.3 

Internet Advertising 66 15.9 

Total 415 100.0 

Source: Field Survey, 2017  

 

Table 8 shows that, 189 respondents representing 46% are of the opinion that television 

advertising would influence consumer behaviour the most, followed by 113 respondents 

representing 27% who are of the opinion that radio advertising would influence consumer 

behaviour, while the choice of internet advertising was 66 respondents representing 16% and the 

choice of electronic bill boards was 47 respondents representing 11%. This shows that television 

as a form of electronic media advertising has the propensity to influence consumer behaviour the 

most 

 

TABLE 9: Do you agree that electronic media advertising influences consumers‘ attitudes and 

beliefs concerning a product?  

 Frequency Percent 

Valid 

Strongly Agree 146 35.1 

Agree 222 53.5 

Undecided 23 5.5 

  Disagree 13 3.1 

Strongly Disagree 11 2.7 

Total 415 100.0 

Source: Field Survey, 2017 

Table 9 shows that 146 respondents representing 35% and 222 respondents representing 54% 

strongly agree and agree respectively that, electronic media advertising influences consumers‘ 

attitudes and beliefs concerning a product. 23 respondents were undecided, while a total of 6% 

disagree respectively. This shows that consumer attitudes and beliefs can be influenced through 

electronic media advertising. 

 

Table 10: Do you agree that there is a significant effect of electronic media advertising on 

consumers‘ buying behaviour? 

 

 Frequency Percent 

Valid Strongly Agree 145 34.9 



 

 

Agree 240 57.8 

Undecided 19 4.6 

  Disagree 7 1.7 

Strongly Disagree 4 1 

Total 415 100.0 

Source: Field Survey, 2017 

 

Table 10 shows that 145 respondents representing 35% and 240 respondents representing 58% 

strongly agree and agree respectively that, there is a significant effect of electronic media 

advertising on consumers‘ buying behaviour. 19 respondents representing 5% were undecided, 

while 7 and 4 respondents disagree and strongly disagree respectively. This shows that majority 

of the respondents agree that, there is a significant effect of electronic media advertising on 

consumers‘ buying behaviour. 

 

4.2 Test of Hypothesis One: 

 

H01: There is no significant influence of print media advertising on consumers‘ of Coca Cola  

 

Model Estimation: 

 

The model is recursive. 

Sample size = 415 

CB = Observed, endogenous variables 

PM = Observed, exogenous variables 

e = Error term 

 

Model Fit Summary: 

 

Number of distinct sample moments: 6 

Number of distinct parameters to be estimated: 5 

Degrees of freedom (6 - 5): 1 

Probability level = 0.026 

 

The goodness of fit test statistic, which is the Chi-square, is significant at 0.05, because the p-

value of the Chi square is 0.026 which is less than 0.05. This suggested that the model is fit and 

acceptable for further analysis. 

Structural Equation Model Result: 

 

Regression Weights: (Group number 1 - Default model) 

   
Estimate S.E. C.R. P Label 

 

CB 

 

<--- 

 

PM 

 

1.021 

 

.029 

 

35.552 

 

0.026 

   

     H01 

        
Source: Generated by IBM SPSS AMOS software 22 

 



 

 

The result in the table above shows that the coefficient of the relationship between Print media 

(Newspapers, Magazines, Print Bill Boards, Flyers) and consumer behaviour is (β = 1.021). This 

means that a positive relationship exists between consumer behaviour and print media. Every one 

unit increase in advertisement through the print media, consumer behaviour will increase 

positively by 1.021 units. The result also revealed that the P-value is less than the 0.05 level of 

significance. This implies that there are enough reasons to reject the null hypothesis and accept 

the alternate hypothesis that; there is a significant effect of print media advertising on 

consumers‘ buying behaviour. 

 

4.2.1 Test of Hypotheses Two: 

 

H02: There is no significant influence of electronic media advertising on consumers‘ of Coca 

Cola  

 

Model Estimation: 

 

The model is recursive. 

Sample size = 415 

CB = Observed, endogenous variables 

EM = Observed, exogenous variables 

e = Error term 

 

Model Fit Summary: 

 

Number of distinct sample moments: 6 

Number of distinct parameters to be estimated: 5 

Degrees of freedom (6 - 5): 1 

Probability level = 0.003 

 

The goodness of fit test statistic, which is the Chi-square, is significant at 0.05, because the p-

value of the Chi square is 0.003which is less than 0.05. This suggested that the model is fit and 

acceptable for further analysis. 

 

Structural Equation Model Result: 

 

Regression Weights: (Group number 1 - Default model) 

   
Estimate S.E. C.R. P Label 

       
  

CB <--- EM .354 .022 15.895 0.003      H02 

Source: Generated by IBM SPSS AMOS software 22 

The result in the table above shows that the coefficient of the relationship between electronic 

media (Television, Radio, Internet, Electronic Bill Boards) and consumer behaviour is (β = 

0.354). This means that a positive relationship exists between consumer behaviour and electronic 

media. Every one unit increase in advertisement through the print media, consumer behaviour 

will increase positively by 0.354 units. The result also revealed that the P-value is less than the 

0.05 level of significance. This implies that there are enough reasons to reject the null hypothesis 



 

 

and accept the alternate hypothesis that; there is a significant effect of electronic media 

advertising on consumers‘ buying behaviour. 

 

The result of the analysis shows that the print media advertisement is more influential on the 

consumer behaviour than the electronic media. The bill board method of advertisement is most 

effective method amongst the other print media. More so, the television mode of advertisement is 

more effective amongst the other methods in electronic media.   

 

 

 

 

 

 

 

 

 

 

 

Figure 1: Model of the Path Analysis in 

SEM 

 

      Squared Multiple Correlations 

   
Estimate 

CB 
  

.813 

 

The above shows the square multiple correlations which is also referred to as coefficient of 

determination r
2
= 0.813 or 81.3%. The result indicated that the behaviour of consumers of Coca 

Cola is being influenced by the print and electronic media by a high rate of 81.3%. Therefore, it 

can be concluded that both the Print and electronic media form of advertisement have a strong 

influence on the buying behaviour of the consumers. 

 

4.3 Discussion of Findings: 

 

The result of hypothesis one revealed that the coefficient of the relationship between Print media 

(Newspapers, Magazines, Print Bill Boards, Flyers) and consumer behaviour is (β = 1.021). This 

means that a positive relationship exists between consumer behaviour and print media. Every one 

unit increase in advertisement through the print media, consumer behaviour will increase 

positively by 1.021 units. The result also revealed that the P-value of the relationship is less than 

the 0.05 level of significance. This implies that there are enough reasons to reject the null 

hypothesis and accept the alternate hypothesis that; there is a significant effect of print media 

advertising on consumers‘ buying behaviour. 



 

 

 

Also, the result of hypothesis two revealed that the coefficient of the relationship between 

electronic media (Television, Radio, Internet, Electronic Bill Boards) and consumer behaviour is 

(β = 0.354). This means that a positive relationship exists between consumer behaviour and 

electronic media. Every one unit increase in advertisement through the print media, consumer 

behaviour will increase positively by 0.354 units. The result also revealed that the P-value of the 

relationship is less than the 0.05 level of significance. This implies that there are enough reasons 

to reject the null hypothesis and accept the alternate hypothesis that; there is a significant effect 

of electronic media advertising on consumers‘ buying behaviour. 

 

The result of the analysis shows that the print media advertisement is more influential on the 

consumer behviour than the electronic media. The bill board method of advertisement is most 

effective method amongst the other print media. More so, the television mode of advertisement is 

more effective amongst the other methods in electronic media.  The analysis showed that, the 

square multiple correlations which is also referred to as coefficient of determination r
2
= 0.813 or 

81.3% indicates that the behaviour of consumers of Coca Cola is being influenced by the print 

and electronic media by a high rate of 81.3%. Therefore, it can be concluded that both the Print 

and electronic media form of advertisement have a strong influence on the buying behaviour of 

the consumers. 

 

5.0 Conclusions and Recommendations: 

 

Advertising has been established to have a major influence on consumers‘ preference for Coca 

Cola and it has, in no small measure contributed to its success recorded in its sales. In terms of 

advertising medium, Print bill boards and television advertisements get highest position, because 

this study was taken to cover the moderate and high income groups. People belonging to such 

groups are well educated. They find time to read write ups and enjoy an advertisement published 

by the print and electronic media. The Print bill boards and television advertisements are mostly 

preferred by consumers, this is based on the fact that majority are of the opinion that imposing 

print bill-boards mounted along roadsides are very catchy, hence, has the propensity to influence 

a thirsty consumer in a hot weather situation, while the motion and language in television 

advertisements are also influencing.   

 

In conclusion, the print and electronic media are very powerful channels for companies to create 

the awareness about the availability and uniqueness of their products in the market. 

Advertisements are well accepted and recognized by people depending on their effectiveness in 

putting across product and services in an acceptable form. Hence advertisements can be made 

effective by understanding what the people want and what they look forward to from a product 

or service. 

 

5.1 Recommendations: 

 

Based on the findings of the study, the following recommendations are here made; 

 

i. Since the print billboard is more active in influencing consumers‘ behaviour towards 

purchase of coca cola product than magazines, newspapers and flyers, it is recommended 



 

 

that more of the organization‘s investment on print media advertisements be channelled 

to the print billboard form of advertising. 

 

ii. Also, since the television is more active in influencing consumers‘ behaviour than radio, 

internet and electronic billboards, it is recommended that more of the organization‘s 

investment on electronic media advertisements be channelled to the television form of 

advertising. 
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ABSTRACT 

 

Whether one holds the view of the great men theorists that leaders are born not made or, the 

behaviorists situational concept or even cling to the contingent approach to leadership,  one thing 

is certain that the public officials‘ ethical contract represents a set of goals to be attained and 

maintained in support of society‘s service. Adherence to this contract is provided by developing 

and understanding how decisions can be made that consciously, ethically and legitimately affect 

the interests and positions of all that are involved in decision making process and its outcomes. 

This paper attempts to provide a better understanding of the responsibilities of the public sector 

in managing people i.e. how it should network and interface with citizens regardless of class or 

social status. The paper utilizes extant literature as its source of intellectual capacity and presents 

a chronological analysis of the variables and underpinned by attribution theory. In the end, an 

ethical model of decision making is offered for an effective interplay among the variables. 

 

Keywords: leadership, peoples‘ management, service delivery, ethical decision making model 

 

1. INTRODUCTION 

 

The public organizations in virtually all countries across the globe are subjected to one kind of 

criticism or the other; these could come either through assessment by the citizenry, particularly 

in terms of service delivery, by comparing it with either the private sector in the same country or 

with a similar public organization in another country and the Nigerian context is no exception. 

This is perhaps very true because the public organization in Nigeria is overwhelmed with several 

criticisms ranging from low access to basic services, policy inconsistencies, inadequate funding, 

the attendant infrastructural deficit, brain drain, battle for supremacy, over bureaucratization 

amongst decision makers and the fall foul of collective bargaining agreements; all of which have 

impelled the row for a comprehensive approach (Oyewunmi & Oyewunmi, 2014). 

 



 

 

However, if an organization wants to improve the organizational performance, leaders and the 

leadership style of administrative supervisors will have to play a crucial role in its overall 

operational performance to ensuring efficient service delivery in spite of these issues of 

prominent concern. These issues that militate against optimal performance in Nigeria‘s public 

organizations demonstrate that the sustainability of the sector depends to a greater extent on the 

success of leaders in making rational decision and engaging employees towards the actualization 

of the sector‘s goals. Service delivery failures in Nigerian public organizations on the other hand 

have provoked series of arguments among researchers and scholars like Bell, Lee, and Yeung 

(2006) who posit that leadership entails having the mental ability to tackle problems as well as 

providing the needed direction towards achieving organizational goals. The situation in some 

public organizations is a good reference point. For instance, absence of effective leadership 

qualities and lack of understanding of appropriate leadership styles required to boost 

organizational performance. These problems constitute the major factors in virtually all known 

instances of inefficient and ineffective service delivery in public organizations. Again, as long as 

ineffective leadership still rears its ugly head in the Nigerian public organizations, resulting to 

poor organizational performance and service delivery, this research on leadership, decision 

making and service delivery shouldn‘t have come any time better than now. This paper sets out 

to find answers to the following research questions: 

 

i. Is there any relationship between ethical decision making and service delivery? 

ii. What is the impact of leadership style on service delivery? 

 

2. RELATED LITERATURE AND CONCEPTUAL CLARIFICATIONS  

 

Leadership as a concept receives different amplifications by different scholars and practitioners 

using different approaches and techniques. Borrowing the wisdom of Odesola (2005) that 

―Democracy is good if it is operated by godly people‖, the same could be said of leadership.  It 

becomes knotty if those in the mantle of leadership tend to focus on the concept leadership rather 

than the action leading thus, the aim will only be defeated. The pace with which legislators and 

bureaucrats often criticize bad leadership from the political realm is not akin to the kind of 

approach and focus they give to organizational leadership.  

 

In majority of the researches on leadership such as the works of Stoner (2000), Nura and Osman, 

(2013), it has been buttressed that a service driven leading quality of leaders is explained in their  

ability to sail through task related or problem-solving functions as well as  group maintenance 

and social and ethical functions.  The latter is a strong antidote to disputes and ensuring that 

individuals feel valued by the group. Similarly, it is noteworthy that service driven leadership is 

both epoxy resin that binds a work group together and, a medium that elicits employee 

motivation, satisfaction and commitment (Akrani, 2009) and, there by having great influence on 

service delivery. Knowing what constitutes effective leadership is a pre-requisite for selecting 

managers to serve in leadership positions and to ensure service delivery in public organizations; 

as such, essential functions of leaders should be geared towards achieving unity and 

cohesiveness in the organization and the state in general. 

 

Decision making particularly in the public sector is more than just a choice, it is weighty as it 

incorporates legal, social, political, economic and above all ethical consequences (Nura, 2013). 



 

 

Depending on the situation at hand and the actors, adaptation of the decision process may vary.  

For instance most organizations face decisions with varying degrees of perplexity. Decision 

makers with a gamut of decision processes, expertise or human resource to apply them and 

guidelines to match decisional tactics to decision types and degrees of puzzlement, can improve 

their decision making practices. Looking beyond the Simon‘s three phase model of intelligence 

design and choice, or Weick‘s emphasis that decisions terminate when a workable alternative is 

attained and eventually implemented, this paper argues that decisions would be more successful 

if they last longer and eventually passed the ethical tests. This, perhaps is so because, if public 

decisions collide ―un necessarily‖ with societal ethics, society will have to bend rules, go against 

those decisions to uphold their ethical beliefs.  

 

3. RELATED THEORY (ATTRIBUTION THEORY) 

 

This paper premised its argument within the dictates of attribution theory. The knowledge of 

Attribution theory is significant for organizations because it helps managers understand the 

causes and reasons of employee action or inaction it can as well help the employees understand 

themselves towards their own actions. This perhaps is vital because if one can understand his self 

and others around him, then it helps greatly to understanding the organization as well. 

 

The integration of the varying possibilities (Negative or positive) that characterize the impact of 

leadership in relation to ethical decision making and service delivery and perhaps people 

management is better appreciated if attribution theory provides the theoretical framework that 

defines the underlying relationship which seems operational between these variables. 

 

Studies show that there are many approaches for evaluating leadership styles, organizational 

decisions and the impact of those decisions on service delivery. As a result, various applications 

of decision making models have left many managers in a state of uncertainty and frustration with 

lack of improvement in the quality of service delivery. This situation seems to negatively impact 

the popularity of employee performance in many organizations, the purpose of which is to guide 

appraisal decisions towards desired results. Most people support the concept and purpose of 

routine decisions, in spite of their concerns about the process and application of appraisal 

outcomes by managers (Nura, 2013). Conventionally, the biggest complaint from managers is 

that they are not given sufficient guidelines to consider ethical issues; and the biggest complaint 

from employees and the society at large is that the process is not equitable and not fair to them.   

 

So long as the created impression is associated with a perceived quality in the staff (as intended 

by the workers) or any sense of performance, then similar attributes will combine to affect the 

decisions of the management. Effective managers recognize ethical issues as a tool for deciding, 

Such managers emerge victors in appraising to motivate, direct and develop subordinates, and to 

maximize access to important resources in the organization to improve the quality of service 

delivery. 

 

These variables that define attribution are indicative of varying possibilities that lead to different 

outcome, when a manager is faced with the task of deciding. And, it all boils down to the fact 

that managers need to remember that there are many issues that factor into the process of 

achieving an improved service delivery and organizational accomplishment of goals and, that 



 

 

organizational leadership, people management and ethical decision making factors, are all 

instrumental to the effectiveness of organizational progress. 

 

 

 

 

4. PROFFERING AN ETHICAL DECISION MODEL: 

 

The public officials‘ ethical contract represents a set of goals to be attained and maintained in 

support of society‘s service. Practical assistance to support public officials‘ adherence to this 

contract is provided by developing and understanding how decisions can be made that 

consciously, ethically and legitimately affect the interests and positions of all that is involved in 

decision making process and its outcomes. 

 

Ethically, the processes involve the following steps: 

 

Step 1- Defining the decision making problem:  this is an act of internalizing and strictly 

adhering to:  

 

 Rationale – What are the main factors affecting the decision? 

 Timing – When does the decision has to be made? 

 Point striking– Where will it impact? 

 Subject– Who will be affected? 

 Justification– Why will they be affected? 

 

Step 2-  Reviewing critically and comprehensively all the stakeholders identifying their points of 

view, their potential positions and take on the issue at hand. 

 

Step 3- identify the underlying principles, laws, regulations and policies 

 List the values and principles that most relevant to the problem 

 Specify the possible courses of action by listing out the alternatives as much as possible 

 

Step 4- Evaluate the alternatives 

 Undertake a cost-benefit analysis 

 Identify whether there are legal and policy implications involved 

 Examine the impact on societal ethical values and principles 

 

Step 5- Consultation 

 

This step takes effect if the decision maker is still unsure and uncomfortable about what the 

outcome will turn out to be. He /she will have to use the available legitimate and ethical 

mechanisms to seek formal advice. But, if the decision maker is confident and comfortable about 

the processes and the possible outcomes, the fifth step could be skipped. 

 

Step 6- Take an audacious step and act: it should be borne in mind that a decision could be 

ethically deficient if it is unable to pass the test of time. 



 

 

 

This whole approach may seem lengthy and cumbersome but it has proven to be a much 

disciplined approach to viewing decisions from different points of view, weighing up the rights 

and wrongs of decision, and winners and losers in its consequences. 

 

 

 

 

5. CONCLUSION: 

 

Ethical decision making in public organizations should be used as pre requisites in providing the 

guiding requirements or goals for right conduct. These requirements often come as result of 

organizational definition, agreement, or long-standing convention. There is clear recognition that 

ultimately an organizational choice must be made with respect to right conduct, and ethics will 

provide the assessment framework for correct behavior in the public organizations. Simply put, 

when an ethical decision process fits a decision amenable to its procedures, a favorable effect on 

cost, relevance, risk of omission, suppleness, acceptance, consistency, and strength should result. 

To those researchers who think decision making is a leadership behavior, is should be moderated 

so that the will to incorporate ethical issues will surface and, for those who believe it is and end, 

it should justify the means, after all, ―even the most rational approach to ethics is defenseless if 

there isn‘t the will to do what is right‖ Solzhenitsyn (1970). 
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ABSTRACT 

 

The study assesses corporate governance challenges and the performance of deposit money 

banks in Nigerian. The study seeks to find out how corporate governance challenge (consistent 

regulatory reform, lack of educational qualification and unethical conduct) affects banks 

performance in the banking industry. The major problem is that the banking sector in Nigeria has 

faced some challenges in the discharge of their responsibilities which has resulted to a financial 

crisis in the sector The factors behind the crisis experienced in the banks, are attributed to 

consistent regulator policy change, qualification of board members and unethical conduct of 

board members. A Point in time data was collected from primary source. The population was 

338 and the sample size was determined using Taro Yanmmine formula. The sample was 183.  

Regression was adopted and findings reveal that corporate governance challenges and the 

performance of banks are statistically insignificant. This implies that there is an evidence of 

existence of linear relationship between the challenges of corporate governance in terms of risk 

management and bank performance in the banking sector in Nigeria. There is an evidence of 

existence of linear relationship between challenge of corporate governance in terms of 

ineffective board (IEB) and bank performance in the banking sector in Nigeria. Challenge of 

corporate governance in terms of passive shareholders is insignificantly leads to bank 

performance in the banking sector in Nigeria.  It is therefore recommended that banking sector in 

Nigeria should control and minimize corporate governance challenges such as ineffective board, 

risk management and passive shareholders because if the challenges are addresses can leads to 

bank performance in the banking sector in Nigeria 

 

Keywords: Corporate Governance, regulatory policy, qualification of board members, unethical 

conduct of board members and Performance  

 

Introduction 

 

Corporate governance is a fundamental factor for the survival and sustainability of any 

organization; it ensures transparency, accountability and integrity. it can be described as a system 

encompassing policies, processes and people that serve the needs of shareholders by directing 

and controlling managers or management activities with a good business knowledge and 

integrity. Corporate governance became a subject of significant discourse in the United States 

and around the globe in the late 1970. This has been driven by the needs and desire of 

shareholders to exercise their rights of corporate ownership and to increase shareholders, 



 

 

Crawford, (2007). Governance sets out the structures and processes by which a company should 

be controlled through its board. It should encourage positive entrepreneurial behavior, while 

having appropriate checks and balances through its independent directors and the right balance 

of power to ensure decisions are wisely made. Hermes principles,(2002). 

 

Corporate governance is essential in deposit money banks because banks are the main participant 

of the financial system in Nigeria. Deposit money banks in Nigeria are monetary institution that 

are owned by the government or private business men or jointly owned by the government and 

private individuals for the purpose of making profit. They receive deposit from firms, individuals 

and government, mobilize local capital and channel them into new expanding businesses.it is 

also believed that corporate governance plays an important role in the deposit money bank 

because it results in higher market value, lower cost of funds and increased profit. 

Claessen,(2006).  

 

Corporate governance set out rules and practices that governor the relationship between 

stakeholders in organization, in spite of these they are faced with some challenges. According to 

Sanusi (2010), the current banking crisis in Nigeria has been linked with governance 

malpractices such as giving unsecured loans within the consolidated banks which has therefore 

become a way of life in large parts of the sector. He further said that cooperate governance in 

banks failed because board ignored these practices for reasons including being misled by 

executive management, participating themselves in obtaining unsecured loans at the expense of 

the depositors and not having the qualification to enforce good governance on bank management.  

 

Furthermore, there have been study on corporate governance and the performance of Nigerian 

banks in Nigeria John, Emmanuel, Ibenta and Steve,(2016). Though its focus was not on 

corporate governance challenges and the performance of deposit money bank. This study was 

undertaken to determine how the challenges of corporate governance such as regulatory reforms, 

qualification and unethical conduct affects the performance of deposit money banks in Nigeria. 

 

Statement of the Problem: 

 

Corporate governance which is to ensure transparency and accountability in the deposit money 

banks in Nigeria is faced with some challenges that have resulted to the crisis faced in the sector 

over the past seven years and these have affected its performance. The challenges are attributed, 

to observed factors such as consistent regulator policy change, qualification of board members 

and unethical conduct of board members.  

 

1.3 Research Questions: 

 

Based on the stated problems the following research questions were designed. 

 

1. To what extent does a regulatory policy change affect the performance of deposit money 

banks in Nigeria? 

2. What effect does the qualification of board members have on the performance of deposit 

money banks in Nigeria? 



 

 

3. How does unethical conduct of board members affect the performance of deposit money 

bank in Nigeria? 

 

1.4 Objectives of the Study: 

 

The main objective of the study is on corporate governance challenges and the performance 

deposit money banks in Nigeria. While the specific objectives are as follows: 

 

 To determine the effect consistent regulatory policy change on the performance of 

deposit money banks in Nigeria? 

 To examine how the qualification of board members affect the performance of deposit 

money banks in Nigeria? 

 To evaluate how unethical conduct board members affect the performance of deposit 

money bank in Nigeria?                   

 

1.5 Statement of Hypotheses: 

 

H0: There is no significant relationship between regulatory reform policy and the Performance of 

deposit money banks in Nigeria. 

H1: Qualification of board members does not affect the performance of deposit money bank in 

Nigeria.                             

H2: unethical conduct does not significantly affect the performance of deposit money bank in 

Nigeria  

 

1.6 Significance of the Study: 

 

This study is significant to the banking sector; because it provides information that will help 

board members improve their corporate governance. It significance is also to other sectors like 

manufacturing and insurance companies, that effective corporate governance is very essential. It 

provides additional knowledge that will help other researcher who intends to carry out research 

in similar field. This study is limited to the challenges of corporate governances in the banking 

sector and inability to access information from all board members in the selected banks of study. 

 

1.7 Scope of the study: 

 

The research focuses corporate governance challenges and the performance of deposit money 

banks in Nigeria. Ten deposit money banks were used for this study and it covers the period of 

2004-2015. This was the period when the Nigerian banking industry experienced crisis in their 

financial dealings that resulted to Mergers, Acquisition and downsizing of staff in the deposit 

money banks in Nigeria.  

 

2.0  Literature Review: 

 

2.1 Concept of Corporate Governance: 

 



 

 

According to Fernando, (2009) corporate governance has gone further as a subject matter, an 

objective, or a regime followed for the good of shareholders, employees, customers bankers and 

indeed for the reputation and standing of a nation and its economy. Rameno, (2012) corporate 

governance should use any variables, which has a direct impact on cooperation performance. 

Jayashree (2006) defines corporate governance when used in the context of business organization 

as a system of making directors accountable to shareholders for effective management of the 

companies in the best interest of the company and the shareholders along with concern for ethics 

and values. It is management of companies through the board of directors that hinges on 

complete transparency, integrity and accountability of management .Wilson (2006) defines 

corporate governance as the manner in which corporations are directed, controlled and held to 

account with special concern for effective leadership of the corporations to ensure that they 

deliver on their promise as the wealth creating organ of the society in a sustainable manner. 

 

According to Pandey, (2006) corporate governance implies that the company would manage its 

affairs with diligence, transparency, responsibility and accountability and would maximize 

shareholders wealth. Hence, it is required to design systems, process, procedures, and structures 

and take decisions to augment its financial performance and shareholders value in the long run.  

Ogbeche, (2006) generally, the concept of corporate governance relate to the relationship 

between a company‘s management board shareholders and other stakeholders. From the 

perspective above, good corporate governance entails efficient management of resources and 

provision of responsible leadership; it requires the provision of timely and quality information 

and the enforcement of sanction for breaches in ethical standard, regulations and Code of 

conduct. Corporate governance involves a set of relationships between a company‘s 

management, its board, its shareholders and other stakeholders. Corporate governance also 

provides the structure through which the objectives of the company are set, and the means of 

attaining those objectives and monitoring performance are determined OECD, (2004). 

 

2.2 Challenges of Corporate Governance: 

 

Consistent Regulatory Reforms: 

 

Ajayi (2005) stated that reforms are predicated upon the need for reorientation and reposition of 

existing status quo in order to attain an effective and efficient state. Also, as observed by Imala 

(2005) like other emerging economies, Nigeria has been involved in financial reforms on a 

regular basis aimed at responding to the challenges posed by some factors and developments 

such as systemic crisis, deregulation, globalization and technological innovations, or acted 

proactively both to strengthen the financial system and prevent systemic problems as in the case 

in the current reforms. 

 

In 2004, the Nigerian Bank Consolidation Programme kicked off, the two major elements of the 

reform agenda are the requirement for Nigerian banks to increase their shareholders funds to 

minimum of N25 billion by the end of December 2005 and consolidation through Mergers and 

Acquisition (M and A). Other components of the reform agenda include: phased withdrawal of 

public sector funds from banks, adoption of a risk-focused and rule-based regulatory framework, 

adoption of zero tolerance in the regulatory framework, especially in the area of data and 

information rendition/reporting, the automation of the rendition processes of resource by banks 



 

 

and other financial institutions through the electronic Financial Analysis and Surveillance 

System. However, at the end of the reform, the Nigerian banking sector was still plaque with 

some crisis.  

 

Unethical Conduct: 

 

Unethical behaviors are attitude that are displayed that is against moral conduct. Also studies of 

unethical behaviour in business setting have come to the conclusion that business people 

sometimes do not realize that they are behaving unethically, primarily because they simply fail to 

ask the relevant question: is this decision or action ethical? Instead, they apply a straightforward 

business calculus to what they perceive to be a business decision, forgetting that the decision 

may also have an important ethical dimension (Hill & Jones, 2008).  

 

The CBN in 2012 sacked the managing director/ Chief Executive and Executive Directors of five 

banks ( Afribank, Finbank, Oceanic Bank, Intercontinental Bank and Union Bank) Omo & 

Komolafe (2009). The then CBN governor, Mallam Lamido Sanusi said the bank officials were 

removed due to the high level of nonperformance loans in the five banks which was attributed to 

poor corporate governance practices, lax credit administration process and the absence or non-

adherence to the banks credit risk management practices.Also, the former Board and External 

Auditors of Cadbury Nigeria plc were sanctioned by the Security and Exchange Commission 

(SEC) due to misleading financial information in the firm‘s 2006 audited accounts. 

 

Educational Qualification: 

 

As a group, a board of directors combines a mix of competencies and capabilities that 

collectively represent a pool of social capital, and adds value in executing the board‘s 

governance function Carpenter & Westphal,( 2001). Qualifications of individual board members 

are important for decision making. For example, the monitoring role can be effectively 

implemented if the board members are qualified and experienced. From the resource dependency 

perspective, qualified and skilful board members can be considered as a strategic resource to 

provide a strategic linkage to different external resources Ingley & van der Walt, (2001). Board 

members with higher qualifications would ensure an effective board, which requires, ―high levels 

of intellectual ability, experience, soundness of judgment and integrity‖ (Hilmer, 1998, p. 62). 

While the absence of these qualifications possess a challenge to corporate governance. 

 

2.3 Performance of Banks: 

 

The performance of banks is essential for its continuity; hence to ensure banks perform 

optimally, effective corporate governance has to in place. The financial crisis faced by the 

merged and acquired banks was as a result of poor performance which can be attributed to weak 

corporate governance. 

 

The CBN in 2004 raised the minimum capital base of banks from N2billion to N25billion. The 

aim was to strengthen the financial sector and evolve a banking sector that is consistent with 

regional integration requirement as well as international bank best practices (Ajayi 2005). 



 

 

Profitability is a measure of performance and the performance indicator computed for banks are 

as follows: 

 

Return on Equity: is the most significant indicator for profit, which measures the banking 

management in all its dimensions, and offers an image over the way to use the capitals brought 

by shareholders, The indicator is determined thus:  

 

  ROE = Net profit    ×    100 

                                                   Capital 

 

It is considered the net profit after deduction of all expenses and taxes, and the Capital is a sum 

of nominal capital, of unshared profit and the reserve funds.  

 

The Return on Asset: measures the effect of management capacity to use the financial and real 

resources of bank in order to generate profit. It is appropriate that the return of assets indicator is 

the most exact measure of banking activity due to the fact that it expresses directly the result, 

according to the specific management banking intermediate, of active operations optimization, 

related to the volume of resources. The computation formula of the indicator is: 

 

     ROA = Net profit     ×   100 

                                                   Asset                

                       

2.4 Theories: 

 

2.4.1 Agency Theory: 

 

Jensen and Meckling (1976). Agency theory is defined as ―the relationship between the 

principals, such as shareholders and agents such as the company executives and managers‖. In 

this theory, shareholders who are the owners or principals of the company, hires the agents to 

perform work. Principals delegate the running of business to the directors or managers, who are 

the shareholder‘s agents Clarke, (2004). The agency theory shareholders expect the agents to act 

and make decisions in the principal‘s interest. On the contrary, the agent may not necessarily 

make decisions in the best interests of the principals Padilla, (2000). In agency theory, the agent 

may be succumbed to self-interest, opportunistic behavior and falling short of congruence 

between the aspirations of the principal and the agent‘s pursuits. Even the understanding of risk 

defers in its approach. Although with such setbacks, agency theory was introduced basically as a 

separation of ownership and control Bhimani, (2008).  

 

2.4.2 Stewardship Theory: 

 

Stewardship theory has its roots from psychology and sociology and is defined by Davis, 

Schoorman & Donaldson (1997) as ―a steward protects and maximizes shareholders wealth 

through firm performance, because by so doing, the steward‘s utility functions are maximized‖. 

