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PART ONE: ISSUES IN FINANCIAL REPORTING REGULATIONS AND
STANDARDS AND CORPORATE GOVERNANCE
Applicability of Accounting Concepts and Conventions in Recording of Business
Transactions (A Conceptual Overview)
Ahakiri, Francis Idiege
Department Of Accounting
University Of Calabar
ahakirifrancis.1@gmail.com
ABSTRACT
The study presents a conceptual overview of the application of accounting concepts and conventions
in recording of business transactions and the treatment of accounting bases. Literature in the field of
accounting concept and conventions were sourced and reviewed accordingly. This enabled the
researcher gathered information about the concepts under review. Each of the accounting concepts
and conventions was discussed alongside it applicability as it relates to generally Accepted
Accounting Practice. (GAAP). The study further made an attempt to define some key concepts in
accounting especially as it relates to transaction recording to keep academics abreast with accounting
terminologies and trend. The study found that accounting concepts and conventions when adhered to
in recording of business transactions would aid the preparation of financial statements that are clear,
concise and easily understood thereby assisting users of accounting information to better understand
and appreciate financial statement. This assists users of financial information to form, confirm, and
review financial reports to ensure that accounts do indeed portray accurately the business operations
and performance. The study therefore recommended that businesses should maintain a particular way
which it chooses to treat items or transactions year by year and when it is necessary for change, and
explanations be given and it effect shown in the note to the account, all cash transactions should be
recorded in the cash book regardless of the amount involved, and finally prevent inadvertent omission
of some adjustments.

KEY WORDS: Accounting, Concepts, Conventions, Financial Statement.
INTRODUCTION
Accounting is a social science. It is commonly referred to as the “language of business” as it is
effectively employed to communicate the financial performance of business to various interested
parties or stakeholders. It is concerned with the measurement and communicating financial data.
Accounting function is vital for every entity of the society whether individual, house wives, business
entity, non-profit making organization’s like municipalities, clubs and societies, etc. it is imperative
for them to maintain accounts. The nature of accounting information has been dictated from time
immemorial by the needs of the users of the day.
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Traditionally, accounting has played a stewardship role, Matthews and Perera (1991) traces and uses
the images of accounting as a historical record to demonstrate accounting as an extension of the
owner’s personal memory. However society and business practices have changed. The growth of
global business and the emergence of new techniques to business such as e-commerce, e-banking,
etc. have led to complex transactions being undertaken. This in turn has unearthed problems of
subjectivity and inconsistency in the application of traditional accounting techniques. For example,
changes in the nature of business assets to include intellectual property or the use of leasing have led
to the question of how to account for these types of transactions.

Accounting has evolved as a craft during a time when society was simplistic. Due to changes in social
and economic activity, the profession has been exposed to criticism for failing to be more responsive
and adaptable. As a result, Accounting has moved forward to restore accountancy position in society
by taking a number or initiatives to implement theory.
According to Wikipedia, (2014) “Humans construct theories in order to explain, predict and master
phenomena” Therefore by developing accounting theory that should provide guidance for
accountants on how to apply certain accounting practices in certain circumstances. This led to the
development of accounting theories (Etuk, 2010). Science is widely considered to have a solid
knowledge based on facts. The scientific formulation of theory is derived through the process of
inductive reasoning. This process is based on observation and generalizing upon a single observation
to derive a law or theory. Once the law or theory is established, it can be used to explain and predict
through the process of deductive reasoning. Accounting theories or principles such as stock valuation
and depreciation have been derived on the basis of inductive reasoning. The word “Principles” has
been differently viewed by different schools of thought. The word “Principle” can be viewed as a
general law of rule adopted or professed as a guide to action; a settled ground or basis of conduct of
practice (Institute of Cost Accountants of India, n.d). Accounting principles refers to certain rules,
procedures and conventions which represent a consensus view by those indulging in good accounting
practices and procedures. Canadian Institute of Chartered Accountants defined accounting principle
as “the body of doctrines commonly associated with the theory and procedure of accounting, serving
as an explanation of current practices as a guide for the selection of conventions or procedures where
alternatives exist. Rules governing the formulation of accounting axioms and the principles derived
from them have arisen from common experiences, historical precedent, statements by individuals
and professional bodies and regulations of Governmental agencies”, to be more reliable, accounting
11
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statements are prepared in conformity with these principles. If not, chaotic conditions would result.
But in reality as all the businesses are not alike, each one has its own method of accounting. However,
to be more acceptable, the accounting principles must satisfy the following three basic qualities, viz,
relevance, objectivity and feasibility. The accounting principle is considered to be relevant and useful
to the extent that it increases the utility of the records to its readers. It is said to be objective to the
extent that it is supported by the facts and free from personal bias. It is considered to be feasible to
the extent that it is practicable with the least complication or cost. Though accounting principles are
denoted by various terms such as concepts, conventions, doctrines, tenets, assumptions, axioms,
postulates, etc., it can be classified into two groups, viz, accounting concepts and accounting
conventions.

The aim of this paper is to examine how well the accounting concept and conventions are applied on
transaction recording, in big setting accordance with the General Acceptable Accounting Principle.
(GAAP)

Gabs
Value changes, environmental factors, cultural problems professional deficiencies among other
things continue to make business environment extremely competitive and this poses series of
challenges on accounting and other professional bodies.

Despite the importance of the Accounting Concepts and Conventions, and its universal acceptance,
the business environment especially in the developing countries still have a long way to go in order
to achieve the right transaction recording in various business setting.

Thus this paper is a collective attempt at investigating some of the challenges, and proffering
pragmatic solution to them, by ensuring total and correct application accounting concept convention
on recording transaction in a business setting.

LITERATURE/THEORETICAL FRAMEWORK
Accounting concepts are the basic underlying assumptions that are adhered to in the preparation of
financial statements. (Atrill & McLaney, 2004). As earlier stated, Accounting is concerned with
collecting, analyzing and communicating economic information. However in order to develop a
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broader understanding of accounting and the central role it plays in society, we need to consider it
from a social perspective.

Individuals in society co-exist establishing relationship with each other. Another way of viewing
society is by segmenting it into different groups or arenas, for example the social, economic,
organizational and political arenas, (Atlantic International University, n.d.) in order to function
effectively, these different arenas need to communicate among themselves and it is accounting which
provides information to facilitate this communication. Accounting information serves many
important purposes, for example, assisting users in making informed decisions, in relation to the
effective allocation of scare resources.

Therefore, accounting information can be seen to be a potent influence in society, which affects
everyone. This is illustrated by the National Coal Board case (Neu, Cooper & Everett 2001) were the
measurement of accounting profit was used to justify the closure of coal pits, causing an impact on
electricity prices, jobs and taxes.

Accounting has a long history and as demonstrated by Matthews & Perera (1991) it is seen as being
socially constructed i.e., it is practiced by people for people and thus it is more of an art rather than
a science. Unlike other professions, which have a body of theoretical knowledge to depend on to
make decisions, accounting has evolved as a craft with few rules and title to no theoretical knowledge
underpinning its practice and function.

Accounting traditionally has played a stewardship role as depicted by Matthews and Perara, (1991)
when he uses the image of accounting as a historical record to demonstrate accounting as an extension
of the owner’s personal memory. However society and business practices have change. The growth
of global business and emergence of new sectors such as ecommerce have led to complex transaction
being undertaken. This in turn has unearthed problems of subjectivity and inconsistency in the
application of traditional accounting techniques. For examples, change in the nature of business
assets to include intellectual property opt the use of leasing have led to the question of how to account
for these types of transactions?
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The nature of financial accounting concepts
The nature of financial accounting information is not dictated by the needs of external users, it is
rather determined to a considerable extent by the concepts which exist among accountants for
identifying, evaluation and communication financial information.

Accounting concepts are the assumptions on which the financial accounts of a business are prepared.
Financial transactions are interpreted in the light of the concepts which govern accounting methods.
In effect, the concepts of financial accounting largely determine the interpretation given in financial
reports of the event and results which they portray.

ACCOUNTING CONCEPTS, CONVENTION, ITS SIGNIFICANCE AND APPLICATION
ON TRANSACTIONS
The term ‘concept’ is used to denote accounting postulates, i.e., basic assumptions or conditions
upon the edifice of which the accounting superstructure is based. The following are the common
accounting concepts adopted by many business concerns.

•

•

Business Entity Concept

•

Money Measurement Concept

•

Going Concern Concept

•

Dual Aspect Concept

•

Periodicity Concept

•

Historical Cost Concept

•

Matching Concept

•

Realisation Concept

•

Accrual Concept

•

Objective Evidence Concept

Money Measurement Concept: In accounting all events and transactions are recorded in terms
of money. Money is considered as a common denominator, by means of which various facts,
events and transactions about a business can be expressed in terms of numbers. In other words,
facts, events and transaction which cannot be expressed in monetary terms are not recorded in
accounting. Hence, the accounting does not give a complete picture of all the transactions of
14
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business unit. This concept does not also take care of the effects of inflation because it assumes
a stable value for measuring.

Applicability: This concept could be said to be efficient because money enable various things of
diverse nature to be added together and dealt with.
•

Going Concern Concept: under this concept, the transactions are recorded assuming that the
business will exist for a longer period of time, i.e., a business unit is considered to be a going
concern and not a liquidated one. Keeping this in view, the suppliers and other companies enter
into business transactions with the business unit. This assumption supports the concept of
valuing the assets as historical cost or replacement cost. This concept also supports the
treatment of prepaid expenses as assets, although they may be practically unsaleable.

Applicability: It supports the use of historical cost concept in measuring asset such as supply
equipment etc. in operation of a business, without the going concern account will be drawn up
on a winding up basis.
•

Dual Aspect Concept: According to this basic concept of accounting, every transaction has a
two-fold aspect, Viz., 1.giving certain benefits and 2. Receiving certain benefits. The basic
principle of double entry system is that every debit has a corresponding and equal amount of
credit. This is the underlying assumption of this concept. The accounting equation viz., Assets
= Capital + Liabilities or Capital =Assets –Liabilities, will further clarify this concept, i.e., at
any point of time the total assets of the business unit are equal to its total liabilities. Liabilities
here relate both to the outsiders and the owners. Liabilities to the owners are considered as
capital.

•

Periodicity Concept: Under this concept, the life of the business is segmented into different
periods and accordingly the result of each period is ascertained. Though the business is assumed
to be continuing in future (as per going concern concept), the measurement of income and
studying in the financial position of the business for a shorter and definite period will help in
taking corrective steps at the appropriate time. Each segmented period is called “accounting
period” and the same is normally a year. The businessman has to analyze and evaluate the
results ascertained periodically. At the end of an accounting period, an income Statement is
15
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prepared to ascertain the profit or loss made during that accounting period and Balance Sheet
is prepared which depicts the financial position of the business as on the last day of that period.
During the course of preparation of these statements capital revenue items are to be necessarily
distinguished.
•

Historical Cost Concept: According to this concept, the transactions are recorded in the books
of account with the respective amounts involved. For example, if an asset is purchases, it is
entered in the accounting record at the price paid to acquire the same and that cost is considered
to be the base for all future accounting. It means that the asset is recorded at cost at the time of
purchase but it may be methodically reduced in its value by the way of charging depreciation.
However, in the light of inflationary conditions, the application of this concept is considered
highly irrelevant of judging the financial position of the business.

Applicability: It allows the record of all the transactions no matter how minute it may be before it
might or might not be subjected to depreciation.
•

Matching Concept: The essence of the matching concept lies in the view that all costs which
are associated to a particular period should be compared with the revenues associated to the
same period to obtain the net income of the business. Under this concept, the accounting period
concept is relevant and it is this concept (matching concept) which necessitated the provisions
of different adjustments for recording outstanding expenses, prepaid expenses, outstanding
incomes, incomes received in advance, etc., during the course of preparing the financial
statements at the end of the accounting period.

•

Realisation Concept: This concept assumes or recognizes revenue when a sale is made. Sale
is considered to be complete when the ownership and property are transferred from the seller
to the buyer and the consideration is paid in full. However, there are two exceptions to this
concept, viz:

•

Hire purchase system where the ownership is transferred to the buyer when the last installment
is paid and

16

Proceedings of the 8th International Conference of Accounting and Finance
Research Association (AFRA), held 4th – 6th November, 2018
•

Contract accounts, in which the contractor is liable to pay only when the whole contract is
completed, the profit is calculated on the basis of work certified each year.

Applicability: It encourages the recognition of transaction and profit arising from them at the point
of sale or transfer of ownership.
•

Accrual Concept: According to this concept the revenue is recognized on its realization
and not on its actual receipt. Similarly, the costs are recognized when they are incurred
and not when payment is made. This assumption makes it necessary to give certain
adjustments in the preparation of income statement regarding revenues and costs. But
under cash accounting system, the revenues and costs are recognized only when they are
actually received or paid. Hence, the combination of both cash and accrual system is
preferable to get rid of the limitations of each system.

•

Objective Evidence Concept: This concept ensures that all accounting must be based on
objective evidence i.e., every transaction recorded in the books of account must have a
verifiable document in support of its, existence. Only then, the transactions can be verified
by the auditors and declared as true or otherwise. The verifiable evidence for the
transactions should be free from the personal bias, i.e., it should be objective in nature
and not subjective. However, in reality the subjectivity cannot be avoided in the aspects
like provision for depreciation, valuation of inventory, etc., and the accountants are
required to disclose the regulations followed.

Accounting Conventions
The following conventions are to be followed to have a clear and meaningful information
and data in accounting:
•

Consistency: The convention of consistency refers to the state of accounting rules,
concepts, principles, practices, and conventions being observed and applied constantly,
i.e., from one year to another there should not be any change. If consistency is there,
the results and performance of one period can be compared easily and meaningfully
with the other. It also prevents personal bias as the persons involved have to follow the
consistent rules, principles, concepts and conventions. This convention, however, does
17
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not completely ignore changes. It admits changes wherever indispensable and adds to
the improved and modern techniques of accounting.

Applicability: Its applicability is in the area of comparability of information for its
users, and encourages reliability and fair presentation.
•

Disclosure: The convention of disclosure stresses the importance of providing
accurate, full and reliable information and data in the financial statements which is of
material interest to the users and readers of such statements. This convention is given
due legal emphasis by the Companies Act, by prescribing formats for the preparation
of financial statements. However, the term disclosure does not mean all information
that one desires to get should be included in accounting statements. It is enough if
sufficient information, which is of material interest to the users, is included.
Applicability: It discloses sufficient information which is of material in trust to
owners, and presents them to potential creditors and investors.

•

Conservatism: In the prevailing present day uncertainties, the convention of
conservatism has its own importance. This convention follows the policy of caution or
playing safe. It takes into account all possible losses but not the possible profits gains.
A view opposed to this convention is that there is the possibility of creation of secret
reserves when conservatism is excessively applied, which is directly opposed to the
convention of full disclosure. Thus, the convention of conservatism should be applied
very cautiously.

BASES OF ACCOUNTING
There are three bases of accounting in common usage. Any one of the following bases may be
used to finalize account.
•

Cash basis

•

Accrual or Mercantile basis

•

Mixed or Hybrid basis.

Accounting on ‘Cash basis’
18
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Under cash basis accounting, entries are recorded only when cash is received or paid. No entry
is passed when a payment or receipt becomes due. Income under cash basis accounting,
therefore, represents excess of receipts over payments during an accounting period.
Government system of accounting is mostly on cash basis. Certain professional people record
their income on cash basis, but while recording expenses they take into account the outstanding
expenses also. In such case, the financial statements prepared by them for determination of
their income are termed as Receipts and Expenditure Account.

Accrual Basis of Accounting or Mercantile System
Under accrual basis of accounting, accounting entries are made on the basis of amounts having
become due for payment or receipt. Incomes are credited to the period in which they are earned
whether cash is received or not. Similarly, expenses and losses are detailed to the period in
which, they are incurred, whether cash is paid or not. The profit or loss of any accounting
period is the difference between incomes earned and expenses incurred, irrespective of cash
payment or receipt. All outstanding expenses and prepaid expenses, accrued incomes and
incomes received in advance are adjusted while finalizing the accounts. Under Act 1956, all
companies are required to maintain the books of accounts according to accrual basis of
accounting.

Mixed or Hybrid Basis of Accounting
When certain items of revenue or expenditure are recorded in the books of account on cash
basis and certain items on mercantile basis, the basis of accounting so employed is called
‘hybrid basis of accounting’. For example, a company may follow mercantile system of
accounting in respect of its export business. However, government subsidies and duty
drawbacks on exports to be received from government are recorded only when they are
actually received i.e., on cash basis. Such a method could be adopted because of uncertainty
with respect of quantum, amount and time of receipt of such incentives and drawbacks. Such
a method of accounting followed by the company is called the hybrid basis of accounting. In
practice, the profit or loss shown under this basis will not be realistic. Conservative people
who prefer recognizing income when received, but cautions to provide for all expenses,
whether paid or not prefer this system. It is not widely practiced due to the inconsistency.
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ACCOUNTING TERMINOLOGIES

It is necessary to understand some basic accounting terms are daily in business world. These
terms are called accounting terminology and aids in the recording of transactions.

Transaction:
“An event, the recognition of which gives rise to an entry, in accounting records”. It is an event which
results in change in the balance sheet equation. That is, this changes the value of assets and equity.
In a simple statement, transaction means the exchange of money or money’s worth from one account
to another account Events like purchase and sale of goods, receipt and payment of cash for services
or on personal accounts, loss or profit in dealings etc., are the transactions”. Cash transaction is one
where cash receipt or payment is ‘cash’ either received or paid, for something given or received
respectively, but give rise to debtor and creditor relationship. Non-cash transaction is one where the
question of receipt or payment of cash does not at all arise, e.g. Depreciation, return of goods etc.,

Debtor:
A person who owes money to the firm mostly on account of credit sales of goods is called a debtor.
For example, when goods are sold to a person on credit that person pays the price in future, he is
called debtor because he owes the amount to the firm.

Creditor:
A person to whom money is owed is called creditor. For example, Johnson is a creditor of the firm
when goods are purchased on credit for him.

Capital:
It means the amount (in terms of money or assets having money value) which the proprietor has
invested in the firm or can claim from the firm. It is also known as owner’s equity or net worth.
Owner’s equity means owner’s claim against the assets. It will always be equal to assets less
liabilities, say:
Capital = Assets – Liabilities.

Liability
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It means the amount which the firm owes to outsiders that is, accepting the proprietors. In words of
Finny and Miller, “Liabilities are debts; they are amounts owed to creditors; thus the claims of those
who ate not owners are called liabilities”. In simple terms, debts repayable to outsiders by the
business are known as liabilities.

Asset:
Any physical thing or right owned that has a money value is an asset. In other words, an asset is that
expenditure which results in acquiring of some property or benefits of a lasting nature.

Goods
It is a general tern used for the articles in which the business deals; that is, only those articles which
are bought for resale are known as Goods.

Revenue
It means the amount which, as a result of operations, is added to the capital. It is defined as the inflow
of assets which result in an increase in the owner’s equity. It includes all incomes like sales receipts,
interest, commission, brokerage etc., however, receipts of capital nature like additional capital, sale
of assets etc., are not part of revenue.

Expense
The terms ‘expense’ refers to the amount incurred in the process of earning revenue. If the benefit of
an expenditure is limited to one year, it is treated as an expense (also know is as revenue expenditure)
such as payment of salaries and rent.

Expenditure:
Expenditure takes place when an asset or service is acquired. The purchase of goods is expenditure,
whereas cost of goods sold is an expense. Similarly, if an asset is acquired during the year, it is
expenditure, if it is consumed during the same year, it is also an expense of the year.

Purchases
Buying of goods by the trader for selling them to the customers is known as purchases. As the trade
is buying and selling of commodities purchase is the main function of a trade. Here, the trader gets
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possession of the goods which are not for own use but for resale. Purchases can be of two types. Viz,
cash purchases and credit purchases. If cash is paid immediately for the purchase, it is cash purchases,
if payment is postponed, it is credit purchases.

Sales
When the goods purchased are sold out, it is known as sales. Here, the possession and the ownership
right over the goods are transferred to the buyer. It is known as. ‘Business Turnover’ or sales
proceeds. It can be of two types, viz., cash sales and credit sales. If the sale is for immediate cash
payment, it is cash sales. If payment for sales is postponed, it is credit sales.

Stock
The goods purchased are for selling, if the goods are not sold out fully, a part of the total goods
purchased is kept with the trader unlit it is sold out, it is said to be a stock. If there is stock at the end
of the accounting year, it is said to be a closing stock. This closing stock at the year-end will be the
opening for the subsequent year.

Drawings
It is amount of money or the value of goods which the proprietor takes for his domestic or personal
use. It is usually subtracted from capital.