In this perspective, stewards are company executives and managers working for the shareholders, 

protects and make profits for the shareholders. Moreover, stewardship theory suggests unifying 

the role of the CEO and the chairman so as to reduce agency costs and to have greater role as 



 

 

stewards in the organization. It was evident that there would be better safeguarding of the interest 

of the shareholders. It was empirically found that the returns have improved by having both these 

theories combined rather than separated (Donaldson and Davis, 1991). 

 

2.4.3 Business Ethics and Cooperate Governance Theory: 

 

Business ethics is a study of business activities, decisions and situations where the right and 

wrongs are addressed. The main reasons for this are the power and influence of business in any 

given society is stronger than ever before. Businesses have become a major provider to the 

society, in terms of jobs, products and services. Business collapse has a greater impact on society 

than ever before and the demands placed by the firm‘s stakeholders are more complex and 

challenging. Only a handful of business giants have had any formal education on business ethics 

but there seems to be more Compromises these days. Business ethics helps us to identify benefits 

and problems associated with ethical issues within the firm and business ethics is important as it 

gives us a new light into present and traditional view of ethics (Crane and Matten, 2007). In 

understanding the ‗right and wrongs‘ in business ethics, Crane & Matten, (2007) injected 

morality that is concerned with the norms, values and beliefs fixed in the social process which 

helps right and wrong for an individual or social community.  

 

Ethics is defined as the study of morality and the application of reason which sheds light on rules 

and principle, which is called ethical theories that ascertains the right and wrong for a situation 

 

2.4.4 Resource Dependence theory: 

 

Resource dependence theory maintains that the board is an essential link between the firm and 

the essential resources that it needs to maximize performance (Pfeffer, 1973). Since resource 

dependence theory draws from both the sociology and management disciplines (Pettigrew,1992), 

there is no universally accepted definition of what is an important resource. Hillman, Canella and 

Paetzold (2000) argue that the resource dependence theory focuses on the role that managers 

play in providing essential resources for the organization in relation to the external environment. 

According to studies conducted by these authors, in the decision making process, the managers 

contribute with information resources, skills, access to key business partners of an organization 

such as suppliers, creditors, government and social groups.  

 

2.5 Empirical Findings: 

 

Okoli, Stephen and Sani (2014) studied the effect of corporate governance on the performance of 

commercial banking in Nigeria. The study reveals that corporate governance does affect the 

performance and value of the firm, and that strong governance standard is important for banks 

and increased governance quality leads to higher levels of investment as well as greater 

responsiveness of investment to growth opportunities.  

  

Olannye and Anuku  (2014) studied Corporate Governance and Organizational Performance in 

the Nigerian Banking Industry. The study examined the impact of corporate governance on 

organizational performance in the Nigerian Banking Industry and the study revealed that 

unethical behavior by employees seems to affect individuals, work teams, and even the 



 

 

organization using a regression and correlation analysis. The study concludes that corporate 

governance through ethical behavior has positive effect on employees‘ productivity.  

 

Fatimoh (2011) studied the impact of corporate governance on the performance of banks in 

Nigeria. Both primary and secondary data were employed in the study. Chi-square analysis was 

used for the analyses; the study reveals that corporate governance significantly contributes 

positively to performance in the banking sector. 

 

Existing Gap: 

 

Previous study were conducted on the impact of corporate governance on the performance of 

banks in Nigeria faimoh(2011),Corporate Governance and Organizational Performance in the 

Nigerian Banking Industry Olannye and Anuku  (2014) and Okoli, Stephen and Sani (2014) 

studied the effect of corporate governance on the performance of commercial banking in Nigeria. 

However these do not focus on corporate governance challenges and the performance of deposit 

money banks in Nigeria. It is in light of this that this study was conducted to fills the research 

gap by examining corporate governance challenges and performance of deposit money banks in 

Nigeria. 

 

3. Methodology: 

 

Research Design: 

 

The study employed a survey research design and used an analytical model such as regression to 

analyze data. The reason for using a survey research design is that data needed for this study is a 

point in time data and for using regression is to ascertain the cause and effect relationship 

between the dependent variable and independent variable.   

 

Population Size: 

 

The population size is a total of 338 comprising board of directors and customers of the ten 

selected money deposit banks in Nigeria , which are United bank for Africa (UBA) with (16) 

board members; Access bank with (16) board members, First bank with (12) board members, 

Zenith bank with (10) board members, Union bank with (19) board members, Diamond bank 

with (16) board members, Wema bank with (14) board member, First City Monument 

Bank(FCMB) with (10) board members, Fidelity bank with (10) board members and Eco bank 

with (15) board members. This information was obtained from the annual report of 2015 of each 

of these banks. 

 

Sample Size: 

 

The sample size of the study is 183 and was obtained using a Taro Yamanes formula and it‘s 

stated below: 

n=N/1+N(e)
2
 

Where N is the population size  

e is the margin error (assume 5%) 



 

 

1= constant  

e = 0.05 

n = 338/1+338(0.05)
2 

n=338/1+338(0.0025) 

n = 338/1+0.845 

n = 338/1.845 

n = 183 

 

Sources of Data: 

 

Data collected were from two sources: primary and secondary data. The primary source were 

questionnaire administered to board of directors and customers of the ten selected deposit money 

banks in Nigeria and the secondary source is the annual report of 2015 were the number of board 

of directors were obtained 

 

 4. Results and discussions: 

 

Descriptive statistics of frequencies and percentages were used to analyses the demographic 

characteristics of the respondents; analytical model of regression was used to test the hypothesis 

in line with objective of the study. The decision criterion for the hypothesis was set at 0.05 

percent. 

 

Response Rate: 

 

A total of 183 questionnaires were administered to the corporate governance board and 

customers in ten selected deposit money banks in Nigeria, though 150 was retrieved which was 

used for the analysis.  

 

Table 1 

Responses  Questionnaires 

Administered 

Questionnaires 

not Returned 

Questionnaire 

Returned 

Percentage (%)  

Male  112 18 94 62.67 

Female  71 15 56 37.33 

Total  183 33 150 100 

 Source: Field Survey, (2016) 

 

The table shows that, 62.67% of the respondents are male that filled, and returned the copies of 

their questionnaire and 33.33% of the respondents who are female returned the copies of their 

questionnaire. 

 

Demographic Characteristics of Respondents: 

 

Table 2 

S/N Characteristics Respondents’ Category Frequency Percent (%) 

1 Age 18 -30 47 31.3 



 

 

31-45 

46-60 

Total 

70 

33 

150 

46.7 

22 

100 

2 Gender Male  

Female 

Total 

90 

60 

150 

60 

40 

100 

3 Educational 

Qualification 

PGD/MBA/MSC 

BSC/HND 

OND 

SSCE 

Total 

67 

36 

29 

18 

150 

44.7 

24 

19.3 

12 

100 

Source: Survey Data,2016 

 

Table 1 shows that the ages between 18- 30 constitute, 31.3 percent while ages 31- 45 constitute 

46.7 percent which are the economic active group in Nigeria. The remaining 22 percent are made 

up of respondents‘ between the ages 46 – 60 

 

The respondent gender of male indicates 60 percent which is slightly more than the female 

gender indicating that more male are constitute members of the board of directors as well as 

customers of the banks. The table also shows the educational qualification of respondents‘ 44.7 

percent for post graduate respondents‘ 24 percent for B.SC/HND holders 19.3 percent for OND 

holders and 12 percent for SSCE holders. It indicates that the post graduate respondents had the 

highest response rate. 

Table 3:Test of Hypotheses 

Items  A SA UD D SD 

Corporate governance has 

witnessed consistent regulatory 

reforms 

58/38.67 33\22.00 26\17.33 19\12.67 14\9.33 

The performance of banks has 

improved over the years. 

48\32.00 41\27.33 27\18.00 18\12.00 5\10.67 

Educational qualification has been 

a challenge the in corporate board 

and management. 

39\26.00 45/30.00 19/12.67 27/18.00 20\13.33 

Unethical conduct is a challenge 

experienced by corporate board. 

43\28.67 37\24.67 29/19.33 17\11.33 24/16.00 

Source: Field survey, 201 

 

The regression model:             

                                                           

PF  = α+β1RRP+ β2QBM+ β3UC+π……………………………..1 

 

Where: 

 

PF = Performance of deposit money Bank  

RRP= regulatory reform policy  



 

 

QBM = qualification of board members  

UC= unethical conduct  

β1 = coefficient  

π = Constant  

 

Analysis of Data: 

 

Dependent Variable: PF   

Method: Least Squares   

Date: 017/09/16   Time: 07:49   

Sample: 111   

Included observations: 150   

     
     Variable Coefficient Std. Error t-Statistic Prob.   

     
     C 43.88007 45.45112 0.965434 0.3716 

   RRP 1.561212 2.793252 0.558923 0.5964 

QBM -1.645232 1.750233 -0.940008 0.3835 

UC -0.582194 0.859323 -0.677503 0.5233 

     
     R-squared 0.582105     Mean dependent var 9.997000 

Adjusted R-squared 0.536843     S.D. dependent var 8.250921 

S.E. of regression 8.680514     Akaike info criterion 7.449213 

Sum squared resid 452.1080     Schwarz criterion 7.570247 

Log likelihood -33.24607     Hannan-Quinn criter. 7.316439 

F-statistic 0.710411     Durbin-Watson stat 1.854462 

Prob(F-statistic) 0.580294    

     
     Source: Data output from e-view statistical package, 2016 

 

1% level of significance, 5% level of significance and 10% level of significance 

PF  = α+β1RRP+ β2QBM+ β3UC 

PF       =     43.88+1.56 RRP -1.64 QBM -0.58 QBM 

SE      =         45.45     2.79           1.75            0.85 

t*       =           0.96      0.55           (0.94)         (0.67) 

p*     =             0.37      0.59           0.38             0.52 

R
2
     =              0.58 

F-statistic 0.710411 (prob) 0.58 

DW = 1.85 

 

The coefficient for challenges of corporate governance in terms of regulatory reform policy 

(RRP) in the deposit money bank in Nigeria is positive and significant in achieving performance 

of deposit money bank. The p-value of 0.59 is greater than the t-statistic value of 0.55 and the 

standard error value of 2.79 which is less than the t-statistic value of 0.55. Therefore, the null 

hypothesis is accepted that there is insignificant relationship between regulatory reform policy 

(RRP) and performance of deposit money bank in Nigeria. This implies that regulatory reform 

policy challenges does not contribute to performance of deposit money banks in Nigeria.  



 

 

 

The coefficient for challenges of corporate governance in terms of qualification of board 

members (QBM) in the deposit money bank in Nigeria is negative and insignificant in achieving 

performance of deposit money bank. The p-value of 0.38 is greater than the t-statistic value of 

(0.94) and the standard error value of 1.75 which is greater than the t-statistic value of (0.94). 

Therefore, the null hypothesis is accepted that there is insignificant relationship between 

qualification of board members (QBM) and performance of deposit money bank in Nigeria. 

 

The coefficient for challenges of corporate governance in terms of unethical conduct (UC) in the 

deposit money bank in Nigeria is negative and insignificant in achieving performance of deposit  

money bank. The p-value of 0.52 is greater than the t-statistic value of (0.67) and the standard 

error value of 0.85 which is greater than the t-statistic value of (0.67). Therefore, the null 

hypothesis is accepted that there is insignificant relationship between unethical conduct (UC)  

and performance of deposit money bank in Nigeria. 

 

The coefficient of determination (r
2
) of 0.58 shows that about 58% of variation in performance of 

deposit money in Nigeria can be explained by challenges of corporate governance in terms of 

regulatory reform policy, unethical conduct and qualification of board members, the remaining 

42% can be explained by other factors not mentioned in the regression model. The f-statistic 

value of 0.710411 is insignificant at p-value statistic value of 0.58. The Durbin-Watson stat of 

1.85 indicates that there is present of autocorrelation in the analysis. Therefore, the null 

hypothesis is accepted that there is insignificant relationship between challenges of corporate 

governance in terms of regulatory reform policy, unethical conduct and qualification of board 

members and performance of deposit money in Nigeria. 

 

Major Findings: 

 

From the above analysis, the corporate governance challenges on the performance of deposit 

money in Nigeria are insignificant. This shows that performance of deposit money bank in 

Nigeria insignificantly contributes the challenges of corporate governance in terms of regulatory 

reform policy, unethical conduct and qualification of board members. The finding is not in line 

with the findings of  Fatimoh (2011) who found statistical significant relationship between 

challenges on the performance of deposit money in Nigeria and performance of deposit money 

bank in Nigeria.   The study is also consistent with business ethics and cooperate governance 

theory which implies that business ethics is a study of business activities, decisions and 

situations where the right and wrongs are addressed about corporate governance and their 

challenges. 

 

5.0 Conclusions and Recommendations: 

 

5.1 Conclusion: 

 

This study concludes that corporate governance challenges on the performance of deposit money 

in Nigeria are insignificant. This implies that performance of deposit money bank in Nigeria 

insignificantly contributes to the challenges of corporate governance in terms of regulatory 

reform policy, unethical conduct and qualification of board members.  



 

 

 

5.2 Recommendations: 

 

Based on the findings and conclusion it was recommended that: 

 

The regulatory reform in the deposit money banks should be done consistently to improve 

performance in the sector 

 

The board should ensure they employ staff members with the right qualification to enhance the 

performance of deposit money banks in Nigeria 

 

Corporate governance board should ensure they check the conduct of members in order to ensure 

ethical standard are maintained in the sector. 
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ABSTRACT  

 

Organisational internal environment plays iscritical for employees‘productivity and a vital factor 

for accepting and/or keeping a job. Theorganisational internal environment determines the level 

of employee‘s motivation, subsequent productivity. This study investigated the effect 

oforganisational internal environmenton employee productivity of SMEs in Abuja, Nigeria. The 

specific objectives are:to identify the factors affecting employee productivity of SMEs in Abuja, 

and to determine the importance of organisational internal environment as aninstrument for 

employees‘ productivity of of SMEsin Abuja.This study adopted the survey research design.The 

data collected were analysed with the use oflinear regression statistical techniques. Findings 

indicate that lighting and décor/furniture affects daily and overall productivity of employees in 

the office, while unhealthy, poor level of innovation and insecurity are the effects of poor office 

design on productivity and improving working environment by brightening space, spatial 

arrangement workspace with furniture, enough ventilation, clear out the clutter, leads to high 

productivity.Finally, it is recommended that the SMEs in Abuja, Nigeria should focus on all 

facets of theorganisational internal environmentin order to achieve better employees‘ 

productivity. 

 

Keywords: organisation, internal environment, employees, productivity. 

 

1.1 Introduction 

 

The organisational internal environment cannot be over emphasis in achieving business goals 

and objectives. Employees‘effective and efficient performance revolves round organisational 

internal environment. Pech and Slade (2006) contended that the employee disengagement is 

increasing and it becomes more important to investigatethe organisational internal environment 

that positively influences employees‘ productivity.The quality of organisational internal 

environment determined employee commitment or engagement for ajob done as well as the time 

frame to achieve the set objectives.They are tools that create employee creativity, innovations, 

ability, behaviour and venting through their commitment or engagement in the organization. It 

determined the level of employee comfort in delivering of their duties in their various offices.A 

goodorganisational internal environmentencourages effective and efficient performance while 

inconvenient organisational internal environmentpaves way for disengagement, delay in 

achieving organizational goals, low employees performance and productivity.  



 

 

 

It has been identified that most employees are prone to unsuitable furniture, poorly designed 

workplace, insufficient safety measures, improper lightening and ventilation, distraction, 

temperature, hygiene, excessive noise, poor level of innovation and collaboration with other 

employees, and ultimately time period to stay in the job, and comfort issues. People working 

inan unsafe and unhealthy environment are exposed tosome kind of occupational disease which 

impacts on employee‘s productivity hence this study is mainly undertaken to investigatethe 

effect of organisational internal environment on employee productivity. 

 

2.0 LITERATURE REVIEW: 

 

2.1  Organisational internal environment: 

 

Frame (2004) states that organisational internal environmentis defined as an employee‘s work 

place, work instruments, the work itself, organization policy, and organizational rules. Arnold 

and Feldman (1996), promoted factors such as temperature, lighting, ventilation, hygiene, noise, 

working hours, and resources as part of working conditions. The worker would rather desire 

anorganisational internal environment that will result in greater physical comfort and 

convenience. The absence of such organisational internal environment, amongst other things, can 

impact poorly on the worker‘s mental and physical well-being (Baron and Greenberg, 2003). 

 

Rolloos (1997) defined employee productivity as, ―productivity is that which people can produce 

with the least effort‖. Productivity is also defined by Sutermeister (1976) as, ―output per 

employee hour, quality considered‖. Dorgan (1994) defines productivity as, ―the increased 

functional and organizational performance, including quality‖. Productivity is a ratio to measure 

how well an organization (or individual, industry, country) converts input resources (labor, 

materials, machines etc.) into goods and services. In some case, the productivity is measured 

considering performance increase as when there is less absenteeism, afewer employee leaving 

early and fewer breaks; whereas anincrease in performance can be measured by the number of 

units produced per employee per hour.  

 

2.2 Relationship between Job Characteristics, Organisational internal environment and 

Employees Productivity: 

 

In job performance literature, although age, gender, experience, observation time, and 

interpersonal affect have been considered in many studies, no research has been devoted to the 

potential effects of job characteristics and organisational internal environment on task and 

contextual performance. Some jobs in the workshops of mechanical processing, machining, and 

maintenance are high level jobs of complexity. Job type, job level, and job context create 

different influences on job performance. Some jobs are required high level skill and 

responsibility to perform tasks successfully. It is plausible that those employees who carry out 

these jobs should undertake a higher level of job performance to fulfil the job responsibilities 

satisfactorily. Blue collar employees working in manufacturing companies exert different levels, 

frequencies, and durations of the physical effort during performing the tasks of their jobs. They 

use thestrength of kneeling, crouching/crawling, walking, standing, balancing, lifting, and 

pulling/pushing objects. The physical effort requirement for job changes from a combination of 



 

 

sitting, standing, and working with little requirement to an intense requirement for lifting objects 

weighing over 30 Kg with no mechanical aid. An increase in the level of physical effort was 

accompanied by an increase in energy expenditure. The majority of the energy consumption 

generally is converted to the waste activities such as static effort (e.g., lifting, pulling/pushing 

objects), to other awkward postures, or to inefficient equipment or method. These waste 

activities cause decreasing productivity. Some jobs in the workshops such as mechanical 

processing, painting, maintenance are performed in unpleasant working conditions. In job 

evaluation literature, working conditions imply two dimensions: environmental conditions and 

hazards. Environmental conditions range from ordinary to extreme conditions in terms of the 

factors such as heat, humidity, noise, smell, light, and dust. Unpleasant environmental conditions 

have both direct and indirect effects on employee job performance. The concentration to tasks of 

an employee who exposes to these impacts decreases, which leads to low employee performance 

including productivity, quality, emotional stress, and in turn this causes high cost. Hazards are 

unavoidable direct or indirect exposure to light wound/scald, flammable danger, electrical 

hazards, occupational disease, and mortal hazards. It is believed that ergonomic deficiencies are 

the root causes of workplace health hazards, low level of safety (Shikdar and Sawaqed, 2003).  

 

Robbins (2001) states that organisational internal environment will influence job satisfaction, as 

employees are concerned with a comfortable physical work environment. In turn this will render 

a more positive level of job satisfaction. Arnold and Feldman (1996) shows that factors such as 

temperature, lighting, ventilation, hygiene, noise, working hours, and resources are all part of 

working conditions. Employees may feel that poor working conditions will only provoke 

negative performance, since their jobs are mentally and physically demanding. Working 

condition is the condition in which an individual or staff works, including but not limited to such 

things as amenities, physical environment, stress and noise levels, thedegree of safety or danger, 

and the like.  

 

Roelofsen (2002) has also yielded indications suggesting that improving working environment 

results in a reduction in a number of complaints and absenteeism and an increase in productivity. 

The indoor environment has the biggest effect on productivity in relation to job stress and job 

dissatisfaction. As opined by Govindarajulu (2004), in the twenty-first century, businesses are 

taking a more strategic approach to environmental management to enhance their productivity 

through improving the performance level of the employees. It is evident in the research findings 

of Patterson et al., (2003) that the more satisfied workers are with their jobs the better the 

company is likely to perform in terms of subsequent profitability and particularly productivity.  

 

Over the years, many organizations have been trying new designs and techniques to construct 

office buildings, which can increase productivity, and attract more employees. Many authors 

have noted that, the physical layout of theorganisational internal environment, along with 

efficient management processes, is playing a major role in boosting employees‘ productivity and 

improving organizational performance (Uzee, 1999; Leaman and Bordass, 1993; Williams et al. 

1985). 

 

Gensler (2006) claimed that an independent research firm conducted a research on US workplace 

environment. In March 2006, a survey was conducted by taking a sample size of 2013. The 

research was related to; workplace designs, work satisfaction, and productivity. 89 percent of the 



 

 

respondents rated design, from important to very important. Almost 90 percent of senior officials 

revealed that effective workplace design is important for the increase in employees‘ productivity. 

The final outcome of the survey suggested that businesses can enhance their productivity by 

improving their workplace designs. A rough estimation was made by executives, which showed 

that almost 22 percent increase can be achieved in the company‘s performance if their offices are 

well designed. But practically, many organizations still do not give much importance to 

workplace design. As many as 40 percents of the employees believe that their companies want to 

keep their costs low and that is why their workplaces have bad designs; and 46 percent of 

employees think that the priority list of their company does not have workplace design on top. 

When data was summarized, almost one out of every five employees rated their workplace 

environment from, ‗fair to poor‘. 90 percent admitted that their attitude about work is adversely 

affected by the quality of their workplace environment. Yet again 89 percent blamed their 

working environment for their job dissatisfaction (Gensler, 2006). 

 

2.3.1  Organisational internal environment Influence: 

 

Joroff et al. (2003) argue that in the relationship between work, the workplace and the tools of 

work, theworkplace becomes an integral part of work itself. Increasing workplace understanding 

is built on the recognition that space has different characteristics: it performs different functions 

and there are different ways people work. People work individually and interact with others and 

this requires different workplace solutions. Workplace design needs to take into account of a 

wide range of issues. Creating better and higher performing workplace requires an awareness of 

how workplace impacts behaviour and how behaviour itself drives workplace productivity.  

 

Gensler (2005) of 200 UK business managers supports the contention that an improved 

organisational internal environment would increase employee productivity by 19 per cent and 

their own productivity by 17 per cent. These improvements have huge implications for the 

economy as a whole if proven. The research was followed up by Gensler (2006) in a survey of 

2,000 office workers in the USA which found that 90 per cent of the survey respondents believed 

that better workplace design and thelayout result in better overall employee performance. In a 

study (ASID, 1999), employees and their managers were asked about the importance of the 

physical workplace environment. Employees identified the effective utilization of space and 

having a workplace allows them to work efficiently as the most important aspects of the work 

environment. Managers focused on issues of privacy and flexible workspaces but included 

personal comfort and visual appeal as important in the design of their workspaces. The research 

focused on the relationship between productivity and the indoor environment in offices and took 

into account the fact that productivity depends on other factors by using an Occupational Stress 

Indicator (OSI). The attempts made to link the physical environment with the productivity of its 

occupant‘s falls into two main categories: those of office layout and office comfort. The 

literature relating to the office layout appears to revolve around two main debates: those of open-

plan verses cellular offices, and the matching of the office environment to the work processes.  

 

Barnard (1997) stated that if organizations want to avoid the intellectual drain caused by the 

attrition of technically–skilled people, a solution may well be in the design of the work 

environment. Statt (1994) argues that the modern work physical environment is characterized by 

technology; computers and machines as well as general furniture and furnishings. To achieve 



 

 

high levels of employee productivity, organizations must ensure that the physical environment is 

conducive to organizational needs facilitating interaction and privacy, formality and informality, 

functionality and cross-disciplinarily. Consequently, the physical environment is a tool that can 

be leveraged both to improve business results (Mohr, 1996) and employee well-being (Huang, 

Robertson and Chang, 2004). Ensuring adequate facilities are provided to employees is critical to 

generating greater employee commitment and productivity. The provision of inadequate 

equipment and adverse working conditions has been shown to affect employee commitment and 

intention to stay with the organization (Weiss, 1999; Wise, Darling-Hammond and Berry, 1987) 

as well as levels of job satisfaction and the perception of fairness of pay (Bockerman and 

Ilmakunnas, 2006).  

 

2.3.2 Relationship between Office Design and Productivity: 

 

The American Society of Interior Designers (ASID, 1999) carried out an independent study and 

revealed that the physical workplace design is one of the top three factors, which affect 

performance and job satisfaction. The study results showed that 31 percent of people were 

satisfied with their jobs and had pleasing workplace environments. 50 percent of people were 

seeking jobs and said that they would prefer a job in a company where the physical environment 

is good. Stallworth and Kleiner (1996) argue that increasingly an organization‘s physical layout 

is designed around employee needs in order to maximize productivity and satisfaction. They 

argue that innovative workplaces can be developed to encourage the sharing of information and 

networking regardless of job boundaries by allowing communication freely across departmental 

groups.  

 

Brill et al. (1984) ranked factors, which affect productivity according to their importance. The 

factors are sequenced based on the significance: Furniture, Noise, Flexibility, Comfort, 

Communication, Lighting, Temperature and the Air Quality. Springer Inc (1986) stated that ―an 

insurance company in a study revealed that the best ergonomic furniture improved performance 

by 10 to 15 percent. Leaman (1995), conducted a survey which is briefly highlighted here. The 

author attempted to find the relationship between indoor environment, dissatisfied employees 

and their productivity. The results revealed that the productivity of the work is affected because 

the people were unhappy with temperature, air quality, light and noise levels in the office. The 

productivity level was measured by the method of self-reported measurement, which is a 9 point 

scale from greater than -40 and less than +40 percent (loss/gain). The scale was associated with 

the question: ―Does your office environment affect your productivity at work?‖ (Leaman, 1995). 

The data collected was correlated and results said that the coefficient of correlation (r)=0.92 and 

the correlation exists between people who showed dissatisfaction with their indoor environment 

and those reporting that their productivity is affected by the office environment. The significant 

level p-value is 0.0034. 

 

Haynes (2008) explains the behavioural office environment components of the office 

environment that have the greatest impact on office productivity. In all of the work patterns, it 

was found that interaction was perceived to be the component to have the most positive effect on 

productivity, and distraction was perceived to have the most negative. As people are the most 

valuable resource of an organization, and that the management of people makes a difference to 



 

 

company performance (Patterson et al., 1997). The workplace environment factors can lead to 

engagement or disengagement of anemployee in any organization.  

 

Hughes (2007) surveyed 2000 employees pertain to various organizations and industries on 

multiple levels. The reported results of these survey showed that nine out of ten believed that a 

workspace quality affects the attitude of employees and increases their productivity. Employees 

in different organizations have different office designs. Every office has unique furniture and 

spatial arrangements, lighting and heating arrangements and different levels of noise. An 

effective employee is a combination of a good skill set and productive working environment. 

Many factors affect employee productive that managers need to take into consideration and to 

improve on at all times. To get the maximum productivity from employees, necessary tools they 

need to succeed are to be made available. A workplace that is intimidating and offensive to 

workers creates fear and reduces productivity. A hostile working environment can demoralize 

workers and this can lead to a reduction in their productivity. The working conditions play a 

crucial role for the employees. The quality of organisational internal environment determines the 

level of employee‘s motivation, subsequent performance and productivity. How well employees 

get along with the organization influence the employee‘s error rate, thelevel of innovation and 

collaboration with other employees, absenteeism and ultimately time period to stay in the job. 

 

Based on the several related empirical studies reviewed in this study, the following 

hypotheseswere postulated;  

 

Ho1: Office design has no significant effect on employee productivity 

Ho2: working environment has no significant effect on employees‘productivity 

 

3. Research Methodology: 

 

The research design chosen for this study was the survey design. Both primary data and 

secondary information were used. Taro Yamane‘s formula was used to determine the sample size 

which gave us348.The population of this study therefore constitutes the entire population of 

Small and Medium Entrepreneurs in Federal Capital Territory as presented in the National 

MSME Survey Report (2013). The report presented that the Federal Capital Territory of having a 

total number of 2,690 registered Small and Medium Enterprises between the year 2010 and 2013. 

The stratified sampling method was further adopted so as to give a fair representation of the 

designated segment, this sampling method allocated questionnaire to the respondents so as to 

give a proper representation to the designated population of each of the industry. 

 

Thus: Q  = A/N x     n/1 

 

Where: 

 

Q = the number of questionnaires to be allocated to selected industries 

A = the population of each industry 

N = the total population of all the industries 

n = the estimated final sample size 

 



 

 

n = 2690 

1+2690(0.05)
2 

n=  348 

The study therefore, worked with the sample of three hundred and forty-eight (348) basedon the 

sample size obtained using Taro Yamane‘s Sampling formula. However, thesample size was 

distributed based on population proportion of each Area Council.   

 

TABLE 1:Showing the number of questionnaires to be distributed to each industry. 

Industries Population Questionnaires Percentage (%) 

Manufacturing 182 24 7 

Accommodation & food services 321 42 12 

Agriculture 39 5 2 

Wholesale/retail trade 186 24 7 

Transport & storage 27 4 1 

Information & communication 9 1 0 

Education 1,864 242 69 

Administrative & support activities 60 8 2 

Art,  entertainment &recreation 1 0 0  

Total 2690 348 100 

Source; National MSME Survey Report (2013). 

Source: field survey, 2017 

 

While the linear regression equation is customarily expressed as: 

Y= a + b x +   e (Koutsoyianis ,1977). 

y = dependent variable say ―employees‘ productivity‖ 

x = independent variable say organisational internal environment (office design and working 

environment) 

a= constant term 

b = Regression coefficient 

Where n = n umber of variables under observation 

e = error term 

 

4. Analysis and Interpretation: 

 

4.2.1 Effect of Office design onemployees’ productivity: 

 

Hypothesis Ho1: Office design has no significant effect on employee productivity 

Regression 

Table 2: Variables Entered/Removed 

Model Variables Entered Variables Removed Method 

1 office design 
a
 . Enter 

a. All requested variables entered.  

b. employee productivity 

 



 

 

Table 3                                                     Model Summary 

Model R 

R 

Square 

Adjusted 

R 

Square 

Std. 

Error of 

the 

Estimate 

Change Statistics 

Durbin-

Watson 

R Square 

Change 

F 

Change df1 df2 Sig. F Change 

1 .740
a
 .520 .516 .97724 .020 5.878 1 295 .016 .048 

a. Predictors: (Constant), office design      

b. Dependent Variable: employee productivity     

 

Table 4.                                                    ANOVA
b
 

Model 

Sum 

of 

Squar

es Df Mean Square F Sig. 

1 Regression 5.613 1 5.613 5.878 .016
a
 

Residual 281.7

27 
295 .955 

  

Total 287.3

40 
296 

   

a. Predictors: (Constant), office design  

b. Dependent Variable: employee productivity 

 

Table 5                                                         Coefficients 

Model 

Unstandardized Coefficients 

Standardized 

Coefficients 

T Sig. B Std. Error Beta 

1 (Constant) 1.589 .126  12.626 .000 

office design .163 .067 .140 2.424 .016 

a. Dependent Variable: employee productivity  

 

R-square = 0.520 

Durbin-Watson     = 1.216 

Adjusted R Square= 0.516 

F Change       = 5.878 

Regression Line = 

Y = 1.589+ 0.163 

 

4.2.2 Effect of working environment on employees’ productivity: 

 

Hypothesis H02: working environment has no significant effect on employees‘productivity 

Regression 



 

 

Table 6 Variables Entered/Removed
b
 

Model Variables Entered Variables Removed Method 

1 working environment
a
 . Enter 

a. All requested variables entered.  

b. Dependent Variable: employees‘ productivity 

 

 

Table 7                               Model Summary 

Model R R Square 

Adjusted R 

Square 

Std. Error of 

the Estimate Durbin-Watson 

1 .796
a
 .639 .635 .97383 1.239 

a. Predictors: (Constant), working environment 

b. Dependent Variable: employees‘ productivity 

 

 

 

 

Table 8                                            ANOVA
b
 

Model 

Sum of 

Squares Df Mean Square F Sig. 

1 Regression 11.206 1 11.206 11.817 .001
a
 

Residual 279.763 295 .948   

Total 290.970 296    

a. Predictors: (Constant), working environment 

b. Dependent Variable: employees‘ productivity 

 

Table 9                                                       Coefficients
a
 

Model 

Unstandardized Coefficients 

Standardized 

Coefficients 

T Sig. B Std. Error Beta 

1 (Constant) 1.276 .124  10.263 .000 

working 

environment 
.172 .050 .196 3.438 .001 

a. Dependent Variable: employees‘ productivity 

 

R-square =  0.639 

Durbin-Watson     = 1.216 

Adjusted R Square= 0.635 

F Change       = 11.817 

Regression Line = 



 

 

Y = 1.276+ 0.172 

 

The hypothesis one stated that Ho1: office design has no significant effect on employees‘ 

productivity. The regression coefficients are shown in table 5. The intercept, 1.589, representing 

the estimated average value for the office design effect on employees‘ productivity in Abuja 

SMEs and from the above result, it is apparent that office design has a significant effect on 

employees‘ productivity in Abuja. The result reveals that office design have a significant impact 

on employees‘ productivity in Abuja and statistically significant since p< 0.05 and therefore Ho1 

is rejected and the alternative accepted.  

 

Table 3 revealed that R-Square 0.520 explained thelevel of correlation that exists between the 

two variables and the same was displayed by the Durbin –Watson result. Based on the result, 

wereject the Null (Ho1) and accept the alternative which states that office design has asignificant 

effect on employees‘ productivity in Abuja. The findings of this study agree with the research 

carried out by Gensler (2006) in the survey of 2,000 office workers in the USA, the study found 

out that 90 per cent of the survey respondents believed that better workplace design and 

thelayout result in better overall employee performance of their various organisations. 

 

Hypothesis Ho2: working environment has no significant effect on employees‘ productivity 

 

The regression coefficients are shown in table 9. The intercept, 1.276, is representing the 

estimated average value of the working environment on employees‘ productivity in Abuja and 

from the result above, it shows that  there is significant effect of working environment on 

employees‘ productivity in Abuja of and that the effects are statistically significant since p < 0.05 

and Ho2 is rejected and we accept the alternative and from the table 7 revealed that R-Square 

0.639 explained  the level of linear correlation between the observed and model-predicted values 

of the dependent variable and the same was displayed by the Durbin –Watson result. And from 

the result we reject the Null (Ho2) and accept the alternative which state that working 

environment has asignificant effect on employees‘ productivity in Abuja. The findings of this 

study agree with the investigation of Haynes (2008) explained that office environment 

components of the office environment have animpact on office productivity. Further more people 

are the most valuable resource of an organization, and the working environmental factors can 

lead to employees‘ engagement or disengagement of anemployee in all kinds of organisation. 

 

Summary and Conclusion of Findings: 

 

The absent of natural lighting and artificial lighting, improper furniture/spatial arrangementand 

poor ventilation level affects daily and overall productivity of employees in the 

offices.Unhealthy and insecurity are the effects of poor office design on productivity.Brighten 

space, attractive spatial arrangement/furnishing and normal ventilation are themeasures to 

improve theorganisational internal environment.  

 

A good workplace environment produces better results. Attention to factors identified by this 

study and by others will enable themanager to better adjust working conditions to enhance 

overall productivity in the workplace. Conducive work environment and good working 

conditions make employees give their best to increase productivity. A good working 



 

 

environment that is set in place impacts positively on employee morale, productivity and 

engagement. 

 

Office design is to be considered as a wide range of issue. Quality office design is as a result of 

awareness of how it impacts on behaviour and how behaviour itself drives it into productivity. 

  

A well designed office with suitable furniture, adequate ventilation, appropriate lighting system, 

less noise and distraction, satisfactory safety measure and good operationalequipment leads to 

increase in productivity, performance and also job satisfaction.   

 

Recommendations: 

 

Based on the findings, the following recommendationswere provided 

 

1. It is recommended to have proper and adequate artificial as well as natural light to 

improve work condition for better performance and increase in productivity. 

2. Office design should be considered as an important factor in increasing employees‘ 

productivity. It should be designed in line with the nature of the job and the individuals 

that are going to work there.  

3. In order to improve working environments to enhance employee productivity, the 

business promoter should focus on all facets of working environments. 
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ABSTRACT 

 

This study investigates the role of financial bootstrapping (FB) in the emergence and operations 

of SMEs. Method adopted in this study is context analysis based on past studies. The result of 

the study revealed conflicting views regarding the value of FB in SMEs. Proponents on value of 

FB espouse, among others, that: access to funding by SMEs from traditional sources is always 

very impossible; FB permit SMEs viable means of generating capital base for improving 

operational liquidity and desired degree of profitability and growth; FB provides a viable means 

of compelling entrepreneurs of SMEs to engage in frugality and fiscal discipline in operations; 

and in using FB, entrepreneurs of SMEs can easily take advantage new business opportunities 

and innovation devoid of bureaucratic procedures. In contrary, opponents with opposing views 

provide, among others, that: early use of funds from external investors by new ventures could 

jeopardize their potential plasticity because of imposed covenants; lack of large quantum of 

funds often make it difficult for new ventures in mobilizing resources required for growth 

overtime; leasing facilities and sharing of equipment can create disputes and jeopardize 

achievement of desired objectives in SMEs; inability by SMEs to mobilize adequate operational 

resources can aggravate risk because of insufficient capital funds for hedging against dynamic 

nature of business; and little funds from FB in SMEs can militate against meaningful innovative 

measures from R&D and enhanced performance. It is the recommendation of this paper that FB 

be encouraged in establishment and operations of SMEs because of difficulties confronting 

SMEs in raising funds from traditional sources of financing. And the government, particularly in 

Nigeria, should be providing grants for innovations and subsidies for operational equipment in 

SMEs toward encouraging young entrepreneurs to establish and grow their businesses.  

 

Key words: Financial bootstrapping; Small and Medium Enterprises; Establishment and Growth 

of SMEs. 

 

INTRODUCTION 

 

Adequate financing of business entities right from their startup constitutes, in most cases, the 

right path for operational success and by extension, the right nudge toward generating desired 

returns on investment. However, the small and medium enterprises (SMEs) are normally 



 

 

crowded out of the ideal sources of generating adequate funds for their operations and 

development. This is in view of the fact that SMEs do not normally have access to the traditional 

sources (commercial banks and capital market) of raising funds (such as bank loans, debts and 

equity) for their startup and operations when compared to large scale enterprises.  

 

More often than not, entrepreneurs of small and medium enterprises (SMEs) usually resort to 

raising funds from sources such as: personal savings; financial help from spouses; advances from 

friends and family members; and loans from credit unions and cooperative societies, among 

others, with which to establish and operate their business entities. These peculiar informal 

sources of financing of small and medium scale business entities constitute financial 

bootstrapping.  

 

Munyanyi (2015) espouses that in various economies around the world, small to medium 

business ventures are saddled with the challenge of raising startup and working capital financing. 

Empirical evidence (Schiffer and Weder, 2001; Beck et al, 2005; Beck et al, 2006) provide that 

financing remains a greater obstacle for SMEs when compared to large firms, particularly in the 

less developed countries around the world. Results of such studies also portray that lack of 

access to adequate financing adversely affects the operations and expansion of SMEs unlike the 

large companies. Furthermore, the SMEs (Storey, 1994; Schinck and Sarkar , 2012) are often not 

favoured by venture capitalists, financial institutions, and investors, and their inherent higher 

transaction costs spells higher financial burden for these enterprises. Thus this necessitates the 

SMEs‘ option of resorting to alternative forms of financing their operations. 

 

Winborg (2008) succinctly posits that financial bootstrapping is employed by business entities 

whilst formal financing is not forthcoming. This implies that business entities such as the small 

and medium enterprises (SMEs) which cannot secure formal financing from commercial banks 

and capital markets do ingeniously secure funds from varied informal means at their disposal.  

 

Barringer and Ireland (2010) corroborates the above view by holding that financial bootstrapping 

is used by entrepreneurs of SMEs through ingenious means (―creativity, ingenuity, thriftiness 

and cost-cutting‖ approach) so as to obliterate the necessity of chasing the elusive formal 

financing from commercial banks and capital markets. Hence, financial bootstrapping (Cornwall, 

2010; Fatoki, 2013) involves resorting to the use of only financing means, by SMEs, which are 

readily available toward generating the desired outcomes from business operations. Nevertheless, 

Fatoki (2014) espouses that, in the final analysis, financial bootstrapping represents only one of 

the means through which SMEs can improve their access to financial resources in their 

operations and development.     

 

Empirical literature provides conflicting views on the value of financial bootstrapping in venture 

startup and operations particularly in respect of the small and medium enterprises (SMEs). 

Against this background, the focus of this study is to bring to the fore such opposing views on 

the value of financial bootstrapping in the emergence and operations of SMEs, and above all, 

contribute toward establishing the fact that such financing option still remains the viable means 

for these businesses in funding their operations.    

 

Objective of the Study: 



 

 

 

The objective of the study is to investigate the role of financial bootstrapping in startup and 

operations of SMEs. The investigation relies on review of the past studies on financial 

bootstrapping in respect of the establishment and growth of small and medium enterprises 

(SMEs) in some economies around the world. 

   

REVIEW OF LITERATURE: 

 

Conceptual Clarification of Financial Bootstrapping: 

 

Financial bootstrapping has been explained in relation to the utilization of ―resourceful and 

innovative methods‖ that obliterate the cost of raising funds, by firms, through financial markets 

in relation to conventional outside funding. And this approach provides the leeway to the firms to 

gain access to financial resources of others ―at little or no cost‖ (Winborg and Landstrom, 2001; 

Ebben and Johnson, 2006). Relatedly, Winborg and Landstrom (2001) also posit that financial 

bootstrapping involves the utilisation of financing methods for meeting the need for financial 

resources of SMEs without relying on long-term external finance from banks, debt holders, and 

equity investors. 

 

Bhide (1992) simply explains financial bootstrapping as involving the use of modest personal 

funds to launch new ventures. Furthermore, Winborg (2008) points out that financial 

bootstrapping is used by firms when internal or external finance is not available. Firms without 

access to formal debt or equity markets can creatively access resources through different means. 

Innovative financing methods are vital to the survival of new micro enterprises in the retail 

sector. To corroborate these views, Barringer and Ireland (2010) opine that bootstrapping 

involves finding creative ways to avoid the need for external finance through creativity, 

ingenuity, thriftiness and cost-cutting approach. Above all, financial bootstrapping (Cornwall, 

2010; Fatoki, 2013) is about creating the desired impact using only financial resources that are 

necessary to achieve the desired outcomes. See Figure I below for the conceptual framework of 

financial bootstrapping. 

 

Figure I: Conceptual Framework of Financial Bootstrapping 

 

Owner Finance       Funds from Thrift/Cooperative Societies      Delaying Payables 

 

 

 

 

 

 

 

Subsidy &Grants            Financial             Minimizing Investment 

       Bootstrapping 
 

 

 



 

 

 

 

Funds from Spouse            Funds from Relatives and Friends   Minimizing Accounts Receivable  

 

Source: Modified version of Winborg and Landstrom (2001) Framework of Financial 

Bootstrapping in Small Business. 

 

In another elucidation, Vanacker, Mamigart, Meuleman and Sel (2011) opine that financial 

bootstrapping represents ―a resource dependence management strategy,‖ which involves raising 

funds through bootstrapping strategies such as: owner-related finance, minimization of accounts 

receivable; sharing and borrowing of resources; delaying payments from supplies; minimization 

of capital investment; and using subsidy finance. This is in tandem with resource dependency 

framework (Fatoki, 2014) whereby business owners decide to minimize ―financial uncertainty‖ 

and burden on their business by deliberately resorting to bootstrapping techniques. Joakim and 

Hans (2001) also provides that financial bootstrapping involves the use of financing methods for 

meeting the need for operational resources that are devoid of external finance from debt holders 

and equity investors.  

 

In corroborating the views above, bootstrap financing has been regarded as constituting a variety 

of extremely imaginative means of accessing financial resources devoid of borrowing funds or 

generating funding through equity from conventional sources (Ebben and Johnson, 2006; 

Yilmazer and Schrank, 2006; Tomory, 2011). Fatoki (2014) posits that financial bootstrapping 

can arise in order to reduce ―the need for (outside) capital financing.‖ And that such financing 

strategy can also be used to whittle down the amount of capital required for starting and 

operating a business venture. Relatedly, Lahm and Little (2005) observe that financial 

bootstrapping strategies do incorporate actions such as: gaining access to both tangible and 

intangible resources for business; and proficient uilisation of available resources to finance the 

firm toward operational growth. And that these two approaches toward financing business 

ventures constitute the foundation for a firm‘s general strategy.  

 

Financial bootstrapping in new ventures refers to a variety of techniques that founders use to 

raise funds from non-traditional business funding sources. These sources include spouses, friends 

and family, and utilization of used machinery as well as delaying payment of salaries. The 

essence of using this business funding approach is to reduce or limit the expenses involved in 

raising funds through traditional financing means like loans from commercial banks, and equity 

funds and debts from financial markets (Bhide, 1992; Payne, 2007; Winborg and Landstrom, 

2001). 

 

Stouder (2002) in Perry, Farmer, Markova, Pett, Ruth, Wolff and Yao (2008), opines that for the 

founders of new ventures, financial bootstrapping provides a principally important means of 

financing their startups. This is due to the fact that, more often than not, they do not have access 

to traditional sources of business funding like bank loans, venture capital financing, public 

equity, and debt capital from financial market. Freear, Sohl, and Wetzel (1995), in their own 

view, explain that bootstrap financing refers to ―highly creative ways of acquiring the use of 

resources without borrowing money or raising equity financing from traditional sources.‖  

 



 

 

In related terms, Stephens and Iskandarani (2006) succinctly observe that financial bootstrapping 

involves technique being employed by many entrepreneurs in financing their business entities 

during the early startup phase particularly when access to traditional forms of capital, debt and 

equity funds, are limited or not available. This implies therefore, that many entrepreneurs must 

resort to their own astuteness and imaginative strategy to finance their businesses during the 

formative stage. Hence, by resorting to ingenious techniques to fund business entities, the 

founders are regarded as raising themselves up with the ―bootstraps. 

 

Empirical literature provides conflicting views on the value of financial bootstrapping for 

venture development. Proponents believe that financial bootstrap strategies could allow new 

ventures to enter into new business opportunities without owning a reasonable chunk of the 

financial resource base and also not mobilizing large amount of funding from outside sources 

with which to acquire further operational resources (Vanacker et al., 2011). Bootstrap financing 

(Brush (2008) does provide owners of SMEs a viable source of capital that is capable of 

enhancing liquidity, which strengthens cash flows in the operations of their ventures.  

 

Roberts (2003) espouses that financial bootstrapping does guide business owners into adopting 

frugal measures with financial resources, and it is also associated with fiscal discipline in 

financial policies of the firms using such funding strategies. Furthermore, Baker and Nelson 

(2005) observe that ventures that depend on financial bootstrapping do survive while generating 

desired returns. This is because such firms do surmount operational challenges and even 

venturing into new opportunities regardless of the financial resource constraints. This implies 

that financial bootstrapping can invariably generate desired magnitude of ―value added and 

growth‖ over time.  

 

There are contrary views canvassed by the opponents of financial bootstrapping. A problem of 

diminished flexibility can arise, which is frequently one of the consequences of such form of 

funding business ventures. In essence, the use of much bootstrapping funding at the initial stage 

of business operation can create problems and scare away outside investors (Fatoki, 2014). There 

is another disadvantage that is inherent in financial bootstrapping, which is the lack of ownership 

of resources that can generate some level of insecurity for the business owners (Winborg and 

Landstrom, 2001; Vanacker et al., 2011). 

 

In the financial analysis, Brush (2008) advises that entrepreneurs that are using financial 

bootstrapping must imbibe three basic strategies such as: formulating a clear vision on what they 

want to make out of the strategy; managing financial resources ingeniously or ploughing back 

internally generated funds; and persuading others particularly the employees to muster necessary 

commitment to the venture by means of collective skills. In supporting this view, Fatoki (2014) 

succinctly observes that ―a bootstrapping entrepreneur‘s very survival‖ is very much dependent 

on the initiative and ability to be ―highly adaptable and operate on a shoestring budget.‖  

 

Conceptualisation of Small and Medium Enterprises (SMEs): 

 

There does not exist a universally accepted definition of small and medium enterprise (SME). 

This implies that the term is fraught with varied views regarding the meaning based on the 



 

 

opinions of writers and institutions. However, in this paper, only the well-known definitions of 

SME by some institutions that are explored. 

 

In Nigeria, National Bureau of Statistics and Small and Medium Enterprises Development 

Association of Nigeria (NBS/SMEDAN, 2012) in Ademola, Oyerinde and Ayodele (2016) 

provide classification regarding the definition of SME as follows. 

 

Micro Scale Enterprises (MSE):- These are enterprises with assets value of less than N5 

million or of less than 10 employees,  

 

Small Scale Enterprise (SSE):- These are enterprises with assets between N5million and 

N50million or paid employees of between 10 and 49 employees. 

 

Medium Scale Enterprises (MSM):- These are enterprises with assets value between N50 and 

N500 million and between 50 and 199 paid employees.  

 

The European Union in Ademola, Oyerinde and Ayodele (2016) provides the following 

definition of SME. 

 

Micro-sized Enterprise:- An enterprise that has characteristics such as: workforce of less than 

10; turnover of less than or equal to €2 million; and balance sheet total of less than or 

equal to €2million. 

 

Small-sized Enterprise:- An enterprise that has characteristics such as: workforce of less than 

50; turnover of less than or equal to €10 million; and balance sheet total of less than or 

equal to €10million. 

 

Medium-sized Enterprise:- An enterprise that has characteristics such as: workforce of less 

than 250; turnover of less than or equal to €50 million; and balance sheet total of less 

than or equal to €43million. 

 

The World Bank Group (2014) The definition of SME being used by is the basis of 

categorization (three sub-categories) such as portrayed as follows: 

 

Micro-sized Enterprise:- This type of enterprise has characteristics such as: workforce of up to 

10 employees: operating with total assets of up to US$100,000; total annual sales of up to 

US$100,000 for goods-production sectors; turnover of up to US$400,000 for service 

sectors; and tangible assets of up to US$200,000. 

 

Small-sized Enterprise:- This type of enterprise has characteristics such as: workforce of 

between 10 and 50 employees; total assets/total annual sales between US$100,000 and 

US$3 million. 

 

Medium-sized Enterprise:- This type of enterprise has characteristics such as: workforce of 

between 50 and 300 employees; total assets/total annual sales between US$3 million and 

US$15 million. 



 

 

 

Empirical Review: 

 

Van Auken and Carter (1989) investigated capital acquisitions of 96 small businesses in Iowa 

(United States) based on a survey, and discovered that such businesses made use of financing 

strategies such as personal savings, cash value of life insurance, home equity loans, and sale of 

personal assets as sources of equity while funds from friends and relatives constitutes a source of 

debt in their operations.   

 

Van Auken, and Neeley (1996) investigated the use of bootstrap financing using a survey 

method based on administration of questionnaire for a sample of 78 firms in a Midwestern state, 

USA. The results showed that traditional sources of capital accounted for a higher percentage of 

the firms‘ start-up capital while a lower percentage of the firms‘ start-up capital was obtained 

from bootstrap sources. Furthermore, a chi-square analysis indicated a significant difference 

between the percentage of sole proprietorship versus other firms, and construction/manufacturing 

versus other types of firms using bootstrap financing as compared to traditional sources of 

financing. 

 

Smith (2000) investigated financial bootstrapping in funding innovation using case studies 

(content analysis method) drawn from biographies of well-known innovators in UK.  The study 

discovered that financial bootstrapping, in various forms, was widespread among innovators who 

showed ingenuity in obtaining finance without recourse to conventional financial institutions. 

The study also revealed that innovators made use of social capital regarding networking among 

friends, colleagues and other contacts in gaining access to bootstrap finance. 

 

Winborg and Landstrom (2001) investigated financial bootstrapping in small businesses in 

respect of their managers‘ resource acquisition behaviors in Sweden based on a questionnaire 

administered on 900 small business managers in a survey.  The study revealed that delaying 

bootstrappers, private owner-financed bootstrappers, and minimizing bootstrappers all represent 

an internal mode of resource acquisition. The relationship-oriented bootstrappers follow a 

socially oriented mode of resource acquisition, whereas the subsidy-oriented bootstrappers apply 

quasi-market oriented resource acquisition. 

 

Vanacker, Manigart, Meuleman and Sels (2003) studied the impact of financial bootstrapping on 

the level of value added at particular points in time and growth in value added across time in 

Belgium. The study was based on longitudinal database comprising data from both 

questionnaires and financial accounts of 214 new ventures. The study provided mixed evidence 

on the impact of financial bootstrapping on the level of value added in new ventures; ventures 

that used more finance from family and friends demonstrate lower levels of value added while 

ventures that did not invest in their own buildings exhibited higher levels of value added. More 

so, financial bootstrapping has a consistently positive impact on the growth in value added across 

time. However, new ventures that used more owner funds, employed more interim personnel, 

impelled customers to pay more quickly and applied more subsidy programs start with lower or 

similar levels of value added, exhibited higher growth in value added across time. 

 



 

 

Lahm and Little (2005) investigated bootstrapping business start-ups in respect of current 

business practices in the United States of America. The study which was based on context 

analysis revealed that practices of financial bootstrapping include: receiving payments in 

advance; trading office space in exchange for potential gain than the host business; a hybrid of 

selling a product or service up-front; starting business from a home-based location; and that 

small business owners who lack information for securing capital from traditional sources were 

by bootstrapping in their capital structure while risks of bootstrapping were being minimized by 

resorting to provision of services by small businesses. 

 

Harrison, Mason and Girling (2005) conducted a study on the correlation between studies 

conducted in Northern Ireland, Scotland (UK) and Massachusetts (US) in the software industry. 

The study made use of survey method based on administration of same questionnaire in both 

studies to assess the techniques used by the different entrepreneurs in each general region.  The 

result of both studies revealed that cultural background seemed to play a role in how much risk 

an entrepreneur is likely to take, which helped to determine the types of bootstrap financing they 

were likely to use. 

 

Stephens and Iskandarani (2006) investigated the techniques used in entrepreneurial startup firms 

to obtain forms of financing that are not the traditional debt loans or owner supplied capital in 

USA. The study that was based on contextual analysis revealed that popular bootstrapping 

techniques include: owner‘s assets; personal borrowing; delaying payables; minimizing 

receivables; minimal asset cost; borrowing from friends or family; and employing friends and 

family at reduced or no cost to the company. 

 

Perry, Chandler, Yao and Wolff (2011) investigated bootstrapping techniques being used in 

creating new ventures (in US) on the basis of comparison of externally oriented and internally 

oriented techniques, and also comparing cash-increasing and cost-decreasing techniques in 

bootstrapping with respect to the likelihood of becoming an operational ventures. The study was 

based on data from the initial Panel Study of Entrepreneurial Dynamics. The result revealed 

evidence suggesting that when bootstrapping a new venture, the percentage of cash-increasing 

and cost-decreasing externally oriented bootstrapping techniques that a venture owner uses is 

positive predictors of subsequent positive cash flow (one and two years later). However, 

internally oriented techniques are not related to subsequent cash flow from the business. 

 

Schinck and Sarkar (2012) investigated the use of bootstrap finance techniques in Portugal based 

on a survey with a questionnaire administered on a sample of ninety-nine small firms. The study 

revealed that small business in Portugal made use of strategies of non-conventional methods of 

financing. Such strategies include: loans from family and friends; subsidies and financial support 

from government; grants for innovation; leasing of equipment; delayed payment to suppliers; 

delaying payment of VAT; withholding owner-manager‘s salary; securing advance payments 

from customers; granting discounts for cash pay; use of borrowed equipment others; hiring 

temporary workers; buying only fairly used equipment; use of interns at low or no cost; and 

outsourcing projects beyond company's resources.  

 

Čalopa, Horvat and Lalić (2014) investigated the development of start-up companies, their types 

and potential sources of financing with special emphasis on financing ventures in Croatia. The 



 

 

study made use of a survey on selected start-up companies. The study revealed that Croatian 

start-up companies preferred traditional and informal financial sources with emphasis on private 

financing and financial assistance of friends and family. Such companies only started looking for 

financial support from other funding sources such as business angels and seed investments after 

their first stage of development. 

 

Afolabi, Odebunmi and Ayo-Oyebiyi (2014) investigated bootstrap financing techniques among 

small enterprises in Osogbo metropolis in Nigeria. The Study was based on a survey method 

with questionnaire administered on 200 small businesses. The result revealed that majority of 

small business owners: preferred buying new equipment; acquiring their operating facilities; 

affirmed that financial bootstrapping helped their businesses to grow; information asymmetry 

never affected their choice of financing techniques; and disagreed that high transaction cost 

affected bootstrap financing technique.   

 

Fatoki (2014) investigated the financial bootstrapping methods employed by new micro 

enterprises in the retail sector in South Africa using self-administered questionnaires in a survey. 

The study revealed that new micro enterprises in the retail sector in South Africa made use of 

four financial bootstrapping methods like owners‘ resources, accounts receivable management, 

sharing resources and delaying payments.  

 

Gbandi, E. C. and Amissah, G. (2014) investigated It examines the financing of SMEs in Nigeria 

and the various financing options available to the SMEs like debt and equity financing, and role 

played by banks, co-operatives, venture capital and business angels. The study also examined 

constraints for financing SMEs and innovations designed to overcome these constraints. The 

study made use of content analysis based on secondary data. The study discovered that informal 

finance sector (mainly from personal savings) provided more than 70% of the funds to the SMEs 

while government provided some forms of financing through institutional arrangements.    

 

Munyanyi (2015) investigated the strategies that Zimbabwean rural entrepreneurs are employing 

to finance their activities and how these strategies conform to those propounded in existing 

literature. The study was based on a survey with the use of questionnaires administered on 

respondents. The result revealed that the Zimbabwean rural entrepreneurs employed numerous 

strategies that largely conform to existing literature. Furthermore, the study also revealed that 

majority of the respondents in this study indicated that they started their business ventures using 

their own savings since access to financing either from the government or from financial 

institutions remained inadequate. These entrepreneurs were also making use of money clubs 

among themselves for funds in running their businesses. 

 

Adeyeye, Ndibe, Abubakar, Dokochi, Abdulwaheed, Addulazeez and Dauda (2015) investigated 

the strategies for financing new market innovation by Knowledge-Intensive Business Services 

(KIBS) firms for socio-economic advancement in Nigeria. The study made of a survey of 510 

small and medium sized enterprises (SMEs) in knowledge-intensive business sector in Lagos. 

The findings revealed that the informal sources accommodate the needs of small firms in a 

developing economy and serve as the primary source of finance for new market innovation.  

 



 

 

Ayodele (2016) investigated the financing practices engaged by entrepreneurs in Small and 

Medium Enterprises (SMEs) in Southwestern Nigeria and also the extent of their dependence on 

internal and external financing practices to operate their businesses. The study made use of 

survey based on administration of questionnaire and interviews, and logistic regression was 

employed to determine the relationship between dependent variable (SMEs) and independent 

variable (internal and /or external sources of finance). The result of the study revealed that 

owner-managers of SMEs employed both internal and external sources to finance their 

operations. The internal funding for SMEs included mainly personal savings (personal 

contributions from founders) and supplemented with borrowing from family and friends (for 

startups) while retained earnings was used to run the SMEs. External financing practices were 

transaction-based lending technologies like asset-based financing, leasing and real estate lending. 

The study also revealed other sources of financing like cooperatives, Esusu (thrift unions), 

microfinance banks, and government banks and agencies (CBN, BoI, BoA, and Ministry of 

Trade and Commerce, etc). 

 

Ademola, Oyerinde and Ayodele (2016) investigated how the effectuation framework as 

alternative source of finance for SMEs fit into the traditional ways and culture of local 

entrepreneurs as against the formal financial institutions with their attendant obstacles or 

stringent requirements in Southwestern Nigeria. The study used a mixed method approach of 

qualitative approach (questionnaire administered on 748 firms while four owner-managers, 

purposively selected were interviewed. The study revealed that entrepreneurs in SMEs engaged 

in internal financing practices of reliance on internal financing mainly with strong statistical 

evidence, and that they employed effectuation logics in all its dimensions to circumvent stringent 

institutional financing requirements with a view to achieving their objectives. 

 

Taiwo, Falohun and Edwin (2016) investigated SMEs financing and its effects on economic 

growth in Nigeria. The study which was based on content analysis discovered that the sources of 

investment finance for SMEs include owner‘s savings and assistance from banks, government 

institutions, local authorities, co-operative societies, relatives and friends, and moneylenders.  

 

Theoretical Background: 

 

The relevant theoretical framework for this study is hinged on Pecking order theory of Capital 

Structure and Resource Constraint theory. 

 

Pecking Order Theory of Capital Structure: 

 

This theory of capital structure has been propounded by Myers and Majluf (1984). They posit 

that equity is a less preferred means to raise capital for the fact that if managers issue new equity, 

investors tend to think that managers are leveraging on assumed over-valuation of their firms. 

Therefore, investors might proffer a lower value for the new equity offer. 

 

The theory is based on the costs of asymmetric information. It holds that firms prioritize their 

sources of funding business operations, in pecking order, from internal funds to equity funds. 

Hence, the internal financing option is used first and when the internal funds are exhausted, the 

external funds would be sourced. Relatedly, when it becomes undesirable for the firm to issue 



 

 

any more debt, equity option becomes inevitable. Furthermore, the pecking order theory 

espouses that business entities stick to a hierarchy of financing sources; and have a preference 

for internal financing for their availability. Hence, debt source of financing their operations is 

favoured instead of equity funding in the event that external financing is required. This is 

intended to avoid dilution of ownership because equity source of financing implies bringing 

external ownership into the firm.  

 

Resource Constraint Theory: 

 

The theory argues that companies can prosper in operating environment affected by resource 

constraints. Such survival and profitability can be achieved through recombining available 

resources as well as making use of physical, social and institutional inputs, which other 

businesses reject or ignore (Baker and Nelson, 2005). In this connection, entrepreneurs can 

exploit their network connections to have access to resources that ordinarily would not have been 

available. Furthermore, such entrepreneurs can make use of some government programs being 

neglected by other operators of ventures.  

 

Lahm and Little (2005) observe that such bootstrap strategies have inherent potentials of creating 

ventures performance benefits from their commencement or launch. This is because such 

strategies enable them to quick secure access to significant resources, which do create avenue for 

these ventures to forage into more business opportunities in the course of their operations. This 

implies that bootstrap strategies, in the face of financial resource constraint can absolutely 

engender enhanced degree of value added and expansion in operations. 

 

Methodology of the Study: 

 

Basically, the study is based on contextual analysis of extant research works on the use of 

financial bootstrapping in the operations of small and medium enterprises (SMEs). Therefore, 

this study relies on existing (secondary) data that have been published in respect of the past 

studies on financial bootstrapping and SMEs. 

 

FINDINGS: 

 

The study discovered that results of past studies provides conflicting views on the value of 

financial bootstrapping for operations and development of small and medium enterprises 

(SMEs). Relatedly, there are proponents and opponents regarding the controversy on the benefits 

of financial bootstrapping to the SMEs.   

 

Arguments on Relevance of Financial Bootstrapping in SMEs: 

 

There are compelling arguments, as revealed in past studies, which provide that utilisation of 

financial bootstrapping are very valuable to the establishment and operations of small and 

medium enterprises. These views are espoused below. 

 

First: Proponents believe that financial bootstrap strategies could permit new ventures to go into 

new business opportunities in the absence of large quantum of their own funding without 



 

 

securing funds from commercial banks, prospective investors, and capital market for generating 

additional operational facilities.  

 

Second: Bootstrap financing as a source of funding SMEs allows their owners viable means of 

generating capital base, which is capable of improving operational liquidity in enhancing cash 

flows in their business operations. Hence, the result is that bootstrap financing can consistently 

lead to securing desired degree of profitability and growth eventually.  

 

Third: Financial bootstrapping has been regarded as a viable means in directing business owners 

into engaging in frugal measures in managing their financial resources. By extension, financial 

bootstrapping also leads to fiscal discipline in financial policies and internal control of the firms, 

which employs this form of financing methods.  

 

Fourth: There is also the argument that SMEs that rely on financial bootstrapping are capable of 

overcoming challenges in their operations and invariably survive while making good profits. 

This is because these firms can easily take advantage of new business opportunities, without 

being hamstrung by bureaucratic procedure such as obtained in large enterprises, despite the 

apparent lack of much financial resources.    

 

Fifth: There is also the argument that this approach to financing strategies in business can create 

a defined competitive leverage whereby the workers of the firm appreciate that everyone kobo 

counts, which leads to conserving the available funds towards maximizing the value of the firm. 