Losses
Loss really means something against which the firm receives no benefit. It represents money given
up without any return. It may be noted that expense leads to revenue but losses do not. (e.g.) loss
due to fire, theft and damages payable to others,

Account
It is a statement of the various dealings which occur between a customer and the firm. It can also be
expressed as a clear and concise record of the transaction relating to a person or a firm or a property
(or assets) or a liability or an expense or an income.
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Invoice
While making a sale, the seller prepares a statement giving the particulars such as the quantity, price
per unit, the total amount payable, any deductions made and shows the net amount payable by the
buyer. Such a statement is called an invoice.

Voucher
A voucher is a written document in support of a transaction. It is a proof that a particular transaction
has taken place for the value stated in the voucher. Voucher is necessary to audit the accounts.

Proprietor
The person who makes the investment and bears all the risks connected with the business is known
as proprietor.

Discount
When customers are allowed any t ype of deduction in the prices of goods by the businessman that
is called discount. When some discount is allowed in prices of goods on the basis of sales of the
items, that is termed as trade discount, but when debtors are allowed some discount in prices of the
goods for quick payment, that is termed as cash discount.

Solvent
A person who has assets with realizable values which exceeds his liabilities is insolvent.

Insolvent
A person whose liabilities are more than the realizable values of his assets is called an insolvent.

PROBLEMS AFFECTING ACCOUNTING CONCEPTS AND CONVENTIONS
Despite the significance of accounting conventions and concepts accountant or accounting
practitioners still face with problems on transaction recording to comply with Generally Accepted
Accounting Practice (GAAP). There are many problems arising from the application of these laid
down principles. They include:
•

The Problem of Objectivity: There are many aspects of accounting that ensures that objectivity
cannot be universally applicable in the preparation of accounts. E.g. the different value of the
charge rate of depreciation by accountants.
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•

The Problem of Consistency: Most times because of the method employed in treating certain
items may vary (i.e. the items) from time to time making the concept of consistency to be applied
more and more rigid. This problem can also be seen in short term manipulation of reported result.

•

Problem of Materiality: In materiality deciding what is and what is not material is a problem
and this concept does not apply while recording cash transaction thereby leading to small amounts
being omitted from the cash book on the ground that they are not material.

•

Problems of Prudence: conservatism to an excess degree will result in the creation of secret
reserves.

•

Problems of Realization: This problem arises in the case of revenue recognition and the
valuation of closing stock whereby the general principle for valuation of inventory is to take the
lower of cost and realizable value. It also asks the question at what stage can profit be deemed to
have been realized?

•

A problem also arises where accounting concept and convention conflict with each other and one
may at time override the application of the other. E.g. conflict of Money Measurement and
Materiality.

This arises where only items quantifiable in monetary terms are recorded but some smallish items
can also be measured thereby contradicting materiality etc.
•

Problems of Going Concern Concepts: This arises whereby sales are made but the customers
with the notion perpetual existence of the firm in mind might delay the payment of the item
acquired thereby leaving the firm with no cash and this gradually leads to the dwindling of the
business.

•

Problem of Money Measurement: Transactions which can’t be expressed in money terms do not
find a place in the books of account though they might be useful in business.

THE NEED FOR ACCOUNTING CONCEPTS AND ADJUSTMENT
First let us specify the meaning of Adjustment.
Adjustments can be said to mean transactions which have not yet been journalized by the end of an
accounting period and appended to the trial balance. They are called adjustment because the
transactions are incorporated by mathematical adjustments to the figures of ledger account balances.
It also involves two kinds
•

Accrual Adjustment: (This is adjustment for revenue and expenses that are matched to dates
before the transaction has been record)
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•

Deferrals Adjustment: (This is adjustment for revenue and expenses that are matched to date
after the transactions have been recorded)

THE NEED AND RELATIONSHIP
Adjustment is vital in accounting in order to adjust expenses and revenue to the accounting period
where they actually occurred. It is also needed so that omissions can be accounted for and errors
corrected. These entries are made so that revenue and expenses are reported in appropriate accounts
with the correct amount. Adjustments are also needed to reflect the actual value of a service/product
at the end of the period. Giving the fact that the adjustments are based on reality and not on source
documents, this strengthens and view its relationship with the concept of realization, accrual etc.
adjustments

entries also agrees with the objectivity convention (which states

that financial

statements should be made on verifiable evidence) which can be seen as a result of the depreciation
of items goes on some assets will require to be adjusted, verified and accounted for and this is done
using mathematic calculation as evidence. Adjustments also encourage accountants to be consistent
in their method of recording and updating the general ledger accounts. It is also needed to bring items
as inventory in line with physical stock counts typically held at the end of the year.

CONCLUSION
Accounting concept and convention implies that those who prepare accounts should prepare
it with the intention of clarity such that it will be understandable to its users. Its usage also makes it
easy for users to compare the performance of similar companies in the same industry. As up to date
means bringing the income statement and balance sheet in line with the accrual basis of accounting.
Adjustment entries could be said to be very crucial in recording transaction and bringing it up to date.
Accounting concept, convention and adjustments in accounting also assist users to form, confirm or
review a report to ensure that accounts do indeed portray accurately the business activities. The paper
reinstate and echo the need for continuous and consistent application of accounting concepts and
conventions in recording of business transaction, and also encourage timely respond to changes in
accounting principles and standards.
Finally, King George 11 once said, a best lawyer is not the one who knows the but the one
who can find the law. on this note, the paper advice is that, professional accountant, Academia,
business owners and all the relevance institution should continue to keep themselves abreast with the
standard by continually searching for the accounting principle and applied as required.
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RECOMMENDATION
It is recommended that when a firm chooses to treat items such as depreciation in a particular
way, it should go on using that method year after year but when it is necessary to change the used
method, then an explanation of the change and its effects on result must be shown as a note to the
accounts being presented. It is also advisable to record every cash transaction in the cashbook
regardless of the amount.
In adjustment it is recommended to prevent inadvertent omission of some adjustment entries,
it is helpful to review the ones from previous accounting period. Accountants can also avoid error in
adjustment which can be as a result of not knowing all the deduction he/she has. It is also
recommended that conservation should not be over stretched to the point where it might eventually
result in distorting the financial result. When an accountant has a choice between two alternatives
treatment he/she should select the one that shows a less encouraging position of the financial
statements. Every accountant is also expected to apply judgment in the best interest of the general
public
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ABSTRACT
The study examined the effect of financial instrument reporting on quality of listed banks financial
statement in Nigeria. The study employed ex post facto research design using data from 3 listed banks
that have coverage within the west African region. The data span across 7 years from 2010-2016
and were analyzed using Multiple regression. Findings from the study revealed that derivative assets,
derivative liability, financial instrument disclosure all have no significant effect on the earnings per
share of the listed banks sampled for the study. Hence, based on the results obtained from this study
it is recommended that investors seeking for quality information about the risk exposure of the banks
in regards to their financial instruments should not place too much emphasis on the three aspects of
financial instrument reporting since they do not significantly affect the earnings per shares. Only
limited information is passed along to investors and shareholders by managers as a result they should
exercise caution when analyzing these instruments in the financial statement.
Keywords: Derivative Assets, Derivative Liability, Financial Instrument Disclosure and
Earnings per share.
INTRODUCTION
Financial instruments serve as hedging instrument in business which in accordance to its usefulness
led to growth in the development of new types of financial instruments such as derivatives since the
mid- 1970s and many users of financial reports believe that the accounting standard setters have not
kept pace with these changes (Ayzer & Cema 2013). In the 1980s, there was rapid financial
innovations which led to new instruments engineered around the basic building blocks of swaps,
options, and futures contracts (Nissim 2003). Looking at the case of the financial crises during
2007/8, banks structured their transactions to ensure derivatives remained off balance-sheet and
largely undisclosed. The issues associated with undisclosed financial instruments and other ongoing
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issues with accounting for such financial instruments have resulted in the International Accounting
Standards Board (IASB) working on projects for the recognition, measurement, and disclosure of
these often complex instruments for most of the past twenty-five years (Ayzer & Cema 2013). This
has resulted in standards being issued, amended, replaced, and further amended.
The first standard in regards to financial instruments bordered on presentation of financial
instruments as captured by IAS 32 (Financial Instruments Presentation). IAS 32 was issued in 1995
and replaced in 2005 with the acknowledgement that techniques used by entities for measuring and
managing exposure to risks arising from financial instruments have evolved and new risk
management concepts and approaches have gained acceptance (IASB, 2005). Accordingly, IAS 32s
have been replaced by IFRS 7 (Financial Instruments Disclosures), which increased the requirements
for companies to provide information about their exposure to the risks associated with recognised
amounts, why management enter into those risks, and how they are managed (IASB, 2005). Since its
issue, the IASB have substantively amended IFRS 7 three times for disclosures applicable to
derivatives: twice in response to deficiencies identified during the 2007/8 financial crisis, and once
following a comprehensive review of hedge accounting. An increased volume of disclosures
applicable to derivatives under IFRS 7 has coincided with increased concern from regulators and the
accounting profession that financial statement disclosures are growing in length while decreasing in
its informative value (Ayzer & Cema 2013).Practitioner and researchers such as: Perera and
Thrikawala, (2010): Omokhudu and Ibadin (2015). have highlighted that poor quality disclosure by
companies is an ongoing issue which then outlines a major gap that needs to be explored. Against
this back drop, this study seeks to evaluate the effect of financial instruments reporting on the quality
of firm’s financial statement. The studies specific objectives include to:
i.

Determine the effect of derivative financial Assets on quality of firms financial report.
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ii.

Ascertain the effect of derivative financial liabilities on quality of firms financial
report

iii.

Examine the disclosure of financial instruments under IFRS 7 and its effect on quality
of firm’s financial report.

LITERATURE REVIEW
2.1 Concept of Financial Instrument Reporting
In April 2001 the International Accounting Standards Board (the Board) adopted IAS 30 Disclosures
in the Financial Statements of Banks and Similar Financial Institutions, which had
originally been issued by the International Accounting Standards Committee in August 1990. In
August 2005 the Board issued IFRS 7 Financial Instruments, which carried forward the disclosure
requirements in IAS 32 Financial Instruments: Disclosure and Presentation. IAS 32 was subsequently
renamed as IAS 32 Financial Instruments: Presentation. IAS 1 Presentation of Financial Statements
as revised in 2007 amended the terminology used throughout IFRS, including IFRS 7. In March 2009
the IASB enhanced the disclosures about fair value and liquidity risks in IFRS 7. The Board also
amended IFRS 7 to reflect that a new financial instruments. IFRS 7 was also amended in October
2010 to require entities to supplement disclosures for all transferred financial assets that are not
derecognised where there has been some continuing involvement in a transferred asset. The Board
amended IFRS 7 in December 2011 to improve disclosures in netting arrangements associated with
financial assets and financial liabilities.
2.1.1 Financial Instruments Presentation (IAS 32)
IAS 32 which focuses on financial instruments Presentation establishes the principles for presenting
financial instruments, from the perspective of the issuer, as liabilities or equity and for offsetting
financial assets and financial liabilities. It applies to the classification of financial instruments into
financial assets, financial liabilities and equity instruments; the classification of related interest,
dividends, losses and gains; and the circumstances in which financial assets and financial liabilities
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can be offset. The principles in this standard complement the principles for recognizing and
measuring financial assets and financial liabilities in IAS 39 Financial Instruments: Recognition and
Measurement (or if applicable, IFRS 9 Financial Instruments), and for disclosing information about
them in IFRS 7 Financial Instruments: Disclosure.
IAS 32 applies to all financial instruments, both recognized and unrecognized except for: interests in
subsidiaries, associates, and joint ventures accounted for under IFRS 10 Consolidated Financial
Statements, IAS 27 Separate Financial Statements, IAS 28 Investments in Associates and Joint
Ventures unless these standards require IAS 39 to be applied. The standard also applies to:
employers’ rights and obligations under employee benefit plans subject to IAS 19 Employee
Benefits; insurance contracts as defined in IFRS 4 Insurance Contracts. ; financial instruments that
are within the scope of IFRS 4 because they contain a discretionary participation feature. ; the
acquirers’ contracts for contingent consideration in a business combination; financial instruments,
contracts and obligations under share-based payment transactions to which IFRS 2 Share-based
Payment applies. Furthermore, the standard applies to contracts to buy or sell a non-financial item
that can be settled net in cash or another financial instrument, or by exchanging financial instruments,
except for contracts that were entered into and continue to be held for the purpose of the receipt or
delivery of a non-financial item in accordance with the entity’s expected purchase, sale or usage
requirements. The issuer of a financial instrument classifies the instrument or its component parts,
on initial recognition as a financial liability, a financial asset or an equity instrument in accordance
with the substance of the contractual arrangement and the definitions of a financial liability, a
financial asset and an equity instrument.
2.1.2 Financial Instruments Recognition and Measurement (IAS 39)
The objective of this Standard is to establish principles for recognising and measuring financial
assets, financial liabilities and some contracts to buy or sell non-financial items. Requirements for
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presenting information about financial instruments are in IAS 32 Financial Instruments: Presentation.
Requirements for disclosing information about financial instruments are in IFRS 7 while that of
recognition and measurement are embedded in this standard (IAS 39).
IAS 39 holds that an entity shall recognise a financial asset or a financial liability in its statement of
financial position when, and only when, the entity becomes a party to the contractual provisions of
the instrument while in accordance with Derecognition of a financial liability, an entity shall remove
a financial liability (or a part of a financial liability) from its statement of financial position when,
and only when, it is extinguished—ie when the obligation specified in the contract is discharged or
cancelled or expires.
Initial measurement of financial assets and financial liabilities: When a financial asset or financial
liability is recognised initially, an entity shall measure it at its fair value plus, in the case of a financial
asset or financial liability not at fair value through profit or loss, transaction costs that are directly
attributable to the acquisition or issue of the financial asset or financial liability shall be included.
Fair value is the amount for which an asset could be exchanged, or a liability settled, between
knowledgeable, willing parties in an arm’s length transaction. For the purpose of measuring a
financial asset after initial recognition, this Standard classifies financial assets into the following four
categories: (a) financial assets at fair value through profit or loss; (b) held-to-maturity investments;
(c) loans and receivables; and (d) available-for-sale financial assets. An amendment to the Standard,
issued in June 2005, permits an entity to designate a financial asset or financial liability (or a group
of financial assets, financial liabilities or both) on initial recognition as one(s) to be measured at fair
value, with changes in fair value recognised in profit or loss. To impose discipline on this
categorisation, an entity is precluded from reclassifying financial instruments into or out of this
category.
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After initial recognition, an entity shall measure financial assets, including derivatives that
are assets, at their fair values, without any deduction for transaction costs it may incur on sale or
other disposal, except for the following financial assets: (a) loans and receivables, which shall be
measured at amortised cost using the effective interest method; (b) held-to-maturity investments,
which shall be measured at amortised cost using the effective interest method; and (c) investments in
equity instruments that do not have a quoted market price in an active market and whose fair value
cannot be reliably measured and derivatives that are linked to and must be settled by delivery of such
unquoted equity instruments, which shall be measured at cost. Financial assets that are designated as
hedged items are subject to measurement under the hedge accounting requirements. All financial
assets except those measured at fair value through profit or loss are subject to review for impairment.
2.1.3 Financial Instrument Disclosures (IFRS 7)
Financial instruments Disclosures (IFRS 7), applies to financial and non-financial institutions and
therefore also applies to investment funds, private equity funds, real estate funds and investment
managers. The extent of disclosure required depends on the extent of the fund’s use of financial
instruments and its exposure to risk. IFRS 7 is divided into two sections. The first section covers
quantitative disclosures about the numbers in the statement of financial position and the income
statement. The second section deals with risk disclosures. This is what takes the disclosures to a new
level. The risk disclosures arising from financial instruments under IFRS 7 are given ‘through the
eyes of management’ and should reflect the way management perceives, measures and manages the
fund’s risks. Seeing risk ‘through the eyes of management’ is a welcome opportunity to bring
financial reporting more closely in line with the way funds are managed; it also allows management
to disclose internal measures not previously recognised under IAS 39. IFRS 7 enhances the fund’s
ability to demonstrate the strengths of its control environment, but it could also expose any flaws in
the risk assumptions underlying key accounting judgements and estimates. The amendment to IFRS
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7, issued in October 2008, amended the standard to include disclosure requirements regarding the
newly permitted reclassification of non-derivative financial assets (other than those designated at fair
value through income statement). A further amendment issued in November 2008 clarified the
effective date and transition date of the requirements. A third amendment to IFRS 7, issued in March
2009, addresses application issues and requires enhanced disclosures about fair value measurement
and liquidity risk to provide useful information to users
The objective of IFRS 7 is to require entities to provide disclosures in their financial statements that
enable users to evaluate: The significance of financial instruments for the entity’s financial position
and performance; the nature and extent of risks arising from financial instruments to which the entity
is exposed during the period; and how the entity manages the risks. IFRS 7 requires certain
disclosures by class of financial instrument for example, the reconciliation of an allowance account
and the fair value of financial assets and financial liabilities. IFRS 7 does not provide a prescriptive
list of classes of financial instrument. However, IFRS 7 states that a class should contain financial
instruments of the same nature and characteristics and that the classes should be reconciled to the
line items presented in the statement of financial position.
2.1.4 Link between IAS 32, IAS 39 and IFRS 7
From the expository literatures on IAS 32, 39 and IFRS 7 above it can be seen that each of these
standards mentioned in one way or the other enhances the other. IAS 32 which focuses on financial
instruments Presentation establishes the principles for presenting financial instruments, from the
perspective of the issuer, as liabilities or equity and for offsetting financial assets and financial
liabilities. It applies to the classification of financial instruments into financial assets, financial
liabilities and equity instruments. The principles in this standard (IAS 32) complement the principles
for recognizing and measuring financial assets and financial liabilities in IAS 39. In IAS 39 the main
objective of the Standard (IAS 39) is to establish principles for recognising and measuring financial
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assets, financial liabilities and some contracts to buy or sell non-financial items which in turn laid
emphases on the various requirements for presenting information about these financial instruments
embedded in IAS 32.
Whereas, Requirements for disclosing information about financial instruments are the core objective
of IFRS 7 while that of recognition and measurement are embedded in IAS 39. The core objective of
IFRS 7 is to require entities to provide disclosures in their financial statements that enable users to
evaluate: The significance of financial instruments for the entity’s financial position and
performance; the nature and extent of risks arising from financial instruments to which the entity is
exposed during the period; and how the entity manages the risks. These both involves the quantitative
disclosures about the numbers in the statement of financial position and the income statement as well
as the risk disclosures. This very aspect of risk disclosure is what has distinguished IFRS 7 from the
previous recognition and measurement enshrined in IAS 39. The risk disclosures arising from
financial instruments under IFRS 7 are given ‘through the eyes of management’ and should reflect
the way management perceives, measures and manages the fund’s risks.
2.1.5 Earnings Per Share as a Measure of Quality of Financial Statement
According to Meyers (2007) investors normally do not directly assess the performance of the firms
in which they intend to invest. They usually depend on financial statements prepared by the
management of such firms and it is an established fact that accounting plays a significant role within
the concept of generating and communicating the information about the performance and wealth of
firms. This wealth is communicated through the publication of annual financial statements containing
the required Financial Accounting Information (Robert & Abbie, 2003).
For financial statements to be of quality they must be of value relevant to the investors
(Meyers, 2007). Value relevance implies ability of the financial information contained in the financial
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statements to explain stock market measures and return on investments to the investors (Vishnani &
Shah, 2008). This can be analyzed by examining the relationship between market value of equity
(stock price) with accounting data such as book value of equity and earnings per share (Beisland,
2009). Book value relevance which depicts the quality of a firms financial statement means that there
is a statistical association between financial information and the reported earnings per share or return
on investment and that such accounting based measures explain the firms value in a good way. The
quality of financial statement using value relevant approach of accounting information research gives
much attention to how the change in the market value of equity is related to value creation as
measured by the accounting system. As a result of this emphasis on the quality of financial statement
given its value relevance, investors and other interested parties of accounting information make use
of financial disclosure to assess the risk and value of the firm when taking investment decisions
(Karki & Adhikari 2014).
2.2 Theoretical Framework
This study is anchored on the signalling theory as it pertains disclosures in regards to financial
instruments.
2.2.1 Signalling Theory
As propounded by Miller and Rock (1985) signalling theory refers to the idea that the agents send
information to the principal in order to create credible relationship and for other benefits that pertains
the interest of the management and not the investors. Managers have more first hand information
about the firm than firm’s investors do but they are always reluctant to provide transparent
information to the shareholders. So, the level of disclosures about a firms financial instrument can be
used for information purpose and it also act as a signal for the firm’s future projection proficiently.
The study regarding financial instrument reporting can be classified into event studies and regression
studies. Event studies focus on the investors‟ reaction on events for example the adoption of IFRS 7
and regression studies which focus on accounting measurements of these financial instruments which
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pertains IAS 39 and their explanatory power on the quality of firms financial report as used by
(Mosez, 2002).
Empirical Literature
Most researchers have examined different aspects of financial instrument reporting, including risk,
market disclosure, and earnings management as well as the issues of derivatives. Some of these
studies are reviewed below:
Habib and Elhamaney (2009) examined the value relevance of accounting information in Egyptian
equity market. In their results they found out a positive correlation between cash flow and equity
market values in Egypt.
Bhat (2008) uses variance decomposition analysis to examine the variance contribution of fair value
gains and losses relative to net income in driving stock returns. The study finds that fair value gains
and losses are significant in explaining the volatility of unexpected returns and that relative
importance of fair value gains and losses to net income is an increasing function of disclosure. In
other places Ayzer and Cema (2013) found that combined book values and earnings are significantly
value relevant in explaining stock prices in the Turkish Stock Markets. Book values and earnings
were individually significantly value relevant, with book values having higher explanatory power
than earnings.
Nelson (1996) provides evidence that fair value disclosures have no incremental power relative to
book value, with the exception of investment securities, while Venkatachalam (1996) finds that
banks’ derivative fair value disclosures are value-relevant. Both studies corroborated Barth (1994)
which investigated how disclosed fair value estimates of banks' investment securities, and securities
gains and losses (based on those estimates) are reflected in share prices in comparison with historical
costs and found that fair value estimates of investment securities provide significant explanatory
power beyond that provided by historical costs.
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METHODOLOGY
This study adopts ex post facto research design and employed multiple regression in analysing the
data collected from the annual financial statement of 3 commercial banks found within the west
African region that are listed on the Nigerian stock exchange market from 2010-2016. The study
spitted the regression into quantitative measurement of financial instrument and qualitative
measurement of the disclosures using dummy variables to ascertain the level to which the listed banks
adhered to the disclosure requirements. The quality of firms financial statement is measured using
value relevance approach which the study used the reported earnings per share of the banks as a
measure for the quality of the banks financial statement.
Model Specification:
EPSft= α + β1 DAft+ β2 DLft+ β3 FIDft+ β4 FSft+ β5 PROFft Uft
EPS ( Reported Earnings per Share of the firms at a time)
DA= Derivative Assets (LOG of the reported figure for derivative assets of the firms at the time)
DL= Derivative Liability (LOG of the reported figure for derivative Liabilities of the firms at the
time)
FID= Financial Instrument risk Disclosure ( 0 dummy for non adopters of IFRS 7 and 1 dummy for
adopters)
Control Variables= Profitability and Firm Size
U= Error term
FT= Firm time
β1 - β2 = Beta coefficient
Decision Criteria: Accept the null hypothesis if the calculated significant value is greater than the
accepted significant value of 0.05