This is because the lean approach to management of the firm‘s cash flows enables it to strive for 

more operational resources. Moreso, financial bootstrapping reduces the overall external capital 

requirements, which improves cash flows of the firm.  

Sixth: There is the argument that access to funding by SMEs from traditional sources such as 

commercial banks and capital market is always particularly very difficult if not impossible. This 

is because they lack needed collateral as well as financial and operating records for banks and 

investors to rely on for judgment. In addition, SMEs are confronted with potential high risk of 

collapse unlike the well established ones such as large scale ventures.  

 

Seventh: Yet, another argument is that firms have the potentials to survive and grow within an 

environment beset by resource constraints by accessing existing resources through physical, 

social and institutional means. Entrepreneurs of SMEs do secure access to resources through 

their personal network that would ordinarily be difficult to obtain, which, in most cases, large 

business entities often fail to acknowledge.  

 

Eighth: There is also the argument that some entrepreneurs of SMEs may be averse toward using 

external funds to finance their ventures due to the dread of surrendering control over their 

ventures. This implies that such entrepreneurs, in most cases, would decide to obliterate the 

dependence on external sources of finance while relying on only bootstrapping funds to finance 

their ventures. 

 

Nineth: By investing funds generated in new growth opportunities, while using financial 

bootstrapping vigorously, without recourse to any covenants imposed by banks and investors, it 

is also argued, the SMEs gain increased efficiency in operations with the amount of value added 



 

 

enhanced through innovation in their operations overtime. Furthermore, early use of funds from 

external investors like venture capital firms and business angels, by new business setups could 

jeopardize their potential plasticity because the entrepreneurs must abide with their short-term 

covenants.    

 

Tenth: Furthermore, empirical evidence provides that most, if not all, bootstrapping techniques 

are characterized by much flexibility unlike traditional sources of finance. Moreso, bootstrap 

funds are classically readily accessible to SMEs, which do not require collaterals or other 

conditionalities. This explains why entrepreneurs of SMEs relying mainly on bootstrap funding 

in their businesses during startup or after formation can easily take to innovative opportunities 

and imbibe different strategies whenever occasions arise.  

 

Arguments Against Financial Bootstrapping for SMEs: 

 

Some contrary views based on results of some studies as provided by opponents of perceived 

value of financial bootstrapping to the SMEs are plausible as they are also cogent. Such contrary 

views are espoused below. 

 

One: There is the argument that the use of a large amount of bootstrapping funds during the 

initial stage of business operation can generate problems and impliedly eliminate possible 

investment by outside interest. In related terms, it is also observed that the lack of large quantum 

of funds (from both bootstrapping and traditional sources) often makes it difficult if not 

impossible for new entrepreneurial ventures to mobilize all financial, human and other resources 

required by them to fully develop overtime.  

 

Two: Another area of disadvantage in financial bootstrapping is the inherent lack of ownership 

of resources, because of leasing facilities and sharing of equipment with other businesses, can 

lead to misunderstanding and bickering that can jeopardize efficient operations and achievement 

of desired objectives. 

Three: Another argument is that the lack of capacity by entrepreneurs of new SMEs to mobilize 

sufficient financial, human and other resources needed for operations has the effect of 

aggravating some degree of insecurity for the business due to seemingly insufficient capital 

funds with which to engage in defined level of expansion.  

 

Four: The other argument against financial bootstrapping in SMEs is that insufficient asset base 

in SMEs because of using all kinds of bootstrapping finances can hamstrung them from attaining 

desired growth in their operational cycle. This arises from the absence of huge quantum of 

capital that would have aided innovative measures from R&D and, by implication, enhanced 

performance in their operations.  

 

Five: Furthermore, there are some opinions proposing that financial bootstrapping involves a 

second-rated strategy at best, and could even curtail future development of small and medium 

scale entrepreneurial ventures. Relatedly, evidence from traditional finance studies provides that 

the inability or unwillingness by SMEs to raise external finance curtails their development.  

 



 

 

Six: Internal finance, as some writers opine, is typically small in quantum and largely insufficient 

(undercapitalization) to guarantee effective establishment and growth of SMEs, and this problem 

particularly affects their access to future external sources of financing.  

 

From the forgoing analysis, abundant evidence portrays that financial bootstrapping is very 

imperative in establishment and growth of small and medium enterprises (SMEs). Hence, 

financial bootstrapping strategies represent the first choice and potential sources for the funding 

of SMEs.   

 

CONCLUSION: 

 

The study set out to investigate the role of financial bootstrapping in startup and operations of 

SMEs. The result of the study revealed conflicting views on the value of financial bootstrapping 

for startup and growth of small and medium enterprises (SMEs) in various economies around the 

world.  

 

Proponents of the value of financial bootstrapping espouse, among others, that: access to funding 

by SMEs from traditional sources is always very difficult if not impossible; financial bootstrap 

strategies could permit their owners viable means of generating capital base for improving 

operational liquidity leading to desired degree of profitability and growth; financial 

bootstrapping provides a viable means of compelling entrepreneurs of SMEs to engage in frugal 

measures in managing available financial resources, and thus creating fiscal discipline in 

operations; in using financial bootstrapping, entrepreneurs of new SMEs can easily take 

advantage new business opportunities without being hamstrung by bureaucratic procedures 

unlike in large enterprises; and use of financial bootstrapping can easily lead to increased 

efficiency in operations with the amount of value added enhanced through innovation. 

 

On the other hand, opponents with contrary views provide, among others, that: early use of funds 

from external investors (venture capital firms and business angels) by new ventures could 

jeopardize their potential plasticity because of imposed covenants; lack of large quantum of 

funds often make it difficult, if not possible, for new ventures to mobilize all operations required 

for defined growth overtime; leasing facilities and sharing of equipment can create 

misunderstanding and bickering in operations of SMEs, thus jeopardizing efficiency and 

achievement of desired objectives; lack of capacity by SMEs to mobilize sufficient operational 

resources can aggravate risk arising from seemingly insufficient capital funds for hedging against 

dynamic nature of business, thereby can hamstrung them from attaining desired growth; and little 

funds from internal sources (financial bootstrapping) in SMEs can militate against meaningful 

innovative measures from R&D and enhanced performance in their operations. 

 

Lastly, it can be concluded that financial bootstrapping is very imperative in establishment and 

growth of small and medium enterprises (SMEs) since such sources of funding represent the first 

choice and potential means for the funding these businesses from their startup to their 

development.    

 

RECOMMENDATION: 

 



 

 

On the basis of the findings of the study, the following recommendations are herein proffered. 

 

1. Financial bootstrapping should be encouraged in the establishment and operations of SMEs in 

view of difficulties confronting SMEs in raising funds from traditional sources of financing. 

2. Governments at various levels, particularly in Nigeria, should be providing grants for 

innovations so as to encourage young entrepreneurs to establish and grow their businesses 

without waiting for traditional sources of funding that will never materialize.   

3. Government, particularly in Nigeria, should be providing subsidies for the SMEs in 

procurement of vital operational equipment and machinery for their operations.     

 

The government, particularly in Nigeria, should be providing grants for innovations and 

subsidies for operational equipment in SMEs toward encouraging young entrepreneurs to 

establish and grow their businesses. 
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ABSTRACT 

 

Credit risk has increasingly become an issue of interest to financial institutions in Nigeria. This 

paper seeks to establish the relationship between credit risk management and the financial 

performance of finance companies in the Nigerian financial sector. It seeks to examine the role 

of credit management tools in minimizing credit risks. 225 copies of questionnaire were 

administered to the employees of 15 selected financial companies. Regression analysis is used to 

ascertain the impact of credit management tools while correlation analysis is used to test the 

strength of relationship between credit risk management and financial performance of the 

companies. ANOVA is also used to compare the means of the obtained sample data. Findings 

show that credit management tools, credit rating techniques, and credit risk analysis are all very 

necessary in mitigating credit risks in the financial sector. It is recommended that finance 

companies should continuously strive to improve and update their credit risk management 

practices. 

 

Keywords: Credit, Risk, Effective management, Finance companies, Performance. 

 

1.0 INTRODUCTION 

 

Effective management of credit risk has gained a lot more attention in recent years basically due 

to the inadequate credit risk policies which pose serious problem to the financial services sector. 

Financial institutions have gone through difficulties over the years due to different reasons, the 

major cause of serious problems in the financial services industry continues to be directly related 

to lax credit standards for borrowers and counterparties, poor portfolio risk management, or a 

lack of attention to changes in economic or other circumstances that can lead to a deterioration in 

the credit standing of a bank‘s counterparties (Fatemi&Folade, 2006). Credit risk is the risk that 

a borrower defaults and does not honor its obligation to service debt. It can occur when the 

counterpart is unable to pay or cannot pay on time (Gestel and Baesens, 2008: 24). 

 

Credit risk can be referred to as default risk, performance risk or counterparty risk. Three 

elements are used to describe or define credit risk which includes:  Exposure to a party that may 

possibly default or suffer an adverse change in its ability to perform, the likelihood that this party 

will default or fail to fulfill its obligations that is the default probability and the recovery rate 



 

 

which is how much can be retrieved in the occurrence of a default. Credit risk is most simply 

defined as the potential that a bank borrower or counterparty will fail to meet its obligations in 

accordance with agreed terms. Credit Risk is a type of risk under Risk Management.  

 

The goal of credit risk management is to maximize a bank‘s risk-adjusted rate of return by 

maintaining credit risk exposure within acceptable parameters. Institutions in the financial 

service industry need to manage the credit risk inherent in the entire portfolio as well as the risk 

in individual credits or transactions. Effective management of credit risk is inextricably linked to 

the development of banking technology, which will enable to increase the speed of decision 

making and simultaneously reduce the cost of controlling credit risk. This requires a complete 

base of partners and contractors. There is a need for reliable information on the borrower‘s credit 

history, so the credit bureau must play a significant role here.  

 

According to Laurentis (2009), Credit risk challenges are implicit in finance companies because 

credit risk challenges are uncertain, the financial services industry is a very important sector in 

the Nigerian economy and is an ever advancing and competitive one. In the past decade, there 

have been experiences of dramatic loss by the finance companies due to credit risk and other 

types of risk; institutions that had been performing well suddenly announced large losses due to 

credit exposures and inability of borrowers in meeting their obligations. Credit risk is one of the 

major sources of concern to financial companies and other financial institutions: the risk of 

borrowers not being able to fulfill all financial obligations involved. Prior studies carried out on 

credit risk management were on Banks which excluded other institutions in the financial service 

industry such as finance companies. Therefore every financial institution needs effective and 

efficient credit risk management systems in its organizational structure to enable it minimize the 

credit risk it is being faced with. To this end, the main objective of this project is to examine the 

relationship between credit risk management and performance of financial institutions.  

 

This study seeks to offer in-depth knowledge on the importance of credit risk management to the 

various users of information. This research work covers the financial institutions in Nigeria with 

a case study of finance companies. The concept of credit risk management is momentous in all 

activities relating to credit. The concept of credit risk management contributes to the strength and 

efficiency of the economy by providing a mechanism that is designed to allocate resources to 

their most efficient use. News in the financial service industry involves the inability of debtors in 

fulfilling their obligations to the finance companies; this problem can be minimized through an 

effective application of credit risk management. 

 

2.0 INTRODUCTION 

 

In recent times, the flow of credit in global financial markets has deterioratedand credit markets 

threaten to stay that way despite immense amounts of cash being pumped into various economies 

by their governments and central banks around the world. Risk can be defined as the chance of 

loss or an unfavorable outcome associated with an action. For most financial institutions, loans 

are the largest source of credit risk. There should be a well-defined and a clearly established 

procedure for amendment of the current loan agreement, refinancing and renewal of existing 

credits (Harker & Satvros, 1998).  

 



 

 

 

 

 

2.1 Conceptual Framework: 

 

According to Harker & Satvros (1998), risk management is defined as the practice of creating 

economic value through the use of financial instruments to manage or control exposure to risk, 

particularly market risk and credit risk. 

 

2.1.2 Credit Risk: 

 

According to Chijoriga (1997) credit risk is the most expensive risk in financial institutions and 

its effect is more significant as compared to other risks as it directly threatens the solvency of 

financial institutions. Credit risk is a term that describes the situation where by a borrower or a 

party does not fulfill his own terms of a contract or his obligatory duties agreed upon in a 

contract. Credit risk is also referred to as default risk, counterparty risk, performance risk. 

 

2.1.3 Credit Risk Management: 

 

Credit risk management in a financial institution starts with establishment of sound lending 

principles and an efficient framework for managing risk. Guidelines and industry specific 

standards together with risk concentration limits are designed under the supervision of risk 

management committees and departments. Credit risk analysis and credit risk management are 

important to financial institutions that provide loans to its customers.  

 

2.1.4 Financial Performance of Finance Companies: 

 

Financial performance shows the overall financial health of the firm over a given period of time 

and allows for the comparison of similar firms. It indicates the company‘s success, conditions 

and compliance. 

 

2.2 Empirical Framework: 

 

Hesborn (2016) analysed the effect of credit risk management practices on the financial 

performance of SACCOs in Kisii County. The research hypothesis was tested using ANOVA 

which indicated that the independent variables were statistically significant in predicting the 

financial performance. The study recommended for universal credit policies, more training on 

client appraisal, collateralization and credit monitoring, restructuring and supervision by the 

ministry. 

 

Uwalomwa, Uwuigbe & Oyewo (2015) critically assessed the effects of credit management on 

banks performance in Nigeria. Findings from the study revealed that while ratio of non-

performing loans and bad debt do have a significant negative effect on the performance of banks 

in Nigeria, on the other hand, the relationship between secured and unsecured loan ratio and 

bank‘s performance was not significant. Hence, the study recommends that banks management 

should put in place or institute sound lending framework, adequate credit administration 



 

 

procedure and an effective and efficient machinery to monitor lending function with established 

rules. 

 

John (2015) investigated the effect of mitigating credit risk to the performance of commercial 

banks currently operating in Chuka Town in Tharaka Nithi County. It was found that there was a 

significant relationship between bank performance (in terms of return on asset) and credit risk 

management (in terms of risk identification, monitoring and credit sanctions. Better credit risk 

management results in better bank performance. Thus, it is of crucial importance that banks 

practice prudent credit risk management and safeguarding the assets of the banks and protect the 

investors' interests 

 

According to Kiplagat (2015), credit scoring and financial performance are dependent of each 

other. Proper credit risk management strategies put in place such as: positive rating, increased 

workforce contributes positively to the performance of the organization. Also, effective credit 

administration influences the performance of an organization positively. 

 

Sabeza, Shukla & Bajpai (2015) assessed the relationship between credit risk management and 

Rwandan banks‘ profitability. The research found that there is a direct relationship between 

credit risk management and profitability of commercial banks. The research recommended that 

firms should review and improve its credit policy and adapt it to Rwandan market and context 

and firms should provide continuous training and updates to its staffs. 

 

Kodithuwakku (2015) looked at the impact of credit risk management on the performance of the 

commercial banks in Sri Lanka. The result shows that non-performing loans and provisions have 

an adverse impact on the profitability. Therefore, the study recommended the banks to 

implement an effective tools and techniques to reduce the credit risk management. 

 

Ali (2015) examining the effect of credit risk management on financial performance of the 

Jordanian commercial banks during the period (2005-2013). The research further concludes that 

the credit risk management indicators considered in this research have a significant effect on 

financial performance of the Jordanian commercial banks. The researcher recommends banks to 

improve their credit risk management to achieve more profits. Also, banks should establish 

adequate credit risk management policies  

 

Abiola & Olausi (2014) investigated the impact of credit risk management on the performance of 

commercial banks in Nigeria. The panel regression model was employed for the estimation of 

the model. The findings revealed that credit risk management has a significant impact on the 

profitability of commercial banks‘ in Nigeria. 

 

Fan & Yijun (2014)investigated if there is a relationship between credit risk management and 

profitability of commercial banks in Europe.The research collects data from the largest 

47commercial banks in Europe from 2007 to 2012. The findings reveal that credit risk 

management does have positive effects on profitability of commercial banks. 

 

Idowu & Awoyemi (2014) investigated the impact of credit risk management on the performance 

of commercial banks in Nigeria. The panel regression model was employed for the estimation of 



 

 

the model. The findings revealed that credit risk management has a significant impact on the 

profitability of commercial banks‘ in Nigeria. 

 

Charles, Okaro Kenneth (2013) examined the impact of credit risk management on capital 

adequacy and banks financial performance in Nigeria. Results showed that sound credit risk 

management and capital adequacy related positively on banks‘ financial performance with the 

exception of loans and advances which was found to have a negative impact on banks‘ 

profitability in the period under studied. Based on the findings, they recommended that Nigerian 

banks establish appropriate credit risk management strategies by conducting rigorous credit 

appraisal before loan disbursement and drawdown. It is also recommended that adequate 

attention to be paid for Tier-one capital of Nigerian banks. 

 

Abdullahi (2013) assessed the impact of credit risk management on banks performance. 

Secondary sources of data were used for the study. Correlation coefficient and regression 

analysis wereused in testing the hypotheses. The study conclude that credit risk affect the 

performance of Union Bank PLC and that to maintain high interest income, attention needs to be 

given to credit risk management especially regarding the lending philosophy of Union Bank. 

 

Kipkemboi (2013) found out that there is a positive relationship between credit risk management 

and financial performances of micro finance institutions. It was also observed that most micro 

finance institutions preferred granting loans to groups as opposed to individuals and that micro 

finance institutions face credit risk more as compared to other types of risks.  

 

Adeusi, Akeke, Adebisi and Oladunjoye (2013) concluded that risk management indicators 

(doubt loans, and capital asset ratio) effected on banks performance. 

 

Grace (2012), sought to review the effect of credit risk management on the financial performance 

of commercial banks. This study showed that there is a significant relationship between financial 

performance (in terms of profitability) and credit risk management (in terms of loan performance 

and capital adequacy).  

 

Gakure, Ngugi, Ndwiga and Waithaka (2012) investigated the effect of credit risk management 

techniques on the banks‘ performance of unsecured loans. They concluded that financial risk in a 

banking organization might result in imposition of constraints on bank‘s ability to meet its 

business objectives. 

 

Kargi (2011) undertook a research work on the impact of credit risk on the profitability on 

Nigerian banks. Based on his research findings, it is discovered that the profitability of the bank 

is influenced inversely by the rate of non-performing loans and deposits, rate of loans and 

advance which therefore exposes the bank to great risk of illiquidity and distress. 

 

Kithinji (2010) assessed the effect of credit risk management on the profitability of commercial 

banks in Kenya. The findings revealed that the bulk of the profits of commercial banks are not 

influenced by the amount of credit and non-performing loans, therefore suggesting that other 

variables other than credit and non-performing loans impact on profits. 

 



 

 

Muthee (2010) conducted a research on the relationship between credit risk management and 

profitability in commercial banks in Kenya. The finding of the study indicated that the model 

was moderately significant. NPLR as an independent variable was linearly related with the 

dependent variable ROE thus simple linear regression was used. The findings and analysis 

revealed that credit risk management has an effect on profitability in all the commercial banks 

analyzed. 

 

Also, Hosna, et al. (2009) in their study opined that credit risk has a significant positive effect on 

the profitability of commercial banks in Sweden. 

 

Munike (2009) found that the absence of effective credit risk management led to occurrence of 

the banking crisis, and inadequate risk management systems caused the financial crisis. 

 

Felix and Claudine (2008) investigated the relationship between bank performance and credit 

risk management. It could be inferred from their findings that return on equity (ROE) and return 

on assets (ROA) both measuring profitability were inversely related to the ratio of non-

performing loan to total loan of financial institutions thereby leading to a decline in profitability. 

 

Mekasha (2001) investigated credit risk management and its impact performance on Ethiopian 

Commercial Banks. The researcher used 10 years panel data from the selected commercial banks 

for the study, to examine the relationship between ROA and loan provision, non-performing 

loans and total assets. The study revealed that there is a significant relationship between bank 

performance and credit risk management. 

 

2.3 Theoretical Framework: 

 

2.3.1 The Anticipated Income Theory: 

 

The anticipated income theory focuses more attention on the income of the borrower of credit. 

The anticipated income theory says that a bank can regulate or maintain the liquidity of its 

institution if loan repayments are scheduled or given on the basis of the anticipated income of the 

borrower rather than using the funds already available or the collateral offered. 

 

2.3.2 Portfolio Theory: 

 

A notable innovation in the investment world in the last decades is the formulation of an 

optimum investment portfolio. In the creation of an optimum investment portfolio, it does not 

just include combining a lot of exclusive individual securities with desirable risk-return 

characteristics. A portfolio is a combination or collection of assets or financial instruments.  

 

2.3.3 Extreme Value Theory: 

 

According to Embrechts, Resnick & Samorodnitsky (1999), the statistical analysis of extremes 

are keys to many of the risk management problems related to insurance, reinsurance and finance. 

Under the extreme value theory, losses are assumed to be independent and identically 



 

 

distributed. Extremes in the realms of finance manifest themselves most clearly through stock 

market crashes or industry losses. 

 

3.0 METHODOLOGY: 

 

The research design undertaken in this study is the survey research design. The population of this 

study consists of the finance companies in Nigeria. According to Central Bank of Nigeria (2014), 

a finance company, unless otherwise stated, means a person or company licensed to carry on 

finance company business on a stand-alone basis. Finance Company business means the business 

of providing financial services for consumers and to industrial, commercial, or agricultural 

enterprises. Such services include: Funds management; Equipment leasing; Hire-purchase; Debts 

factoring and securitization; Project financing or consultancy; Debt administration; LPO 

financing; Project financing; Export financing; Financial consultancy; and Issuing of vouchers, 

coupons, credit cards and token stamps as well as such other businesses as the Central Bank of 

Nigeria may, from time to time, designate. This work focuses on finance companies because 

prior studies carried out on credit risk management were on Banks which excluded other 

institutions in the financial service industry such as finance companies. Nigeria has a total of 65 

finance companies in the country according to the information provided by the Central Bank of 

Nigeria. 

 

This research would focus majorly on the finance companies in Lagos State due to convenience 

sampling.  According to Amadi (2005), 5% of a given population being studied is adequate for 

research study. This is known as Amadi formula. According to the formula, this work is using 

24% to allow for a wider representation for the population being studied. 24% of 65 finance 

companies in Nigeria gives approximately 15 finance companies.  

 

The total sample size consists of 15 finance companies randomly selected giving every member 

of the population an equal chance of being in the sample. A minimum of fifteen copies of 

questionnaire would be distributed to each finance company which gives a total of  225 copies of 

questionnaire. This method of sampling technique used is referred to as convenience sampling 

method in which subjects are selected because of their convenient accessibility and proximity to 

the researcher. For the purpose of this study, the use of both primary data and secondary data 

were employed. The instrument of data collection employed by the researcher is the 

questionnaire. The data instrument made use of was therefore subjected to content validity which 

consists of face validity and sampling validity. 

 

The collated data were analyzed through the use of an electronic system known as Statistical 

Packages for Social Sciences (SPSS).In other to analyze and interpret appropriately the 

responses from the respondents, Regression analysis was used for hypotheses 1 and 2 to find the 

impact or the role of the independent variable in dependent variable while the Spearman Rank 

Order Correlation Analysis was used for hypothesis 3 to determine the significant relationship 

between the independent and dependent variables. 

 

3.1 Model Specification: 

 



 

 

The general objective of this research work is to ascertain the relationship between credit risk 

management and financial performance of finance companies. The financial Performance is the 

dependent variable while credit risk management is the independent variable. The model can be 

represented as thus: 

 

FP=F(C) ………………………….. (1) 

C=F(NPLR,CAR)…………………...(2) 

FP=(ROA,ROE)……………………..(3) 

(ROA,ROE)=F(NPLR,CAR)………...(4) 

FP= β1+ βAE + μit………………... (5) 

 

Where: 

 

FP= Financial Performance 

C= Credit Risk Management 

NPLR= Non performing loan to total loans 

CAR= Capital Adequacy Ratio 

ROA= Return On Assets 

ROE= Return on equity 

β= Coefficient 

μit = Error term 

 

A priori specification: 

 

A priori expectation for the coefficient of the model: β1>0, β2>0, β3>0. The expected result 

should show that there is a significant relationship between credit risk management and financial 

performance and that credit risk management has an effect on the financial performance of 

finance companies. 

 

DATA PRESENTATION AND ANALYSIS: 

 

4.0 INTRODUCTION: 

 

This chapter is aimed at presenting the data gathered from the field work embarked upon by the 

researcher as well as the analysis of responses collected applying the appropriate statistical tests 

in order to test the relevant null hypothesis. The data is analyzed through the use of correlation, 

regression, frequencies and percentages. The data was obtained through the administration of 

copies of questionnaire to selected Finance Companies in Lagos state as stated earlier in this 

research work. Regression and correlation analysis techniques through the instrumentality of 

statistical package for social sciences (SPSS) 

 

5.0 DATA PRESENTATION: 

 

4.1Cronbach’s Alpha Reliability Test: 

 

Table 4.1.1 Reliability Testing 



 

 

Reliability Statistics 

Cronbach's 

Alpha 

N of Items 

.767 15 

Source: Field Survey, (2016) 

 

Interpretation: 

 

Cronbach‘s Alpha is a statistic test used to determine the reliability of factors in a research 

instrument. A reliability statistics table shows the alpha coefficient which ranges from 0 to 1 and 

it is used in explaining the reliability of factors retrieved from the likert scale. In a reliability test, 

the higher the score, the more reliable the generated scale is. A reliable bench mark used is 0.7, if 

the alpha coefficient obtained exceeds 0.7, the research is said to be reliable. The above table 

shows the obtained alpha coefficient which is 0.767, this exceeds 0.7, and therefore the research 

instrument is reliable. 

 

4.2 HYPOTHESIS TESTING: 

 

4.2.1 Hypothesis 1: 

 

Hypothesis 1 was tested using regression analysis. 

H0: There is no significant role of credit management tools in minimizing credit risk. 

H1: There is a role of credit management tools in minimizing credit risk. 

Table 4.2.1.1 

Model Summary 

Mode

l 

R R Square Adjusted R 

Square 

Std. Error of 

the Estimate 

1 .833
a
 .695 .693 .40756 

a. Predictors: (Constant), 

CREDIT_MANAGEMENT_TOOLS 

 

The table 4.2.1 explains that the R square value gives an idea of how much variance in the 

dependent variable (credit risk). It reveals a R square value of 69.5% and an Adjusted R square 

value of 69.3%. This indicates that credit management tools explains 69.5% of the variance in 

the data and about 30.5% is left unaccounted for which is attributed to error term. 

 

Table 4.2.1.2 

ANOVA
a
 

Model Sum of 

Squares 

df Mean 

Square 

F Sig. 

1 

Regression 64.257 1 64.257 386.846 .000
b
 

Residual 28.238 170 .166   

Total 92.494 171 
  

 

 

a. Dependent Variable: CREDIT_RISK 



 

 

b. Predictors: (Constant), CREDIT_MANAGEMENT_TOOLS 

 

The F-test statistic provides the test of the overall significance of the regression 

model. A test of the overall significance of the model shows an F value of 

386.846 with a 0.000 significant level. This implies that the model is statistically 

significant (sig=0.000) at 1% and 5% level of significance. 

 

Table 4.2.1.3 

Coefficients
a
 

Model Unstandardized 

Coefficients 

Standardized 

Coefficients 

T Sig. 

B Std. Error Beta 

1 

(Constant) -.563 .110  -5.133 .000 

CREDIT_MANAGEM

ENT_TOOLS 
1.452 .074 .833 19.668 .000 

b. Dependent Variable: CREDIT_RISK 

Source: Field Survey, (2016) 
 

From table 4.2.1.3 the beta co-efficient of 0.833 implies 83.3% of the dependent variable Credit 

risk is explained by independent variables (credit management tools). The results show a unique 

contribution of credit management tools to credit risk. Therefore credit management tools have 

an impact on credit risk. The significant value is 0.000, which is less than 0.05; therefore the null 

hypothesis should be rejected. This shows that credit management tools are making a significant 

unique contribution to the prediction of the credit risk. 

 

 

4.2.2 Hypothesis 2: 

  

H0:  Effective credit rating technique and credit risk analysis have no impact on credit risk 

management in finance companies. 

H1: Effective credit rating technique and credit risk analysis have an impact on credit risk 

management in finance companies. 

 

Table 4.2.2.1 

 

Model Summary 

Mode

l 

R R Square Adjusted R 

Square 

Std. Error of 

the Estimate 

1 .590
a
 .349 .345 .44841 

a. Predictors: (Constant), CRA_CRAT 

 

The table 4.2.1 explains that the R square value gives an idea of how much variance in the 

dependent variable (credit risk). It reveals a R square value of 34.9% and an Adjusted R square 

value of 34.5%. This indicates that credit management tools explains 34.5% of the variance in 

the data and about 65.5% is left unaccounted for which is attributed to error term. 



 

 

Table 4.2.2.2 

ANOVA
a
 

Model Sum of 

Squares 

df Mean 

Square 

F Sig. 

1 

Regression 18.295 1 18.295 90.988 .000
b
 

Residual 34.182 170 .201   

Total 52.477 171    

a. Dependent Variable: CRM 

b. Predictors: (Constant), CRA_CRAT 

 

The F-test statistic provides the test of the overall significance of the regression model. A test 

of the overall significance of the model shows an F value of 90.988 with a 0.000 significant 

level. This implies that the model is statistically significant (sig=0.000) at 1% and 5% level 

of significance. 

 

Table 4.2.2.3 

Coefficients
a
 

Model Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 

B Std. Error Beta 

1 

(Constant) .662 .095  6.935 .000 

CRA_CRA

T 
.546 .057 .590 9.539 .000 

b. Dependent Variable: CRM 

Source: Field Survey, (2016) 
 

From table 4.2.2.3 the beta co-efficient of 0.590 implies 59% of the dependent variable 

management of credit risk is explained by independent variables (credit rating technique and 

credit risk analysis). The results show a unique contribution of credit management tools to credit 

risk. Therefore credit management tools have an impact on credit risk. The significant value is 

0.000, which is less than 0.05; therefore the null hypothesis should be rejected. This shows that 

credit rating technique and credit risk analysis are making a significant unique contribution to 

managing credit risk. 

 

4.2.3 Hypothesis 3: 

 

This hypothesis was tested using correlation analysis technique 

 

H0: There is no significant relationship between credit risk management and financial 

performance in finance companies. 
H1:  There is a significant relationship between credit risk management and financial 

performance in finance companies. 

 

Table 4.2.3.1 Correlation 

Correlations 



 

 

 CREDIT_RI

SK_MANA

GEMENT2 

FINANCIAL

_PERFORM

ANCE 

Spearman's 

rho 

CREDIT_RISK_MAN

AGEMENT2 

Correlation 

Coefficient 
1.000 .427

**
 

Sig. (2-tailed) . .000 

N 172 172 

FINANCIAL_PERFO

RMANCE 

Correlation 

Coefficient 
.427

**
 1.000 

Sig. (2-tailed) .000 . 

N 172 172 

**. Correlation is significant at the 0.01 level (2-tailed). 

Source: Field Survey, (2016) 
 

The correlation coefficient between credit risk management and financial performance is positive 

which (0.427) indicating a positive correlation between financial performance and credit risk 

management. This means that there is a positive relationship between financial performance and 

credit risk management. This is so because credit risk management in a company helps to 

minimize risk to the barest minimum and when this occurs, the financial performance of the 

company is greatly improved as a result of reduction in credit default. 

 

Table 4.2.4: Acceptance or Rejection of Null Hypothesis 

NULL HYPOTHESIS ACCEPT REJECT 

H0: There is no significant role of credit management tools in 

minimizing credit risk. 
 NO YES 

H0:  Effective credit rating technique and credit risk analysis have 

no impact on credit risk management in finance companies 

 NO YES 

H0: There is no significant relationship between credit risk 

management and financial performance in finance companies 

 NO YES 

 

 

 

6.0 CONCLUSION: 

 

This study was carried out to determine the significant role of credit management tools in 

minimizing credit risk, to determine the impact of credit rating techniques and credit risk 

analysis in managing credit risk and to find out if there is a significant relationship between 

credit risk management and financial performance. In view of this research work and based on 

the results obtained, it was discovered that effective credit risk management improves the 

performance on finance companies; competent employees in credit risk department are also 

needed to create a minimized credit risk environment. Also, based on the research, it can be 

concluded that record of proper record of credit customers is relevant and necessary in 

minimizing credit rink in institutions.  

 

5.1RECOMMENDATIONS: 



 

 

 

The following recommendations are made based on the findings from this research. 

 

1. Finance Companies should have a mandatory supervision of borrowers on loan utilization and 

repayment to enable them monitor and supervise the performance of borrowers closely. 

2. Finance Companies as well as other institutions in the finance sector are admonished to 

engage its employees on credit risk management trainings and classes on the implications of 

credit risk on the performance of the institution. 

3. Financial Institutions in general are encouraged to maintain effective and efficient credit risk 

management techniques in their various institutions. 

4. Institutions in the financial sector are encouraged to incorporate an effective credit 

administration, competent employees in the credit risk management department and be current 

with the development in credit risk management. 

5. Also credit review on customers should be done as often as possible in the institution to 

maintain a good implementation of know your customer system. 
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ABSTRACT: 

 

This study evaluated the use of forensic accounting for fraud detection and prosecution in 

Nigeria. Specifically, the study evaluated whether or not forensic accounting has a significant 

effect on fraud detection as well as fraud prosecution in Nigeria. The survey design was used in 

the study with a sample size of 30 respondents, consisting of the personnel of EFCC cutting 

across the Admin, Legal and Operations units of the organization‘s Lagos zonal office. The 

simple random sampling was utilized in selecting the sample size, while the regression analysis 

was used in data analysis. The findings indicate that there is significant effect of the use of 

forensic accounting on fraud detection, while there is no significant effect of the use of forensic 

accounting on fraud prosecution in Nigeria. In line with the findings, we recommend an urgent 

restructuring of the EFCC to have an autonomous forensic accounting directorate that will assist 

in the efficient prosecution of alleged fraud cases, while also ensuring standardization of its 

recruitment processes to ensure the recruitment of operatives with sound technical knowledge of 

forensic accounting. 

 

Keywords: Forensic Accounting, Fraud, Fraud detection, Investigation, Litigation Support. 

 

1.0 Introduction 

 

Fraud has become an endemic phenomenon of global concern. In fact, it is the mainstay of most 

developing countries of the world, as it is fast gaining recognition and acceptance as a normal 

way of life. Growing cases of corruption and fraudulent practices has polarized the public and 

private sectors in Nigeria, as corruption seem to be the most popular issue discussed as a cause of 

underdevelopment in Nigeria today (Dada, 2014).In recent times, there have been waves of 

media reports of huge financial scams by public office holders, most of which relates to the 

conversion of funds meant for public good. These media reports, at best, have stopped at the 

point of accusation of the alleged fraudster and little or nothing is heard of the establishment of 

the fraud charges as well as the prosecution of offenders. The Nigerian polity has seen the 

dignifying of alleged fraudsters in the form of giving them higher responsibilities within the 

national frontier, according them chieftaincy titles, making excuses for them, giving them a soft-

landing, and a host of other acts that tends to shield the alleged fraudster from being nailed and 

prosecuted.   

 



 

 

To check the surge of fraudulent cases in the Nigerian polity, a number of tribunals and anti – 

corruption agencies had been set up, but these agencies appear to lack the required skills to 

establish the occurrence of fraud, provide acceptable evidence with which it can successfully 

prosecute persons accused of fraudulent schemes. The need to embrace an effective technique for 

fraud detection and prosecution becomes a necessity. As revealed by (Bologna & Lindquist, 

1987), forensic accounting entails financial expertise, fraud knowledge and a sound knowledge 

and understanding of business reality and the working of the legal system. 

 

Fraudsters usually perpetuate fraud in such a way that they leave no trace of the act, thereby 

making it a difficult task to suspect and unearth cases of fraud. The advent of forensic accounting 

has brought about forensic accountants who have become indispensable allies in the fight against 

frauds and economic crimes (Popoola, Ayoib, & Samsudin, 2014).The increasing nature of the 

sophistication of fraudulent activities now requires the adoption of an appropriate technique that 

can effectively help in investigation of alleged fraudulent activities and establish its occurrence 

while engaging in sound financial analysis to provide relevant financial evidence. 

 

A major thrust of the recent Nigerian anti – corruption campaign has been the prosecution of 

alleged fraudsters as advanced by the presidential advisory committee against corruption who 

have sought for the establishment of special courts for the speedy trial and judgment of alleged 

fraudsters. However, the bane of prosecuting alleged fraudulent cases lies in the provision of 

concrete evidence that is admissible to the courts. Forensic accountants with appropriate 

education, training, and experience should be able to provide litigation support and serve as 

expert witness in courts in the effort towards prosecuting fraudsters. 

 

The study therefore seeks to evaluate the use of forensic accounting for fraud detection and 

prosecution in Nigeria. The general objective of the research is to determine to what extent 

Nigeria has embraced the use of forensic accounting in fraud detection and prosecution. The 

specific objectives are to: 

 

iii. Examine the use of forensic accounting in detection of fraud in Nigeria. 

iv. Evaluate the impact of forensic accounting in the prosecution of fraud cases in Nigeria 

 

Consequently, the key research questions investigated are: 

 

iii. How does forensic accounting help in fraud detection Nigeria? 

iv. What is the impact of forensic accounting on prosecution of fraud cases in Nigeria? 

 

Hypothesis 

 

The following hypothesis are tested: 

 

iii. H01: Forensic Accounting has no significant effect on detection of fraud in Nigeria. 

iv. H02: Forensic Accounting has no impact on prosecution of fraud cases in Nigeria. 

 

 

 



 

 

2.0 Concept of Forensic Accounting: 

 

Forensic accounting refers to the specialty area of accounting that describes the engagement that 

result from actual or anticipated disputes or litigation. It is recognized as a particular form of 

professional expertise, endowed with specific attributes, which recognition comes from 

possessing a formal certification which provides a symbolic value (Enofe, Okpako, & Atube, 

2013). Ozili (2015) posits that forensic accounting entails the application of financial skills and 

investigative mentality to unresolved issues, conducted within the rules of evidence. The practice 

of forensic accounting has been linked to the utilization of accounting, auditing and investigative 

skills to assist in legal matters through the provision of evidence of economic transactions for the 

purpose of establishing accountability and valuation of administrative proceedings (Adegbie & 

Fakile, 2012). The focus of forensic accounting therefore, is to identify and review fraudulent 

transactions which may take the form of source document reviews, interviews, examinations of 

electronic documents among others.  

 

The practice of forensic accounting has evolved with time and the profession has been affected 

by changes in technology, society and the economy. The profession has been around since the 

early 1900‘s and has greatly altered the way fraud is discovered and handled (Dreyer, 2014). The 

practice demands reporting, where accountability of fraud is established and such report is 

considered as evidence in the court of law or in administrative proceedings (Ehioghiren & Atu, 

2016). Forensic accounting is in fact a merger of forensic science and accounting (Crumbley, 

Heitger, & Smith, 2009). They referred to forensic scientists as examiners and interpreters of 

evidence and facts in legal cases that also require expert opinions regarding their findings in the 

law court. 

 

Thus, forensic accounting is the engagement of specialized skills involving the use of 

investigative accounting in carrying out inquiry in a technical way such that the outcome will 

have application to proceedings in a law court. Dada (2014) asserts that the forensic accounting 

involves a financial detective with a suspicious mind, a bloodhound, an individual with a ‗sixth 

sense‘ that enables the dissection and analysis of past accounting transactions and an individual 

who considers facts beyond the numbers. The focal orientation of forensic accounting is to 

establish the cause and effect of a case including the discovery of deception and its impact as 

introduced to the accounting practice. In the work of Mukoro, Yamusa, and Faboyede (2013), it 

was deduced that forensic accountants are involved in conducting thorough financial analysis of 

business and personal records and develop financial profiles of individuals or groups identified 

as participating in suspicious or illegal activities; the gathering of evidence and preparation of 

search warrants that will assist with financial analysis; support case agents in interviews of key 

witnesses, identification and tracking of funding sources and interrelated transactions; 

compilation of findings and conclusions into financial investigative reports and providing 

litigation support services for prosecuting attorneys. 

 

Fraud and Fraud Detection: 

 

Rabiu (2014) described fraud as a deliberate act of misjudgment undertaken to gain undue selfish 

advantage. He further classified fraud into three distinct categories to include corruption, assets 

misappropriation and financial statement fraud. The Economic & Financial crimes Commission 



 

 

(EFCC) Act (2004) further gave an insight into the variety of economic and financial crimes to 

include violent, criminal and illicit activities committed with the objective of gaining wealth 

illegally through means that violates existing legislations. It included some form of fraud as 

narcotic drug, trafficking, embezzlement, looting, bribery, child labour, illegal oil bunkering, any 

form of corrupt malpractice, illegal mining, tax evasion, foreign exchange malpractice, 

counterfeiting currency, theft of intellectual property and privacy, open market abuse, dumping 

of toxic waste and prohibited good, etc. 

 

On examining the reasons why people commit fraud, Cressey (1953) propounded the fraud 

triangle theory having examined 250 criminals for a period of five (5) months. He asserts that 

three factors are present in every situation of fraud which include; Perceived pressure (fraud 

incentive/motivation) which is the initial cause of committing fraud as promoted by the condition 

of financial instability, external pressure, personal financial need & financial targets; Perceived 

opportunity which is the ability of the fraudster to discover and exploit organizational 

weaknesses to violate trust as occasioned by weakness in internal controls, poor corporate 

governance, lack of job rotation and poor supervision among others; and Rationalization which 

relates to the process through which a fraudster justifies his evil course of action. Donald Cressey 

maintained that the three factors of (perceived pressure, opportunity, and rationalization) must be 

present for a fraudster to be able to violate trust and commit fraud. 

 

Wolf and Hermanson (2004), made an extension of the Fraud Triangle theory (FTT) with the 

introduction of the Fraud Diamond theory (FDT). The FDT believes that the FTT could be 

further developed to improve both fraud prevention and detection by considering a fourth 

element (‗Capability) in addition to the earlier three factors as put forward by the FTT. The FDT 

examines the individual‘s capability, which comprises personal traits and abilities to commit 

fraud. The recognition of the element of capability to be achieved by a fraudster, as put forward 

by Wolf &Hermanson in the Fraud diamond theory include six factors to the effect that: 

 

 the fraudster must have ‗function or authority‘ for him to be able to commit fraud 

 the fraudster must be intellectual to the extent that he/she can be able to harness and 

exploit perceived weaknesses to commit fraudulent acts 

 the fraudster must be egoistic and have strong confidence and courage that he will not be 

caught 

 the fraudster must be a person who can coerce and pressure others to commit fraud for 

him or alongside with him 

 the fraudster must be a person who can be able to deceive others or look at people in their 

eye to convincingly and comprehensively tell them a lie 

 the fraudster must be able to conquer the stress by concealing the true face of the matter 

as well as frequent monitoring of the issue to prevent detection. 

 

The theory maintained that while opportunity opens the doorway to fraud and pressure and 

rationalization draws a fraudster toward it, the fraudster must have the capability to identify and 

recognize the open door as an opportunity and to maximize it. 

 

 

 



 

 

3.0 Methodology: 

 

The survey research design was adopted in this study because it ensures that reliable and valid 

empirical data is obtained to test the impact of the dependent variable on the independent 

variable in order to achieve the study objective and test the hypothesis formulated. 

 

In considering sample size, Saunders and Thornhill (2003) suggested that a minimum number of 

thirty (30) for statistical analysis provide a useful rule of thumb. The study was carried out on the 

use of forensic accounting for fraud detection and fraud prosecution in Nigeria and the 

population of the study were the staff of the Lagos zonal office of the Economic and Financial 

Crimes Commission (EFCC) comprising of the administrative, legal and operations units in 

which a total of thirty (30) staff were randomly selected. The EFCC has been selected for this 

study, since it is a frontline agency of government in the country saddled with the responsibility 

for combatting financial crimes. The major research instrument that was engaged was the 

questionnaire.  

 

Descriptive statistics was used to present quantitative description of data obtained, while 

regression analysis using Statistical Package for Social Sciences (SPSS) was used to show the 

impact of forensic accounting on fraud detection and prosecution. 

 

Model Specification is as stated below: 

 

The dependent and independent variables are the two variables used creating a causal 

relationship and testing hypothesis of association. The independent variable is Forensic 

Accounting while the dependent variable is fraud detection and prosecution. The independent 

variables related to Forensic accounting are investigation and Litigation support. 

 

FDP = f (INV, LS) 

Where FDP = Fraud detection and prosecution 

INV = Investigation 

LS= Litigation Support 

The above equation can be constructed in form of a regression equation as follows: 

FDP = β0 + β1 INV + β2 LS + e 

Where βi (I = 0, 1, 2) are the coefficients 

e is the error variable 

 

INV, LS are independent variables related to Forensic Accounting 

 

4.0 Results and Findings: 

 

The table below (table 1) provides the descriptive statistics on the evaluation of the use of 

forensic accounting for fraud detection and prosecution in Nigeria. Assessing the prevalence of 

fraud in Nigeria and the use of forensic accounting, the question ―EFCC adopts forensic 

accounting techniques/skills in its operations‖, show a mean of 3.85 and a standard deviation of 

1.348, while the question on technical knowledge of forensic accounting has a mean of 3.55 and 

a standard deviation of 0.999. This implies that there is a gap in knowledge levels of forensic 



 

 

accounting among the EFCC personnel, despite the adoption of forensic accounting in their 

operations. 

 

Table 1: Descriptive Statistics 

 Mean Std. 

Deviation 

N 

FP 3.75 1.07 20 

FOR 4.45 .686  

FEGD 3.85 1.348 20 

TKFO 3.55 .999 20 

INVESTFRAD 4.05 .999 20 

ESOF 4.10 1.021 20 

FINEVI 4.10 1.119 20 

FINALY 3.80 1.056 20 

ECODAM 3.70 1.081 20 

ASTRA 4.05 .945 20 

DISCSTAT 3.65 .875 20 

EXPTEST 4.20 1.105 20 

Source: SPSS result of research computation (2017) 

 

The table 2 below shows the multiple regression analysis on the use of forensic accounting for 

fraud detection and prosecution in Nigeria. The R is the correlation coefficient which shows the 

strength of the relationships between the independent and dependent variable. To get the 

coefficient of determination, R is squared and this shows the extent of the relationship, whether 

strong or weak connection between the two variables. The t-test was also used to test the 

Hypotheses stated in the study.  

 

The regression results in table 2 shows the significant differences between forensic accounting 

and fraud detection. The R square shows strong positive relationships at 50%. All of the 

coefficients are significant in all categories of ratios at 95% confidence level. This result 

therefore shows that forensic accounting and fraud detection are strongly correlated.  

 

For identification and understanding, the variables used in the descriptive statistics are defined as 

follows: 

 

FP-The incidence of fraud is pervasive in Nigeria. 

FOR – The prevalence of fraud in Nigeria negatively affects economic growth and development 

FEGD - EFCC adopts forensic accounting technique/skills in its operations 

TKFO - I have technical knowledge of forensic accounting 

INVESTFRAD - Investigation of alleged fraudulent activities 

ESOF - Establishment of the occurrence of fraud 

FINEVI - Provision of financial evidence on fraud cases 

FINALY - Financial analysis of fraud cases 

ECODAM - Quantification of economic damages (calculating economic loss or damage as a 

result of fraud) 

ASTRA - Asset tracing 



 

 

DISCSTAT - Preparation of disclosure statements including expert report 

EXPTEST - Presentation of expert testimony 

 

Table 2: Regression Analysis 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Test of Hypothesis 

The t-test shown in the above table was used in testing the Hypotheses stated in the study. The 

following are the Hypotheses tested in the study: 

 

H0: Forensic Accounting has no significant effect on detection of fraud in Nigeria. 

Model Summary 

Model R R Square Adjusted R Square Std. Error of the Estimate 

1 .707
a
 .500 -.188 1.166 

a. Predictors: (Constant), EXPTEST, FEGD, ECODAM, FOR, FINALY, 

ASTRA, INVESTFRAD, DISCSTAT, TKFO, FINEVI, ESOF 

ANOVA
b
 

Model Sum of Squares df Mean Square F Sig. 

1 Regression 10.874 11 .989 .727 .695
a
 

Residual 10.876 8 1.360   

Total 21.750 19    

Coefficients
a
 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

T Sig. B Std. Error Beta 

1 (Constant) -.596 4.822  -.124 .905 

FOR -.275 .591 -.177 -.466 .654 

FEGD .741 .440 .934 1.685 .130 

TKFO .057 .567 .053 .101 .922 

INVESTFR

AD 
.203 .501 .190 .406 .696 

ESOF 1.121 .727 1.070 1.541 .162 

FINEVI -.703 .563 -.735 -1.249 .247 

FINALY .418 .515 .413 .812 .440 

ECODAM -.007 .349 -.007 -.020 .985 

ASTRA -.367 .488 -.324 -.751 .474 

DISCSTAT .363 .488 .297 .743 .478 

EXPTEST -.340 .544 -.351 -.625 .549 



 

 

 

The hypotheses were tested using the t-test values. Question 5 to 8 from the questionnaire 

distributed was used to test the first hypothesis. Question 5 t-result show a significance level of 

.696 and the calculated value is 0.406 > than the critical value of 0.05 level of significance. 

Question 6 t-result show a significance level of .162 and the calculated value is 1.541 > than the 

critical value of 0.05 level of significance. Question 7 t-result show a significance level of .247 

and the calculated value is -1.249 < than the critical value of 0.05 level of significance. Question 

8 t-result show a significance level of .440 and the calculated value is 0.812 > than the critical 

value of 0.05 level of significance. In aggregation, the null hypothesis is rejected. This signifies 

that forensic Accounting has significant effect on detection of fraud in Nigeria. 

 

H0: Forensic Accounting has no impact on prosecution of fraud cases in Nigeria. 

 

The hypotheses were tested using the t-test values. Question 9 to 12 from the questionnaire 

distributed was used to test the second hypothesis. Question 9 t-result show a significance level 

of .985 and the calculated value is -0.20 > than the critical value of 0.05 level of significance. 

Question 10 t-result show a significance level of .474 and the calculated value is -7.51 > than the 

critical value of 0.05 level of significance. Question 11 t-result show a significance level of .478 

and the calculated value is .297 < than the critical value of 0.05 level of significance. Question 

12 t-result show a significance level of .549 and the calculated value is -.351 > than the critical 

value of 0.05 level of significance. In aggregation, the null hypothesis is accepted. This signifies 

that forensic Accounting has no impact on prosecution of fraud in Nigeria. . 

 

5.0 Conclusion and Recommendations: 

 

Forensic accounting has a great impact on fraud detection in Nigeria, whereas, its application for 

fraud prosecution is rare. This has strong implications for the country in her effort to stamp out 

corruption through her anti - corruption campaign and tolerance level for fraudsters. Our findings 

revealed that forensic accounting has significant impact on fraud detection, which is consistent 

with the works of (Gbegi & Adebisi, 2014) and (Modugu & Anyaduba, 2013), but inconsistent 

with the work of (Enofe, Okpako, & Atube, 2013) which found that the application of forensic 

accounting is not effective in curbing fraudulent activities in Nigeria. Also, we found that the use 

of forensic accounting has no impact on fraud prosecution in Nigeria, even after the work of 

Dada (2014) had suggested that forensic experts be retained by EFCC to carry out investigations, 

and serve as expert witness that will assist the courts to reach a conclusion on fraud cases. 

 

The study therefore recommends an urgent restructuring of the EFCC structure to have an 

autonomous forensic accounting directorate that will assist the legal unit of the organization‘s 

operations to effectively prosecute alleged cases of fraud and malpractices. Also, there should be 

standardization in the recruitment process for operatives of the EFCC to ensure possession of 

requisite technical knowledge rather than other considerations which may include political 

influence. 

  

 

 

 



 

 

Limitation and Suggestion for Future Study: 

 

Information used for this study was limited to EFCC. Further studies could consider the 

inclusion of other anti – graft agencies in the country to evaluate the impact of the use of forensic 

accounting for fraud detection and prosecution 
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Abstract 

The concept of privatization and commercialization has been evoking sharp political reaction in most 

developing states. This is as a result of the failure of public enterprises to meet up with the service 

delivery required from them. This study assessed the performance of public enterprises over the past two 

and half decades with a view to finding out the challenges facing public enterprises and their reform in 

Nigeria with a view to suggesting measures to reposition public enterprises for national and global 

relevance as well as for efficient service delivery. Descriptive Research Survey was used for this study. 

The main method of data collection was from primary sources. Primary data was quantitatively analyzed: 

standard deviation was used for analysis at 0.005 level of significance, 2.5 was used as our mean cut-off. 

Data from secondary source was qualitatively analyzed. The reasons for reforms, privatization and 

commercialization also discussed as challenges posed by privatization and commercialization of public 

enterprises, were identified. It was discovered that lack of qualified staff, lack of commitment and 

evaluation from the government and corruption constitute great problem to public enterprises in Nigeria. 

The emphasis of the paper is on the theoretical framework adopted for the study which is known as the 

New Public Management Theory with emphasis on the use of performance indicators to measure the 

efficiency of public enterprises. The study concludes that unless a critical assessment of the privatization 

and commercialization of public enterprises is carried out, the purpose will continue to be defeated. The 

paper recommended among others, that reforms should be centered on the adoption of public- private 

partnership as this will place Nigeria and Africa, on the path of sustainable development. 
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 Introduction 

An imperative aspect for the development of the public service today is the dramatic influx of the laws, 

guidelines and policies guiding the performance of public service agencies in the form of public 

enterprises. These changes have been geared towards the provision of better service delivery which is 

propelled by an ideological stance of efficiency and effectiveness of these public enterprises. Whenever 

the expected performance of these enterprises fails to meet up with the basic minimum expectations, it 

results to series of reforms in the system. In recent time, reforms have been dominated by the 

privatization and commercialization of public enterprises in Nigeria. 

Hence new managerialism which emerged in Britain since the early 1980s is not only a public sector 

phenomenon, it pervades the private sector and public organizations. In the public sector, the thrust 

towards managerialism has been politically driven. In essence, it is predicated on the view that private 

sector economistic, rationalistic, and generic management are the ideals of management to be aimed at 

(Asogwa, 2011: 183). It is seen as being superior to the public administration model and if the efficiency 

and quality of public service provision is to be improved, then, private sector management practices and 

ideologies need to be improved, and the ideologies introduced into public organizations. There is also a 

political agenda underpinning public service managerialism. As Pollitt (1993:49) writes:  

Better management provides a label which private sector discipline can 

introduce to the public service, political control can be strengthened, budgets 

trimmed, professionals' autonomy reduced, public service unions weakened 

and a quasi- competitive frame work erected to flush out the natural 

inefficiencies of bureaucracy. 

We can therefore appreciate the fact that implicit in the reform efforts of Obasanjo‘s administration and 

Goodluck‘s administration is the new managerialism, which in short was a distinctive element in the 

policies of the government towards the public service.  

Virtually all public enterprises in Nigeria render epileptic and unsatisfactory service to the people. 

Commenting on the issue of inefficiency of public enterprises in Nigeria, Alhaji Ahmed el-Rufai, stated 

that ―one needs to review the level of coverage and inefficiency of our utilities measured against what 

they draw, directly or indirectly from the federal treasury for this point to be irrevocably settled‖ (Obikeze 

and Obi, 2003:42). This is the raison d'être why privatization and commercialization are the new policy 



 

 

thrust of the Federal Government in Nigeria. Nevertheless, after a few years of privatization and 

commercialization of some public enterprises in Nigeria, it still remains a known fact that public 

enterprises perform far below expectation. This study assesses the performance of public enterprises over 

the past two and half decades in Nigeria to determine the issues and challenges of public enterprises in 

Nigeria. 

Theoretical  Framework: The New Public  Management 

The theory places emphasis on the organizational and personnel objectives to be achieved through 

performance indicators. 

 The new approach, namely New Public Management (NPM), emerged to replace the traditional model of 

public management during the 1980s and 1990s in response to the inadequacies of the traditional model 

(Hughes, 2003). Reforms aimed at improving the quality of public services (Balk, 1996), saving public 

expenditure, increasing the efficiency of governmental operations and making policy implementation 

more effective (Flynn, 1993; Frederic, 1998; Pollitt and Bouckaert, 2000). Although many countries in 

the developing world have not fully embraced NPM, public management reform is still of interest and 

some NPM reforms have been introduced (Borins, 2000; Mongkol, 2010). This leads to the question of 

whether there is convergence towards one globally accepted model of public management. Putting 

together the perspectives of the various authors, the tenets of the New Management Theory are as follows 

as provided by Sapru (2013) 

-The New Public Management Theory represents a major shift from traditional model of public 

administration to managerialism. 

-There is an intention to move away from classical bureaucracy to flexible organization.  

-Under NPM higher civil servants are more likely to be politically committed to the  

government than being neutral. 

- NPM advocates in some countries worked to remove "...collective agreements in favour  

of .individual reward packages at senior levels combined with short term contracts" and  

introduce private sector-style. 

- In some cases, NPM reforms that used e-government consolidated a program or service to a  

https://en.wikipedia.org/wiki/E-government


 

 

central location to reduce costs. Some governments tried using quasi-market structures, so that  

the public sector would have to compete against the private sector 

The above are some of the major tenets or element s of the New Public Management Theory.  

Conceptual Clarification   

Reform: This means improvement, change or reorganization. It is brought about by a quest for 

advancement in a given condition or state of affairs, to something better. In other words, reform is a 

national transformation directed to produce positive change. 

Public Sector: There exists considerable confusion in giving a unified meaning to the term ―public 

sector‖ as it means different things to different people in different countries. Basu (2005) considers it in 

its widest interpretation that public sector encompasses all activities of government. He further argued 

that, there is also the need to have explicit distinction between ―public sector‖ which is a very 

compendious term and public enterprises which is otherwise called government controlled enterprises or 

state owned enterprises would be instructive (Dakare,  Sulaimon, Kuye, 2011).   

Privatization:  is any variety of measures adopted by government to expose a public enterprise to 

competition or to bring in private ownership or control or management (Iheme, 1997). Iheme concluded 

by succinctly stating that privatization is the transfer of the ownership (and all the incidence of ownership, 

including management) of a public enterprise to private investors.  

Privatization and commercialization are economic policies that grant full autonomy to public enterprises 

so that they can operate without government subvention, control and interference. This ultimately should 

result in efficient provision of services and high productivity that contributes to national growth and 

development (Aloy, 1999). As a result of many factors that have been assumed to be the reasons for the 

inefficiency of public enterprises in Nigeria, reforms have, therefore, become an inevitable criteria for 

social change and socio-economic development.   

Adams (1992) sees privatization as an array of a nation‘s design to broaden the scope of private sector 

activity, that is, the subjection of microeconomic decision making to market forces, since that is a feature 

of profit-oriented private sector activity. Similarly, Muktah, (1988) sees privatization as a process of 

transfer of ownership interests and control in an enterprise from government to the private sector. 

Olabode & Olaniyan (1988) posit that in the Nigerian context, privatization involves the government 

divorcing itself of its controlling interests in various industrial and service sectors of the economy and 

https://en.wikipedia.org/wiki/Quasi-market


 

 

allowing significant private participation in its place with the intention of creating a more competitive 

climate and profit-oriented within these sectors. 

Commercialization: This can be defined as the reorganization of enterprises wholly or partly owned by 

the government such that it operates as profit making ventures and without subventions from the 

government (Ozor, 2004). 

Commercialization is a policy in which government grants full commercial status to public corporations 

which enables them to operate strictly under business principles and practices without government control 

or interferences and exercising absolute financial independence.  The policy allows corporations to 

operate in accordance with the prevailing economic and market forces so as to provide efficient 

substantial profiles to the government.  

Public Enterprises 

Public enterprises essentially have the features of several individuals who act as one. The enterprise thus 

is viewed as an artificial person who is authorized by law to carryout particular activities and functions. It 

is described as a corporate body created by the legislature with defined powers and functions and 

independence having a clear-cut jurisdiction over a specified area or over a particular type of commercial 

activity (Ekhator, 2002). State control is an essential reason for the setting up of public enterprises in 

Nigeria, i.e, the desire of some socialist-oriented regimes to use state control of key profitable enterprises 

to pursue the objectives of preventing the concentration of wealth or of the means of production and 

exchange in the hands of few individuals or of a group (i.e promoting equitable distribution of wealth) 

(Obikeze and Anthony, 2004). 

Public-Private Partnership: Public-private partnership or (PPP) is a mode of implementing government 

programmes/ schemes in partnership with the private sector. The term private in PPP comprises all non 

governmental agencies such as corporate sector, voluntary organizations, self help groups, partnership 

firms, individual and community based organizations (Iweama, 2011).   

Objectives of Public Sector Reforms 

Idowu (2012) stated that public sector reforms in Africa generally have a long history despite the 

ideological mindset in that historical background. The major goals underlying public sector reforms in the 

continent can be classified into four perspectives: 

(i) Removal of central planning and control through the release of markets and enhanced private sector 

development; 



 

 

(ii) Reduction of government budget deficits through removal of subsidies, privatization of public 

enterprises and transfer of public services to private institutions; 

(iii) Modernization of the public sector through increased wage differentiation, decentralization and civil 

service reform (based on reduction of number and functions); 

(iv) Liberalization of government-controlled regulation over prices and allocations, foreign exchange and 

essential commodities. 

The heart and substance of public sector reforms in Nigeria can be interpreted and defined in the light of 

these four objectives. However, a critical look at each of the objectives shows that the reforms are still a 

recent development. For instance, the removal of central planning in the 

Nigerian economy has been a difficult exercise until now. The state is still an active participant in major 

economic activities. Rather than invent innovative strategies for personal development, it appears very 

clear that even the private sector is still tied to the apron strings of the state. This is why Ralph Miliband 

(1973) noted in one of his numerous analyses on the nature of the state that: more than ever before, men 

now live in the shadow of the state. What they want to achieve, individually or in groups, now mainly 

depends on the state‘s sanction and support. But since that sanction and support are not bestowed 

indiscriminately, they must, ever more directly, seek to influence and shape the state‘s power and 

purpose; it is for the state‘s attention, or its control, that men compete; and it is against the state that men 

beat the waves of social conflict. It is possible not to be interested in what the state does; but it is not 

possible to be unaffected by it. Even though structural adjustment programme dates back to the early 

1980s in Nigeria, civil service reforms, however, have remained a topical and contentious issue for much 

longer.  

Brief History of Privatization and Commercialization in Nigeria 

The 1988 privatization and commercialization decree introduced the policy of privatization and 

commercialization in Nigeria. Thereafter, a technical committee on privatization and commercialization 

(TCPC) under the chairmanship of Dr. Hamza Zayyad was constituted to privatize three (3) public 

enterprises and commercialize 34 others. In 1993, the TCPC concluded its assignment and submitted a 

final report having privatized 88 out of the 3 enterprises listed in the decree. Based on the 

recommendations of the TCPC, the federal military government promulgated the Bureau for Public 

Enterprises Act 1993, which replaced the 1998 Act and set up the Bureau for Public Enterprises (BPE), to 

implement the privatization programme in Nigeria. In 1999, the federal government enacted the Public 



 

 

Enterprises (Privatization and Commercialization) Act 1999 which created the National Council on 

Privatization under the chairmanship of the Vice President Atiku Abubakar. 

Reasons for Privatization and Commercialization of Public Enterprises in Nigeria 

1) Poor State of the Nigerian Economy: The Nigerian economy which is largely dependent on foreign 

exchange earnings from crude oil declined because of the oil glut in the world market starting from the 

1980s. Consequently, the Nigerian government lacked the fund to continue financing them, hence the 

privatization policy which was an element of the Structural Adjustment Programme (SAP) aimed at 

restructuring the Nigerian economy in line with the changing circumstances of the time. Privatization and 

commercialization therefore, could be seen as a response to the harsh economic realities confronting the 

country as a result of poor financial revenue following the oil glut in the world market, crude oil sales and 

revenue being Nigeria‘s major foreign exchange earner.  

2) Poor Performance of Public Enterprises: Another reason for the introduction of privatization of 

public enterprises in Nigeria has been their failure to deliver the goods. One of the cardinal objectives for 

the establishment of public enterprises in Nigeria was to aid economic development sequel to the weak 

economic structure inherent from the colonial government and the absence of any strong indigenous 

capitalist and local entrepreneurs strong enough to pilot the economy. According to Obi (2001: 12) 

examples of failed public enterprises like Nigeria Coal Corporation, Nigerian Airways and Nigerian 

Railways to operate effectively necessitated the sub contracting of some of those enterprises to 

expatriates.  