RESULT PRESENTATION AND ANALYSIS
Descriptive Statistics
The Table below shows the descriptive statistics of our sample make up.
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Table 1: Descriptive Statistics Table
Descriptive Statistics
N
Minimu Maximu
m
m
Statistic Statistic Statistic
EPS
21
DA
21
DL
21
FID
21
FS
21
PROF
21
Valid
N
21
(listwise)
Source: SPSS (20)

.07
.00
4.00
.00
6.16
.01

2.43
6.00
6.04
1.00
7.38
.90

Mean
Statistic Std.
Error
1.1629 .14082
4.4731 .24834
4.8234 .13403
.7143
.10102
6.7239 .09331
.2762
.05036

Std.
Deviation
Statistic
.64533
1.13804
.61422
.46291
.42760
.23079

The mean value of EPS (proxy for firm value relevance) of the sampled listed banks is 1.1629, while
its standard deviation value is 0.64533. The maximum value of EPS is 2.43 while the minimum value
is 0.07. This means that all the banks shareholders in this study earn on an average a return on shares
that is above 0.07. The mean value for Derivative Assets (DA) is 4.4731 while its standard deviation
is 1.13809. The maximum value of DA is 6.00 while its minimum value is 0.00. This therefore
implies that some banks were observed to be dealing in more derivative assets than others who at
some point did not. The mean value of Derivative Liability (DL) is 4.8234 while its standard
deviation value is 0.61422. This shows that the banks derivative liabilities fall within same range as
all the banks are conservative in taking obligations in regards to financial instruments. The maximum
value of DL is 4.00 while its minimum value is 6.04 showing that some banks held a bit higher
obligations in regards to their financial instrument liabilities than others.
The average value of Financial Instrument Disclosures (FID) is 0.7143 while its standard deviation
value is 0.46291. The maximum value of FID is 1.00 and its minimum value was 0.00. This
deviations shows the different level of compliance to risk disclosures in the financial statement of the
various banks as stipulated by IFRS 7 .
Model Summary
The table below reveals the direction of association of the variables of study.
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Table 2: Model Summary
Model Summaryb
Model R

R
Adjusted
Square R Square

Std.
Change Statistics
Error of R Square F
df1
the
Change
Change
Estimate
1
.530a .281
.041
.63200 .281
1.171
5
a. Predictors: (Constant), PROF, DL, FID, DA, FS
b. Dependent Variable: EPS
Source: SPSS (20)

Durbindf2 Sig. F Watson
Change
15

.369

2.112

The above results show that there exist a positive and relatively high association between
earnings per share and variables of financial instrument reporting (DA,DL,FID) at 53% of the R value
which indicates that the model is fit. Also the R2 stood at 0.281.The R2 otherwise known as the
coefficient of determination shows the percentage of the total variation of the dependent variable
(EPS) that can be explained by the independent or explanatory variables (DA,DA,FID). Thus the R2
value of 0.281 indicates that 28.1% of the variation in the EPS of listed banks can be explained by a
variation in the independent variables (DA,DL,FID) while the remaining 71.9% (i.e. 100-R2) could
be accounted by other variables not included in this model. The adjusted R2 of 0.041 indicates that if
the entire population is considered for this study, this result will deviate from it by only 0.240 (i.e.
0.281 – 0.041). This result shows that there is a deviation of the sample examined and the total
population by 24%.
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Presentation of Regression Results
Table 3: Regression result (banks)
Coefficientsa
Model

1

Unstandardized
Coefficients

Standardized T
Coefficients

B

Std. Error

Beta

Constant)

.786

3.310

DA

.117

.153

DL

-.429

FID

Sig.

Collinearity
Statistics
Tolerance VIF

.238

.815

.207

.768

.455

.659

1.518

.240

-.409

-1.791

.093

.921

1.086

.297

.377

.213

.789

.442

.657

1.523

FS

.289

.574

.192

.504

.622

.332

3.012

PROF

-.846

.931

-.303

-.909

.378

.433

2.312

a. Dependent Variable: EPS
The regression result as presented in table 3 above to determine the relationship between DA,DL,FID
and EPS shows that when the independent variables are held stationary; the EPS variable is estimated
at 0.786. This simply implies that when all variables are held constant, there will be an increase in
the EPS of listed banks up to the tune of 0.786 units occasioned by factors not incorporated in this
study. Thus, a unit increase in DA will lead to an increase in EPS by 0.207 also a unit increase in DL
will lead to a decrease in EPS by 0.409 unit and a unit increase in FID will lead to an increase in EPS
by 0.213 units.
DISCUSSION OF RESULTS
Following on the result obtained from the relationship between Derivative Financial Assets (0.455),
Derivative financial liabilities(0.093), Financial instrument disclosures (0.442) and firm Quality of
firms financial statement (EPS). The variables of Financial instrument reporting are found to have
insignificant effect on earnings per share which is the proxy for value relevance (Quality of firms
financial statement). This result points to the fact that most investors in Nigeria do not consider the
level of financial instrument reported especially the risk disclosures associated with it in big banks
balance sheet in making critical investment decisions. This result agrees with prior empirical results
of Nelson (1996) who carried out study and found out that financial instrument reporting has no
influence on the shareholders perception about the value of the firm.
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CONCLUSION AND RECOMMENDATIONS
This study seeks to examine the effect of financial instrument reporting on quality of listed banks
financial statement. After careful analysis it was concluded that derivative assets, derivatives
liabilities as well as financial instrument disclosures does not have any significant effect on earnings
per share. Due to the limited knowledge of Accounting for financial instrument and its disclosure in
the financial statement it suggests a number of interest areas. The study help to close the gap between
lag in knowledge and exposes the purpose, functions, reasons and risk to having accounting
derivatives in the financial statements of commercial banks. As a result of these findings, the
following recommendations are outlined:
In seeking for quality information about the risk exposure of the banks in regards to their financial
instruments, investors should not place too much emphasis on the three aspects of financial
instrument reporting since they do not significantly affect the earnings per shares. Only limited
information is passed along to investors and shareholders as a result they should exercise caution
when analyzing these instruments in the financial statement.
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Abstract
This paper is specifically directed at evaluating the effects of economic, environmental and social
performance disclosures on economic value added (EVA), market value added (MVA) and cash flow
returns on investment (CFROI) of oil and gas companies in Nigeria. This study was instigated by the
noticeable gap where companies mostly focus on single bottom line reporting that only shows
profitability; which does not reflect the holistic measurement of the firm’s value. Data used in this
study were mainly secondary from the Nigerian Stock Exchange Fact Book and Annual Reports of
Oil and Gas companies quoted in the Exchange. A disclosure checklist, based on Global Reporting
Index (GRI) guidelines was developed and used while the research design adopted was ex post facto.
Twelve oil and gas companies were studied for ten years (2007 - 2016). Descriptive statistics and
panel data regression analysis were used in the study, anchored on three investigative hypotheses and
were tested using random/fixed effects regression analysis with necessary findings made. The
findings show that economic, social and environmental performance disclosures significantly affect
economic value, market value and cash flow returns on investment and consequently the
shareholder’s value of the studied companies. These results confirm that corporate strategies of
reporting the organization’s footprints on the basis of environment impacts, social systems and
economic conditions of stakeholders significantly maximize shareholders’ value. It is recommended
that oil and gas regulating agencies should make the adoption of triple bottom line framework
compulsory, given the fact that triple bottom line reporting significantly impacts oil and gas
stakeholders and deeply determines shareholders’ value. It is further recommended that Securities
and Exchange Commission (SEC) should include triple bottom line reporting as one of the listing
requirements especially when it concerns environmentally exposed companies.
Keywords: triple bottom line, performance disclosures, shareholders value, economic value, market
value.
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1 Introduction
Companies in attempts to carry out economic activities leave tremendous footprints on the
environments and societies. This footprint or impacts could be positive when the effects are
beneficial, and negative when detrimental. Negative footprints can instigate hostilities from
stakeholders. For instance, the host communities can disrupt economic activities, kidnap oil
personnel, and vandalize oil pipelines. Government on the other hand can impose fines and penalties
on contravention of environmental laws and violation of human right laws. In order to avert these
negative footprints, companies engage in corporate social responsibilities (CSR) and sustainability
agenda. The notion of CSR and environmental responsibilities reflects stakeholders’ theory. By
taking up these responsibilities, directors realize that their primary objectives have been widened and
they thus engage in corporate strategies that maximize the benefits of other stakeholders which in the
long run benefit the shareholders the most. Directors when reporting corporate performance and
position also disclose their economic, environmental and social performance since a large group of
stakeholders are involved. The focus is not only on financial information but also non-financial about
social and environmental issues.
More so, given the fact shareholders are the primary owners of companies; they still require much
value to be added to their investments and their wealth maximized. Thus, directors who are the agents
of the shareholders are expected to engage in corporate strategies and policies that will not erode the
wealth of shareholders (agency theory). Therefore, triple bottom line (TBL) reporting is a holistic
and balanced reporting framework that reflects companies’ transparency and accountability with
regard to their economic, environmental and social performance dimensions. The idea behind triple
bottom line reporting paradigm is that companies’ ultimate success or value should not be measured
by just single financial bottom line but also by its social and social bottom lines. More and more
companies are discovering that proactive economic, environmental and social performance reporting
make significant contributions to shareholders value and competitiveness. According to Anam,
Fatima and Majdi (2011), TBL reporting reveal a company’s long term value creation through its
intangible assets (particularly related to environment and social responsibilities) or the risk and
opportunities the company faces in the market. It is also believe that companies through TBL
reporting send signals to the market as to how they are performing in terms of economic,
environmental and social activities.
Furthermore, many companies in Nigeria are not committed to the environments and societies in
which they operate nor do they have desire to promote corporate responsiveness to other
stakeholders. These companies still hold on to single bottom line reporting which often shows
profitability. This reporting system does not give a holistic and adequate measurement of the firms’
value as most at time non-financial and qualitative information are not given prominence. However,
existing literature on the subject of triple bottom line reporting and shareholders value added shows
no unanimous conclusion regarding what the effect is and how it is achieved. For instance, Leszcnska
(2012) found a serious gap between triple bottom line reporting and shareholders’ value in terms of
inclusiveness, relevance of information and neutrality. Nwobu (2015), on the other hand found a
positive but insignificant relationship between sustainability reporting and shareholders fund while
Fauzi, Srenson and Rahmah (2010) observed that share price and market value of companies with
higher triple bottom line disclosures are likely to be higher. Also studies such as Nobanee and Ellili
(2016); Josee, Cormier and Houle (2014); Kuzey and Uyar (2016) etc were done outside Nigeria with
different capital sophistication as well as different legal and institutional background. Their results
are mixed, inconclusive and contradictory; ranging from positive to negative and statistically
insignificant relationship.
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Consequently, there is need for further studies because of the divergent findings and absence of
unanimous conclusions regarding the effect of triple bottom line reporting and shareholders’ value
added. This study therefore study the effect of triple bottom line reporting on economic value added,
market value added and cash flow return on investment of oil and gas companies in Nigeria. Though
there are similar studies in \Nigeria which mostly focus on financial performance, this study attempt
to go beyond this by studying the effect of TBL reporting on shareholders’ value added.
2.1 Theoretical background
This research work is anchored on two major theories and these are the stakeholders’ theory and
agency theory. The stakeholder’s theory is concerned with how the relationships with stakeholders
are managed in terms of acknowledgement, transparency and accountability. According to this
theory, some stakeholders are very relevant to the organization and it is believed that the success of
companies in terms of performance is dependent on the support of relevant stakeholders
(Aroweshegbe and Uniamikogbo, 2016). More so, this theory propose an increased level of
environmental awareness which creates the need for companies to extend corporate planning to
include non-traditional stakeholders in order to adapt to changes societal demands. In addition to this
stakeholders theory is premised on the notion that stakeholders expect companies to be socially and
environmentally responsible so that there is a market premium to improved economic, environmental
and social performance which in turn boost the shareholders’ value.
Agency, on the other hand, provides an explanation of the relationship which exists between
managers of the firms and the shareholders especially with regard to the provision of financial and
non-financial information (Margolis, 2007). Information asymmetry is known to exist between
company managers and shareholders. According to DeKlerk and DeVilliers (2012), adequate public
disclosures by companies reduce the amount of risk perceived by investors. Lack of adequate
disclosure of both financial and non-financial information cause the market to under value shares of
these companies. Furthermore, this theory also states that the primary duty of directors is to run the
companies in such a way that would maximize the long term value of shareholders and thus maximize
the companies’ profits and cash flows.
2.2 Conceptual framework
The phrase”triple bottom line|” was first coined by Elkington in 1994. It is a framework for reporting
sustainability along its three performance dimensions of economic, environmental and social. Triple
bottom line reporting goes beyond the traditional reporting system by reporting both financial and
non-financial information about company’s performances. According to Aroweshegbe and
Uniamikogbo (2016), triple bottom line (TBL) goes beyond the construction of sustainable
development and corporate social responsibility to encompass an approach that emphasizes economic
prosperity, social development and environmental quality as an integrated method of doing business.
Peiyuan, Xubiao and Ningi (2007), define TBL as a subset of accounting and reporting that deals
with activities, method and systems to record, analyze and report firstly, environmentally and socially
induced financial impacts and secondly, ecological and social impacts of a defined economic system
and thirdly, measurement, analysis and communication of interactions and links between economic,
environmental and social issues. A lot of reasons have been advanced toward companies triple bottom
line reporting. Among such reasons is the fact that managers believe that it is economically rational
to give back to the society and environment from which they draw economic resources and that the
economic benefits from disclosures might offset any associated costs accompanying non disclosures.
Another reason is that companies believe that they should be accountable to various stakeholders on
how they have used the environmental resources that have been entrusted to them (Stakeholders’
theory). Savitz and Karl (2006) noted that TBL reporting is one of the few practical mechanisms for
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companies to integrate new patterns of civil accountability and governance with business success
model focused on deepening stakeholder’s relationship around core non-financial and financial
values and interests.
The idea behind TBL paradigm is that companies ultimate success and values should not only be
measured by just single financial bottom line but also by their environmental and social bottom
lines. This reporting framework is supported by many international bodies such as Global Reporting
Initiatives (GRI) and United Nations Global Impacts. The first component of TBL reporting is
economic bottom line. This has to do with the impacts of corporate activities on the economic
conditions of stakeholders and economic systems. This also involves the analysis of how the
companies’ stakeholders are directly and indirectly affected by these companies’ commercial
activities. According to GRI, key performance indicators under this performance dimension include
revenue generated and operating cost, payment to capital providers, policies and practices involving
connections with local suppliers, procedure for local hiring, proportion of senior management hired
from local communities etc.
Environmental bottom line is the second component of this tripartite reporting framework. It has to
do with organization’s impact on the living and non-living natural systems. It is also concerned with
the input output mode of organizational impacts on the environment. Input has to do with the material
consumption and has to do with the end product and waste emissions. Sustainability has its major
focus on the environment that is why sustainability is defined as the ability of the company to
continue to exist and conduct business operations with no effects on the environment that cannot be
offset or made good in some other way. Going beyond input output analysis, companies that
subscribe to TBL ideology have a legitimate desire to see the environment improve as a result of their
business operations. These set of companies also try to reduce their ecological footprint by carefully
managing consumption of non-renewable energy (Alhaddi, 2015). According GRI (2015), key
performance indicators under performance dimension include material consumption by weight or
volume, % of material recycled, energy consumption footprint, emission, effluent and waste,
environmental management systems etc.
The third component of TBL is the social bottom line and which has to do with the disclosures of the
impacts of corporate activities on social systems within which the companies operate. According to
Atu (2013), companies that focus on social bottom line philosophy are often rewarded with retention
of competitive work force and decreased employee turnover. Social performance dimension is
described as a set of possibilities that enrich the company and in the end leads to the creation of value
since it affects all the interest groups as well as the whole value chain. Key performance indicators
under this bottom line include disclosures on labour practices and decent work, human rights, society,
product responsibilities etc.
Shareholders value added is one of the components of shareholders wealth maximization which is
the primary objective of companies. According to ICAN (2014), wealth maximization is taken as
maximizing the market value of companies, Bhasin (2013) describes shareholders wealth as creating
values for the shareholders and this requires that firms under take investment decisions that have
positive net present values. From accounting perspective, value is created when mismanagement
generates revenues over and above the economic costs used to generate these revenues including
capital charge. Although used interchangeably, there is a subtle difference between value creation
and wealth creation. The value perspective is based on measuring value directly from accounting
based information with some adjustments, while wealth perspective relies mainly on stock market
information (Oana and Ciobanus, 2015). According to them, for a publicly traded firm, these two
concepts are identical when management provides all pertinent information to capital markets and
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the markets believe and have confidence on management. This kind of information includes financial
and non-financial and this is achieved through triple bottom reporting.
According to ICAN (2014), shareholders value can be measured in terms of economic value added
(EVA), market value added (MVA) and cash flow return on investment (CFROI). EVA is defined as
economic benefit over profits that remain to the equity holders after considering all economic costs.
It is a measure of performance that provides a useful assessment of how much wealth has been added
to the shareholders during a period of time. EVA attempts to measure the value added to shareholders
after making appropriate charge for capital employed. On the other hand, MVA equals the amount
by which market value of the company’s capital exceed the book value of the capital employed. MVA
is an indication of how successful corporate leaders have utilized the company’s assets in creating
wealth for the shareholders. Cash flow is a powerful indicator of company’s health and liquidity at a
particular point in time. It provides an effective picture of a company’s future growth and share price
appreciation. CFROI is a real rate of return measure that identifies the relationship between cash
generated by business relative to cash invested in it (ICAN, 2014).
The firm size has to do with the complex, large and diverse nature of the firm. As firms become larger
and more diversified, the more they attract greater attention from media, policy makers and
regulators. As the size of the firm becomes large and complex, conflict of interest and information
asymmetry between shareholders and mangers increases, and this thus call for both mandatory and
voluntary corporate disclosures. Theoretically, from the agency theory view point, there exist a
positive relationship between firm size and disclosures; as large firms have huge desire for external
capital (Eng and Mak. 2003). Also many studies have shown positive relationship between firm size
and triple bottom line reporting (Nwobu, 2015; Clarkson, Fang, Li and Richardson, 2010). Also,
Setyorini and Ishak (2012) found out that larger companies are more diversified across products and
geographical markets and thus have greater need for disclosures to satisfy their diverse stakeholders.
2.3 Empirical review
This section reviews research works in related areas. Buys, Oberholzer and Andrikopoules (2012) in
their study found out that shareholder’s wealth as measured by ROA, MVA, ROE and EVA of
companies that disclose TBL practices are better but not statistically significant than those who do
not report as per GRI guidelines. However, they noted that there is no evidence that GRI reporting
firms are significantly more profitable in terms of ROE.
Furthermore, Cheng (2010) examined the impact of triple bottom reporting on market valuation and
compared sustainability practices of major listed companies from 2010 to 2014 by surveying 495
companies in 25 emerging markets in Asia, East Europe, South Africa and America. The result of
the study was inconclusive as there was no significant relationship between triple bottom line
reporting and market valuation among Asian countries. Leszczynska (2012) examined the content of
TBL reports prepared between 2005 and 2010 published by international companies and the extent
to which the report could contribute to shareholders’ value. After an in depth analysis of those reports,
it was found out that there was a serious gap between TBL reporting and shareholders’ value in
respect of inclusiveness, relevance of information and neutrality. Venazi (2012) in his study, using
agricultural firms listed on European stock exchange obtained a null and weak relationship between
TBL disclosures and financial performance. However, the study concluded that this relationship is
firm specific and recommended further studies to other sectors. In addition to this, Jones (2005)
studied a sample of thirty six (36) manufacturing firms listed on the Australian stock exchange for
period 2000 – 2003. Testing three (3) hypotheses using multiple regression statistical tool, he found
out that sustainability disclosures strongly and positively correlated with financial measures and
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negatively correlated with others. On the whole, the results indicated negative but weak association
between GRI index scores and market adjusted returns.
Olanyinka and Oluwamayowa (2014) also conducted a study on corporate environmental disclosures
on market value of quoted companies in Nigeria. The broad objective of this study focused at
ascertaining the aggregate and individual impact of corporate environmental disclosure on market
value. Descriptive research design was adopted and secondary data only was used. A sample size of
fifty (50) firms quoted on Nigeria Stock Exchange (NSE) was purposively selected for analysis based
on the availability of environmental disclosures in their annual reports. Three (3) hypotheses were
tested using correlation coefficient. The findings revealed that the inclusion of environmental
disclosure will enhance market value of companies. The study recommended that business should
take caution in areas where environmental activities impacts negatively on the value of the firm and
also invest in areas that enhance value for the firm.
Yahya and Ghodratollah (2014) investigated the impact of triple bottom line reporting on
shareholders’ wealth of companies listed on the Tehran stock exchange. The study adopted ex post
facto research design employing multiple-linear regression analysis to test the three (3) hypotheses
developed, and the period between 2010 and 2012 was studied. Triple bottom line reporting was the
independent variable as measured by economic, social and environmental performance while return
on assets (ROA), return on equity (ROE), market value added (MVA) and price earnings (P/E) ratio
were used in measuring shareholders’ wealth. The result of the analysis showed a significant
relationship between TBL reporting and market value added as well as return on asset.
Chiu, Lin and Wang (2017) conducted a study on TBL reporting and shareholders’ wealth: Evidence
from Taiwanese manufacturing company. The paper investigated the economic benefits of
sustainability performance and the value relevance of GRI report. It utilized a unique dataset of TBL
reporting disclosed by Taiwanese manufacturing companies in their GRI report. Shareholders’
wealth was measured with three benchmarks; stock returns, cash flow and stock prices. The
generalized method of moment was adopted to control for potential endogeneity. This paper found a
positive relationship between TBL reporting and shareholder’s wealth which suggest that managerial
decisions aimed at sustainability are consistent with interest of shareholders. In addition, this paper
found that GRI guidelines provide relevant information in regard to firm value, while it plays merely
a partial role in investor’s investment.
In a similar study, Ameer and Othman (2012) conducted a study on triple bottom line practices and
shareholders’ value. This study focused on top 100 global sustainable companies which were mostly
from developed economies. Measures of triple bottom line were based on scores for sustainability
indices that made up of (22) items for environment, diversity (21), community (12), & ethical
standards (13). Each item was scored from 0-4 based on disclosure in sustainability report. The study
covered a period of 5 years from 2006 to 2010. Economic, environmental and social data was drawn
from a content analysis of triple bottom line reports. Financial data were downloaded from Thomson
financials Worldscope. Four (4) hypotheses were tested using multiple regression and the research
design adopted was descriptive research design. They found out that firms with higher sustainability
disclosure scores had significantly higher mean sales revenue growth, ROA, EVA and EPS over the
test period from 2006-2010. The study suggested bi-directional relationship between sustainability
practices and shareholders’ value. Conversely, Warren and Thomsen (2012) found no significant
difference in financial performance of firms with high sustainability disclosures. However, they noted
that shares with high sustainability disclosures are likely to be larger, more liquid, easier to trade and
hence more desirable for investors.
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3.0 Methodology
This study adopted expost facto and longitudinal research design that allows the researchers to study
the dynamics of change because the nature of the study involved more than a cross section within a
short time series. The population of the study covered all quoted oil and gas companies in Nigeria
from 2007 to 2016 financial year. Specifically, the total number of quoted oil and gas companies in
the Nigerian Stock Exchange as at 2016 financial year was 13. However, the final sample selected
based on companies with available and accessible data on the floor of the NSE was 12 oil and gas
companies. The disclosure checklist developed in accordance with GRI disclosure guidelines was
used for the collection of data on triple bottom line disclosures. Each disclosure item on the checklist
was assigned the value of “2” if fully disclosed, “1” if partially disclosed and “0” if assumed relevant
but not disclosure. The disclosure index was derived as the ratio of actual disclosures to expected
disclosures. Descriptive statistics and panel data regression were the data analysis methods employed
in the study. We conducted both the fixed and random effects estimation and made appropriate choice
using Hausman Specification test statistic and the necessary diagnostic test were also carried out.
3.1 Model specification
The model used in this study is stated as:
SVA = f(TBLR)
SVA = ao + aiXi,t + Vi + ei,t
EVAi,t