3) Financial Burden on the Government: According to Ebonyi and Ozoh (2004), public enterprises 

were seen as constituting financial burden on the government and, therefore, the argument was that they 

should be privatized and commercialized. This is because in spite of all the resources invested in them, 

little or nothing was being realized out of the huge investments. This situation from economist‘s 

perspective is discouraging hence, the need to privatize them and save the government from such 

unprofitable ventures. In other words, the diversion of government responsibilities and commitments 

towards the continued existence of these enterprises should result in a significant reduction in government 

public expenditures. Such saved government fund can be used to develop other aspect of the economy. 

4)  Separation of Economic Activities from Politics: It is argued that government is concerned with 

political functions of the state. Its intervention in economic sphere, which the management of public 

enterprises involves, makes it to venture into the sector where it lacks operational principles, norms, 

attitudes skills and techniques. This school of thought argues that the government should hands-off for the 



 

 

private sector the economic activities (management of public enterprises) which the private sector can 

handle more effectively and efficiently.  

5) Provision of Efficient Services: Public enterprises in Nigeria are not known for efficiency in their 

service delivery. In this vein, with the advent of privatization, public enterprises would operate along 

business lines, charge economic prices for their services, employ result-oriented management styles, and 

deliver efficient services which would satisfy their users. 

6)  Removal of Executive/Ministerial Interference and Excessive Corruption: According to Alloy 

(1999), among the greatest threats to the efficient performance of public enterprises is constant executive 

and ministerial interference and excessive corruption. In most federal and state public enterprises, the 

chief executive, the controlling ministries of the party in power, constantly interfere in the daily operation 

of these enterprise for their personal or party interest. This state of affairs is exacerbated by massive 

corruption by these government officials and by extension of the officials of the public enterprises. These 

grave negative activities have been the bane of Nigeria‘s public enterprises have succeeded in putting 

most of them in ruins. An example can be given with the alleged 2.5 billion dollars Ajaokuta Steel 

Company scandal involving two former ministers in the Abacha administration (This days December 4, 

1998:1). 

Argument against Privatization 

 1) Unemployment. Generally, private organizations pursue the policy of employing minimum personnel 

but encourage input and high wages for highly talented personnel. The service charges are high too.  In 

order to save costs and maximize profit, they employ the best brains but pay more and allot more 

functions. Privatization reduces work force and causes unemployment in the economy.  

2)  High Cost of Services: The primary goal of a private business is to maximize profit. In the pursuit of 

maximizing profits, the privatized enterprise would fix their prices level beyond the reach of the average 

citizen. In addition to the profit maximization, the withdrawal of government subsidies to the enterprises 

helps to hike the prices of goods and services of privatized enterprises. Furthermore, privatization 

promotes social injustice as it involves the transfer of public wealth to few privileged individuals and 

groups; therefore, privatization is exploitative in nature.  

3) Privatization is a Foreign Concept: It has been argued that privatization is foreign and neo-

colonialist-oriented since the policy originated from the International Monetary Fund, World Bank and 

their agencies. In view of the fact that it is foreign oriented, the implementation poses some challenges in 

that it promotes market determinism as against equity and subsidization of services. 



 

 

4) Retrenchment of Staff: Public enterprises have been accused for retrenching workers during 

privatization and commercialization excises due to downsizing of such enterprises.  

The Structure of Privatization is as follows: Privatizing the management of state activities 

through contracts, leases and concessions, outright sale out; 

 Contracting out to the private sector, activities previously ran by the state. 

 Allowing private operators to compete in the sectors that have been the exclusive domain of 

public enterprises. 

 Transfer of a state department entity or statutory body to the private sector. 

 Breaking up of a monopoly into various branches to stimulate competition. 

 Total sale out to the private sector. 

Moreover, the implementation of this structure are in two phases. This is to enable the government assess 

the gains from the programme, if any, before the next line of action. 

The Objectives of Privatization and Commercialization Programmes in Nigeria  

Adeyemo and Adeleke (2008) stated that the Privatization and Commercialization Programmes were 

aimed at achieving the following objectives: 

 To restructure and rationalize the public sector in order to lessen the dominance of unproductive 

investments in that sector. 

 To instill into the staff of the enterprise the ideals of privatization and commercialization towards 

a new horizon of performance improvement, viability and overall efficiency. 

 To ensure positive returns in public sector investment in commercialized enterprises. 

 To check the present absolute reliance of commercially-oriented parastatals on the Treasury for 

funding and to encourage their approach to the Nigerian capital market; 

 To initiate the process of gradual withdrawal of its interests from public enterprises to the private 

sector especially in those that can be best performed by the private sector; 

 Creating a favorable investment climate for both local and foreign investors; 

 Reduction in the level of internal and external debts;  

 To provide institutional arrangements and operational guidelines that would ensure that the gains 

of privatization and commercialization are sustained in the future Decree No. 25 of 1988. 

Rationale for Commercialization  



 

 

Quite a number of public sector enterprises are operated without regard for financial costs or returns. Not 

all such investments are expected to yield immediate financial returns as some of the benefits are social 

rather than private in character (Okigbo, 1998). Some services yield benefits to the community generally 

as well as to individual citizens. In the production of most of other private consumer goods and services, 

it is easy to determine whether the outlays are justified or not laid by the virtue of the financial returns to 

investment. It suggests therefore that the production methods must be efficient and that the price change 

should at least cover the costs of operations. Therefore, commercialization which differs from 

privatization is one of the policy thrust of the reforms of state-owned enterprises.  

Operationally, Nigerian Commercialization and Privatization Decree No 25 of 1988 defines 

commercialization as ―the reorganization of enterprises wholly and partly owned by the government in 

which such commercialized enterprises shall operate as profit-making ventures and without subvention 

from government.  

The decree also distinguishes between full and partial commercialization. The fully commercialized 

enterprises are expected to operate on commercial basis to raise fund from the capital market without any 

form of government guarantee. Such enterprises are expected to use private sector procedures in the 

running of their businesses. It is expected that such enterprises would require no government subvention 

because of their higher social service contents; their operation cannot be left to individual shareholders. A 

typical example is the Nigerian National Petroleum Corporation (NNPC) which is a pivot to the national 

economy.  

Partial commercialization involves those enterprises with higher social service components. Such 

enterprises are expected to generate enough revenue to cover their operating expenditures. The 

government may therefore give them subventions to finance their capital-intensive projects. It should be 

noted that both full and partial commercialization do not require that government would divest her equity 

holdings.   

Essentially commercialization exercise also calls for a ―performance contract‘ to govern the post- 

commercialization financial relationship between government and the commercialized enterprises.  

The contract requires:  

(a) Specifying long-term objectives of the enterprise;  

(b) Establishing agreement (between the enterprise and the government performance criteria);  

(c) Having an agreed level of enterprises performance; and  



 

 

(d) Having a performance bond that specifies penalties for not meeting agreed levels of performance 

or rewards for surpassing them.  

In a nutshell, performance contract establishes a two-way relationship between the government and 

commercialized enterprises (TCPC, 1990). 

Individuals that make up civil society organization, if they had risen to the above challenges, they should 

have made enormous contribution to the protection of the poor and the development of Nigeria. The 

plausible truth about privatized and commercialized public enterprises in Nigeria is that there has not 

been significant difference from what it used to be prior to the exercise and what it is now. The 

performances of the privatized or commercialized enterprises have not improved significantly to affect 

the life of an average Nigerian. This could be attributed to the following factors.  

- Corruption  

- Poor maintenance culture  

- Mismanagement  

- Nonchalant attitude of consumers.  

- Vandalization of public enterprises equipment. 

Methodology 

Descriptive Research Survey was used for this study. This involved the use of questionnaires to source 

the primary data while the qualitative data was sourced from secondary sources like journals, books, 

government reports, bulletin and conference papers. The secondary data was quantitatively analyzed 

using content analysis. 

The sampling technique was Purposive or Judgmental sampling. The technique was selected because it 

allows for the hand-picking of desired sample elements to ensure that such elements are included (Obasi, 

1999). It is a sampling technique that allows for experts or those with the requisite knowledge to be 

selected. The technique was used to select key development experts and policy makers for interview. This 

enabled us to identify key experts who are knowledgeable enough on the topic of our study. Those 

managing the privatized enterprises were also interviewed to enrich the paper. 

 Population of the study: Sixty one respondents were selected for this study. 

Method of data analysis: mean and standard deviations were used as methods of data analysis. The 

mean scores and standard deviations helped to inform our decision to accept or reject the items in the 

questionnaire. 



 

 

Respondents' Responses to Questionnaires and the Results 

SA= Strongly Agree, A =Agree, D= Disagree, SD= Strongly Disagree, T = Total, x= Mean, σ =Standard 

Deviation. 

S/N Questions SA  A D SD T     X  Σ Decision 

1 Public enterprises have 

performed satisfactorily in 

Nigeria over the last 2
1/2 

decades 

4 12 38 7 61 2.2131 .73291 Reject/ No 

2 Public enterprises should 

all be privatized in 

Nigeria.  

6 15 25 15 61 2.1967 .92772 Reject/ No 

3 Have Public Enterprises 

performed below 

expectation in Nigeria. 

13 30 13 5 61 2.8361 .85985 Accept/ Yes 

4 There is need for urgent 

reform in public 

enterprises in Nigeria. 

39 18 1 3 61 3.5246 .76608 Accept/ Yes 

5 Public private partnership 

should be adopted in the 

ownership and 

management of public 

enterprises in order to 

reposition them for 

efficient services delivery. 

26 27 3 5 61 3.2131 .87778 Accept/ Yes 

6 Government undue 

interference  has 

contributed to poor 

performance of public 

enterprises in Nigeria. 

20         30 8 3 61 3.0984 .81045 Accept/ Yes 



 

 

7 Poor foundation or 

inadequate funding has 

contributed immensely to 

poor performance of 

public enterprises in 

Nigeria. 

16 28 10 7 61 2.8689 .93942 Accept/ Yes 

8 Corruption is a major 

challenge facing public 

enterprises in Nigeria.  

50 8 2 1 61 3.7541 .59598 Accept/ Yes 

9 There should always be 

public enterprises reform 

within 15 years. 

14 

 

27 19 1 61 2.8852 .77671 Accept/ Yes 

10  Public enterprises should 

undergo reform within 10 

years. 

8 27 21 5 61 2.6230 .81984 Accept/ Yes 

11 There should be public 

enterprises reform any 

time the need arises.  

34 14 11 2 61 3.3115 .88583 Accept/ Yes 

Source: Researchers Field Work 2014. 

Results: Result of question No1 shows a mean score of 2.2131 and standard deviation of .73291; 

question No2 has a mean score of 2.1967 and standard deviation of .92772; question No3 shows a mean 

score of 2.8361 and standard deviation of .85985; question No 4 has a mean score of 3.5246 and standard 

deviation of .76608; question No 5 shows a mean score of 3.2131 and standard deviation of .87778; 

question No 6 shows a mean score of 3.0984 and standard deviation of .81045; question No 7 shows a 

mean score of 2.8689 and standard deviation of .93942; question No 8 shows a mean score of 3.7541 and 

standard deviation of .59598; question No 9 shows a mean score of 2.8852 and standard deviation of 

.77671; question No 10 shows a mean score of 2.6230 and standard deviation of .81984; question No11 

shows a mean score of 2.5245 and standard deviation of .99342; question No 12 shows a mean score of 

3.3115 and standard deviation of .88583.  It was at 0.005 levels of significance and mean cut-off of 2.5 

was used. Therefore, the research accepted any score from 2.5 and above to be correct and rejected any 

mean score below 2.5 to be unacceptable.    



 

 

Findings:  The following findings were made in this study 

 Public enterprises have failed to perform satisfactorily in Nigeria over the last 2
1/2 

decades 

 Public enterprises should not all be privatized in Nigeria. 

 There is need for urgent reform in public enterprises in Nigeria. 

 Public private partnership should be adopted in the ownership and management of public 

enterprises in order to reposition them for efficient services delivery. 

 There should always be reforms within 10-15 years. 

 Poor funding, corruption, lack of data, supervision, monitoring and evaluation, poor management 

and workers‘ attitude is the major challenge facing public enterprises in Nigeria.  

 Monitoring and evaluation, supervision of management, politicization, corruption, recruitment of 

competent staff based on merit are issues to be considered in the reorganization of public 

enterprises in Nigeria.   

 

Prospects for Privatization and Commercialization 

Privatization remains a viable alternative to the traditional public administration approach in the 

management of public enterprises because of its capacity to initiate new managerial and technical skills, 

reduce cost and boost the country's GDP through higher productivity. The critical questions to ask is: why 

is privatization not a workable managerial framework despite its workability in developed nations. The 

reason is found in leadership and institutional failures: a grand design to maintain the inherited system of 

social relationship of production which has negated poverty reduction, wealth redistribution, job creation 

and human capital development as well as entrenched master/servant relationship. If leadership is defined 

in terms of influence and vision, then the current policy makers need a new direction through disciplined 

and enlightened leadership based on rationality, pragmatism, sound ideological re-orientation and strong 

ethical values to re-engineer societal orientation and re-position national enterprise management. In 

essence, therefore, a result-oriented approach to privatization should emphasis the following: 

1 Strong institutional and government framework to entrench deep managerial standards for result-

oriented privatization. The politicization of privatization should be de-emphasized. Primordial 

considerations should be removed from the exercise to pave the way for technocratic experience which is 

essential for new management techniques, labour utilization and service delivery. The government should 

re-constitute the National Council on Privatization for the monitoring and evaluation of the privatized 

enterprises. The privatization decree provided for the setting up of the National Council on Privatization. 



 

 

The NCP was charged with the responsibility to determine ailing public enterprises with a view to 

privatizing them. This function has been taken over by the Bureau for Public Enterprises. The NCP is 

supposed to serve as a supervisory agency to the NCP. There is little or no oversight functions over the 

privatized enterprises. This function is not being carried out because of the non-constitution of the NCP. 

Besides, since the privatized enterprises are not yet profit-making, the National Assembly is more or less 

not interested in carrying out the necessary oversight functions.  The Bureau for Public Enterprises should 

be overhauled to reposition it for privatization. None of the enterprises privatized by it is viable. The 

Bureau should realize that privatization is a technical issue and should be handled as such. 

 

2  Accommodating workers interest 

Privatization has failed to accomplish the desired purpose because of the neglect of workers' interest. The 

workers constitute the majority in the enterprises. Unfortunately, the workers are neglected when it comes 

to the issue of privatization. Many of the workers are retrenched, even without compensation. The 

privatized enterprises are filled up with friends and cronies of party and government officials regardless 

of their skills. For privatization to work, the interest of workers through their union should be protected 

through bargain, negotiation and trade-offs. 

3 Safety nets  

Adequate safety nets should be provided for workers to accommodate their interests. Workers should be 

provided with loan to buy shares in the privatized enterprises. A situation whereby all the shares in the 

enterprises are bought up by the new investors to the neglect of the workers does not augur well for the 

enterprise. Workers can sabotage the efforts of management if they are not carried along during the 

transfer of ownership agreement. 

 4 Core Investors 

Any privatization that does take into cognizance, core investors with the requisite background and 

competence is bound to fail. The emphasis on using privatization as a patronage mechanism for settling 

party and family members must give way to the constitution of  a strong technical group to monitor and 

evaluate the privatization exercise. The emphasis should be on investors with technical skills to introduce 

the relevant technology and invest the required capital to improve productivity. 

5 Creating the conducive infrastructural and policy framework   



 

 

Most of the privatized enterprises fail because of lack of adequate infrastructure. Power supply, water, 

communication and transport services are in a decrepit state, making it difficult or impossible for 

privatised enterprises to function. Nigeria suffers from the crisis of poor and inadequate infrastructural 

development. The lack of infrastructure constitutes a very serious threat to the growth of the privatised 

enterprises because it renders the business environment unconducive. Consequently, the cost of doing 

business in Nigeria has become high making businesses to spend a substantial part of their budget on 

power generation. Lack of reliable power supply has crippled many privatised enterprises because they 

could not absorb the additional cost of providing generator sets and fuelling them with diesel. Almost all 

the enterprises have their own generator sets, regardless of their location. Some of them operate their 

generators even when the public supply of electricity is available to prevent damage that results from the 

switch-over process from one power source to another (CRR, 2008). Inadequate power supply has added 

up to 40% of doing business in Nigeria. Because of the absence of reliable power supply, many 

enterprises in Nigeria have folded up while others chose to relocate to places like Ghana and South Africa 

in order to reduce expenditure on overhead. According to the former World Bank Vice President for 

Africa, Dr Oby Ezekwesili, although a staggering amount of $10 billion dollars was spent on the power 

sector between 1999 and 2007, power supply is yet to improve (Punch, 2009). The former World Bank 

Apart from lack of infrastructural facilities, the policy environment is characterized by policy uncertainty 

and inconsistency which discourages foreign investors with the requisite technology to invest in the 

country. One of the panaceas for re-engineering privatisation in Nigeria is therefore the provision of 

infrastructure and stable policy  environment through the enunciation and implementation of sound policy 

reforms.  

Conclusion   

Unless a critical assessment of the privatization and commercialization of public enterprises is carried out, 

the purpose will continue to be defeated. This is because privatization, while a workable framework for 

the rejuvenation of ailing enterprises in other climes; in Nigeria, it is bogged down by primordial issues, 

which are at variance with the national objectives for privatization. Privatization in Nigeria, both in theory 

and practice, is an elitist phenomenon, which has proved unworkable, because the interest of workers is 

not taken into consideration. Privatization is an ideological continuation of elite conspiracy to continue to 

gain access to the commonwealth, at the detriment of the workers and the vast majority of Nigerians. The 

history of privatization in Nigeria shows that its essence is not to rejuvenate the economy, save cost, 

replace obsolete technology and equipments, improve the efficiency of service delivery through improved 

technical and managerial skills. Like every public programme, the concept of privatization in Nigeria has 



 

 

been grossly distorted and abused. That is why, of all the privatized enterprises in Nigeria, only very few 

are working. In many cases, no new technologies were injected into them.  

Taking a critical assessment of the objectives adduced for privatization and commercialization of public 

enterprises in Nigeria, one will at an instant give approval to privatization and commercialization, but this 

is not so because theory is quite different from practice. Our point of departure is that if privatization and 

commercialization is carried out with sincerity of purpose it will offer better opportunities for public 

enterprises in Nigeria to be more result-oriented and more apt in service delivery to the society. 

Furthermore, they will offer more employment to young graduates as a result of expansion in their scope 

of operation. This will spur industrialization. We however concluded by saying that a paradigmatic 

public-private partnership can provide solutions to most of the problems facing public enterprises in 

Nigeria today. Therefore, reforms in the sector should embrace PPP as an alternative panacea. 

Recommendations 

(1) There is urgent need for public enterprises reform in Nigeria. This will stimulate 

industrialization and position Nigeria to be among the 20 most industrialized nations of 

the world. 

(2) Public enterprises reform should be centered on public private partnership; this will help 

to reposition the enterprise for better service delivery at an affordable price.  

(3) Recruitment should be based on professionalism and merit. This will guarantee that 

competent staff who will deliver quality services are employed in public enterprises in 

Nigeria. 

(4) Corruption by the management, employee and government and lack of monitoring and 

evaluation by the government has been identified as a critical cause of poor performance 

of public enterprises in Nigeria.  

(5) Within the past two to three decades many African countries including Nigeria, South 

Africa and Ghana, saw the privatization of key public institutions as a way of dismantling 

governments stronghold of those sectors, ensuring competition, efficiency, reduction of 

corruption, entrenched political interest and the reallocation of resources to other 

competing ends.  Public Private Partnership offers a much more credible alternative for 

Africa development (Eboh, Oparah, & Uma, 2011). 

(6) Privatized public enterprises should have minimal government regulatory agencies that 

will always ensure that adequate services are provided to the users of the goods and 



 

 

services from the enterprise. This will curb the occurrence of exploitation of the public by 

the enterprise.     

(7) The concept of Public Private Partnership is an innovative method used by the public 

sector to contract with private sector to bring their capital and their talents to execute 

projects on time and with restricted budget, while the public sector retains the 

responsibility to provide these services to the public in a way that will benefit the public 

and deliver economic development and improvement in the quality of life (Comptroller & 

Auditor General of India, 2009: 4) 
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Appendixes 

Questionnaire 

SA= Strongly Agree, A =Agree, D= Disagree, SD= Strongly Disagree, 



 

 

S/N Questions SA  A D SD 

1 Public enterprises have performed satisfactorily in Nigeria 

over the last 2
1/2 

decades 

    

2 Public enterprises should all be privatized in Nigeria.      

3 Have Public Enterprises performed below expectation in 

Nigeria. 

    

4 There is need for urgent reform in public enterprises in 

Nigeria. 

    

5 Public private partnership should be adopted in the 

ownership and management of public enterprises in other to 

reposition them for efficient services delivery. 

    

6 Government undue interference, has contributed to poor 

performance of public enterprises in Nigeria. 

            

7 Poor foundation or inadequate funding has contributed 

immensely to poor performance of public enterprises in 

Nigeria. 

    

8 Corruption is a major challenge facing public enterprises in 

Nigeria.  

    

9 There should always be public enterprises reform within 15 

years. 

 

 

   

10  Public Enterprises should undergo reform within 10 years.     

11 There should be public enterprises reform any time the need 

arises.  

    

Source: Researchers field work 2014. 

Questions for Interview 

1 What are your suggestions for future improvement of public enterprises performance in Nigeria? 

2. What are the issues to be considered in the reorganization of public enterprises in Nigeria? 



 

 

3 What factors do you consider as challenges facing public enterprises and its reform in Nigeria?  

4 What issues should be considered in public enterprises reform in Nigeria? 

 

Appendix 

The objectives of Privatization and commercialization programmes as enshrined in Decree No. 

25 of 1988:  

To restructure and rationalize the public sector to lessen the dominance of unproductive 

investments in that sector:  

To re-orientate the enterprise for privatization and commercialization towards a new horizon of 

performance improvement, viability and overall efficiency;  

To ensure positive returns in public sector investment in commercialized enterprises;  

To check the present absolute reproduce of commercially oriented parastatals on the Treasury for 

funding and to encourage their approach to the Nigerian capital market;  

To initiate the process of gradual secession to the private sector of such public enterprises that the 

nature of their operations and other social-economic factors is best performed by the private 

sector;  

Create a favorable investment climate for both local and foreign investors; 

To reduction in the level of internal and external debts; and  

To provide institutional arrangements and operational guidelines which will ensure that the gains 

of privatization and commercialization are sustained in the future  
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                                                                                 Abstract  

Some organizations in developing countries like Nigeria are still maintaining increasing 

employee productivity and organization profitability at the expense of employee health 

and safety implementation, thereby reducing employee job performance. With increasing 

industrialization and its consequent increase in Industrial accidents and exposure to 

dangerous chemicals with their accompanying health Implications for employees and 

others, the issue of health and safety management has become more pressing than ever.  

This study evaluated the effect of industrial health and safety Services on employee 

performance in Nigeria using Nigeria Bottling Company (NBC) Plc Owerri Plant as a 

study. The study was a survey with 172 respondents (N=982) using pre-tested self-

designed, close -ended questionnaires to generate primary data. Data were analyzed using 

descriptive and inferential statistics with the aid of Statistical Packages for Social 

Scientists (SPSS) 21. Regression analysis was carried out to examine the relationship 

between Industrial Health and Safety Services   (Industrial Health Service, Industrial 

Safety Services) on Employee Performance (Employee Productivity and Organization 

Profitability)  The regression analysis result showed that all the independent variables 

have significant and positive effect on employee performance in Nigeria Bottling 

Company (NBC) Plc, Owerri, Imo State Nigeria. (Computed F- of 26.931 & 22.731 

against Critical F- of 18.51 & 18.51 respectively).  The study recommended that 

management of Nigerian Bottling Company (NBC) Plc should enhance effective health 

education and training using professional in the field to create awareness of the 

importance of strict adherence to health rules and procedures at workplace; among others. 

Keywords: Industrial Health, Safety, Employee Performance, Productivity, 

Organization, Profitability.  



 

 

     INTRODUCTION  

Industrial Health and Safety services are concerned with protecting employees and other people 

affected by what the organization produces and does. It aims at protecting employees against the 

hazards arising from their employment or their links with the organization. According to World 

Health Organization (WHO, 2016), health is a state of complete physical, social and medical 

well being and not merely the absence of disease. On the other hand Safety is defined as the 

absence of injuries due to the interaction of employees and environment. Safety means freedom 

from occurrence of risk of injury or loss, (Aswathappa, 2007) Safety culture has been identified 

as a critical factor that sets the tone for importance of safety within an organization (Iheanacho 

and Ebitu, 2016). A healthy employee is the key factor for suitable social and economic 

development. They contribute to the wealth of the industries. In the work environment, employee 

health is the absence of illness or disease resulting from interaction of the employee and the work 

environment, (Agwanna and Madu, 2003)  

 

Occupational Health services involve measures put in place by organizations for preventing ill 

health that could arise from the working environment. It consists of two fundamentals; 

occupational medicine and occupational hygiene. Occupational medicine is a specialized branch 

that deals with analyzing and preventing of health hazards at workplace and modalities for 

dealing with health challenges that arise in workplace. On the other hand occupational hygiene, 

involves the professional that are used in the measuring and control of environmental hazards 

(Armstrong, 2006).     

 

Employees are the backbone of any organization and thus its greatest assets. Organization 

productivity depends on employee‘s performance. Effective performance on the part of 

employees is essential for success of any organization. Industrial health and safety services are 

critical to the achievement of organization objectives.  Employees are the most valued assets of 

the organization; therefore their health and safety in the work place environment is paramount 

for the attainment of the organization objectives.  Industrial health and Safety services are vital 

aspect of human resources management. 

 

 



 

 

    Statement of Problem 

 Although the benefits of effective Health and Safety (H & S) management have been well 

documented (Iheanacho  and Ebitu, 2016), some organizations especially those in developing 

countries like Nigeria still ignore it at the expense of productivity and profitability resulting in  

declining employee job performance. With increasing industrialization and its consequent increase in 

industrial accidents and exposure to dangerous chemicals with their accompanying health 

implications for employees and others, the issue of health and safety management has become more 

pressing than ever. The International Labour Organization (ILO) estimated that, globally, about 

2.2 million people die every year from occupational accidents and diseases, while some 270 

million suffer serious non-fatal injuries and another 160 million fall ill for shorter or longer 

periods from work-related causes. This represents an enormous toll of suffering for workers and 

their families. Furthermore, the International Labour Organization (ILO) estimated that the total 

costs of such accidents and ill health amount to approximately 4 percent of the world‘s GDP. 

Other studies have estimated that about 5 percent of the burden of diseases and injury in 

established market economies can be attributed to work, which corresponds roughly to the ILO‘s 

figure. It is also worth mentioning a study by the European Commission which estimates that the 

costs of occupational accidents in the EU15 (15 European Union Member States) in the year 

2000 was €55 billion a year (ILO, 2006). 

 

The stringent working environment  in Nigeria industries and the incessant workplace accidents 

associated with our industries, and lack of adequate proactive measures to address this put a lot 

of pressure on the regulatory body of health and safety services to act fast to ensure sanity in this 

direction. Critically looking at the Nigeria industrial environment, the recent conflicts, strikes, 

low productivity and employee turnover often experienced in the Nigeria manufacturing industry 

is often connected to poor health and safety services implementation in the industry. It is on this 

backdrop, that the study attempts to examine the effects of industrial health and safety services 

implementation on performance of employees in terms of employee productivity and 

organization profitability.  

 

 

 



 

 

    Research Questions  

For clarity of this study, two (2) research questions were formulated to guide the study, they 

include:- 

i. To what extent does Industrial Health Services influence Employee Productivity in 

Nigerian Bottling Company (NBC) Plc, Owerri Plant? 

ii. To what extent does Industrial Safety Services influence Organization Profitability in 

Nigerian Bottling Company (NBC) Plc, Owerri Plant? 

                                                        Objectives of the Study 

The general objectives of this study is to examine the effect of health and safety services in 

Nigeria manufacturing industries, using Nigerian Bottling Company, Owerri Plant as study. The 

specific objectives include to:- 

(iii) Identify the influence of Health Services on Employee Productivity in the Nigerian 

Bottling Company (NBC) Plc, Owerri Plant. 

(iv)  Evaluate the influence of Safety Services on Organization Profitability in the Nigerian 

Bottling Company (NBC) Plc, Owerri Plant.   

                                                  Research Hypotheses 

To guide the researchers in analysis of the study the following hypotheses were formulated. 

i. Industrial Health Services has no significant positive Influence on employee productivity 

in Nigeria Bottling Company (NBC) Plc, Owerri Plant.  

ii. Industrial Safety Services has no significant positive influence on organization 

profitability in Nigeria Bottling Company (NBC) Plc, Owerri Plant. 

                                             LITERATURE   REVIEW 

     The Concept Health and Safety in Workplace 

 World Health Organization (WHO, 2016) described health as the state of complete physical, 

mental and social well-being and not merely the absence of disease or infirmity. Banjoko (2002), 

in his contribution posit that health and safety benefits are payment made to provide relief and 

protection against accident and unhealthy working conditions. Its benefits include voluntary 

provisions of hospitals, clinics, dispensaries and home pathetic dispensaries for staff and their 

dependants. 

 Health and safety working environment has being the core responsibility of human resource 

management. Occupational health and safety is very crucial to the manufacturing companies and 

should not be ignored. Human resources like any other resources require maintenance and care in 



 

 

order to maximize their productivity (Cascio, 1996). Therefore health and safety should not be 

viewed as a separate function or responsibility because it aims at improving productivity, 

profitability, efficiency and competiveness of a firm (Pike, 2000). Employees should be 

protected from occupational hazards which may affect them. Health and safety at work place and 

employee‘s welfare and maintenance emerged with the onset of industrialization. 

Armstrong (2006) states that the essential elements of occupational health and safety program 

include; analysis of health & safety performance, problems and potential hazards: Development 

of policies, organizational procedures and training; Implementation of the program by means of 

training inspection invention and auditing: evaluation of control information reports, the 

evaluation should provide feedback to be used for improving performance; regular inspection to 

ensure that potential health risks are identified in good time, pre-employment medical 

examinations and regular checks on those exposed to risks. 

                      Objectives of Health and Safety Service at Workplace Environment  

According to the International Labour Organization (ILO) and the World Health Organization 

(WHO), health and safety at work is aimed at:  

- the promotion and maintenance of the highest degree of physical, mental and social well-

being of workers in all occupations;  

- the prevention among workers of leaving work due to health problems caused by their 

working conditions;  

- the protection of workers in their employment from risks resulting from factors adverse 

to health;  

- the placing and maintenance of the worker in an occupational environment adapted to his 

or her physiological and psychological capabilities;  

- And, to summarize, the adaptation of work to the person and of each person to their job.  

(Iheanacho and Ebitu, 2016) 

Generally speaking, productivity could be considered as a comprehensive measure of 

how organizations satisfy the following criteria Objectives: The degree to which they are 

achieved; Efficiency: How effectively the resources are used. (Doing things right); 

Effectiveness: What is achieved compared with what is possible. (Doing the right things) 

and Comparability: How productivity performance is recorded over time, (Prokopenko, 

1987, Iheanacho and Ebitu, 2016)   



 

 

                                    Health and Safety Policies and Organization Performance 

Armstrong, (2006) posits that performance is simply measured in output that is achievement of 

stated objectives by an organization. Organization performance encompasses measuring the 

actual result of an organization with the intended objectives. A study performed by Integrated 

Benefits Institute; Kimbely, (2009) found that employees in companies with a strong emphasis 

on health, safety and well-being tend to work more carefully and with a greater level of focus 

than organizations without comprehensive employee health and safety plans. A workplace 

culture reflects beliefs and values, of company‘s leadership and workers and has a direct effect 

on its performance. 

An organization that puts a high priority on the health and safety of employees is likely to have 

healthy workforce with a much better job performance record. Kimbley, (2013) suggests that 

more employers are increasing their focus on the Link between health and job performance in 

order to foster their company‘s success. Keller and Price (2011) in their study found that the 

organizational health performance is what an enterprise delivers to stakeholders in financial and 

operational terms. It is evaluated through such measures as net operating profit, return on capital 

employed, total returns to shareholders, net operating costs, and stock returns. They argue that 

health is the ability of an organization to align, execute, and renew itself faster than the 

competition to sustain exceptional performance over time. 

                                                     Theoretical Framework 

The study is anchored on Hierarchy of needs by Abraham Maslow; safety constitutes one of the 

essential human needs. Feeling safe at work ranks as a very important factor in job satisfaction, 

(Kreitner, 2007).  

                                        Abraham Maslow Hierarchy of Need 

The American motivation psychologist Abraham H. Maslow developed the hierarchy of needs 

consisting of five hierarchic classes. According to Maslow, people are motivated by unsatisfied 

needs. The needs, listed from basic (lowest-earliest) to most complex (highest-latest) are as 

follows: 

i. Physiology (hunger, thirst, sleep, etc.) 

ii. Safety/Security/Shelter/Health 

iii. Belongingness/Love/Friendship 

iv. Self-esteem/Recognition/Achievement 

https://en.wikipedia.org/wiki/Physiology
https://en.wikipedia.org/wiki/Safety
https://en.wikipedia.org/wiki/Security
https://en.wikipedia.org/wiki/Health
https://en.wikipedia.org/wiki/Belongingness
https://en.wikipedia.org/wiki/Love
https://en.wikipedia.org/wiki/Friendship
https://en.wikipedia.org/wiki/Self-esteem
https://en.wikipedia.org/wiki/Recognition_%28sociology%29


 

 

v. Self actualization 

He posits that Health and Safety of employee are very vital for employee performance. In 

supporting the theory, Hudson (2012) posits that health and safety endorsement at the 

workplace have direct positive effect on employees' performance. 

                                              Empirical Review  

Several researchers in their efforts to find a lasting solution to conducive workplace has 

investigated on appropriateness of health and safety standards in our industry. In a survey 

research carry out by  Agbola  (2012) of Central University College Tema, Ghana entitled 

Impact of Health and Safety Management on Employee Safety at the Ghana Ports and Harbour 

Authority, using a sample size of two hundred (200),12-item Likert questions that test 

management‘s commitment to employee Health and Safety and descriptive and inferential 

statistics. The results revealed that there are poor health and safety management practices, and 

recommended that GPHA must increase education and create awareness of the importance of 

health and Safety, ensure collection and storage of data for effective monitoring and evaluation 

of safety performance. 

Zacharatos, Barling & Iverson, (2005) in two separate studies that examined the relationship 

between high performance work systems (HPWS) and occupational Safety concluded that 

HPWS positively correlated to occupational safety at work. Organizational practices were also 

found to be related to hazard control measures and the rate of injury. The safety climate in an 

organization is also found to impact employees‘ attitude towards safety and behaviour on the job. 

In another study carried out by Prof. Rhona Flin of Aberdeen University, he identified leadership 

and managerial resilience as key drivers of health and Safety performance. He noted that the key 

to the success of any health and safety management system rests on management's determination 

towards making safety a "lived' value throughout the organization rather than one that was 

simply talked about (Pollitt, 2011). 

In another study carried out by Wumoo, Owusu, & Addo, (2013) examined the impact of health 

and safety policies on employees performance in the Ghana's Timber Industry. Pearson 

correlation was adopted as the statistical tool to assess the relationship between investment in 

health and safety and employees performance. The result revealed an inverse relationship 

between reducing the number of accidents and injuries through health and safety promotions and 

https://en.wikipedia.org/wiki/Self_actualization


 

 

employees performance. The study concluded that organizations need to maintain improved 

health and safety environment which improve employees' performance.  

Finally Iheanacho and Ebitu (2016) investigated the effects of industrial safety and health on 

employees‘ job performance in selected companies in Nigeria which include UNICEM, Dangote 

Plc. Sample size of 100 staff was randomly selected for the study. The Pearson Moment 

correlation coefficient was used for the hypotheses tests. The result of the tests revealed a 

positive link between effective health and Safety Services and employee job performance. It 

recommended that management should ensured effective implementation of Health and Safety 

standard in the organization.  

    RESEARCH METHOD  

The study adopted survey research design. This allowed for study of representative sampling and 

for correlation analysis in predicting behaviour (Borden Sans Abbott, 2002).The study had two 

sources of data-primary and secondary sources. Primary source of data was self–designed, close-

ended, pretested questionnaire made up of twenty (20) items. Secondary data was gotten from 

published books and reviewed journals including electronic works. The study was conducted in 

Nigeria Bottling Company (NBC), Plc, Owerri Plant. The population of study is the total number 

of staff of the company being 982.   

                                                     Sample Size Determination 

 Using the Modified Taro Yamane formula for calculating sample size. 

Using the formula,  n=            N      

                3+ N (e)
2
 

Where n=sample size 

N=population = 982 

e= sampling error usually = 0.05 (level of precision) 

3= constant. 

n =         982  

       3+ 982 x (0.05)
2
 

=       982                =                 982                 

         3+982 x 0.0025   

       5.4625               = 180   

                                           Table 1:  Composition of Distribution of Questionnaire 

S/No. Department  No. of  Questionnaire  

Administered  

No. of  Questionnaire  

Returned  

Actual 

Sample Size 

i. Admin/ HRM 30 27 27 

ii. Treasury/Accounts 25 24 24 

iii. Production  25 24 24 



 

 

iv. Health and Safety  25 24 24 

v. Marketing/Sales 25 24 24 

vi. ICT/Computer 25 24 24 

 Total  180 172 172 

SOURCES: Research Survey, 2017 

                                       Study Sample and Sampling Procedure: 

A sample of one hundred and eighty (180) respondents was selected for study but only one 

hundred and seventy-two (172) was used for the research (no. of questionnaires returned). In 

order to get unbiased data in an inexpensive manner, stratified and simple random sampling 

techniques were used. 

 The instruments were administered through the use of three (3) research assistants. The 

variables (dependent and independent variables) will be tested using regression analysis. The 

questionnaire comprised of two (2) sections. Section ―A‖ had five (5) items seeking demographic 

data such as sex, age, marital status, level of education. Section ―B‖ had twenty (20) items, 

which sought to collect information on the variables that qualify industrial health and Safety and 

those that qualify employee performance. Responses are arranged in the Likert-Scale with 5-

strongly agree; 4-Agree; 3-Neutral; 2 Disagree and 1-Strongly disagree. Out of the 180 copies of 

questionnaires delivered to prospective respondents, 172 were completely filled and returned. 

These were used for analysis. 

                                                                        Decision Rule 

The decision   Reject H0 =    IF 

F-Calculated is greater than F-critical and if P-value is less than 0.05 level of Significance. 

The relationship between the variables is positive if the correlation coefficient is positive, while 

it is negative if the correlation coefficient is negative. The relationship is significant if the 

probability value (p-value) is less than 0.05 and not significant if the p-value is more than 0.05. 

 

 

 

 

 



 

 

                                            DATA PRESENTATION AND ANALYSIS 

                              Table II : Demographic Characteristic Of Respondents  

Source: Authors Data Computerized Results from SPSS 20 (2017) 

 

From table II above, 120(70.0%) of respondents were male while 52(30.0%) were females 

respondents. 34(20.0%) respondents were aged between 20-25 years; 86 (50.0%) were aged 

between 26-30; 52(30.0%) respondents were aged between 31 years and above Hence the 

respondents were mainly of youthful age. 34 (20.0%) respondents had OND/NCE as highest 

academic qualification; 95(55.0%) respondents had either HND or B.Sc as highest academic 

degree and 43 (25.0%) respondents had either MBA/MSC or above as highest academic degree.   

64 (40.0%) of respondents has enjoyed the company 1- 5 years; 60 (35.0%) of the respondents 

has worked for the company between 6-10 years while 86 (50%) has worked for the company for 

11 years and above. 

Table III: Responses on whether Occupational Health Programmes application does influence 

Employee productivity in Nigerian Bottling Company (NBC) Plc Owerri.  

______________________________________________________________________________ 

                                   Frequency            Percent           Valid Percent               Cumulative Percent  

Strongly Agree               86                       50.0                  50.0                                     50.0 

Agree        52         30.0                  30.0                                    80.0 

Undecided       12                         7.0                    7.0                                     87.0 

Disagree       10                      6.0                    6.0                                     93.0 

S/NO. Variable Frequency  Percentage Cumulative 

Percentage 

1. Gender 

Male 

Female 

Total 

 

120 

  52 

172 

 

70.0 

30.0 

100.0 

 

70.0 

100.0 

 100.0 

2. 

 

Age Range 

21-25 

26- 30 

31- Above 

Total 

 

34 

86 

52 

172 

 

20.0 

50.0 

 30.0 

100.0 

 

20.0 

70.0 

100.0 

100.0 

3. Educational Qualifications   

OND/NCE 

HND/BSC 

MBA/MSC and above 

 Total 

 

34 

95  

43 

172 

 

 20.0 

 55.0 

 25.0 

100.0 

 

20.0 

75.0 

100.0 

100.0 

4. Years of Services 

1 to  5 Years 

 6 - to 10 Years 

11 Years and above  

Total 

 

26 

60 

86 

172 

   

15.0 

35.0 

50.0 

100.0 

 

40.0 

75.0 

100.0 

100.0 



 

 

Strongly Disagree           12                          7.0                   7.0      100.0 

Total                              172          100.0 

 Source: Field Survey, 2017 

From table III, it could be observed that majority of the respondents 86 (50%) strongly agreed 

that Occupational Health Programmes application had influenced employee productivity in the 

company. This was collaborated by 52(30%) who agreed to that. However, 12 (7%) of the entire 

respondents strongly disagreed that occupational health programmes application had influenced 

employee productivity in the company 12 (7%) were undecided on the subject of discourse. 

Summarily, 138 (80.0%) of the respondents affirm that occupational health application had 

influence employee productivity in the organization while 23 (13%) disagreed.        

Table IV: Opinions on whether Accident Prevention programs application does influence 

organization profitability in Nigerian Bottling Company (NBC) Plc. 

                                   Frequency            Percent           Valid Percent               Cumulative Percent  

Strongly Agree               52                       30.0                  30.0                                     30.0 

Agree        86         50.0                  50.0                                    80.0 

Undecided       10                         6.0                   6.0                                     86.0 

Disagree       12                      7.0                    7.0                                     93.0 

Strongly Disagree           12                          7.0                    7.0      100.0 

Total                              172          100.0                 100.0 

 Source: Field Survey, 2017 

From table IV, it could be observed that majority of the respondents 52 (30%) strongly agreed 

that Accident Prevention Programmes application had influenced employee productivity in the 

company. This was collaborated by 52(30%) who agreed to that. However, 12 (7%) of the entire 

respondents strongly disagreed that Accident prevention programmes application had influenced 

organization productivity in the company. 10 (6%) were undecided on the subject of discourse. 

Summarily, 138 (80.0%) of the respondents affirm that occupational health application had 

influence employee productivity in the organization while 24 (14%) disagreed.     

Table V: Responses on whether Health and Safety Training does influence Employee 

productivity in Nigerian Bottling Company (NBC) Plc Owerri. 

 __________________________________________________________________________ 

                                   Frequency            Percent           Valid Percent               Cumulative Percent  

Strongly Agree               52                       30.2                  30.2                                     30.2 

Agree        46         26.7                  26.7                                     56.9 

Undecided       24                        14.0                14.0                                      70.9 



 

 

Disagree       30                     17.4                17.4                                      88.3 

Strongly Disagree           20                         11.6                11.7      100.0 

Total                              172          100.0 

 Source: Field Survey, 2017 

From table v, it could be observed that majority of the respondents 52 (30.2%) strongly agreed 

that Health and safety Training had influenced employee productivity in the company. This was 

collaborated by 46(26.7 %) who agreed to that. However, 20 (11.6%) of the entire respondents 

strongly disagreed that health and safety training had influenced employee productivity in the 

company. 10 (6%) were undecided on the subject of discourse. 

Summarily, 98 (56.9%) of the respondents affirm that occupational health application had 

influence employee productivity in the organization while 50 (29.1%) disagreed.        

Table VI: Responses on whether Social Welfare Programmes influence Organization 

productivity in Nigerian Bottling Company (NBC) Plc Owerri.  

______________________________________________________________________________ 

                                   Frequency            Percent           Valid Percent               Cumulative Percent  

Strongly Agree               72                       42.0                  42.0                                     42.0 

Agree        50         29.0                  29.0                                    71.0 

Undecided       20                        11.6                11.6                                     82.6 

Disagree       12                      7.0                  7.4                                       90.0 

Strongly Disagree           18                         10.0                10.0      100.0 

Total                              172          100.0 

 Source: Field Survey, 2017 

From table VI, it could be observed that majority of the respondents 72 (42.0%) strongly agreed 

that Social Welfare Programmes had influenced Organization profitability in the company. This 

was collaborated by 50(29.0 %) who agreed to that. However, 18 (10.0%) of the entire 

respondents strongly disagreed that Social Welfare Programmes had influenced organization 

productivity in the company. 10 (6%) were undecided on the subject of discourse. 

Summarily, 122 (71.0%) of the respondents affirm that Social Welfare Programmes had 

influence employee productivity in the organization while 30 (29.1%) disagreed.        

Table VII: Responses on whether Medical Insurance Scheme influences employee productivity 

in Nigerian Bottling Company (NBC) Plc Owerri.  

 

 



 

 

_________________________________________________________________ 

                                   Frequency            Percent           Valid Percent               Cumulative Percent  

Strongly Agree               80                       47.0                  47.0                                     42.0 

Agree        46         28.0                  29.0                                    75.0 

Undecided       20                        11.6                11.6                                      86.6 

Disagree       10                      6.0                  6.0                                       92.6 

Strongly Disagree           16                         8.4                  8.4      100.0 

Total                              172          100.0 

 Source: Field Survey, 2017 

From table VII, it could be observed that majority of the respondents 80 (47.0%) strongly agreed 

that Medical insurance Scheme had influenced employee productivity in the company. This was 

collaborated by 46(28.0 %) who agreed to that. However, 16 (8.4%) of the entire respondents 

strongly disagreed that Medical Insurance Scheme had influenced employee productivity in the 

company. 20 (11.6%) were undecided on the subject of discourse. 

Summarily, 126 (75.0%) of the respondents affirm that Medical Insurance Scheme had influence 

employee productivity in the organization while 26 (14.4%) disagreed.    

                                                     Regression Analysis 

                                          Table VIII: Regression Analysis 

                                                           Coefficients 

Model UnStandardized Coefficients Standardized 

Coefficients 

T Sig. 

 B Std. Error               Beta  

1. (Constant) 4.617 .483  3.625 .000 

2. Industrial Health  0 .424 .077 .190 1.994 .000 

3. Industrial Safety 0.537 .084 .226 2.300 .000 

a. Dependent Variable: Employee Performance 

Source: Computerized results from SPSS 20 (2017) 

                        

                                      Regression Equation     

To determine the relationship between Health and Safety and Employee Performance    

Y +f (B1X1 + B2X2 + B3X3) 

EP= f (IH, IS,) 

EP =B0 + B1 IH+B2 IS  

Where =   

EP- Employee Performance 

IH- Industrial Health 

IS- Industrial Safety 



 

 

Employee Performance = 4.617 + 0.424 (Industrial Health) + 0.237 (Industrial Safety)  

Regression is typically used to predict a dependent variable with independent variables. In this 

research study the researcher is interested in ascertaining how the independent variables 

(industrial health services and industrial Safety services) are related to Employee performance. 

From the result in table 4.7, Regression analysis shows that all the independent variables have 

significant and positive effect on employee performance   

 

                                                   Test of Hypotheses: 

Hypothesis One:  

Null Hypothesis, HO1: Industrial Health Services has no significant Influence on Employee 

productivity in Nigeria Bottling Company (NBC) Plc Owerri Plant.  

                                  Table IX ANOVA: Industrial Health Services 

       Model              Sum of Squares            DF            Mean Square        F                 Sig. 

Regression                  18.785                            1                 18.785              26.931         .000
a 

Residual            144.607       171                .802                                    

Total                         163.392                          172 

 Source:  SPSS (21) Results, 2017 

a. Dependent Variable: Employee Productivity  

b. Predictors (Constant), Industrial Health Services  

c. Interpretation of ANOVA Result 

d. Reject   HO   because: 

e. Computed : F (26.931) is greater than Critical –F (18.51) 

f. Sig. (0.000) is less than the significant Level (0.05) 

Decision rule: Since the Computed-F is greater than the Critical-F, then the null hypothesis will 

be rejected while the alternative hypothesis will be accepted. Hence we reject H01 and accept 

HA1; Industrial Health Services has significant Influence on Employee productivity in Nigeria 

Bottling Company (NBC) Plc Owerri Plant. 

                                      Test of Hypothesis Two 

Null Hypothesis, HO2: Industrial Safety Services has no positive significant influence on   

Organization Profitability. 

  

                                 Table X     ANOVA: Industrial Safety Services 

       Model              Sum of Squares            DF            Mean Square        F                 Sig. 



 

 

Regression                  16.585                            1                 16.585              22.731         .000
b 

Residual             142.607      171                 .702                                    

Total                          159.192                          172 

 Source:  SPSS (21) Results, 2017 

a. Dependent Variable: Organization Profitability.  

b. Predictors (Constant), Industrial Safety Services 

c. Interpretation of ANOVA Result 

d. Reject   H02   because: 

e. Computed : F (22.731) is greater than Critical –F (18.51) 

f. Sig. (0.000) is less than the significant Level (0.05) 

Decision rule: Since the Computed-F is greater than the Critical-F, then the null hypothesis will 

be rejected while the alternative hypothesis will be accepted. Hence we reject H02 and accept 

HA2; Industrial Health Services has significant Influence on Organization profitability in Nigeria 

Bottling Company (NBC) Plc Owerri Plant. 

                                                      Discussion of Major Finding  

From the table IX, the Computed-F (26.931) is greater than the Critical-F (18.51), the 

implication is that the null hypothesis will be rejected while the alternative hypothesis will be 

accepted. It means that as Industrial Health Services Increases, employee productivity increases. 

Since the computed level of significance is 0.000 and it is less than 0.05, the null hypothesis is 

rejected. The alternative hypothesis is accepted. Hence from the research, it is concluded that 

there is significant positive relationship between Industrial Health Services and employee 

productivity. The implication is that when the organization is committed to effective and 

efficient industrial health services implementation, there will be rapid and continuous employee 

productivity. This will lead to improved organizational performance. This is in line with the 

work of Kimberly, (2009), Lim (2012), Iheanacho and Ebitu (2016) that concluded that good and 

adequate health standard improves employee performance. Jinnet, (2013) also concluded, that 

there is positive link between health and job performance in an organization; but in contrast with 



 

 

the finding of Agbola (2012) that concluded in his study, lack of positive relationship between 

Healthy working environment and employee productivity. 

From the table X, the Computed-F (22.731) is greater than the Critical-F (18.51). It means that as 

Industrial Safety Services increases, organization profitability increases. Since the computed 

level of significance is 0.000, and it is less than 0.05, the null hypothesis is rejected. The 

alternative hypothesis is accepted. Hence from the research, it is concluded that there is positive 

significant influence between Industrial Health Services and organization profitability. The 

implication is that improved employee performance is assured when a firm is committed to 

implementation of efficient industrial safety services. This findings is in line with the work of 

Rosekind (2005), Goetzel et al (2007), and Pronovost et al (2009) all found employee safety and 

security at work to be directly related to organizational performance. 

 

                              CONCLUSION AND RECOMMENDATIONS  

 

Based on the objectives and the finding of the research, the researchers concluded that there is a 

significant positive influence between Industrial Health Services, Industrial Safety Services, and 

Employee Performance in Nigeria Bottling Company (NBC) Plc Owerri Plant.  This suggests 

that without Effective and Efficiency Industrial Health and Safety Services employees of the 

company will be  in serious hazardous working environment and  hence inefficient in terms of 

productivity and profitability . This suggest that when workers understand the health and safety 

rules and procedures of their job and the tools use for working, it helps them to work effectively 

and efficiently resulting in better performance.  

In line with the objectives, research findings and conclusions; the study made the following 

recommendations: 

i.    Management of Nigerian Bottling Company (NBC) Plc needs to enhance effective health  

     educational and skills training program using experts in the field to create awareness of  

     the importance and strict adherence to Health rules and procedures at work. Training and  

     development of Industrial Health standard Practices to Personnel should be well planned  

     at the top management level for effective and efficient implementation of health practices  

      in the organization. 

ii.    Management should make sure that supervisors as well as employees are held accountable  



 

 

       for safety breaches and appropriate disciplinary measures taken. Motivation in the form of  

       Safety awards could also be given quarterly or yearly as an incentive for supervisors and  

        employees of units where no accident occur. 

iii.  Lastly, the management of Nigerian Bottling Company (NBC) Plc must reinforce its data 

collection unit and ensure effective collection of data on all health and safety incidents 

and accidents that occur on the job to ensure that proper records are kept on these issues. 

This will enable management to work out the actual cost and effect of health and safety 

on the organization‘s productivity and therefore take measures to a safe and healthy work 

environment for all.   
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                                           APPENDIX 1:  QUESTIONNAIRE 

Industrial Health and Safety Services and Employee Performance-A study of Nigeria 

Bottling Company (NBC) Owerri Plant 

                                        SECTION A: Demographic Information  

Please complete the following questionnaire items by checking (√) in the brackets as 

appropriate. 

1. Name of Respondent: …………………………………………………………… 

2. Gender:   (a) Male       (  )       (b) Female  (  ) 

3. Age Range:  (a) 21-25 ( )   (b) 26-30 ( ) (c) 31 and above ( ) 

 

4. Academic Level of Respondent: 

- Ordinary National Diploma  (OND)              (  ) 

- Higher National Diploma    (HND)   (  ) 

- Bachelor of Science               (B.SC)   (  ) 

-  Master of Science             (MBA/MSc/PhD)  (  ) 

 

5. Length of Service  

- 1-5 years           (  ) 

- 6-10 years                  (  ) 

- 11- Above         (  ) 



 

 

                                          SECTION B 

Please rate the following on a Scale of 1 to 5 where 1= Strongly Disagree 2= Disagree 3= 

Neutral 4= Agree and 5= Strongly Agree 

 1. INDUSTRIAL HEALTH 

  SA A UD DA SD 

Q1 Management of NBC Plc is committed to 

ensuring Healthy Employee.      

Q2 Occupational Health Programmes application 

does influence Employee productivity in 

Nigerian Bottling Company (NBC) Plc 

Owerri. 

     

Q3 Management Employs Professionally For 

Employee Medication           

Q4 Adequate Orientation for Committed Healthy 

Employee      

Q5 Medical Insurance Scheme influence 

employee productivity in Nigerian Bottling 

Company (NBC) Plc Owerri. 
     

 Valid N (Listwise)      

 

 

 

 

 

 2. INDUSTRIAL SAFETY  

S/NO. VARIBLES SA (5) A (4) U (3) DA (2) SA (1) 

Q6 
Management Implements Standard Safety 

Policies 
     

Q7 Management Maintains Adequate Safety 

Working Environment.      

Q8 Management Implements Employee 

Protective Devices at Workplace. 
     

Q9 Adequate accident Prevention programs 

application in Nigerian Bottling Company 

(NBC) Plc.  

     

Q10 Management adopts Continuous Training for 

Safety Implementations.  
     

 Valid N (Listwise)      



 

 

 

 

 

 

 

 

 

 3.  EMPLOYEE PERFORMANCE 

S/NO. VARIBLES SA (5) A (4) U (3) DA (2) SA (1) 

Q11 Effective Health and Safety Training in 

Nigerian Bottling Company (NBC) Plc 

Owerri. 
     

Q12 Adequate Social Welfare Programmes   in 

Nigerian Bottling Company (NBC) Plc 

Owerri.  
 

     

Q13  Adequate Salaries and Fringe Benefits      

Q14 Effective Health and Safety  Practices 

Standard  in Nigerian Bottling Company Plc       

Q15  Effective Health and Safety Services 

Implementation .      

 Valid N (Listwise)      
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Abstract 

The main goal of every business organisation is performance. Studies have shown the impact of 

several factors including Entrepreneurial Orientation on performance of SMEs. Yet, the role of 

strategic thinking in this relationship seems to be ignored. Hence, this study suggests a new 

theoretical framework that includes in the model the moderating role of strategic thinking in the 

positive relationship between Entrepreneurial Orientation and performance of SMEs. This new 

proposed model will help in providing useful knowledge regarding the impact of the interaction 

of strategic thinking and Entrepreneurial Orientation on the performance of SMEs.    

Keywords:  Entrepreneurial Orientation, Strategic thinking, SMEs Performance. 

 

1.0 Introduction 

The past thirty years have witnessed the most powerful emergence of entrepreneurial activity in 

the world and it is widely acknowledged for its role in economic growth, productivity, 

innovation and employment creation and many countries have made entrepreneurship an explicit 

policy priority. 

 

Today, SMEs are increasingly facing pressure from the marketplace such as increasing 

interdependence, rapid development of technology, the unstable environment and many other 

factors therefore making entrepreneurial activities more crucial in achieving the firm sustainable 

competitive advantage (Wiklund & Shepherd, 2003). Entrepreneurs are therefore encouraged to 

implement an entrepreneurial strategic mind set in order to recognize the threats and capture the 

opportunities to ensure continued survival of the firm (Krueger, 2000). 

 

The fields of strategic management and entrepreneurship are becoming increasingly intertwined, 

in a reality where firms need to be able to manage continuous change and maintain flexibility in 

order to survive. It is observed from literature that Entrepreneurship and strategic management 

are related to the behaviour and performance of firms as strategic management seeks to create 

and exploit competitive advantages for firms within a particular environmental situation, 
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entrepreneurship promotes the search for competitive advantages by bringing products, processes 

and innovations to market (Baker, Mahmood, & Ismail, 2015).  

 

Entrepreneurial orientation (EO) is considered to be an important concept for firm‘s strategy 

making in entrepreneurship and management literature for years (Zainol & Ayadurai, 2011). It is 

often used to explain the minds set of firms that are involved in pursuing a new venture and 

provides a useful framework to investigate entrepreneurial activities. EO refers to the decision 

making styles, practices, process and behaviors that leads to ‗entry‘ into new or established 

markets with new or existing goods or services ( Lumpkin & Dess, 2001; Wiklund & Shepherd 

2003; Walter, Auer, & Ritter, 2006 ).  

 

Although the relationship between EO and firm performance has been extensively discussed 

conceptually and empirically in previous studies and have been considered by researchers such 

as Zahra and Covin (1995); Lumpkin and Dess (1996); Wiklund, (1999); Quince and Whittaker, 

(2003); Lim, (2008); Fairoz, Hirobumi, and Tanaka, (2010) to be positive, there are still studies 

that have returned mixed findings indicating weak and sometimes negative correlation between 

entrepreneurial orientation and performance (Okeyo, Gathungu, & K‘Obonyo, 2016). Therefore 

this direct relationship does not seem to be empirically conclusive. Reasons might be that SME 

performance depends directly both on internal and external variables to the organization 

(Thoumrungroje & Tansuhaj, 2005) and lack of long-term vision as to where their business is 

headed, and their stronger orientation toward operational rather than strategic issues. Thus, in 

order to understand the EO and SME performance relationship, dependent variables that are 

more directly sensitive to EO and contingent variables should be considered (Chiva, & Alegre, 

2012). Shehu and Mahmood (2014), Wiklund and Shepherd (2005) also suggested that other 

variables should be incorporated in the EO and organizational performance relationship to 

resolve the inconclusive findings. 

 

Also, some authors argue that that relationship may be more complex and the impact caused 

cannot be viewed in a simple manner (Wiklund and Sheperd, 2005; Yu, 2012). This issue has led 

researchers to recognise the convenience of expanding research to different scopes (Cervera, et 

al., 2001). By integrating strategic thinking, this article tries to link the new chain of 

consequences brought about by EO on SME performance. 

 

Furthermore, according to Kiriri, (2005); Zainol and Ayadurai (2011) there is a dearth of 

literature on the role of contingent variables in the relationship between EO and business 

performance particularly in developing countries. It is also evident that 85 percent of SMEs face 

significant survival challenges and more than 75 percent fail within five years of startup (Small 

and Medim Enterprise Development Agency of Nigeria (SMEDAN), 2009).  

 

Similarly, Reijonen (2015) assert that even if financial performance continue to be a key 

performance metric, it is not sufficient only to help a firm in making decisions that best support 

its strategy. Therefore with this paper, we attempt to contribute additional empirical evidence 

that clarifies the relationship between EO and SME performance by asking the question: Can the 

relationship between EO and SME Performance be better explained by using strategic thinking 

as a moderator?. We argue that the difference in the findings of several studies that examine the 

relationship between EO on the performance of SME which led to the emergence of this gap can 



 

 

be traced further. Also, the answer to this question will contributes significantly to the 

understanding of the puzzle of the way entrepreneurs think. More precisely, it will contributes to 

developing an understanding of the mental processes which enable researchers to build a 

grounded foundation for systematic explanation of the individual‘s role within the process of 

entrepreneurship.  

 

2.0 Literature Review 

2.1 Entrepreneurial Orientation and SME Performance 

EO has been described as an important factor in determining business performance (Lumpkin & 

Dess, 2001; Wiklund & Shepherd, 2005). According to Lumpkin and Dess (1996) business with 

strong EO will show the capability to exploit market opportunity and can respond to the 

challenges of competition and the dynamics of the environment. Frank, Kessler and Fink (2010) 

defined EO as set of abilities that are owned by a firm to demonstrate innovative behavior, 

courage in taking risks and more proactive in the face of new market opportunity. Jantunen, 

Puumalainen, Saarenketo and Kyaheiko (2010), posit that EO is not a unidirectional construct, 

but a multidirectional concept which have the components as innovativeness, risk-taking and 

proactiveness. 

 

Innovativeness entails the organization‘s need to renew, innovate and seek new opportunities 

(Miller, 1983). According to Rauch, Wiklund, Lumpkin, and Frese (2009) innovativeness 

involves a tendency to engage in creativity and experimentation, through research and 

development, supporting initiatives that can result in new products, services or processes. Morris, 

Lewis and Sexton (1994) also address innovativeness, as a creative search for new solutions, 

technologies, processes, products or services for problems and needs.  

 

The dimension of risk-taking is very close to that of innovativeness, involving bold actions that 

venture into the unknown or the commitment of significant resources to uncertain ventures 

(Rauch et al. 2009), with the expectation of obtaining high returns (financial or opportunity-

wise). According to Miller (1983), a risk-adverse enterprise cannot be entrepreneurial, even if it 

seeks to "innovate" in order to imitate its competitors.  

 

Proactiveness, in turn, is characterized as the organization‘s tendency to be ahead of the 

competition when launching new products, technologies or services, rather than just following 

market initiatives (Miller, 1983). It is related to the capacity to anticipate and seek new 

opportunities (Lumpkin & Dess, 1996) and act in anticipation of future with the expectation of a 

share in emerging markets. Another dimension, somehow close to that of proactivity which some 

authors (Covin & Covin, 1990; Covin & Slevin, 1991) tends to equate, is competitive 

aggressiveness. Other authors, however, see proactivity as a response to opportunities, and 

competitive aggression as a response to market threats (Lumpkin & Dess, 2001).  

 

Past studies such as Smart and Conant, (1994); Lumpkin and Dess, (1996); Lee and Peterson, 

2000; Nelson and Coulthard, (2005); Loss and Coulthard, (2006); Naldi, Mattias, Karin, & 

Wiklund (2007); Kaya, (2009); Li, Jing-Weng, and Ming-Tien, (2009) have all revealed that 

positive relationship exists between entrepreneurial orientation and high business performance. 

Ibeh (2004) found that EO is associated to better export performance especially for small firms, 

while Liu, Luo and Shi (2003) revealed that a higher level EO increases the competitive 



 

 

advantage of state-owned Chinese companies, and Jia, Wang, Zhao and Yu (2013) found that EO 

improves performance and that the positive influence came mainly through dimensions which 

are innovation and antecedence. In addition, Hult, Hurley and Knight (2004) found positive 

relationship between EO innovation and performance in large scale industrial firms. 

 

Studies among SMEs were also conducted. According to Wiklund and Shepherd (2005) majority 

of SMEs do not adopt entrepreneurial orientation and mainly depend on intuition to make 

strategic decisions. However, positive relationship between EO and performance in hostile 

business environment was found in SMEs in Bangladesh (Hoq & Chauhan, 2011) and parallel 

finding was reported among Sri Lankan SMEs (Fauzul, Takenouchi & Yukiko, 2010; Herath & 

Mahmood, 2014). Zhang and Zhang (2012) also found positive effect of EO on SME 

performance in North-east of China A study conducted among SMEs in Malaysia found 

significant relationship between EO and performance ( Abd Aziz, Mahmood & Abdullah, 2013) 

while positive relationship was confirmed on SMEs in Nigeria (Shehu & Mahmood, 2014). As 

oppined by Dess, Lumpkin and Covin (1997) during uncertainty, firm‘s strategic orientation can 

support the firm to compete and survive to lead entrepreneur firm to become more successful and 

successes better growth.  