= ao + a1ECPDi,t + a2ENPDi,t+ a3SOPDi,t +a4FMSZi,t + vi + ei,t

MVAi,t

= bo + b1ECPDi,t + b2ENPDi,t+ b3SOPDi,t +b4FMSZi,t + vi + ei,t

CFROIi,t

= co + c1ECPDi,t + c2ENPDi,t+ c3SOPDi,t +c4FMSZi,t + vi + ei,t

Where;
ao, bo, co

= the intercept term

a1, a2, a3, a4, b1, b2, b3, b4, c1, c2, c3, c4 = the regression parameters (that is, coefficient of explanatory
and control variable.
SVA = Shareholders’ Value added
EVA

= economic value added of firm i in period t

MVA

= market value added of firm i in period t

CFROI

= cash flow return on investment of firm i in period t

ECPD

= economic performance disclosures of firm i in period t

ENPD

= environmental performance disclosures of firm i in period t

SOPD

= social performance disclosures of firm i in period t

FMSZ

= firm size of firm i in period t
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4.0 Data presentation
TABLE 1
Triple bottom line cumulative disclosures index of oil and gas companies in
Nigeria (2007 to 2016)
Comp
ECPD
ENPD
SOPD
1. Total Nigeria
Mean
.7231
.4494
.5120
N
10
10
10
Std. Deviation .05460
.04740
.06159
2. Seplat
Petroleum Mean
.7105
.4284
.5245
Development
N
4
4
4
Std. Deviation .02921
.03328
.03125
3. Oando
Mean
.7240
.4138
.4760
N
10
10
10
Std. Deviation .04121
.06521
.07260
4. Rak Unity
Mean
.7105
.4248
.4526
N
10
10
10
Std. Deviation .05864
.07048
.04824
5. MRS(Texaco
Mean
.7370
.4530
.4826
Chevron)
N
10
10
10
Std. Deviation .07110
.06532
.07466
6. Mobil Nig
Mean
.7680
.4135
.4900
N
10
10
10
Std. Deviation .05728
.06864
.05163
7. Japaul
Oil
& Mean
.5650
.4340
.4461
Maritime Serv
N
10
10
10
Std. Deviation .07231
.06100
.14350
8. Beco Petroleum
Mean
.7001
.4346
.4015
N
10
10
10
Std. Deviation .05078
.05512
.14026
9. Forte Oil (Ap)
Mean
.7380
.4230
.4680
N
10
10
10
Std. Deviation .05760
.08676
.14160
10. Eternaoil
Mean
.6870
.4234
.4120
N
10
10
10
Std. Deviation .05442
.08894
.10270
11. Conoil
Mean
.6850
.4312
.42210
N
10
10
10
Std. Deviation .05020
.06484
.122106
12. Capital Oil
Mean
.6251
.4430
.4502
N
10
10
10
Std. Deviation .08162
.06082
.10842
Total
Mean
.6832
.4321
.4589
N
114
114
114
Std. Deviation .07083
.06337
.10331
Source: Researcher’s data (2018)
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TABLE 2
Cumulative performance index of oil & gas companies in Nigeria (2007 to 2016)
Comp
Total Nigeria

Mean

N
Std.
Deviation
Seplat Petroleum Mean
Development
N
Std.
Deviation
Oando
Mean

Rak Unity

MRS(Texaco
Chevron)

Mobil Nig

Japaul
Oil
Maritime Serv

N
Std.
Deviation
Mean
N
Std.
Deviation
Mean
N
Std.
Deviation
Mean
N
Std.
Deviation
& Mean

Beco Petroleum

N
Std.
Deviation
Mean

Forte Oil (Ap)

N
Std.
Deviation
Mean

Eternaoil

N
Std.
Deviation
Mean

CFROI lgEVA lgMVA lgTA
12.5384 5.0996 3.4924 7.8254
10
10
10
10
8.78314 2.71341 3.7032
10.9584
4.6342
5
4
4
3.13612
8.3492
1
3.3480 2.0840
10
10
3.13261
6.74360
2
-.6690
7.8634
10
10

.16887

10.1824 9.0827
4

4

.13434

.69375

.0000
10

8.66721
10

.00000

.25883

4.9631
10

9.2841
10

3.8674

.12319

4.32050 .21484

3.9400
10

2.4703
10

2.0895
10

7.5852
10

15.0674 3.18225 3.37055 .34509
19.2740 5.1380
10
10

5.0547
10

7.5239
10

7.23540 2.72075 3.50329 .18763
14.1350
10
30.5192
4
6.0850
10

1.6790
10

1.29943 7.4824
10
10

2.70857 2.72685 .090342
7.2447
10

7.2777
10

9.5634
10

6.46260 .406752 .37352

.06326

4.5980
10
16.9026
2
2.1560

7.8979
10

2.1056
10

4.8288
10

3.24889 4.17005 .22124
2.3163
51

1.4027

7.1578
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Conoil

N
Std.
Deviation
Mean

Capital Oil

N
Std.
Deviation
Mean

Total

N
Std.
Deviation
Mean
N
Std.
Deviation

10
25.9162
1
14.7660
10
27.5817
8
1.4260
10

10

10

10

3.00236 2.95435 .30659
3.2858
10

.7379
10

7.7804
10

3.44553 2.30316 .14459
2.2345
10

1.8564
10

6.2490
10

8.52141 2.74125 2.41088 .08620
7.5054 3.7920 3.2488 7.9421
114
114
114
114
17.1728
3.34108 3.78300 .92841
1

Table 3
Correlations matrix for triple bottom line disclosure and performance indicators
ECPD ENPD
1

ECPD Correlation
Sig.
(2tailed)
ENPD Correlation .027
Sig.
(2.779
tailed)
SOPD Correlation .057
Sig.
(2.176
tailed)
CFRO Correlation .034
I
Sig.
(2.709
tailed)
lgEV Correlation
.282
**
A
Sig.
(2.002
tailed)
lgMV Correlation .217*
A
Sig.
(2.020
tailed)
lgTA Correlation
.214*

SOPD

CFROI lgEVA lgMVA lgTA

1

.0196*

1

.036
.074

.094

1

.414

.330

.012

-.030

.081

.916

.734

.388

-.021

.136

-.035

.833

.152

.734

-.040

.017

-.022
52

1

.460**

1

.000
.372**

.276*
*

1
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Sig.
(2.021
.654
.869
.835
tailed)
0
**. Correlation is significant at the 0.01 level (2-tailed).
s*. Correlation is significant at the 0.05 level (2-tailed).

.00

.002

TABLE 4
Lagrangian multiplier test of shareholders’ value added
H0: Variance = 0
M1(eva)
2
chi (1)
13.07
Pro > chi2
0.0001
Source: Researcher’s data (2018)

M2(mva)
104.06
0.000

M3(cfroi)
0.18
2.2301

Table 5
Hausman Specification test of shareholders’ value added (Model 1)
H0: difference in coefficient not systematic
M1(eva)
2
chi (1)
-2.15
Pro > chi2
0.46

M2(mva)
8.89
0.45

M3(cfroi)
15.05
0.86

Source: Researcher’s data (2018)

TABLE 6
Random effects regression results for shareholders’ value added
s

Variables

Exp
Sign

Constant

Ecpd

+

Enpd

+

Sopd

+

Logta

+

R Square
Wald chi 2

M1(EVA)

M2(MVA)

β (t stat)
-11.889
(-3.82)**

β (t stat)
-13.132
(2.810)**
6.801
(1.329)
-3.710
(-0.612)
3.909
(0.965)
4.413
(1.311)
0.1014
16.04
0.0020

9.424
(2.56)**
1.813
(0.40)
-2.738
(-0.96)
1.207
(3.17)**
0.5700
58.82
0.0101
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M3(CFROI)

S
β (t stat)
-9.015
(-2.363)**
8.414
(2.900) **
1.832
(0.403)
2.094
(0.718)
1.515
(4.756)**
0.6072
56.92
0.0002
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Notes: The coefficient values are presented with the t-statistics in the parenthesis, *p<.10; **p<.05;
***p<.01, probabilities represent one-tailed when the direction of the coefficient is consistent with
expectations, two-tailed otherwise).

4.2 Data analysis and discussion of findings
Table 1 shows the descriptive statistics of triple bottom line cumulative disclosure index of the oil
and gas companies studied between the periods 2007 and 2016. Mobil, Forte and MRS had the
highest economic performance (ECPD) index of 0.7680, 0.7380 and 0.7370 respectively, while the
oil and gas companies with the least economic performance disclosures (ECPD) index was Japaul
Oil & Maritime Servicing with disclosure index of 0.5728. Also in terms of environmental
performance disclosures (ENPD), MRS plc took the lead followed by Total plc and Capital oil plc
with disclosure index of 0.4530, 0.4490 and 0.4430 respectively. However, oil and Gas Company
with the least environmental performance disclosure index was Mobil plc with 0.4135. The social
performance disclosure index of the firm reveals that Seplat Petroleum Development had the highest
mean disclosure index of 0.5245. This was followed by Japaul Plc. with a mean disclosure index of
0.5163. The company with the least social performance disclosure index was Beco with 0.4015. This
result shows that no company fully complied with the GRI disclosures requirements.
Table 2 reveals the descriptive statistics on company by company performance in terms of EVA,
MVA and CFROI. The table shows that the log of economic value added (EVA) of oil and gas
companies in Nigeria ranges from 1.6790 to 7.8634 with Rak Unity taking the lead. Also, the log of
market value added (MVA) of oil and gas companies in Nigeria vary within 0.0000 to 10.1824 with
Seplat taking the lead. More so, cash flow return on investment (CFROI) of the first three companies
with the highest level of performance were: Mobil Nig (19.2740), Conoil (14.7670) and Japaul Oil
& Maritime Servicing (14.1350), while the company with least cash flow return on investment
(CFROI) was Rak Unity (-0.6680). The log of total assets (TA) ranged from 6.2495 to 9.5634 with
Beco Petroleum taking the lead.
54

Proceedings of the 8th International Conference of Accounting and Finance
Research Association (AFRA), held 4th – 6th November, 2018
Table 3 presents the correlation analysis for the variables of the study. The result shows that there is
a weak positive relationship between economic performance disclosure and environmental
performance disclosure (r=0.024, p<0.05); economic performance disclosure and social performance
disclosure (r=0.055, p<0.05); environmental performance disclosure and social performance
disclosure (r=0.0198, p<0.05). All the triple bottom line variables have a low correlation with the
control variable suggesting that the variables do not appear to measure the same thing. In addition to
this, the analysis also suggests the absence of multicollinearity indicating that the independent
variables are not measuring the same thing. This is also confirmed with the variance inflation factor
(VIF) result which shows a mean VIF of 1.084 for ECPD; 1.042 for ENPD, 1.074 for SOPD and
1.052 for logTA, which are all below the threshold value of 10(see appendix).
Table 4 presents analysis to ascertain that the random effects model was significant and not zero
(which implies that there is presence of unobserved effect in the model). The Lagrangier Multiplier
test above shows that the chi-square ((X2=13.07, 104.06, 0.18) are significant for EVA and MVA
since the p-values are 0.0001, 0.000. However, the chi-square for CFROI was insignificant with a pvalue of 2.3301. This means that the variance of the random effect is not equal to zero and thatrandom
effect is appropriate for all items except cash flow return on investment. The next approach was the
selection and reliance between the random effects model or the fixed effects model which is basically
conducted using the Hausman specification test (table 5). The result shows that the chi-square (X2=2.15, 8.89, 15.04) is not significant since p- values = 0.46, 0.45, 0.86 (p>0.05). Thus, the result
suggests that there is no significant difference between the coefficients of the random effects and the
fixed effects; hence random effect prevails for this model.
Table 6 presents the random effect regression estimates for the effects of triple bottom line reporting
on shareholders’ value added. The random effects model was further tested for heteroskedasticity
and auto correlation (Appendix I). The results of the modified Wald test for heteroskedasticity with
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probability values (P<0.01) and Wooldridge test for autocorrelation with probability values (P<0.00)
show the presence of both problems in the model and its associated variables. In order to stem the
problems of autocorrelation and heteroskedaticity in the model, the robust standard error estimates
based on the stata command “xtreg cluster (code)” was applied. Using random effects estimation, R2
for economic value added (EVA) is 57%. This shows that variation in EVA is explained by TBLR
index by 57% while 43% is explained by other factors not captured in the model. R2 for market value
added (MVA) is 10.14% implying that only 10.14% changes in MVA is as a result of triple bottom
line reporting while 89.86% is caused by other factors not captured in the model. Also the R 2 of the
random effect regression of cash flow return on investment (CFROI) is 60.72%. This shows that
60.72% changes in CFROI is as a result of TBL reporting while 39.28% is caused by other factors
not captured in the model. On the whole, these results show the variation in shareholders’ value added
that is explained by the independent variables and the control variable.
In addition to this, table 6 shows the individual effects of economic, environmental and social
performance disclosures on the shareholders’ value added components. It was observed that
economic performance disclosure (ECPD) (t-stat. = 2.56> t0.05 = 1.96) significantly affect the
economic value added (EVA) of oil and gas companies in Nigeria except for environmental and
social performance disclosures. The effect in the relationship is also positive (β =9.424) and
significant at the 5% level of significance for economic performance disclosure. The high and
statistically significant value of the wald chi2 (58.96) confirms the overall significance of the model
and the predictive power of the independent variables including unobserved and control variable. The
environmental performance disclosure (ENPD) and social performance disclosure (SOPD) (t-stat. =
0.40, -0.96< t0.05= 1.96) do not significantly affect economic value added (EVA) of oil and gas
companies in Nigeria.
More so, the results on the individual effects of economic, environmental and social disclosures on
the market value added (MVA) of oil and gas companies in Nigeria shows that at 5% level of
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significance, economic, environmental and social performance disclosures (t-stat. = 1.329, -0.612,
0.965< tabulated t-value = 1.96) respectively do not significantly affect the market value added
(MVA) of oil and gas companies in Nigeria. However, the coefficient of the independent variable
(β=6.801,-3.710, 3.909) for the economic, environmental and social performance disclosures
respectively were positive for both economic and social performance disclosures but negative for
environmental performance disclosures. Results of the individual effects of economic, environmental
and social disclosures on the cash flow return on investment (CFROI) of oil and gas companies in
Nigeria show that at 5% level of significance, economic performance disclosure (ECPD) (t-stat. =
2.900> t0.05 = 1.96) significantly affect the cash flow return on investment. The effect in the
relationship was also positive (β =8.414). However, Environmental performance disclosure (ENPD)
and social performance disclosure (SOPD) (t-stat. = 0.403, 0.718< t0.05= 1.96) do not significantly
affect the CFROI of the oil and gas companies in Nigeria. Although, the coefficients (β=1.832, 2.094)
of the two independent variables were positive for environmental and social performance disclosures
respectively.
This study employed control variable (firm size) that has been found by previous studies to be
associated with shareholders value added. The results from table 4.6 shows that firm size (FMSZ) as
measured with the log of total assets shows a significant positive relationship with economic value
added and Cash flow ratio at 5% level of significance (p=0.05), revealing that the larger the size of
the company the more will be the shareholders’ value added.
Discussion of Results
Triple bottom line reporting and economic value added.
The result of the hypothesis tested in table 6 shows that the overall effect using wald chi2 of the
panel regression result (X2=58.82, p= 0.010) indicates the fact that economic, environmental and
social performance disclosures significantly affect economic value added of oil and gas companies
in Nigeria. The overall result was supported by Ekwueme, Egbunike and Onyali (2013) who added
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that triple bottom line reporting positively affects the prosperity of a firm and its value added. These
findings corroborate our assumptions that adequate measurement of the firms’ value can only be
achieved through disclosures of economic, environmental and social performance activities of the
companies which in the long run may lead to improved economic value added. This finding is also
consistent with findings of previous studies (Nobanee&Ellili, 2016; Reintjes, 2017; Kuzey&Uyar,
2016). The plausible reason could be that these disclosures have improved the quality of relationship
with stakeholders (government, customers, host communities etc), improve corporate reputation and
thus enhance the value of the firm. This in turn stimulates earnings to exceed required rate of return
that shareholders could get by investing in other investments of comparable risk. However,