 

2.2 Strategic Thinking 

Strategic thinking is a distinctive management activity whose purpose is ―to discover novel, 

imaginative strategies which can re-write rules of the competitive game: and to envision 

potential futures significantly different from the present‖ (Heracleous, 1998). 

 

This statement does not tell us what strategic thinking is, but rather, establishes it as a key 

component of strategy making. It also provides rationale for identifying ―strategic thinking‖ as 

an activity that is both distinctive and compelling (Goldman, 2005). There is no widely accepted 

definition of strategic thinking, However, we believe that the following process oriented 

definition presents the essence of strategic thinking. 

 

Strategic thinking is a process in which a person is perceiving, reflecting, feeling, realizing and 

acknowledging signs that impact the future of the firm, giving them meaning and acting upon 

them by shaping the impressions, perspective and behaviour accordingly (Jelenc, 2009). 

 

Schumpeter (1934) developed a vision of strategy which is fundamentally simple: managers hold 

the keys to understanding their environments, they are or become leaders because of their ability 

to apprehend needs and changes in their environment and they are fully in charge of strategy. 

Strategic thinking in this sense is then assimilated to the vision that entrepreneurs have of their 

organization and environment and strategy formation process is, at best, half conscious, deep-

rooted in the experience and intuition of the leader, whereas he/she conceived himself/herself 

strategy or he/she adopted the one conceived by others (Mintzberg, Ahlstrand, Lampel, 1998). 

Strategic thinking does not exist in an organizational view. The only way we can find traces of 

thinking in this approach is to have a look on cognitive models, highlighted by studies of 

managers' cognitive maps for instance (Calori and Sarnin, 1993, Munier, 1994). The 

organization does not think, or rather, it thinks through the analysis of its manager-owner. 

 



 

 

When looking closely at what strategic thinking really means it could be quite perplexing to find 

out that strategic thinking is a synonym for almost all the concepts that have strategic as their 

first word. Due to the problem of articulating the cognitive character of strategic thinking, it is 

very elusive to define, measure, train or learn how to think strategically. Therefore, there are 

many mystifications and interpretations of its meaning. Yet, it is important to realize that the lack 

of strategic thinking capability is recognized as the major detractor of economic performance. 

The general conclusion is that strategic thinking has been under-theorized. The first attempts at 

defining the term and the main elements of strategic thinking skills came from Bonn (2001), 

Liedtka (1998), Jacobs (1994) Mintzberg (1991). Sloan (2013) identified five critical attributes 

of strategic thinking: imagination, broad perspective, juggle, no control over and desire to win. 

Jelenc (2009), and Jelenc and Swiercz (2011) proposed systems thinking, hypothesis generation 

and testing, focused intent, time, professional capability, conceptual flexibility, future vision, 

political sensitivity, intuition and uncertainty/paradox/disequilibrium as the essences of strategic 

thinking skills.  

 

Kabacoff (2013) reported in Harvard Business Review a study in which 97 percent of a group of 

10,000 senior executives said strategic thinking is the most critical leadership skill for an 

organization's success. In another study (Kabacoff, 2013) 60,000 managers and executives in 

more than 140 countries rated a strategic approach to leadership as more effective than other 

attributes including innovation, persuasion, communication, and results orientation. Strategic 

thinking is recognized as the scares, needed capability that is unreplaceable in every firm. 

 

The review of existing literature reveals the importance of EO in achieving high performance of 

SMEs. Also the impact of strategic thinking is well documented in relevant studies. It can be 

concluded from various studies that EO have impact on SMEs performance and strategic 

thinking can to a large extent have an impact on SMEs performance. Moreover, it can be 

concluded that the entrepreneurs are the most valuable resources for the SMEs outstanding 

performance and that successful entrepreneurs have EO. These EO capabilities make them 

different from the non-entrepreneurs. However, without strategic thinking, the impact of EO on 

SMEs performance cannot be productive. Thus, strategic thinking serves as a mechanism that 

strengthens the impact of EO on the performance of SMEs.  

 

2.3 Conceptual Framework and Hypothesis Development 

The conceptual framework develops for this study seeks to provide understanding of the 

relationship between entrepreneurial orientation, strategic thinking and SMEs performance. The 

existing research has largely focused on the impact of entrepreneurial orientation on SMEs 

performance.  The proposed model is drawn after reviewing the literature regarding the 

entrepreneurial orientation and strategic thinking and SMEs performance. The proposed model is 

shown below; 

 

Conceptual Framework 



 

 

 
Source: Author, 2016 

 

above literature has clearly revealed the positive impacts of entrepreneurial orientation, strategic 

thinking and SMEs performance. Therefore, based on the review of relevant literature in this 

proposed model, entrepreneurial orientation has been used as independent variables and SME 

performance is used as the dependent variable thus the following hypothesis is developed.  

 

Hypothesis one: Risk-taking has positive impact on SME performance 

Hypothesis two: Proactiveness has positive impact on SME performance 

Hypothesis two: Innovativeness has positive impact on SME performance 

 

Furthermore, previous research has argued that entrepreneurs lack of long-term vision and 

strategic orientation. Thus, Chiva, et al, (2012). Shehu, Chiva, et al (2014), Wiklund opined that 

in order to understand the EO and SME performance relationship, dependent variables that are 

more directly sensitive to EO and contingent variables should be the relationship between EO 

and SME performance. Hence, strategic thinking will be used as the moderator which 

strengthens the independent variable to impact more on the performance of SMEs.  

These arguments lead us to the following hypothesis: 

 

Hypothesis four: Risk-taking has greater positive impact on SME performance when 

moderated by strategic thinking 

 

Hypothesis five: Proactiveness has greater positive impact on SME performance when 

moderated by strategic thinking 

 

Hypothesis six: Innovativeness has greater positive impact on SME performance when 

moderated by strategic thinking 

 

3.0 Research Methodology  
 

Survey Research Design will be adopted for this study. Primary method of data collection using 

questionnaire will be collected from population consisting of Two hundred and One SMEs 

operating in Kaduna state. SMEs are businesses operating in the global business context, 

following newest global trends. Therefore, SMEs are nested in the national business context 

serving national and even global markets and facing international competitors. The list of the 

Entrepreneurial Orientation 

 Risk Taking 

 Proactiveness 

 Innovativeness 

SMEs Performance 

Strategic       

Thinking 



 

 

SMEs operating in Kaduna State was obtained from SMEDAN in June 2016. Yamane (1963) 

Sample size formula was used to arrive at a sample size of 134. Also to test for the fitness of the 

model structural equation model (SEM) is proposed to be used. 

 

3.1 Measurement 

Individual entrepreneurial orientation will be measured by the construct developed by Bolton and 

Lane‘s (2012) individual entrepreneurial orientation instrument. The instrument is grounded in 

the seminal work of Miller (1983), Covin and Slevin (1986; 1988; 1989), Lumpkin and Dess 

(1996) and Covin and Wales (2011) and adjusted to the individual level of measuring individual 

entrepreneurial orientation. Individual entrepreneurial orientation consists of three dimensions – 

risk-taking, innovation, and proactiveness measured on the five Point Likert-type scales. 

Strategic thinking will be measured by Pisapia‘s (2009) Strategic thinking questionnaire (STQ). 

The STQ asked respondents to rate how often they use strategic thinking when confronted with 

problems, dilemmas, and/or opportunities on a five point Likert-type scale ranging from strongly 

disagree to strongly agree.. The STQ will be psychometrically validated by Pisapia, Morris, 

Cavanaugh, and Ellington (2011). For measuring performance, a subjective self-report 

assessment will be used. This technique will be employed because it was expected that the 

owner/managers would be unwilling to disclose full financial data. This study will measure 

performance with eight items, and the respondents will be asked to rate their firm performance 

on a five-point rating scale. It has been found that subjective measures are correlated with the 

objective measures of performance (Dess & Robinson, 1984). In order to estimate the 

hypothesized research model Partial Least Square (PLS) path modelling will be used by using 

SmartPLS 3.0 (Hair et al.2014). Measures of validity and reliability of both constructs will be 

performed. In regard to individual entrepreneurial orientation a Principal Component Analysis 

with a varimax rotation will be used.  
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Abstract  

The Constitution is one of the topmost principal institutional structures of every federal system. Thus, 

most federal constitutions are written and specify competencies between the spheres of government. In 

addition, there are other subsidiary laws or Acts passed by relevant government institutions together with 

the constitution govern and regulate public and private spheres. However, the constitution is hold to be 

the groundnorm to the extent that if any other law or Act is inconsistent with the provisions of the 

constitution, the constitution shall prevail and the law or Act shall to the extent of of such inconsistency 

be void. Yet, in Nigeria arguments endure as to whether the 1999 constitution remains supreme and to 

what extent it is supreme. In view of this, the paper seeks to examine the extent to which the 1999 

constitution constitutes the groundnorm in Nigeria. To achieve this, the paper compares relevant 

provisions of the 1999 constitution with a subsidiary Act viz: the Revenue Allocation Act with a view to 

ascertain their congruence and incongruent.  

Key Words: 1999 Constitution, Groundnorm, Revenue Allocation  

 “It is a document containing the fons et origo (i.e. the source and origin) of the laws and rights of its 

people. It is in a sense what in Kelsenian terminology may be regarded as the Grundnorm of the State. 

The Constitution is therefore aptly described as the supreme law of the land. This is because it is a law, 

which does not depend upon any other for its validity.”Justice Karibi-Whyte. 

 

Introduction 

Federalism is built on a constitutional division of powers between the central government and the sub-

national units. Hence, in every federal system there should be a written constitution that clearly spelt out 

the powers and responsibilities of each level of government. Thus, powers are distributed in a federal 

system in order to safeguard sub-national units‘ identities as well the interest and liberties of individuals. 

In addition, the distribution of powers, in the views of Ogban-Iyam (2000:57) is a right and can and ought 



 

 

to be negotiated and reflected in a written constitution. It should be noted that no federation in the world 

exist without having a working Constitution. However, the design of such Constitution could be a source 

of agitation, especially when it creates or provide room for agitation and criticism. This may create a 

sense of suspicion of marginalization and domination.  

It is only therefore right to assume that the supremacy of the constitution in every federal system is to a 

degree consequential for the stability of such system. However, constitution alone is not the only legal 

document governing. In addition to it, there are other laws, Acts and regulations instituted by the relevant 

government institutions. To which S 1 (1) of the 1999 constitution provides thus: this constitution is 

supreme and its provisions shal have binding force on all authorities and persons throughout the federal 

republic of Nigeria. In view of this, the paper examined relevant sections of the constitution with the 

Revenue Allocation Act with a view to ascertained the extent to which the constitution remains supreme. 

 

Overview of Nigeria’s Constitutions 

The constitution represents an important structure of the Nigerian federation. Giovanni (1994) defined 

constitution as instruments of government which limit, restrain and allow for the control of the exercise of 

political power. Hence, most federal constitutions are written and specify competencies between the 

spheres of government. The Constitution is a written constitution, thus a rigid one, which made it difficult 

to be amended and requires the consent of at least two-third (2/3) majority of the state houses of 

assembly.  Galligan (2006: 528) identified three basic qualities of a constitution as an institutional 

foundation of federalism as: it is superior to both spheres of government and draws its legitimacy from 

the people; it establishes or acknowledges the two spheres of government, national and state; and, it 

specifies the division of powers between them. Hence, the first federal constitution in Nigeria was the 

1954 Lyttleton constitution that evolved following series of constitutional conferences. The constitution 

specified Nigeria as a federation of three regions (north, south and east) and it also assigned 

responsibilities to each tier of government. However, it provides for a regional autonomy.  

The Independence constitution of 1960 further, regards Nigeria as a federation consisting of three regions 

and a federal territory (CFN 1960). Similarly, it recognizes a separate constitution for the three regions. 

Though, it must not be inconsistent with the federal constitution. The legislative powers were also 

specified in the exclusive legislative list ‗containing 44 items‘ (CFN 1960). While the concurrent list 

contains 28 items as assigned responsibilities shared between the federal and the federating units.  As for 

the 1963 republican constitution, significant changes on the structure and institutions of the federation 

were not significantly altered, thus retaining most of the provisions of the 1960 constitution with the 

exception of the addition in the number of federating units from three (3) to four (4) following the 

creation of the mid west region. 

Sequel to the military government‘s relinquishing power in 1979; a presidential constitution was put in 

place. The constitution, like the previous ones, also contains two legislative lists that is the exclusive and 

the concurrent assigned to the federal and the then 19 federating units. It, however, vested legislative 

powers on residual matters that are not included in the exclusive and the concurrent lists to state houses of 

assembly. Asobie (1996: 132) observed that unlike the previous constitutions, the 1979 constitution 

‗altered drastically the balance of power in the federation in favour of the federal government in several 



 

 

ways‘. Most prominent of these was the relinquishing of the previously concurrent powers to the 

exclusive lists. Items under the exclusive list are sixty in number (60). The table below specifies this 

assertion: 

 

Table3.1 Functions of Federal, State and Local Governments  

Federal Government 

Exclusive Legislative List 

State Government 

Powers shared concurrently with the Federal 

Government 

Local  

Government 

Defence Agriculture Motor parks 

External Affairs Education Market stalls 

Currency, Coinage and legal 

tender 

Health Refuse disposal 

Banks, Banking and Bills of 

exchange 

Housing Maintenance of local 

roads 

Citizenship, Naturalization and 

aliens 

State roads Public convenience 

Immigration and emigration Industry and commerce Cemeteries 

Police and prisons Water supply Sanitation 

Mines and minerals  Play grounds. 

Aviation   

Posts, telegraphs, and 

telephones 

  

Railways, federal trunk roads   

Weight and measures   

Nuclear energy   

Commercial and industrial 

mompolities 

  

Source: Adapted from Jega (1996). 

The table above specifies responsibilities assigned to the various federating units and as Asobie (1996) 

argued, as many as sixteen (16) matters which had, under the previous constitutions were placed under the 



 

 

concurrent competences of the federal and regional governments, were made exclusive to the federal 

government. 

Similarly, the 1999 Constitution contained two legislative lists assigned to the federal governments and 

the 36 federating units. Almost 68 items were captured in part II of the second scheduled specifying the 

exclusive purview of the federal government, while 30 items were assigned to both federal and state 

governments as concurrent legislative list. However, it is important to note that a couple of 

responsibilities in the concurrent list were also dominated by the federal government at the expense of the 

state governments. Specifically, even though division of public revenue is a concurrent matter, yet the 

competence of the state governments on this matter is operationally restricted. The same applies to other 

issues within the concurrent list such as voter registration, scientific and technological research, university 

education, and professional education. 

Thus, from the foregoing, highlight was made of the federal constitutions in Nigeria and their respective 

peculiarities. However, unlike other federal constitutions that are mostly laid from popular participation, 

the Nigerian case presents a divergent scenario owing largely to the incessant military intervention from 

1966 to 1999. Furthermore, the long overstay of the military in power, heightened centralizing trends 

within the federation. 

 

The Revenue Allocation Act in Nigeria 

 

Fiscal decentralization is increasingly recognized worldwide. According to Bird, Ebel and Wallich (1995) 

fiscal decentralization enhances citizens‘ greater influence on government decisions that affect their lives, 

specifically regarding their welfare.  It enhances political stability and economic development (Spahn, 

2008). 

Despite instituting a couple of constitutions in the pre colonial period, from 1914 up to 1946 there was no 

formal revenue allocation formula. Instituting formal revenue allocation formula started in 1948 from 

Phillipson Commission that granted internal autonomy to the three existing regions over their revenues 

and resources. However, a system of revenue allocation was introduced to redress possible disparity 

between constitutional responsibilities and available resources (Abdullahi, 2005). Thus, within the period, 

three principles guided revenue allocation: derivation, even progress and population (Ojo, 2010). Two 

sources of revenue were identified: declared revenues (collected by the regions) and non-declared 

revenues (collected by the centre).  

Consequently, while the regions retained their declared revenues, the non-declared revenues were shared 

among the federating units. Still under the first phase in 1951, another ad hoc commission was set up 

which is the Hicks-Phillipson Commission in order to promote national interest. The commission retained 

the principles of derivation, and introduced other principles to include: need and national interest.  Also, 

the regional governments were assigned responsibilities of imposing direct taxes and have control over 

such. Philips (1971) equally examined the introduction of special grants by the commission. The special 

grants were equally shared to the federating units for the purpose of maintain the police force and local 

authorities on education.  



 

 

Furthermore, in 1953, Chick‘s Commission was inaugurated. The commission based its sharing on the 

principle of derivation and fiscal autonomy. As discussed by Omitola (2005), the commission 

recommended 50% of revenue from certain items to the federal government, while the remaining 50% 

were to be allocated to regions as follows: import and export tax (on the basis of consumption), import 

duty on motor spirit (on the basis of consumption) and export duties on goods other than tobacco and 

motor spirit (north 30%, east 30% and west 40%), export tax on hides and skin (all to the north), mineral 

royalties (all to the region of extraction) and company tax (all to the central government).  By 1958, there 

was the Raisman Commission whose recommendations introduced a Distributable Pool Account into 

which 30% revenue should be paid from: mining rents and royalties; revenue from import, other than 

duties on tobacco and motor spirits. The revenues from the Distributable Pool Account were shared 

among the regions only using the principles of continuity of government services, minimum 

responsibilities, population and balanced development as follows: 40% to the north; 31% to the east, the 

west had 24% while the southern Cameroons received 5%.  

After independence, there was no attempt to institute a formalized framework, but ad hoc commissions 

were assigned the task of reviewing the formula. This became inevitable due largely to the realignment of 

boundaries, and most importantly the creation of mid west region from the western region in 1963. In 

1964 the Binns commission was set up and identified principles such as: derivation, financial 

comparability, need, even development and tax effort. Having retained the Distributable Pool Account, 

the commission recommended an increase in percentage on duties from 30% to 35%. Consequently, 

allocations to the federating units changed to 42% for the north, 30% to the east, while 20% and 8% to the 

west and mid-west respectively. In 1967, the military regime promulgated Decree No. 15 which 

emphasized on equality and population only. 

By 1968, the Dina Commission was established. Having recommended for a principle of vertical and 

horizontal sharing of revenue, it sought for a change of name of the Distributable Pool Account to a Joint 

Account. The commission introduced allocation principles to include: basic needs, minimum national 

standards, balanced development and derivation. It also recommended for the establishment of a 

permanent revenue planning and fiscal commission. However, Adesina (1998) argued that the 

recommendations of the commission, despite being the best at then, in view of the existing exigency, yet 

the reports were not implemented. Following the rejection of these recommendations, the government 

while referring to the Binn‘s Commission report of 1964, promulgated the following Decrees: No. 13 of 

1970, No. 9 of 1971, No. 6 and 7 of 1975. These Decrees largely emphasized on principles of derivation 

and population in revenue allocation.   

A technical committee on revenue allocation was set up in 1977 to review the existing revenue allocation 

formula and device an efficient and equitable formula to guide the government. The committee 

recommends for a consolidated state joint account from which all federally collected revenue will be 

shared vertically by the federal, state and local governments using a ratio 57%, 30%, and 10% 

respectively, and the remaining 3% are special grants to cater for special needs such as ecological 

degradation and natural disaster. While horizontal allocation was based on the following principles: 

equality of access to development opportunities, national minimum standard for national integration, 

absorptive capacity, independent revenue and tax effort, and fiscal efficiency. For the same time also, 

weights were assigned to the principles as a guide for the horizontal allocation.  However, the same fate 

experienced by the Dina Commission affected the recommendations of the committee. Consequently, 



 

 

section 272 of the 1979 constitution provided that the existing revenue allocation formula should continue 

to be applied pending the enactment of a new one. 

In 1979, there was the Okigbo Commission. The major recommendation of the commission was the need 

to establish a permanent fiscal commission instead of ad hoc. The commission also recommended for 

each state of the federation to contribute certain percentage of its total revenue for sharing among its local 

government councils. On vertical allocation, the commission recommends 53%, 30%, 10% and 7% to be 

shared between the federal, state, local governments and special fund respectively. As for the horizontal 

allocations, a number of principles such as minimum responsibility of government, population, social 

development factor and internal revenue effort were the basis.  

However, the recommendation for the establishment of a permanent fiscal commission was not actualized 

till 1989 through the Decree No. 49 of 1989. The Decree created the National Revenue Mobilization 

Allocation and Fiscal Commission (NRMAFC) under the pioneer Chairmanship of General T. Y. 

Danjuma as a corporate body with perpetual succession and a common seal to oversee revenue sharing 

and mobilization (Obi, 1998). The Commission made its first attempt by December 1989, and was 

accepted by the government. The vertical allocation was structured as 50%, 30%, 15% and 5% for the 

federal, state, local governments and special funds respectively. As for the horizontal allocation, 

principles to be considered were: equality of states, population, social development factor, internal 

revenue effort, landmass and terrain (see Danjuma, 1996). 

From then on, the major change in fiscal intergovernmental relations was CAP 16 LFN 1992 formula 

which was a review of the Allocation of Revenue (Federation Account) Act 1982. In other words, the 

1992 allocation formula has been the revenue allocation formula but with some modifications. The 

vertical allocation from the 1992 allocation formula is 48.5%, 24%, 20% and 7.5% to the federal, state, 

local governments and special funds respectively. On the horizontal allocation, it was guided by a number 

of principles and weights are assigned to each principle. The principles are: equality of states, population, 

land mass and terrain, social development factor (education, health and water supply) and, internally 

generated revenue. Similarly, the 1999 Constitution formally sought for the adoption, implementation and 

enforcement of the provisions of both Section 162 (1)-(10) and also Para. 32 (a)-(e) in Part I of the third 

Schedule. 

 The advent of the 1999 constitution marked the formal structuring of fiscal intergovernmental 

relations in Nigeria, with the creation of  the Federation Account as well as the definition and statutory 

prescription of its structure or components (CFRN 1999); the treatment and disposition of  accruals to, 

and disbursement of, periodic balances in the Federation Account among its beneficiaries as defined in 

section 162 (3)-(5). Furthermore, section 162 (2) defined the procedure for dealing, by the President, with 

proposals by the Revenue Mobilization Allocation and Fiscal Commission on any set of revenue 

allocation formulae, and the major applicable revenue sharing principles, culminating its submission to 

the National  Assembly for enactment into an Act. The constitution also provides the statutory 

entrenchment of the Derivation principle as a bonafide component of Nigeria‘s fiscal federalism, a 

definition and the coverage of the Derivation Fund and also the fixing or stipulation of 13% as the 

minimum definitive level, and share of Derivation Fund from the proceeds of the country‘s natural 

resources. Similarly, section 162 (10) defined revenue accrued to the Federation Account to mean any 

income or return accruing to or derived by the government of the Federation from any source. Lastly, 



 

 

section 153 (n) established the Revenue Mobilization Allocation and Fiscal Commission (RMAFC), and 

empowered it to monitor the accruals to and disbursement of revenue from the Federation Account. The 

commission is also mandated to review from time to time the revenue allocation formulae and principles 

in operation to ensure conformity with changing realities and to advise the federal and state governments 

on fiscal efficiency and methods by which their revenue can be increased. 

From the foregoing, it is apparent that ‗the revenue allocation formula in Nigeria is a phenomenon that 

appears to be in permanent disorder (Orokpo and Stephen 2012). Despite series of attempts to review 

revenue allocation formulae in Nigeria, controversies and continuous search for a generally acceptable 

formula has bedeviled the federation. Ironically, the acrimony seems to be less pertaining allocation of 

taxing powers compared to the allocation of revenues. 

The return to civil rule in the country from 1999 heralded a constitutional government, which defined 

revenues to be shared between the levels of government in the federation vertically and horizontally. The 

constitution also established the Revenue Mobilization Allocation and Fiscal Commission (RMAFC), 

unlike in the past where ad-hoc commissions were set up to review the fiscal intergovernmental transfers. 

The RMAFC, as a permanent institution, is constitutionally empowered to monitor the accruals into and 

disbursement of revenue from the Federation Account, to review from time to time, the revenue allocation 

formulae and principles in operation to ensure conformity with changing realities: provided that any 

revenue formula which has been accepted by an Act of the National shall remain in force for a period of 

not less than five years from the date of commencement of the Act.  

However, seventeen (17) years of the civilian administration and the operation of the 1999 constitution, 

the existing revenue allocation formula has been the old extant law, Allocation of Revenue (Federation 

Account, etc) Act of 1982 as Amended by Decree No 106 of 1992, now CAP 16 LFN. Efforts to review 

the formula as enshrined by the constitution remain subtle.  

The Constitution and the Revenue Allocation Act: Congruence and Incongruent 

 

The process of revenue allocation in Nigeria is generally governed by constitutional provisions and 

revenue allocation formula. Thus, section 162 (1) of the 1999 Constitution stipulates the Federation 

Account into which shall be paid all revenues collected by the government of the federation, except 

proceeds from the personal income tax of the personnel of the armed forces of the federation, the Nigeria 

Police Force, the ministry or department of government charged with responsibility of foreign affairs and 

the residents of the federal capital territory. The Constitution, further defined revenue due to the 

Federation Account to mean ‗any income or return accruing to or derived by the government of the 

Federation from any source and includes any receipt, however described, arising from the operation of 

any law; any return, however described, arising from or in respect of any property held by the government 

of the federation; any return by way of interest held by the government of the federation in any company 

or statutory body (CFRN, 1999).  

Furthermore, section 162 (2) of the 1999 constitution (as amended) explicitly set forth revenue allocation 

principles to include: ‗especially those of population, equality of states, internal revenue generation, land 

mass, terrain as well as population density: provided that the principle of derivation shall be constantly 



 

 

reflected in any approved formula as being not less than 13% of the revenue accruing to the Federation 

Account directly from any natural resources (CFRN, 1999). Pursuant to this provision, the Constitution in 

section 153 (n) established for the Federation the Revenue Mobilization Allocation and Fiscal 

Commission (Interview, 2016). The commission was required to periodically review ‗not less than five 

years the revenue allocation formula and principles in operation to ensure conformity with changing 

realities (CFRN, Paragraph 32 (b), 1999). 

In view of the provisions of section 162 (2), the President upon the receipt of advice from the Revenue 

Mobilization Allocation and Fiscal Commission, shall table before the National assembly proposals for 

revenue allocation from the Federation Account, and in determining the formula, the National Assembly 

shall take into account the allocation principles especially those of population, equality of states; internal 

revenue generation, land mass, terrain, as well as population density (CFRN, 1999). However, the 

existing revenue allocation was in effect before the promulgation of the 1999 Constitution. In effect, 

revenue allocation in Nigeria is based on the over 24-year-old extant law, Allocation of Revenue 

(Federation Account, etc) Act of 1982 amended by the Decree No 106 of 1992 now CAP 16 LFN, 1990 

modified by the 2002 Executive Order and 2004. However, both the formula and the modification via the 

Executive Order in 2002 and the Treasury Circular in 2004 are all in breach of the 1999 Constitution 

particularly in respect to population density, terrain, the continued retention of the social development 

factor and transfer of special fund allocation to the federal government. 

 However, analysis of revenues accrued to the Federation Account reveal several agencies have 

not been complying with the provisions of section 162 (2) and (10) (Interview, 2016). This is to say, a 

number of revenue generating agencies failed to remit their earnings to the Federation Account as 

stipulated by section 162 (2) and (10). Analysis of data from the Central Bank of Nigeria (CBN), Fiscal 

Responsibility Commission (FRC), Federal Ministry of Finance (FMF) and, Office of the Accountant 

General of the Federation (OAGF), indicates very few revenue generating agencies remit all monetary 

receipts to the Federation Account. Thus, the following constitute the only revenues remitted to the 

Federation Account: crude oil and gas exports, domestic crude sales, petroleum profit tax (PPT), and 

royalties as components from oil revenues. While the non oil revenues components include: Customs and 

Excise, Education tax, Custom levies, Value Added Tax (VAT), Company income tax, withholding tax, 

FG Independent Revenue and the National Information Technology Development Fund (NITDF).   

Thus, there is a huge gap between Constitutional provision and practice. This is partly attributed to the 

centralizing trends of the federation. The differences between the gross revenue receipt and net revenue 

shared, is because of the illegal first line charges such as: the 7% and 4% cost of collection for Customs 

and Federal Inland Revenue Service (FIRS); Joint Venture Cash (JVCs) calls in respect of excess 

crude/PPT/royalty proceeds and ‗others‘- transfers to Excess Crude Account, and Subsidy Account (CBN, 

Annual Reports). 

On the Revenue Allocation Act, the formula guiding revenue allocation in Nigeria is the over 24-year-old 

extant law, Allocation of Revenue (Federation Account, etc) Act of 1982 amended by the Decree No 106 

of 1992 now CAP 16 LFN, 1990 modified by the 2002 Executive Order and 2004 currently guiding 

revenue allocation framework have been found to be in breach of the 1999 Constitution in respect of 

population density and terrain, which are principles expressedly enshrined in the Constitution, but not 

presently being implemented. Also, the existing allocation framework contained principles that are not 



 

 

specifically required by the Constitution. The principles of social development factor existed only in the 

Act, but did not have any constitutional backing. Prior to the Supreme Court judgment in 2002 the 

vertical allocation was 48.5%, 25%, 20% and 7.5% to Federal, State, Local governments and Special 

funds respectively (Interview, 2016). The proxies for the special funds were: Federal Capital Territory 

(FCT) 1.00%; Stabilization 1.50%; Ecology 2.00%; and, Development of Solid and Mineral Resources 

3.00% (Interview, 2016). Thus, the Supreme Court ruled that allocation to Special Fund is illegal, null 

and void considering section 162 (3) which reads ‗any amount standing to the credit of the Federation 

Account shall be distributed among the Federal and State Governments and the local councils in each 

State on such terms and in such manner as may be prescribed by the National Assembly (CFRN, 1999). 

Consequent upon the Supreme Court ruling, the President issued an Executive Order transferring 

allocation meant for Special Fund to the Federal government to be held in trust for the federation 

(Interview, 2016). Hence, the vertical allocation presently is 52.68%, 26.72% and 20.60% to Federal, 

States and Local governments respectively.  

The principles guiding horizontal allocation are: equality of states (40%), population (30%), landmass and 

terrain (10%), social development factor (10%) and internal revenue generation effort (10%). In addition 

proxies are attached to some of these principles. For instance, under social development factor, proxies 

are: water, education and health on a ratio 2%, 4% and 4% respectively. Water as a parameter, is 

represented by mean annual rainfall in the state headquarters and territorial spread of state: 50% the 

allocation is made in direct proportion to state‘s territorial spread, while the remaining 50% shall be made 

in inverse proportion to the mean annual rainfall in each state headquarters. Health is also measured in 

terms of the number of state/local government hospital beds. And education is measured in terms of 

primary school enrolment.  

In addition to this, both the constitution and the revenue allocation formula provide for 13% derivation 

exclusively for oil producing states. Thus, according to section 162 (2) paragraph 2 provided that the 

principles of derivation shall be constantly reflected in any approved formula as being not less than 13% 

of the revenue accruing to the Federation Account directly from any natural resource. Yet, the oil 

producing states are not only dissatisfied with the 13% allocation as expressed by their representatives in 

all the National Conferences convened between 1999-date, but also institute a legal interpretation before 

the Supreme Court. 

Conclusion 

From the foregoing discourse, it was highlighted that the existing revenue allocation formula contravenes 

certain constitutional provisions, and has attracted even more compounding issues on intergovernmental 

fiscal relations in Nigeria especially considering that the Federation Account has not been constitutionally 

managed by the federal government. Thus, it is apparent that agitation for the review of the revenue 

allocation is recurring challenging whether the formula is fair and equitable. Thus averting this tide, noted 

by Sagay (2008) quoting Stephanie, states that ‗respect for the constitution becomes the object of mutual 

surveillance, and each level of government can go to the courts if it believes that the other is infringing on 

its jurisdiction, also provides citizens additional protection against abuse of power‘. In view of this, it will 

be apt to conclude that recommended that, the Revenue Mobilization Allocation and Fiscal Commission, 

the President and the National Assembly discharged their constitutional responsibility by reviewing the 

revenue allocation formula. In so doing serious caution must be taken into consideration, especially of the 



 

 

process and procedure such that will not repeat what happened in 1982 review process that was 

challenged at the court and was halted on technical grounds especially those that contravened the relevant 

sections of the 1999 Constitution. 
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