this

finding is at variance with the work of Warren and Thompson (2012) who found no significant effect
of TBL reporting on economic value added of UK companies. In a similar study, Leszczmska (2012)
found a serious gap between TBL reporting and EVA of companies listed on Malaysian Stock
Exchange.
Triple bottom line reporting and market value added.
The overall result using wald chi square of random effect regression (table 6) gives an outcome of
16.04 with an accompanying p-value of 0.020 (p-value < 0.05]. This confirms that economic,
environmental and social performance disclosures significantly affect market value added (MVA) of
the companies. The control variable (total assets) as well as other unobserved variables contributed
significantly to the overall positive effect of triple bottom line reporting on market value added.
Although the individual effect in the random effect analysis shows that economic, environmental and
social performance disclosures do not significantly affect the market value added (MVA) of oil and
gas companies in Nigeria. The implication of this is that disclosure on only one or two aspects of
triple bottom line reporting may not significantly affect the market value added of companies. This
overall result was supported by a number of studies (Sam &Robeco, 2011; Ekwuemeet al, 2013;
Fauziet al, 2014; Nobanee and Ellili, 2016; Ekweet al, 2017) who established a positive relationship
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between sustainability disclosures and Market value added. The possible reason for this could be
that TBL reporting reveals the companies’ long term value creation through its intangible assets
particularly relating to environmental and social responsibilities or the possible risks and
opportunities they face in the market. Also, this significant effect could be attributable to the signaling
effect of TBL reporting as increasing transparency and accountability through TBL reporting could
reduce misevaluation of shares.
Conversely, other studies showed different results. Detre and Gunder (2011) found a negative
relationship between economic, environmental and social performance disclosures and market value
added. Jones (2005) also observed that triple bottom line reporting strongly and positively associate
with return on asset and net profit margin but negatively associated with market value added.
Triple bottom line reporting and cash flow return on investment
The overall result using wald chi square of random effect regression (table 6) gives an outcome of
56.92 with accompanying p-value of 0.0002. This indicates that the economic, environmental and
social performance disclosures significantly affect cash flow return on investment (CFROI) of oil
and gas companies in Nigeria. Although, economic performance disclosure had a positive and
significant effect on cash flow return on investment; this was not the case for environmental and
social performance disclosure. The overall result was corroborated by Lys et al (2012) who
established a positive relationship between TBL reporting and CFROI. Also, Kuzey and Uyar (2016)
found a positive and significant association between economic, environmental and social
performance disclosures and cash flow return on investment of listed Turkey companies. In addition
to this, Joseeet al (2014) explain that the reason for this positive association could be as a result of
firms’ commitment to intangible resources. He noted that the companies’ reputation for being
committed to sustainability is an intangible resource that increases the value of firms expected cash
flow returns and reduce variability in cash flows. On the other hand, this finding was also contradicted
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by Oraka and Egbunike (2016), who established that, environmental disclosure has no significant
effects on CFROI.
Conclusion and recommendations
This study examined the effect of triple bottom line reporting on shareholders’ value added of oil and
gas companies in Nigeria. The findings revealed that triple bottom line reporting significantly affect
economic value added, market value added and cash flow return on investment of oil and gas
companies in Nigeria. The implication of these findings is that adequate disclosures of companies
financial and non-financial information gives adequate measurement of the firms value as well as
send positive signals to the market concerning firms’ sustainability performances. Thus, it was
concluded that the corporate strategies of reporting the organizational footprints on the environment,
social systems and economic condition of stakeholders, maximize shareholders’ value of oil and gas
companies in Nigeria. Thus, triple bottom line reporting plays an important role in the sustainability
and growth of a firm. The tripartite reporting framework of economic, environmental and social
performance disclosures creates a platform of civic responsibility and transparency that endears
companies to all stakeholders. Hence, practice of transparency and accountability highlights the
importance of corporate governance in contributing to both corporate prosperity and responsibility.
Based on these findings, the study recommends that management of oil and gas companies should
make the adoption of this reporting framework compulsory given the fact that triple bottom line
reporting significantly affects shareholders’ wealth. In addition to this, the study also recommends
that Securities and Exchange Commission (SEC) should enshrine triple bottom line reporting as one
of their listing requirements especially to environmentally exposed companies.
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Abstract
This paper addresses the approaches to accounting standard setting that have been the mantra of
accounting. It begins by highlighting markets demand for reliable accounting information.
Thereafter, approaches to accounting standard setting (for the production of reliable information)
are analysed, highlighting the application, arguments, theories, examples and drawbacks of each
approach. A conclusion is made.
KEYWORDS: Accounting standards, Market Demand, Regulatory Bodies, Theories. Introduction
The demand for accounting information has been on the increase. In fact, the global business
community which rely on a capital market-based financial system directly depends on accurate and
timely production and dissemination of quantitative and qualitative accounting information by
companies. However, given the different information needs of market players, it is difficult to assess
the “reliability” of the information produced by companies, which then calls for an investigation of
approaches advocated to guarantee the suitability of the accounting information provided to users
(Nobes, 1998).
The second half of the 1970s is considered as the starting point of the debate within the accounting
literature concerning the most effective approach to provide reliable information. This ensued the
development of two adversative schools of thought, the Free-market approach and Regulatory
approach. Howbeit, corporate accounting failures and global financial crises in the 2000s called for
a deeper investigation of the approaches to standard setting and regulations in accounting.
From the backdrop, this paper is a critical analysis of the approaches to standard setting in accounting
with arguments, applications, theoretical foundations and examples supporting each approach, as
well as a drawbacks and counter arguments.
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Free-Market Approach to Standard Setting
This approach relies on market interaction to produce accounting information.
1.1

Assumptions, Arguments, and Applications

The free market approach argues that the market and market mechanisms should determine the
production of accounting information based on the needs of the market. Firms do not need regulations
to produce information because market forces (supply and demand) will divulge the equilibrium
optimal accounting information (being a public good) needed by market participants (Papadopoulos,
2011).
There are generally two arguments put forward in the literature to support the free market approach:
the first argument is the private contracting perspective which argue that in the absence of regulation,
the firm receives private incentives for providing credible information (Watts and Zimmerman, 1978;
Smith and Warner, 1979; Smith and Watts, 1982). A natural conflict exists between managers and
shareholders which can be mitigated through private contracting. This contractual agreement (in
accounting number) to protect shareholder interest provides the incentives to produce credible
accounting information, necessary for reducing operating cost and increasing firm value. Managers
who do not disclose information often have shareholders and analysts turning their backs on the
stocks of these companies. To avoid this mishap, managers voluntarily produce information without
regulations (Akerlof, 1970; Spence, 1974; Skinner, 1994).
The second argument is the market related incentive argument, divided into the market for managers
and the market for corporate takeover argument. While market for managers’ argument assumes that
even without contractual agreements, managers will adapt strategies to improve firm value through
production of credible information, since doing so will increase their reputation and future
remuneration; market for corporate takeover argument assumes that management will maximize firm
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value, and produce credible financial information to avoid ‘underperformance label’, and subsequent
replacement in the event of a takeover (Fama, 1980).
1.2
1.2.1

Theoretical Foundations and Examples
Agency theory

Agency theory focuses on the nature of the incentive system and the contracting system that will
produce behaviour by the agent consistent with the principal’s preferences. In any given company,
the owners want their wealth maximized but managers want increase in remuneration or/and
reputation. To solve the conflict of interest and to trim shareholders’ fear, an agreement is negotiated,
which motivates managers to provide adequate and reliable information to owners on a voluntary
basis, thereby reducing “monitoring costs”, which in turn increases managers’ remuneration and
reputation (Ross, 1973; Holthausen & Leftwich, 1983).
The production of voluntary accounting information and voluntary request for audit of accounting
documents (arising from agency contract) will result in reduction of perceived risk, boosting public
confidence and ensuring continued operation of the company in the market (Ross, 1979; Francis and
Wilson, 1988).
For example, in the 19th century, Australian and British companies voluntarily issued financial
statements without regulations to do so. This disclosure lowered capital costs, and granted them
access to gain capital funds in the Market (Carlson, 1997).
1.2.2

Signalling theory

Signalling theory focuses on behaviour of two parties having access to different information
(information asymmetry). It holds that given information asymmetry in the market, managers are
better than any regulatory agency in defining the quantity and quality of accounting information
necessary to make external investors confident, at reduced costs. Companies can reduce the
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uncertainty state of investors by voluntarily producing reliable accounting information to them,
which act as enough signal for the market. This reduces costs of risk capital, and increases the value
of the company (Spence, 1974; Sorrentino and Cossu, 2015).
For example, companies in the United Kingdom and other countries give profit warnings (signals) to
the public, as well as other insider information (cost of sales and gross margin) without any regulation
to do so (Deegan and Unerman, 2008).
1.2.3

Positive Accounting theory

Positive accounting theory attempts to make predictions of real world events, with a view to
translating them to accounting practices observable in firms. It is based on the assumption that all
actions in the market are driven by the need to increase shareholders’ wealth using bonus plan
hypothesis, debt equity hypothesis and political cost hypothesis. In application, by effectively
improving current earnings (managing variables and accruals discretionally), debt/equity ratio and
capitalization of operations in a timely manner, managers ultimately adopt an accounting system, that
meets the needs of shareholders. This then then leads to an increase in the bonus of the manager (Watts and
Zimmerman, 1978; Stigler, 1998).
The efficiency and opportunistic perspectives of the theory advocates that managers know the
accounting methods that best reflects their firms’ underlying economic performance, and so should
be allowed to adopt methods that best reflects underlying performance, and so produce accurate and
timely accounting information. An attempt to regulate them will lead to inefficiencies.
1.3

Drawbacks and Counter arguments

While proponents of the free-market approach applaud market efficiencies and interactions to
produce reliable accounting information, this paper puts forward the following counter arguments:
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First, the reliance on market mechanisms to produce optimal information is inefficient because the
market will not always know what ‘bad information’ is withheld by managers. The cost of such
dishonesty is evidence in the Enron, WorldCom and Parmalat failures.
Again, there is incomparable information in the market as different managers produce information
(the way it best suits them) to users.
Finally, private contracting is not attainable practice because in practice, there are too many
stakeholders that managers will have to negotiate contracts for the production of information, which
is time and resource consuming.
2

Regulatory Approach to Standard Setting

This approach advocates that regulatory agencies control the production of information.
2.1

Assumptions, Arguments and Applications

The regulatory approach holds that regulation of accounting information production is necessary to
fix market failures, whether explicit or implicit. While explicit failure results from the fact that the
quantity and quality of information produced in an unregulated market deviates from social optimum,
implicit failures occur because of defects in the market such as monopoly of information, naïve
investors, lack of objectivity, misleading numbers (Cooper and Keim, 1983).
With the presence of ‘free riders’ in the market, true demand is understated, because accounting
information can be obtained by people who do not have to pay for them. This leads to
underproduction of information as only a few people have the incentive to pay for the information,
since they themselves can also act as free riders. Hence, underproduction of accounting information
is solved through regulation, which increases community trust in capital market and ensure the
efficient allocation of resources (Demski and Feltham, 1976).
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Supporters of this approach also argue that regulations act as instruments to make social choices and
guarantee the ‘level playing field’, a situation in which everybody in a market have the same
opportunities, and access the same information (Deegan & Samkin, 2004). This approach proffers
solution to the information asymmetry problem existing in the unregulated market – information
asymmetry among different investors and information asymmetry between managers and investors.
Sorrentino and Cossu (2015) point out that the information asymmetry among different investors
often occur where the market has a small number of more informed investors and a large number of
less informed ones. The more informed investors will engage in intense trading activities at the
expense of the less informed investors. Information asymmetry between managers and investors
occur when managers have access to a larger amount of information than third parties in the market.
Such an unequal distribution of information may result in investors leaving the market as a defence
mechanism (adverse selection), or inability of shareholders to check managers’ behaviour who take
advantage of larger information about actual company performance to pursue their self-interest
(moral hazard) (Lev, 1988; Scott, 2003; Meeks and Meeks, 2002; Hirshleifer, 1971).
This approach bridges the information gap between market players, and improves market efficiency
by reducing the unproductive cost associated with information search in an unregulated market
arising from adverse selection and moral hazard of information asymmetry.
2.2
2.2.1

Theoretical Foundations and Examples
Public Interest theory

The public interest theory simply focuses on protecting the interest of the public to improve the
welfare of the state. It holds that regulations are formulated and supplied in response to the public’s
demand to correct market distortions, inefficiencies, and inequitable distribution, which if left
unchecked, may threaten public interest and cause the state welfare deterioration. Regulations
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therefore bring about improvements in the welfare of the state, and create confidence in society that
the capital market distributes resources efficiently (Posner, 1974).
The Regulation approach in the broader sense of the public interest theory denotes governing the way
in which public activities are decided upon and implemented for the benefit of the society. By
regulating the production of information in the market, regulatory agencies that regulate standard
behaviours backed up by the sanctions of the state, safeguard the interest of investors and the public,
and protect them from all forms of market failures (Foster, 1980).
Examples include the establishment of Security and Exchange Commission in the USA in the 1930s
following the Wall street Crash in 1929, the establishment of the UK Accounting Standard Steering
Committee in early 1970s following negative perceptions over large accounting firms failures in late
1960s, establishment of Accounting Standard Board in the UK in 1990s following large scale
accounting failures in late 1980s, as well as the enactment of tighter Accounting and Corporate
governance regulations imposed globally as a result of the failures of Enron, WorldCom, Parmalat,
amongst others, in early 2000s (Walker 1987; Posner, 1974).
2.2.2

Capture theory

In this theory, the regulated party tries to take charge of the regulator, and capture the standard setting
process, so that post-capture regulations will be beneficial to them. While the initial reason for
regulatory control of accounting information is to protect public interest, the standard setting process
will be captured by certain regulated interest in the long run since the continuity of the regulatory
body depends on satisfying the expectations of those regulated. A major component of the capture
which has threatened the independence and objectivity of the standard setting process is the
domination of the membership of regulatory bodies like IASB by professional accountants and
finance directors of companies that these regulatory bodies are meant to regulate (Mitnick, 1980;
Walker, 1987).
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Examples exist where the Big 8 accounting firms effectively controlled the decisions of the FASB,
either to pursue their own self-interests or on behalf of their clients (e.g., U.S. Congress, 1976). The
capture of procedures, priorities, appointment and output of the Australian Accounting Standard
Board by large Accounting firms in Australia is another example of the capture theory of Regulation.
2.2.3

Economic Interest theory

This theory holds that different groups with conflicting objectives will lobby regulatory authorities
to set standards that are economically beneficial to them. The reason for lobbying is because each
regulatory standard has a social and economic consequence on companies and people. Firms that are
exposed to regulatory and political pressures are more likely to lobby for accounting rules than
smaller firms that are not subject to such exposures (Gipper, Lombardi and Skinner, 2013). A group
must be powerful to be able to lobby for regulations that might protect its interest. For example, in
1980s a small number of aerospace companies argued that they be allowed to defer development
expenditure. This was to help them charge the government higher contract prices, since their prices
were based on percentage return on net assets (Posner, 1974; Peltzman, 1976; Hope and Gray, 1982).
Accounting Regulatory bodies encourage various affected groups to make submissions on draft
versions of proposed accounting standards, as part of a due process. This makes accounting regulation
a political process which can be lobbied by most powerful groups, whose views can challenge the
very existence of the regulatory body. An example is the confrontation between IASB and EU
government over IASB refusal to compromise to the views of EU banks with regards to the standard
on Accounting for Financial Instrument (IAS 39). Another example is the SEC’s decision to override
SFAS-19 in the late 1970s when it passed a rule allowing oil and gas companies to use either the full
cost or successful efforts methods of accounting for exploration and development costs when the
FASB rule (SFAS 19) had outlawed full cost accounting (Gerboth, 1973).
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2.3

Drawbacks and Counter arguments

While greater consistency, cost savings for the economy and production of optimal level of disclosure
have been argued in favour of the regulation approach, this section presents counter arguments:
First, we cannot say there is regulation when the regulator is regulated by those it should regulate.
Instances have been cited where larger companies lobby the standard rules to benefit them, like the
general price level accounting that was lobbied in the USA by larger firms, to help them report
reduced profits during inflation. This and other lobby scenarios question the ability of regulatory
agencies to produce standards at level playing field.
Since accounting standards (reports) are outcomes of political pressures and capture, there also exist
reporting expectation gaps arising from objections to the neutrality and representational faithfulness
of regulated financial reports.

Finally, the problem of standard overload arising from the promulgation of various standards
threatens the quality of financial reporting via enormous complexity and technical jargon, which has
reduced non-expert users’ understandability of these statements.

3

Conclusion

At the end of this critical analysis, it is worth mentioning that both free-market and regulation
approaches to standard setting in accounting leave many unanswered questions with regards
‘optimal’ information production and dissemination in the market. While it may seem safe to assume
that the drawbacks of the free-market may be overcome through regulations, the convenience of such
regulatory framework should be carefully determined by means of an empirical cost-benefit analysis.
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ABSTRACT
Administration of the public service in Nigeria is a thoughtful manifestation of the nation’s sociopolitical setting. This study examined the administration, accountability and transparency processes
in Nigerian public sector organisations. The overriding purpose of the study was to examine the key
structures as well as strategies adapted in the administration of accountability and transparency
processes in public sector organisations in Nigeria. A conceptual review was adopted in the
exploring the entire gamut of administrative processes in Nigerian public sector organisations and
how these processes have affected accountability and transparency. The study found that public
sector organisations in Nigeria are affected by the following amongst others politicization of the top
hierarchy of the civil service; lack of financial, administrative, political and social accountability;
perpetual breakdown of discipline; institutionalization of corruption at all levels and segments of the
public service; disregard for rules and regulations; loss of direction; general decline of efficiency
and effectiveness. Accordingly, the above administrative challenges have been found to be
responsible the sorry state of accountability and transparency in Nigerian public sector
organisations. Furthermore, if the judiciary effectively enforces the rule of law and the Legislature
carries out its oversight functions effectively, government will function as one in which separation of
power truly operates. Such governance enhances openness, judicious allocation and utilization of
resources, effective control and monitoring of performance and compliance. It will also engender
accountability, eliminate waste, and detract from opaqueness under which corruption thrives. The
study recommended the conduct of government affairs within formulated guidelines must be subject
to the people's verification and scrutiny; public officers must carry out their duties within the
purviews of their powers as specified hi the relevant codes; all government financial transactions
including budgets and expenditures should comprehensively spell out in relevant documents after
undertaking due consultations with relevant stakeholders; openness of government activities and the
people's unhindered access to information about such activities.
Key words: Administration, accountability, transparency, public sector organisations
Administration in the Public Service in Nigeria
Administration of the public service in Nigeria is a thoughtful manifestation of the nation’s sociopolitical setting. This context over the years has had sober unenthusiastic effects as well as
undesirable consequences for the performance of the public administration in the country thereby,
resulting in series of unprofessional conducts that have hindered efficiency and effectiveness. This is
despite the existence of basic constitutional provisions such as the Fifth Schedule of the Constitution
(1999) which stipulates the code of conduct for public officers in the country. Article 15 of the fifth
schedule of the constitution (1999) also provides for the existence of a ‘Code of conduct Bureau and
Act’ with emphasis on maintaining high standard of morality in government business. On the other
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hand, the civil service handbook (1997) enumerates the roles of the civil servant and how government
business should be conducted so as to address the needs of the people and also contains ‘codes of
ethics in government businesses with particular emphasis on the values of uprightness, discipline,
equity etc. Recent reforms in public administration such as Dotun Phillips Study Group on the
Review of the structure of the civil service (1985), Presidential Task Force on Civil Service Reforms
(1985), Civil service Reform through decree no 43 (1988), and Allison Ayida Committee (1994)
were aimed at addressing series of challenges like performance, professionalism and remunerations
in the public service. In line with the United Nations Department of Economic and Social Affairs
(2001: 66) which ‘recommendations of the reforms were directed at achieving a results-oriented civil
service, imbued with ethical values’. The adoption of International Code of Conduct for Public
Officials in 1996 (OECD 2000: 47-49), African Charter on public service (2001) and the African
Charter on values and principles of public administration (2011) also conform to the present public
administration reforms agenda aimed at professionalizing public administration in the country.
These frameworks have not provided reasonable universal remedy in addressing the challenges of
professionalism, incompetence, lack of industry, accountability and transparency and most often the
general insensitivity to service delivery issues that confront public administration in the country. At
the center line of these unprofessional dispositions is the dysfunctional political process with overarching influence on public administration (OECD 2001:65; Adegoroye 2005:2; Gundu 2011:147).
The impact is large scale unethical crisis which has over the years resulted in the compromise of
basic principles and values and the neglect of professional and ethical standards thereby, subverting
the very essence of its existence in terms of providing efficient, responsible and professional service
in line with sustainable public interests.
Policy and Regulatory Frameworks for Public Administration in Nigeria
To achieve professional effectiveness and efficiency in the Nigerian public administration, the
following policy and regulatory frameworks have been developed:
The Constitution: The fifth schedule of the 1999 Federal Constitution of Nigeria generally makes
provision as regards code of conduct and work ethics for the public servant. Sections 1 to 10 of the
schedule contain codes to guide the conduct of public officials with particular emphasis on how to
avoid conflict of interests. It further makes provision for the existence of a ‘Code of conduct’ tribunal
with the responsibility of prosecuting erring or non-compliant public servants. Generally, the section
highlights on the following issues to sustain good conduct and bureaucratic ethics in public
administration. These are:
 Conflict of interests in the discharge of official duties
 Double remunerations
 Restriction on engaging on any private business except on part-time basis
 Prohibition from receiving bribes or other form of gratifications
 Engagement in any arbitrary act which is prejudicial to the rights of any person
 Membership of any society which is incompatible to the functions and dignity of public office
 Declaration of assets and liabilities on assumption of office
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Reflections on Public Administration in Nigeria
An interrogation of public administration practices in the Nigeria indicates several forms of
professional misconducts that contradict acceptable standards. For instance, the incidence of police
man receiving bribe to cover up criminal issue, teacher leaking examination questions or collecting
money to pass students, judicial officer selling justice, health professional diverting medical supplies,
public officer engaging in over-invoicing or inflation of contracts, a superior demanding sex from a
subordinate to recommend her for promotion etc. These unprofessional conducts cut across the entire
breadth of the nation’s public administration. All the above misconducts can be described fraud,
embezzlement, robbery, bribery, extortion, nepotism, influence peddling, indiscipline, mal-practices
and betrayal of public confidence. Accordingly, some of the major ills of the public service in Nigeria
that must be treated to put the nation on the developmental track as well as greatness include:
 Politicization of the top hierarchy of the Civil Service;
 Lack of financial accountability;
 Perpetual breakdown of discipline;
 Institutionalization of corruption at all levels and segments of the Public Service;
 Disregard for rules and regulations;
 Loss of direction;
 General decline of efficiency and effectiveness.
Challenges to Professionalism
The challenges facing the effectiveness and efficiency of the public administration professionalism
in Nigeria include: unethical behaviours, corruption, unprofessional politics, poor working conditions
and unwillingness to disclose misconducts. In trying to address the above challenges of
administration in the Nigerian public sector, some key issues must be effectively addressed to achieve
professionalism, effectiveness and efficiency and these issues in accountability and transparency.
Accountability
When the term “accountability” is used, it is usually used to several additional separate concepts such
as transparency, equity, democracy, efficiency, responsiveness, responsibility, and integrity (Mulgan
2000; Behn 2001; Dubnick 2002). The term has come to stand as a general term for any mechanism
that makes powerful institutions responsive to their particular publics (Mulgan, 2003). Akindele and
Adeyemi (2011) identified accountability as a concept that has been severally defined and classified;
it has been conceptualized as a way of being answerable or liable for one’s actions and/or inactions
and, conduct in office or position. It has equally been defined as the process of making elected
officials and other office holders accountable and responsible to the people who elected or appointed
them for their actions while in office. They further opined that accountability connotes the state or
quality of being liable and required by a specified person or group of people to report and justify their
actions in relations to specific matters or assigned duties. Adegite (2010) defined accountability as
the obligation to express that work has been conducted in accordance with agreed rules and standards
and the officer reports fairly and accurately on performance results vis-à-vis mandated roles and
plans. It means doing things transparently in line with due process and the provision of feedback.
Many social relationships carry an element of accountability within. Accountability is all about being
answerable to those who have invested their trust, faith, and resources to you. Johnson (2004) posits
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that public accountability is an essential component for the functioning of our political system, as
accountability means that those who are charged with drafting and/or carrying out policy should be
obliged to give an explanation of their actions to their electorate. Premchand (1999) observed that
the capacity to achieve full accountability has been and continues to be inadequate, partly because of
the design of accountability itself and partly because of the widening range of objectives and
associated expectations attached to accountability. He further argues that if accountability is to be
achieved in full, including its constructive aspects, then it must be designed with care. The objective
of accountability should go beyond the naming and shaming of officials, or the pursuit of sleaze, to
a search for durable improvements in economics management to reduce the incidence of institutional
recidivism.
Adegite (2010) also noted that there are three pillars of accountability, which the United Nations
Development Programme (UNDP) tagged ATI (Accountability, Transparency and Integrity).
Accountability can further be segmented into; Financial Accountability, Administrative
Accountability, Political Accountability and Social Accountability. Financial Accountability is
concerned with the establishment of pattern of control over receipt and expenditure of public funds
to ensure that public monies have been used for public purposes. Administrative Accountability
entails a sound system of internal control, which complements and ensures proper checks and
balances supplied by constitutional government and an engaged citizenry, these include ethical codes,
criminal penalties and administrative reviews. Political Accountability fundamentally begins with
free, fair and transparent elections where the people decide whether to retain or throw out the
incumbent office holders or political executives by refusing to vote for such incumbent based on
his/her performance while in office (Ola and Effiong, 1999). Social Accountability refers to the wide
range of citizen actions to hold the State to account for its actions by exercising their inherent rights,
and to hold governments accountable for the use of public funds and how they exercise authority
(Pradhan, 2010).
Fundamental Threats to Accountability
There are three fundamental threats to the construction of good governance and the rule of law in the
developing world, namely corruption, clientelism, and capture. These phenomena refer to the use of
public office for private gain and their impact goes far beyond the simple diversion of funds.
Corruption, in addition to directly enriching individual bureaucrats, distorts markets and hampers
service delivery (Rose-Ackerman, 1999). Clientelism is the unfairly channeling of public resources
to specific client groups which alters the dynamics of political competition and leads to the ineffective
provision of public services (Fox, 1994) and Capture, in addition to providing rents to specific
economic actors, also greatly alters markets and worsens the position of consumers, workers, and the
environment in relation to corporations (Stigler, 1971). It is generally accepted that the best way to
combat this three-headed monster and thereby guarantee the public interest character of the state is
by strengthening accountability.
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Transparency
In general, transparency implies openness, communication and accountability. With regard to the
public services, it means that holders of public office should be as open as possible about all the
decisions and actions they take, they should give reasons for their decisions and restrict information
only when the wider public interest demands it (Chapman, 2000). Radical transparency in
management demands that all decision making should be carried out publicly. All draft documents,
all arguments for and against a proposal, the decision about the decision making process itself, and
all final decisions, are made publicly and remain publicly archived. Richard (2004), in his book What
is Transparency? defined as transparency has come to mean active disclosure. Other scholars have
defined government transparency as the publicizing of incumbent policy choices, and the availability
and increased flow to the public of timely, comprehensive, relevant, high-quality and reliable
information concerning government activities. Transparency has been generally supposed to make
institutions and their office-holders trusted and trustworthy (O’Neill, 2002).
Transparency International (2015) defines transparency as shedding light on rules, plans, processes
and actions. It is knowing why, how, what and how much. Transparency ensures that public officials,
civil servants, managers, board members and business men act visibly and understandably and report
on their activities, this therefore imply that the general public can hold them accountable.
Transparency is one of the surest ways to guard against corruption.
Concept of Integrity
Integrity is one of the most controversial concepts among virtue terms. It is also perhaps the most
puzzling as there is no generally accepted definition for it. The concept of integrity has to do with
perceived consistency of actions, values, methods, measures, principles, expectations and outcome.
When used as a virtue term, “integrity” refers to a quality of a person’s character (Ssonko, 2010).
Some people see integrity as the quality of having a sense of honesty and truthfulness in regard to
the motivations for one’s actions. Persons of integrity do not just act consistently with their
endorsements, they stand for something; they stand up for their best judgment within a community
of people trying to discover what in life is worth doing (Ssonko, 2010). Some commentators stress
the idea of integrity as personal honesty: acting according to one’s beliefs and values at all times.
Speaking about integrity can emphasize the “wholeness” or “intactness” of a moral stance or attitude.
Some of the wholeness may also emphasize commitment and authenticity.
In the context of accountability, integrity serves as a measure of willingness to adjust value system
to maintain or improve its consistency when an expected result appears incongruent with observed
outcome. Some regard integrity as a virtue in that they see accountability and moral responsibility as
necessary tools for maintaining such consistency. Halfon (1989) offers a different way of defining
integrity in terms of moral purpose. Halfon describes integrity in terms of a person’s dedication to
the pursuit of a moral life and their intellectual responsibility in seeking to understand the demands
of such life. He asserted that persons of integrity embrace a moral point of view that urges them to
be conceptually clear, logically consistent, appraised of relevant empirical evidence, and careful
about acknowledging as well as weighing relevant moral considerations. Persons of integrity impose
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these restrictions on themselves since they are concerned, not simply with taking any moral position,
but with pursuing a commitment to do what is best.
Some other authors have also explained integrity in terms of; (i) integrity as the integration of self;
(ii) integrity as maintenance of identity; (iii) integrity as standing for something; (iv) integrity as
moral purpose; and (v) integrity as a virtue. More so, others would say that integrity is public service
with honor. Still others would associate integrity with moral character. Carter (1906) states that
integrity requires three steps which includes; discerning what is right and what is wrong, acting on
what you have discerned, even at personal cost and saying openly that you are acting on your
understanding of right from wrong. For the purpose of this study we define integrity as doing the
right thing even if no one is looking, or even if others are not doing the right thing.
Corruption
The concept of corruption has continued to be masked by value preference and differences (Akindele
& Adeyemi, 2011). This has to some extent complicated the attainment of a definitional uniformity
on the concept within the academia and practicing world of administration. Corruption, according to
Harsh (1993, as cited in Heywood, 1997), is a practical problem involving the outright theft,
embezzlement of funds or other appropriation of state property, nepotism, and granting of favors to
personal acquaintance. It has been argued that corruption involves behaviors which deviate from the
moral and constitutional requirements. Otite (1986) in his own explanation sees corruption as
perversion of integrity or state of affair through bribery, favour or moral depravity. It involves the
injection of additional but improper transaction aimed at changing the normal course of events and
altering judgments and positions of trust. It consists in doers and receivers’ use of informal, extralegal or illegal act to facilitate matter.
Gboyega as cited in Olasupo (2009) opines that corruption involves the giving and taking of bribe,
or illegal acquisition of wealth using the resources, of a public office, including the exercise of
discretion. In this regard, it is those who have business to do with government who are compelled
somehow to provide inducement to public officials to make them do what they had to do or grant
undeserved favour. It is therefore defined as officials taking advantage of their offices to acquire
wealth or other personal benefit. Odey (2002) contextualizes corruption in Nigeria as the air which
every living person breathes in and out. According to him, nobody makes any effort to breathe in the
air; it comes naturally. Corruption has indeed eaten deep into the fabric of Nigeria, with every arm
of government having its fair share.
Recent Developments in ensuring Accountability in Nigeria Public Expenditure
Following the failure of accounting infrastructure and the oversight bodies (The Auditor-General and
the PAC) to address the issues of public expenditure management in Nigeria, and eliminate the
current financial indiscipline, the government led by Olusegun Obasanjo (1999-2007) decided to put
in place some mechanisms and agencies to ensure accountability in public expenditure which is
fundamental to the survival of democratic process in Nigeria.
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These mechanism and agencies include: (a) Due Process Mechanism and Transparency: in an attempt
to stop the business as usual syndrome in government activities, achieve cost economy and
transparency through Budget Monitoring and Price Intelligence Unit (BMPIU). (b) Economic and
Financial Crimes Commission (EFCC): During President Ibrahim Babangida's regime, local and
international financial and economic crimes rose to an unprecedented height in Nigeria due to no
formidable mechanism and institution for punishing offenders. EFCC was established to combat
financial and economic crimes as stated Act (c) Independent Corrupt Practices and Other Related
Offences Commission (ICPC): This commission has a major role of reviewing and modifying the
activities of public bodies and institutions with the aim of identifying and eliminating those practices
which have the potential to aid corruption. It also has the mandate to educate and enlighten the public
about the undesirable consequences of all forms of corrupt practices in private and public life. (d)
Code of Conduct Bureau (CCB): Charged with the responsibility of recording the details of assets
and liabilities declared by government or political officeholder occupying key positions using the
appropriate "Assets Declaration Form" at the point of entry into the office. The CCB records and
keeps detailed information about officers’ wealth as appropriate with the aim of checking corruption.
Accountability and Economic Backwardness
World Bank (1994) stated that infrastructure is an umbrella term for many activities refers to as
“social overhead capital of which its adequacy and reliable presence in any economy leads to raise
in productivity at low cost, increase the country’s GDP and good standard of living which is the basis
of economic growth and development (Foster & Pushak (2011). In most developing countries,
government are responsible for infrastructural service provisions and budget is the instrument upon
which government plans, review and control public expenditure enable actual activities stays within
the established boundaries (Searfoss & Monozka 1973). Lack of accountability gave birth to
corruption, clientelism and capture (e.g. the $15b dollars power project during President Obansajo’s
regime, the Oil windfall of $12b dollars during President Babamgida’s regime, Lagos – Benin road
contract, the World Bank waters project in which billion of Naira contracts were awarded, also the
=N=3 trillion petroleum subsidy scam in which all stakeholders are unable to account for). However,
due to fiscal accountability failure, the above issues were not resolved and have resulted in
infrastructure decay, high cost of production, and high interest rate, business relocation to other
countries, business failure, massive poverty and poor standard of living. All these are signs of
economic retrogression.
State of Accounting Infrastructure in the Nigerian Context
The state of accounting infrastructure in Nigeria has been observed to be weak by the World Bank.
In its report on the Observance of Standards and Codes (ROSC) on Nigeria issued in 2004, the World
Bank observes that accounting and auditing practices in Nigeria suffer from institutional weaknesses
in regulation, compliance and enforcement of standards and rules. The specific areas noted in the
report include: incomplete budget information, unreliable accounting system, incomplete data to
support proper public financial management, obsolete and inadequate legal framework for accounting
and auditing, ineffective internal audit system, ineffective supreme audit institutions, non-compliance
with international public sector accounting standards (IPSASs) and other information presentation
standards. The following has been identified as the problems that need urgent solution:
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Professional Base of Accountants in Nigeria: The United Nations in one of its observations
underscored the need for quality and availability of accounting personnel in government financial
management in developing countries. It was observed that there is a "correlation between financial
management in developing countries and the level of economic development" (United Nations,
1991). When non-qualified personnel are in charge of accounting functions and positions, the effect
would certainly be "Accountability Blindness" This assertion draws attention to the need for a sound
professional base of accountants as a pre-condition for achieving accountability in developing
countries. In Nigeria, there are three main professionally recognized accounting bodies namely: The
Institute of Chartered Accountants of Nigeria (ICAN); Association of National Accountants of
Nigeria (ANAN); And the more recent, the Chartered Institute of Management Accountants of
Nigeria (CIMAN). ICAN is the first, more recognized and better established of the three, having been
in existence since 1965. It has approximately 32,722 professional members as at May 2011 from a
modest beginning of 250, most of whom holds management positions especially in the private sector
of the economy. As at now only 20% are serving in the public sector.
This, by implication, means the public sector is left to be driven by less qualified and incompetent
accounting personnel. ANAN has produced approximately 13,717. Both bodies have produced
approximately 46,440 Professional Accountants to serve a population of 168 million Nigerians and
over 700,000 registered companies, excluding government agencies (CIA Fact book 2011). The
implication of this, mean that Nigeria has "a ratio of one professionally qualified accountant to three
thousand, six hundred and eighteen persons (1:3,618). This seems ridiculous in comparison with
other countries such as Australia with a ratio of one professionally qualified accountant to one
hundred and eighty one persons (1:181) (Emenyonu, 2011). Similarly, Olowo-Okere (2005) stated
that in Nigerian public sector, many government accountants neither have accounting education nor
certification and the consequence is lack of professional accountants to take charge of important and
sensitive accounting positions in the public service. Our situation cannot aid accountability in any
form. Everett et al. (2007), not only must better record-keeping systems be established in poor
countries if corruption is to be addressed, but these systems must also be more contextually
appropriate.
Oversight Bodies: Aruwa (2001) the shortcomings arising from the state of the accounting
infrastructure in Nigeria is also evident in the antiquated, fragmented, incomplete and unreliable
nature of the accounting system providing motivation for the existence of oversight bodies. The
prominent ones are the auditor-general and the public accounts committee. Section 85 (1) of the 1999
constitution of the Federal Republic of Nigeria provides for the office of the Auditor-General of the
Federation (AG) in order to ensure accountability in public expenditure at every levels of government
and operations. The constitution empowers the auditor-general to audit and report on the public
accounts of the federation (all offices and courts) to members of the legislature as promptly and as
accurately as possible to enable them ascertain how the programmes, functions and activities of the
government are being conducted. However, the AGP has been constrained in the discharge of his
responsibilities. Okaro (2004) “one problem which the auditor-general had to contend with these
years is the issue of the late submission of the annual financial statements by the Accountant-General.
Even though the 1999 constitution stipulates that the financial statements should be submitted by the
AGF to the Auditor-General within 7 months after the end of the financial year, this provision has
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been grossly violated due mainly to poor quality accounting system and personnel (Oshisami, 1992).
Emenyonu, (2007) recently some of the audit findings includes: Over-invoicing, non -retirement of
cash advances, lack of internal audit inspection, payment for jobs not done, double-debiting, contract
inflation, lack of supporting documents to back up various purchases, shameless violation of financial
regulations, and release of money without the approving authority’s involvement. All these disclosure
are contained in the report but without appropriate punishment to offenders. These unprofessional
practices are against accountability and showed the existence of weak accounting infrastructure in
Nigeria.
Legal Framework for Supporting Accounting Practice: There is a plethora of laws and regulations
that provide a legal basis for accounting and financial management in Nigeria's public sector. These
include: 1999 Constitution of FRN, Finance (Control and Management) Act, 1990 (as amended),
Financial regulations, Audit Act of 1956 (as amended) and in addition, the Annual appropriation Act
authorizing and controls receipts and payments of public funds. It is therefore obvious that Nigeria
does not lack the required legal backing for her financial transactions. However, Okaro (2004)
observes that if there is inefficiency in the management of public funds in Nigeria, it is certainly not
for "want of enough legal instruments for the regulation but poor culture of financial management as
seen in the outdated nature of the financial rules and regulations in force in the country. The assertion
above is evident in expressions which suggest that our laws suffer from severe weaknesses in
enforcement, compliance and regulation. The weaknesses have been noted by the World Bank (2004)
which observes that "the process of adjudicating on cases in Nigeria courts is so slow that regulators
are discouraged from seeking support from the courts and law enforcement agencies in enforcing
sanctions". This situation which aided the level of corruptions, can be attributed to the in the country
weak infrastructure.
The Public Accounts Committee (PAC): The public accounts committee (PAC) is a committee of
the legislature charged with responsibility of examining the public accounts on the basis of the
observations raised in the Auditor-General's report and ensures that all issues highlighted therein are
properly addressed. It therefore acts as a mediator between the Accountant-General and the AuditorGeneral. Ogbanu (1999) the PAC can enhance "judiciousness in the disbursement of public funds by
the public servants thereby resulting in financial savings which can be channeled to the provision of
amenities to improve the standard of living of the citizens but have not been able to discharge its
duties as expected. Many studies have identified a number of reasons for PAC non-performance and
they are associated with accounting infrastructure. Oshisami (1992), Ogbanu (1999), Obazele (2000),
Okaro (2004) agree that the following are the major reasons for the poor performance of the PAC:
(i) Absence of personnel with required skills, knowledge and experience in financial matters as there
is no established laws and guidelines on appointment of members. (ii) Lateness on the part of PAC
to finalize its report on findings of the Auditor- General. (iii) Inability of some ministries and
departments to respond to audit queries due to a total breakdown of the system of accountability and
internal control measures in the public sector (Randle, 2003).
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The Link between Governance and Economic Performance
Several studies have established strong link between good governance (administration) and economic
performance and pace of development. In a particular study by Lederman (2000), it was found from
a study which explains corruption as a function of political governance that corruption is reduced by
establishing a political system which increases the quality of bureaucracy. The study also found
public spending on health becomes more effective in lowering child and infant mortalities as well as
expenditure on education.
Kaufinann and Kraay (2002) in another work advanced a two-way estimation of the relationship
between the quality of governance and per capital income. The work covered between 14 and 192
countries using six governance indicators which include:
 Voice and accountability:- Indication of the extent to which citizens of a country are able to
participate in the selection of governments;
 Stability: Indication of continuity of polity and the continued ability of the electorate to select
and replace those in power;
 Governance effectiveness; indication of the ability of government to initiate and implement
good policies;
 Regulatory quality: indication of perceptions of over-regulation;
 Rule of law: perception of the incidence of crime, contract enforceability and the effectiveness
and predictability of the judiciary;
 Control of corruption: indication of measure of perceptions of corruption
The finding, of the above study is that governance has strong effect on the income per capital of a
country, sampling 153 countries. On the other hand, they found that attempt to estimate effect of
increase per capital on governance yielded a negative effect meaning that economic growth is not
likely to bring about improvement in governance.
Nigeria performance using the governance indicators
Drawing from the data set published by Kanfmann Kraay and Mastruzzi (2003) Nigeria was
compared with 12 other African countries for their governance characteristics using the six indicators
earlier discussed in the study by Kaufmann and Kraay. The following findings emerged from the
study.
i) For voice and accountability, Nigeria trails behind most African countries and only tops a country
like Zimbabwe. This shows Nigerian citizens' low participation in the selection of governments using
the indices of the political process, civil liberties, political rights and independence of the media
ii) Political stability: Nigeria is in the lowest position given a perception that the country could be
overthrown.
iii) Government effectiveness Nigeria scored low in quality of public service provision, bureaucracy,
competence of the civil service, independence of the civil service and the government's commitment
to its policies behind countries like Botswana, Mauritius and South Africa.
iv) On regulatory quality (in the foreign trade) price controls or inadequate banking supervision.
Nigeria trails behind Tunisia pointing to the fact that poor quality is associated with Nigeria.
v) For Rule of law, Nigeria has not fared well in crime, contract enforceability and the effectiveness
and predictability of the judiciary.
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vi) In terms of corruption, Nigeria is perceived as having the test control over corruption of the
countries sampled. Frequent extra legal payments, corruption in the political sphere and "state
capture" by elites are seen as regular features of the Nigerian environment by respondents.
The overall picture thus presented of Nigeria is of a country that lacks effective governance
mechanisms and the necessary guideline, principles, rules and structures for assuring compliance,
monitoring of performance and development.
The resultant disenchantment, heightened corruption, disregard for due process for public
expenditure and poor enforcement of contractual obligations and terms, little or no accountability
and transparency in the conduct of public affairs. The administration started on a promising note with
the establishment of some legal institutions namely the Independence Corrupt Practices and Other
Related Offences (ICPC) in 2000 and the Economic and Financial Crimes Commission (EFCC) in
2002 as part of the legal framework to control the ills of corruption and financial crimes in the
country.
Specifically, the ICPC has among its functions;
(i) Where reasonable grounds exist for suspecting that any person has conspired to commit, has
attempted to commit, or has committed an offence under this act or any other law prohibiting
corruption, to receive and investigate any report of the conspiracy to commit, attempts to commit or
the commission of such offence and, in appropriate cases, to prosecute offenders.
(ii) To educate the public against bribery, corruption and related offences, and to enlist and foster
public support in combating corruption (ICPC Act 2000, 15-16).
The EFCC'S functions include:
i) to investigate all financial crimes including advance fee fraud, money laundering, counterfeiting,
illegal change transfers, future market fraud, contract scam. (ii) To co-ordinate and enforce all
economic and financial crimes laws and enforcement functions conferred on any other person.
The ICPC and the EFCC are by no means the first anti graft institutions or bodies put in place by
Nigeria to fight corruption but given the perceived seriousness on the part of the government that
established them, Nigerians had hoped that these institutions would at last provide the seeming
elusive panacea for the ills of corruption in the country. Prior to the establishments of these agencies,
a number of anti-corruption bodies like miscellaneous offences Act of 1991; the National Drug Law
Enforcement Agency (NDLEA) Act of 1999; Advance fee Fraud (otherwise known as 419), and
related offences Act of 1995; and the Money Laundering Act of 1995 (Now repealed by MLPA, 2004
(Ribadu, 2005) among others were in place. Government had to establish ICPL and EFCC as
indication that previous institutions did not perform to expectation. Objective assessment today does
not give the two new bodies pass mark either. Like the earlier institutions, the ICPC and EFCC have
faced some problems stalling their performance. Common among the problems is the slow and
cumbersome judicial process in Nigeria. Other problems that have militated against the bodies are
insufficient funds, lack of awareness of their existence and activities by majority of Nigerians living
outside the major cities because of the poor spread of their activities, which seem confined mainly to
Lagos and Abuja.
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The two commissions therefore have been largely blamed for slow and poor performance, selective
arrest and prosecution. Many as having served the interest of the former president, Olusegun
Obasanjo, have largely perceived the commissions whose administration established them, for assault
and vengeance on his political foes This perception and the slow pace of prosecuting offenders rightly
or wrongly have seriously eroded public confidence in the anti-graft bodies. Many political big shots
including former governors and ministers who served during former president Obasanjo's eight years
period and were indicted for money laundering have been facing trial in various courts in the country
for over one year now without any single of the cases fully determined yet.
The rather disturbing tortuous judicial process is also the hallmark of the electoral tribunals trying
cases of alleged electoral malpractices arising from the 2007 elections. Now above one and half years
after the elections and the commencement of the trial by electoral tribunals, many of the cases are
still very far from being concluded. These are proofs of the ineffectiveness of the Nigerian judiciary
in for law enforcement and compliance. While we acknowledge the seeming thoroughness of the
judiciary in the trial in some areas, the fact remains that the trial process is rather meandering and too
delayed. Nevertheless the result of the tribunal trials so far have substantially proved the gross abuse
of the electoral process and assault on the peoples will and their right to choose their leaders. This is
one area of corruption that must be managed to attain the effective administration of justice and
political stability in the country.
Another reform for which the Obasanjo's administration initially received the accolade of Nigerians
and the international community as an assurance for transparency in governance is the Due Process
as the guiding code for award of contracts that the administration put in place. Whereas due process
had long been a code in the service for compliance, Obasanjo's administration amplified it as a tool
for plugging leakages, elimination of wastes and diversion of public funds from the intended
investment points and targets. It signaled an end to "business as usual" and represented a major
element in the administration's reforms. According to Oby Ezekwesili, the mastermind of the project,
Due process was the design of a rapid response mechanism for ensuring fiscal transparency, strict
compliance with due process and effectiveness. Efficiency in costing, prioritization and execution of
budget expenditure items resulting in an effective" follow-the money" tracking process by utilizing
international and Nigeria expertise, and by adapting the best of information technology were also
integral components of the due process mechanism. From the above, democratic governance in
Nigeria, today, lacks the essential features and characteristics to guarantee transparency and probity.
It stifles the right of the citizens to participate in the affairs of the state, promotes mediocrity and
lacks the effective management for economic growth. Corruption remains a prominent feature of the
system that is characterized by huge shortage of basic amenities like education, potable water, health
care, good roads, steady power supply etc .Unemployment rate keeps rising while crime rises in
similar proportion. The country with all abundant resources therefore remains as one with the highest
poverty rate in the world with meager income per capita of barely $560 as at 20G5 (World Bank
2007).
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The way forward
The prevailing situation in Nigeria discussed in this paper needs to be urgently addressed. Nigeria
will immensely benefit from a governance system that guarantees effectiveness and efficiency
through the strengthening of the regulatory mechanism for evaluation of performance and monitoring
for compliance. The existing legal framework and institutions, which are already in place, should be
restructured and strengthened by enlarging their operational scope and powers where necessary, for
greater efficiency in the enforcement of laws, rules and regulations.
The Nigerian judiciary in the recent times has demonstrated some measure of independence and
preparedness to provide the necessary checks on the other two arms of government by the outcome
of its adjudication on matters affecting these arms of government and the individuals. However, its
operations are still tortuous in which condition, it is yet to attain the expected level of efficiency and
win the confidence of the public. It should speedy up determination of cases to be able to check the
increasing number of offenders and help to eliminate corruption from the system. Effective control
mechanism with appropriate sanctions will produce necessary salutary effects on the public servants.
This will ultimately instill accountability and probity in the Civil Service in Nigeria.
There is a dire need to guarantee the rights of the Nigerians to effectively participate in the affairs of
the country, particularly their right to choose credible leaders. A transparent electoral process that
will check abuses is a sin-a-qua-non. It is important to do this so that the genuinely elected
representatives are elected. The legislators should also carry out the oversight functions at the various
governance level, federal, state, and local governments. The ultimate objective of the oversight
functions of the legislature is to promote accountability; transparency and responsiveness on the part
of the executive and by extension check and balances his actions (Bello Imam, 2005). For now a
good number of the Nigerian legislators do not render account of their stewardship to their voters and
do not operate outreach offices though they collect money for it .The obvious consequence for this
is that those who they represent know little or nothing about the activities of the government. The
system in that situation is not open to the people and receives no feedback from them.
Furthermore, if the judiciary effectively enforces the rule of law and the Legislature carries out its
oversight functions effectively, government will function as one in which separation of power truly
operates. Such governance enhances openness, judicious allocation and utilization of resources,
effective control and monitoring of performance and compliance. It will also engender accountability,
eliminate waste, and detract from opaqueness under which corruption thrives. The panacea therefore
is the fostering of the principles and guidelines that promote transparency and probity to effectively
manage resources restore the confidence of Nigerians, the international regulatory institutions as well
as foreign investors who will collaborate in their efforts to work for the growth of the economy and
the overall development of the country.
Transparency and Accountability entail amongst others;
 The conduct of government affairs within formulated guidelines must be subject to the
people's verification and scrutiny
 Public officers must carry out their duties within the purviews of their powers as specified hi
the relevant codes.
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 All government financial transactions including budgets and expenditures should
comprehensively spell out in relevant documents after undertaking due consultations with
relevant stakeholders.
 Openness of government activities and the people's unhindered access to information about
such activities.
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Effects of corporate governance on the financial performance of commercial banks in
Nigeria from 2007-2016
Efiong Eme Joel
And
Joshua, Udemeobong Monday
Department of Accounting, University of Calabar, Calabar- Nigeria.
ABSTRACT
This study examines the effect of corporate governance on financial performance of commercial bank
in Nigeria. Data where obtain from secondary sources form the commercial bank for ten years period
from 2007- 20016. Data where presented using tables and analyzed using ordinary least square
regressions analysis (OLS). The corporate governance mechanisms of board size, board composition
and audit committee were used. Moreover, ROA was used as the performance measure. The findings
of this study revealed that the board sized has a positive and significant relationship with return on
asset. The study therefore, concludes that board size and audit committee is good predictor of
performance as measured by return on asset (ROA), though the board size was negatively related to
performance, it had a significant relationship. It was recommended that the size of the board
(membership) of banks should be increased and should comprise a mix of executives and nonexecutives to serve on the board of banks. Additionally, the audit committee of banks should meet
more often so as to enable the review the financial reports of the banks and make appropriate
recommendations that will help to improve the performance of the banks.
INTRODUCTION
1.1

Background of the study
Corporate governance in recent times has attracted a good deal of public interest because of

its great importance to the financial and economic growth of corporations and the society in general.
The growing need for strong corporate governance has been very crucial with countries around the
world drawing up guidelines and codes of practice to strengthen governance (Cadbury, 1992;
Corporate Governance Code of Nigeria, 2006). The underlying reason for this growing interest is the
increased concerns over the integrity of these securities markets in both developed and developing
countries. In the Nigerian scene, the case of Cadbury Nigeria PLC who manipulated their stock
92

Proceedings of the 8th International Conference of Accounting and Finance
Research Association (AFRA), held 4th – 6th November, 2018
position to deceive shareholders, NAMPAK, as well as Wema Bank, Afribank, Finbank, and
Springbank shook the confidence of investors and regulators alike. The banking sector has also
suffered its fair sphere of scandals and distress where seemingly healthy banks suddenly collapsed
and these have made investors’ confidence to be shaken. Corporate governance is a key-element in
the development and establishment of capital markets of nations. The World Bank Report –
Improving Corporate Governance in Emerging Markets (2011) asserts that good corporate
governance reduces the emerging markets` vulnerability associated to financial crisis, reduces
transactions and capital cost and, contributes to the development of capital markets.
The banking distress of the last decades has posed many challenges to corporate governance
in banking industry. Bank distress can be associated to lack or avoidance of code of ethics and
professionalism. Odozi (2007) asserts that “Ethics, like, corporate governance, transparency and
accountability, etc. is a cliché that has been abused and misused”. The failure of banks in Nigeria, as
well as across the globe has been largely due to inadequate corporate governance. This has
necessitated the apex bank (Central Bank of Nigeria) to take a bold step in revitalizing the banking
sector since corporate governance had become a subject of major concern by all sectors of the
economy. The Nigerian Securities and Exchange Commission (SEC) rolled out a code of best
practices on corporate governance for all public quoted companies in 2003. As a result, the Peterside
Committee on corporate governance in public companies was set up to check the corporate
governance of these companies. A sub-committee on corporate governance for banks and other
financial institutions in Nigeria was set up by the Bankers’ Committee. The Central Bank of Nigeria
(CBN) code of corporate governance for banks was also issued in 2006 by the apex bank to help in
achieving viable and successful banking practice along with the existing codes that were in place. All
of this is in recognition of the critical role of corporate governance in the success or failure of
companies (Ogbechie, 2006:6). Since the issuance of the code of corporate governance by the CBN,
efforts have been made to evaluate its impact on the performance of banks.
93

Proceedings of the 8th International Conference of Accounting and Finance
Research Association (AFRA), held 4th – 6th November, 2018
1.2

Statement of the problem
The banking sector has a distinct role in facilitating and stimulating economic development

as it plays a vital role in the resource mobilization and allocation of the economy. This is the most
important part of the financial system in developing economies as the banks account for the bulk of
the financial transactions and assets. Banks are the main pillar of the financial system in most
countries as banks provide different opportunity and services to clients. The banking sector is of
immense importance in the progress and richness of any state. The economic development and
prosperity comes from the well-developed and perfect banking system. It is believed that banks
occupy an important position in the economic health of any country such that its (good or poor)
performance invariably affects the economy of the country. In Nigeria, bank plays a significant and
sensitive role in the economy hence their performance affects the growth, competence and stability
of the economy directly. The failure rate of banks can be attributed to poor corporate governance and
this can lead to investors losing confidence in the ability of a bank to properly manage its assets and
liabilities, which could in turn trigger liquidity crisis. Recent financial crisis across the world has had
banks and other financial intermediaries at the heart of this major crisis. To a large extent, this
problem was the result of poor corporate governance in countries’ banking institutions and industrial
groups. Schjoedt (2000) observed that this poor corporate governance, in turn, was very much
attributable to the relationships among the government, banks and big businesses as well as the
organizational structure of businesses. As a result of these, various corporate governance reforms and
codes have been introduced to ease governance with the mechanisms of board size, board
composition, and audit committee as core amongst others. The board size is believed to enhance
performance of firms especially where its composition is made of outside directors as it has a positive
and significant effect on the bank performance. The code of corporate governance emphasizes board
composition that has qualitative, qualified, experienced members and people of proven integrity to
serve on the board.
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Despite all these measures, the problem of corporate governance still remains unresolved
among the consolidated Nigerian banks, thereby increasing the level of financial reporting scandals
and fraudulent information disclosures in the banking industry as seen in the series of publicized
cases of accounting inappropriateness recorded in banks such as Intercontinental bank, Oceanic bank,
Afribank, Fin bank and Spring bank. Most of this is related to lack of vigilant oversight functions by
the board of directors and this shook the confidence of investors. Previous researches were inadequate
looking at the sample size and number of years, also their measurement of audit committee was based
on the audit committee size and its composition. There is therefore a need to increase the number of
years and sample size and to use a different measure for the audit committee. On the basis of this
foregoing, this study examines the effect of corporate governance on the financial performance of
listed deposit money banks in Nigeria.

LITERATURE REVIEW AND THEORETICAL FRAMEWORK
2.1

Conceptual framework

2.1.0 Meaning of corporate governance
Corporate governance is a uniquely complex and multi-faceted subject. It is an important
concept which has attracted a fairly good deal of public interest because of its great importance for
the financial and economic health of corporations and society in general. It has no single accepted
definition mainly due to the huge differences in countries corporate governance codes (Solomon,
2010). As such it is essential that a comprehensive framework be codified in the accounting
framework of any organization. In any organization, corporate governance is one of the key factors
that determine the health of the system and its ability to survive economic shocks. The aim of
corporate governance is to ensure that corporations are managed in the best interest of their owners
and shareholders. (Ahmed, Alam, Jafar& Zaman, 2008).
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According to Morck, Shleifer and Vishny (1989), corporate governance; effective marketing
discipline; strong prudential regulation and supervision; accurate and reliable accounting financial
reporting systems; amongst other factors are the main factors that support the stability of any
country’s financial system.
Literature is satiated with various views and definitions of corporate governance (CG)
(Cadbury 1992; Organization for Economic Cooperation and Development (OECD) 1996; Shleifer
and Vishny 1997; Kwakwa and Nzekwu (2003). There is however no consensus on the definition of
corporate governance, may be due to the fact that concept is applied across disciplines including
management, law, behavioral sciences and even humanities (Adelopo, 2010)
Governance itself relates to the decisions of any organization where expectations are defined,
power granted to actualize the expectations and performance evaluated at the end. Cadbury (1992)
defined corporate governance as “the set of process” customs, policies, laws and institutions affecting
the way a corporation company is directed, administered or controlled” (p. 15). It the way the boards
oversee the running of a company by its managers, and how board members are held accountable to
shareholders of the company, with implications also to employees, customers, stakeholders, etc. It
therefore suggests that corporate governance “is concerned with holding the balance between
economic and social and between individual and communal goals” (Adelopo 2010, p. 17). Corporate
governance also includes the relationships among the many stakeholders involved and the goals that
govern the corporation (OECD, 2004).

2.1.7

Concept of consolidation and corporate governance of banks
The banking industry in Nigeria has gone through various stages of restructuring.

Consolidation in the banking sector began in 2004 when the CBN mandated all commercial banks to
meet the N25 billion minimum paid-up capitals by 31st December, 2005. These directives saw the
banks using various mechanisms to comply with the apex bank’s mandate. Some of the banks used
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these methods to comply with the apex bank’s directive which includes mergers and acquisition,
initial public offerings (IPOs), foreign equity participation, group consolidation etc. (Orji, 2005).
Almost all the banks went to the capital market to raise funds in order to meet the new capital base.
Al Faki (2006) as sited in Donwa and Odia (2011) puts the figure that was raised from the capital
market by the banks to meet the minimum capital requirement of N25billion as over N406.4 billion.
Out of the N198.19 billion worth of securities raised in 2004, N128.58 billion was for the banking
sector. In 2005, banks’ new issues were worth N517.6 billion. This amount represented about 75%
of the total new issues value of N692.86 billion.
The banking sector reform and its sub-component, bank consolidation, has resulted from
deliberate policy response to correct perceived or impending banking sector crises and subsequent
failures. Uchendu (2005) as cited by Abdullahi (2007) opined that banking crisis can be triggered by
the dominant influence of weak banks characterized by persistent illiquidity, insolvency, under
capitalization, high level of nonperforming loans and weak corporate governance among others, as
observed in the Nigeria case.

2.1.8

Financial performance
Financial performance assesses the fulfillment of a firms economic goal and this relates to

various subjective measure of how well a firm can use its given assets from primary mode of
operation to generate profit. Financial performance has long been an issue of interest in managerial
discussion. Kothari (2001) defined the value of a firm as the present value of the expected future cash
flows after adjusting for risk at an appropriate rate of return.
Bank performance is usually measured by Return on assets (ROA), Return on Equity (ROE)
or Net interest margin (NIM). Studies conducted on the determinants of banks performance use one
or a combination of these ratios as a measure of performance in their analysis. This study examines
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the most comprehensive accounting measure of a bank’s overall performance which is Return on
assets (ROA).

2.1.9

Measurement of bank sector reforms and deposit money banks performance.
The banking sector reforms is a vital tool in assessing the performance of deposit money

banks and this is extremely important because it helps to assess if the policy is well designed and
implemented. There is a positive relationship between financial sector reforms and the performance
of the deposit money banks as argued by many researchers. This can be measured using specific key
indicators and this also applies to the Nigerian deposit money banks. The financial sector indicators
are many, but we limited our consideration to the major indicator Returns on Assets (ROA) of deposit
money banks.
The various reforms have yielded the anticipated result as the new policy initiative will
influence both the economy as well as the banking system as observed by Ogunleye (2005). Efforts
of banks to comply with the new consolidation policy helps to strengthen corporate governance in
banks in order to boost public confidence and ensure efficient and effective functioning of the
banking system on the effect of small business. Merger and acquisition has been identified as one of
the instruments of recent banking reforms in Nigeria as opined by Emeni and Okafor (2008) and they
used cross sectional survey research and ordinary least square regression analysis to draw this
conclusion. Their results showed the two effects of merger and acquisition as static effect and
dynamic effect.

2.1.10 Recapitalization in banks
Recapitalization is a major reform objective which has to do with increasing the amount of
long term finances used in financing an organization. It entails increasing the debt stock of the
company or issuing additional shares through existing shareholders or new shareholders or a
combination of the two. Merger and acquisition or foreign direct investment are examples of the
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forms of recapitalization and the end result is that the long term capital stock of the organization is
increased substantially to sustain the current economy trend in the global world not minding
whichever form is being used. Recapitalization as opined by Asedionlen (2004) may raise liquidity
in short term but will not guaranty a conducive macroeconomic environment required to ensure high
asset quality and good profitability. Soludo (2004) asserts that low capitalization of the banks has
made them less able to finance the economy, and more prone to unethical and unprofessional
practices. Aminu and Aderinokun (2004) maintained that increasing the capital base of banks in
Nigeria would strengthen them and, in the process, deepen activities within the industry. “Growing
the Nigerian economy is about the number of banks that have the capacity to operate in all the states
of the federation.

Empirical review
Grove, Patelli, Victoravich and Xu (2011) carried out an empirical study on “Corporate
governance and performance in the wake of the financial crisis: Evidence from US commercial
banks”. The objective of the study was to examine if corporate governance will explain US bank
performance during the period leading up to the ﬁnancial crisis? They adopted the factor structure by
Larcker, Richardson, and Tuna (2007) to measure multiple dimensions of corporate governance for
236 public commercial banks. Research Findings/Insights from their study revealed that corporate
governance factors explain ﬁnancial performance better than loan quality. They also found strong
support for negative association between leverage and both ﬁnancial performance and loan quality.
Findings also showed a concave relationship between ﬁnancial performance and board size.
Also, Fooladi (2011) investigated the effect of corporate governance on performance
measures using a sample of 30 Malaysian firms for the 2007 fiscal year. The annual reports of the
firms were used in the research. Findings indicate the relationship among the independence of board
of directors, size of the board of directors and firm performance is found to be insignificant.
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A study on the Determinants of Financial Performance: An Empirical Study on Ethiopian
Commercial Banks was carried out by Abebe (2014). The study examined the determinants of
financial performance of commercial banks in Ethiopia using panel data of banks over the period
2002-2013. Under this study, both internal and external factors were included. The internal factors
used in this study included capital structure; Income Diversification, operating cost and bank size
whereas the external factors are effective tax rate, real GDP growth and inflation. Moreover, ROA
and NIM were used as the performance measure. The regression result showed that the bank specific
variables except bank size affect performance of the bank significantly but negatively. Also, bank
size affects performance significantly and positively. Similarly, Shungu, Ngirande and Ndlovu
(2014) carried out a study in Zimbabwe and reported a unidirectional causal relationship from
corporate governance to bank performance. Indicating that there is a positive relationship between
board composition and commercial bank performance, although a negative relationship appears
between board size, board committees and bank performance.
Ahmed and Hamdan (2015) carried out an investigation on the impact of corporate
governance on firm performance: evidence from Bahrain stock exchange. The aim of this research
was to examine the impact of corporate governance characteristics on firm performance in Bahrain
Stock Exchange. Their study sampled 42 Out of 48 Bahrain's financial companies which are listed in
Bahrain Stock Exchange during the period 2007-2011. The empirical results from their study
indicates that performance measures such as Return on Assets and Return on Equity are significantly
related to corporate governance in Bahrain. Overall, their study found a positive influence of
corporate governance mechanisms on performance for the entire firm in Bahrain Stock Exchange.
Hajer and Anis (2016) carried out a study on the analysis of the impact of governance on bank
performance: case of commercial Tunisian banks. Their empirical analysis was on a sample of eight
Tunisian commercial banks listed on the Stock Exchange over the period 2000–2011; findings from
their work concluded that there is no standard governance structure and that each bank should adopt
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the appropriate governance structure to improve the performance of the financial market, in general,
and the banking market, in particular.
Onakoya, Ofoegbu andFasanya, (2010) examined the impact of corporate governance on
bank performance in Nigeria during the period 2005 to 2009 based on a sample of six selected major
banks in Nigeria {First Bank of Nigeria Plc, United Bank of Africa (UBA), EcoBank, Fidelity Bank,
First City Monument Bank (FCMB), and Guarantee Trust Bank (GTB)} in the post consolidation
era- 2005 to 2009 as listed on Nigerian Stock Exchange market making use of pooled time series
data. From their findings, it was shown that corporate governance has been on the low side and has
impacted negatively on bank performance.
Ifionu and Keremah (2016) investigated the impact of banking reforms on the performance
of Deposit Money Banks in Nigeria spanning from 1995 to 2012. Their study reveals that Return on
Equity and banks profitability have a significant difference in the pre and post bank reform era while
Return on Assets shows that there is no significant difference in the pre and post banking reform era
in Nigeria. Thus, the study reached a consensus that the improved level of Deposit Money Bank
profitability is associated to the various bank reforms in Nigeria especially the adoption of corporate
governance codes.
The research design employed in this study is the ex-post facto design.
The population of this study comprises of all the 15 deposit money banks listed in the Nigerian
Stock Exchange. The research is limited to accessible population of the listed deposit money banks
because of the availability of data from Nigeria Stock Exchange (NSE) as well as the fact book. The
study adopted the census approach as it is unnecessary for sampling or sample size determination.
Data used in the study were extracted from corporate financial statements and annual reports of the
banks submitted to the NSE. The data covered a period of ten years from 2007 to 2016.The listed
banks are indicated in the table below:
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TABLE 3.1
Listed banks in Nigeria
S/N

Banks

Year of Listing

1.

Access Bank Plc

1998

2.

Diamond Bank Plc

2005

3.

Ecobank Plc

2006

4.

Fidelity Bank Plc

2005

5.

First Bank Plc

1971

6.

First City Monument Bank (FCMB) Plc

2004

7.

Guaranty Trust Bank (GTB) Plc

1996

8.

Skye Bank Plc

2005

9. Stanbic IBTC Plc

2005

10. Sterling Bank Plc

1993

11. Union Bank Plc

1970

12. United Bank For Africa (UBA) PLC

1970

13. Unity Bank Plc

2005

14. Wema Bank Plc

1991

15.

2004

Zenith Bank Plc

Source: Nigeria Stock Exchange Listed Banks 2015
The main source of data is secondary data from the annual reports and financial statements
of the listed commercial banks for ten year period from 2007- 2016.The model that is adopted for
this study is the multiple regression models to examine the combined effect of board size, board
composition audit committee, and firm size on the performance of listed commercial banks in
Nigeria.
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The model is specified below:
Performance = f (BSIZE, BCOM, ACOM, FSIZE)
ROA = o + 1BSIZE + 2 BCOM + 3 ACOM + 4 FSIZE+et
Where:
ROA represents a firm performance variable which is Return on Asset
BSIZE= Board size
BCOM= Board composition
ACOM= Audit committee
FSIZE = Bank Size
O to5= Coefficient
et = Stochastic error term. The error term which account for other possible factors that could influence
ROA that are not captured in the model
The a priori is such that:
1BSIZE, 2 BCOM, 3 ACOM, 4 FSIZE> 0. The implication of this is that a positive
relationship is expected between explanatory variables (1BSIZE; 2 BCOM; 3 ACOM; 4FSIZE)
and the dependent variable (ROA). The size of the coefficient of correlation will help us explain
various levels of relationship between the explanatory variables.
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POOLED REGRESSION
SUMMARY OUTPUT
Regression Statistics
Multiple R
0.284691
R Square
0.61049
Adjusted R
Square
0.55699
Standard
Error
5.20383
Observations
150
ANOVA
Df
Regression
Residual
Total

C
BSIZE
BCOM
ACOM
FSIZE

4
145
149

Coefficients
-14.1247
0.123283
1.8976
1.288349
0.674413

SS
MS
346.3145 86.57862
3926.578 27.07985
4272.893
Standard
Error
0.071227
0.179853
0.45851
0.534465
0.572513

t Stat
45.78526
2.685463
1.892804
2.410541
1.197063

Significance
F
F
3.19716 5.9198

P-value
0.006063
0.094146
0.004407
0.017181
0.033235

The result of the pooled regression shows an R2 of 61 per cent and this indicates that the variables
BSIZE, BCOM, ACOM and FSIZE which represents board size, board composition, audit committee
and firm size jointly explain 61 per cent deviation of banks financial performance while 39 per cent
variations in banks financial performance remained unexplained. Moreover, the Adjusted R2 of 55
per cent could also be interpreted as joint movement between the banks financial performance and
the independent variables.
The constant term ‘C’ which is more often called the autonomous coefficient has a value of 14.1247 percent. This result indicates that a decrease of -14.1247 in banks financial performance is
bound to occur with or without the existing independent variables and this decrease could be caused
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by variables outside the model. The value of F-statistics 5.9198 as indicated in the result statistically
explains variation of the bank’s financial performance on corporate governance.
Moreover, BSIZE has a positive relationship with the financial performance of the banks.
This is interpreted as an increase in board size will increase bank financial performance by 6.6 per
cent with p-value of 0.094146 considered to be insignificant in the model. The result also indicates
that BCOM, ACOM and FSIZE can be increased by 12.89, 1.288 and 6.6 per cent and considered
significant in the model with p-value 0.0004, 0.017 and 0.0332 respectively. The pooled panel result
lump the independent variables to ascertain the degree of positive changes that occurred between the
dependent and explanatory variables.

Audit committee has a positive and significant effect on performance of selected deposit
money banks in Nigeria. The coefficient of audit committee from Table 4.3 is 1.288. This shows a
positive relationship with return on asset which is used as a measure of performance in this study.
This implies that the more the audit committee of banks meet to review the financial reports and
evaluate the internal control systems of the banks, the performance is improved and brings about
good more yielded profits. Audit committee meetings should help in checking the activities of
managers, as such wrongdoings will be reduced and performance will be enhanced. This result agrees
with the findings of Adams and Mehran (2003), Kent and Stewart (2008), and Erena and Tehulu
(2012). According to their study outcomes and results, it was revealed that the presence of audit
committee and their frequent meetings can reduce financial reporting problems and incidence.
Board composition and firm size however also shows a positive and significant relationship
with ROA from the results shown in table 4.3. This implies that, in the case of board composition,
the ratio of non-executive directors to executive directors does not in turn affect the performance of
the banks. However, in order to ascertain the effectiveness of non-executive directors, their level of
experience and expertise and the type of information available to them for effective decision making
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should be taken into consideration. Because most of this directors are not familiar with the business
due to the time limit spent with the company which has a positive correlation to their performance as
directors. The result of the study confirms the results of the researches of authorities such as Bhagat
and Black, 2002, Sanda et al ( 2005), Kajola (2008), Bawa and Lubabah, (2013) and Adeusi et al,
(2013) who further added that the performance of banks tends to be worse when there are more
external board members.

Summary and conclusion
The findings of this study show that the board size (BSIZE) of seven (7) banks viz, Access
Bank, Ecobank, GTB, Stanbic, Sterling Bank, UBA, and Zenith Bank positively influenced their
financial performance. The result further revealed that the financial performance of eleven (11)
others banks apart from Diamond, Fidelity, GTB and Zenith banks were positively affected by board
composition (BCOM). When we consider the effect of individual bank audit committee (ACOM)
on financial performance, we observed that almost all the banks apart from Zenith and GTB banks
exerted positive effect on their performance. The result also suggests that firm size positively
influenced the financial performance of banks
The study also identified from the model that board size does not have a significant
relationship with performance as measured by return on asset. While the board composition and audit
committee was significantly related to performance. The findings show that banks sampled have
relatively moderate board sizes. Therefore an increase in the board size will impact on the
performance of the banks.
On the other hand, audit committee had a positive and significant relationship with Return on
Asset. From the result of the study analysis, it was found that the audit committee of the sampled
bank met about 4 times in a year. Furthermore, firm’s or bank’s size as well as the board composition
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of the banks positively and significantly relates with ROA. The results analysis however shows that
the ratio of outside directors to the total number of directors in Nigerian banks is very high.
Based on the findings of this study, the researcher wishes to draw a conclusion that corporate
governance as a process of accountability and transparent financial reporting, serves as an enhancing
characteristics to firms performance, considering corporate governance variables board size, board
composition, audit committee and firm size on performance as measured by Return on Asset (ROA).
The results also revealed that the proportion of non-executive directors serving in the boards of banks
are high and this is in compliance with the specification of corporate governance code which specifies
that the number of non-executive directors should be higher than the executive directors.
REFERENCES
Abdullahi, I. (2007). Banking sector reforms and bank consolidation in Nigeria: Challenge and
prospects. BJMASS,6(1), 116-125.
Abebe, T. (2014). Determinants of financial performance: An empirical study on Ethiopian
commercial banks. (Master’s thesis, Jimma University, Ethopia). Retrieved from
https://core.ac.uk/.../pdf/30266978.pdf
Adams, R., & Mehran, H. (2003) .Is corporate governance different for bank holding companies?
Economic Policy Review, 9(1), 123– 142.
Adeusi, S., Akeke, N., Aribaba, F. & Adebisi, O. (2013). Corporate governance and firm financial
performance: Do ownership and board size matter. Academic Journal of Interdisciplinary
Studies, 2(3), 251-258.
Adelopo, I. (2010). The impact of corporate governance on auditor independence: A study of audit
committees in UK listed companies. (Doctoral thesis, De Montfort University).
Ahmed, H., Alam, J., Jafarr, A., & Zarmum, S. (2008). A conceptual review on corporate governance
and it effect on firms performance: Bangladesh perspective AIUB working paper series, No
2008-10, http://orp.aiub.edu/workingpaper,aspx?year=2008
Ahmed, E., & Hamdan, A. (2015). The impact of corporate governance on firm performance:
evidence from Bahrain stock exchange. European Journal of Business and Innovation
Research, 3(5), 25-48.
Al- Faki, M (2006). Transparency and corporate governance for capital market development in
Africa: The Nigerian case study. Securities Market Journal, 4, 9- 28.
Bawa, A., & Lubabah, M. (2012). Corporate governance and financial performance of banks in the
post consolidated era in Nigeria. International Journal of Science and Humanity Studies, 4(2),
1309-1363.
107

Proceedings of the 8th International Conference of Accounting and Finance
Research Association (AFRA), held 4th – 6th November, 2018
Bhagat, S., & Black, B. (2002). The non correlation between board independence and long term firm
performance. Journal of Corporation Law, 27(2), 231-273.
Cadbury Committee. (1992). Report of the committee on the financial aspects of corporate
governance. London: Gee Publishing.
Cadbury, A. (2002). Overview of Corporate Governance: A Framework for Implementation. The
World Bank Group; Washington. D.C
Central Bank of Nigeria (CBN) (2006). Code of Corporate Governance for Banks in Nigeria Post
Consolidation.
Code of Corporate Governance for Banks and Discount Houses in Nigeria. Effective Date: October
01, 2014. Central Bank of Nigeria (CBN) Publication.
Donwa, P. & Odia, J. (2011). Effects of consolidation of the banking industry on the Nigerian capital
market. Kamla-raj Economics, 2(1), 57-65.
Emeni, F. & Okafor. C (2008). Effect of mergers and acquisition on small business lending in Lagos
in Nigeria. Africa Journal of Business Management, 2(9), 325-345
Erena, O. & Tehulu, T. (2012). The Impact of corporate governance mechanisms on earnings
management: Evidence from banks in Ethiopia. International Journal of Research in
Commerce, Economics and Management, 2(8), 2231-4245.
Fooladi, M. (2011). Corporate governance and firm performance. International Conference on
Sociality and Economics Development, IPEDR, 10, 484-489.
Grove, H., Patelli, L., Victoravich, L. M., & Xu, P. (2011). Corporate governance and performance
in the wake of the financial crisis: Evidence from US commercial banks. Corporate
Governance: An international review, 19(5): 418–436.
Hajer, C., & Anis, J. (2016). Analysis of the impact of governance on bank performance: Case of
commercial Tunisian banks. J Knowl Econ. 2(1), 255-260
Ifionu, E. P., & Keremah, S. C. (2016). Bank reforms and deposit money banks performance:
evidence from Nigeria. European journal of business and management, 8(7), 136-152.
Kajola, S. (2008). Corporate governance and firm performance: The case of Nigerian listed firms.
European Journal of Economics, Finance and Administrative Sciences, 14, 16-28.
Kent, P. & Stewart, J. (2008). Corporate governance and disclosures on the transition to international
financial reporting standards. Accounting and finance, 48, 647-671
Kothari, S. P. (2001). Capital market research in accounting. Journal of Accounting and Economics,
31, 105-231.
Kwakwa & Nzekwu (2003). International best practices on corporate governance. Issue in corporate
governance, 97.
Larcker, D., Richardson, S., & Tuna, I. (2007). Corporate governance, accounting outcomes, and
organizational performance. The Accounting Review, 4, 963-1008.

108

Proceedings of the 8th International Conference of Accounting and Finance
Research Association (AFRA), held 4th – 6th November, 2018
Morck, R., Shleifer, A. &Vishny, R. (1989). Alternative Mechanism for Corporate Control.
Ameriecan Economic Review. 79, 41- 56
Odozi, V. (2007). Ethics and professionalism in the banking industry: The role of the honorary senior
member. The Nigerian bankers. 22
OECD (1999). Principles of corporate governance. http://www.encycogov.com/
Ogbechie,C (2006). Corporate governance: A challenge for Nigerian banks. Cited From
www.Businessdayonline.com .
Ogunleye G. (2005). Regulatory challenges in a consolidated Nigeria banking system NDIC.
Onakoya, A., Ofoegbu, D. & Fasanya, I. (2010). Corporate governance and bank performance: a
pooled study of selected banks in Nigeria. European Scientific Journal, 8(28), 155-164.
Sanda, A., Garba, T., & Mikailu, A. (2011). Board independence and firm financial performance:
evidence from Nigeria. AERC Research Paper 213 African Economic Research Consortium,
Nairobi.
Shleifer, A., & Vishny, R. (1997). A survey of corporate governance. Journal of finance, 52,737783.
Shungu, P., Ngirande H., & Ndlovu, G. (2014). Impact of corporate governance on the performance
of commercial banks in Zimbabwe. Mediterranean Journal of Social Sciences, 5(15), 93-105.
Solomon, J. (2010). Corporate Governance and Accountability (3rd ed.). West Sussex: John Wiley
and Sons Limited.
Soludo, C. (2004, July 6). Consolidating the Nigerian banking industry to meet the development
challenges of the 21st century. Being speech presented at the special meeting of bankers
committee held at the Central bank of Nigeria H/Q, Abuja.
Uchendu, O. (2005). Banking sector reforms and bank consolidation: The Malaysian experience. The
Bullion,29( 2), 821-879.

109

Proceedings of the 8th International Conference of Accounting and Finance
Research Association (AFRA), held 4th – 6th November, 2018

Corporate Governance Mechanisms and Banks Capitalization:
A Panacea to Corporate Growth
Joseph Ugochukwu Madugba (Ph.D)
Department of Accounting,
College of Business and social Sciences,
Department of Accounting, College of Business and Social Sciences Landmark University Omu-aran Kwara State
Nigeria
Call: +2348063697038 E-mail: joeugochukwu@yahoo.com, Madugba.joseph@lmu.edu.ng

Ben-Caleb, Egbide (Ph.D)
Department of Accounting and finance, College of Business and Social Sciences, Landmark University,
Omu-Aran, Kwara state, Nigeria
Call +2348032683604 E-mail: ben-caleb.egbide@lmu.edu.ng

Michael Chidiebere Ekwe (Ph.D)
Department of Accounting,
College of Management Sciences,
Michael Okpara University of Agriculture UmudikeUmuahia Nigeria.
E-mail: ekwemike@yahoo.com

Okpe, Ikechukwu Innocent
Department of Accounting, Faculty of Management Sciences
Enugu State University of Science and Technology (ESUT)
ikeokpe@yahoo.com
Abstract:
The study explored the relationship between corporate governance mechanisms and capitalization of listed
banks in Nigeria. The research design is ex-post facto. The fixed effect of panel data regression analysis was
adopted in analyzing the data obtained from published audited accounting reports of the banks in Nigeria
covering the period 2006-2016. A major finding of the study is that corporate governance mechanisms
insignificantly but positively affect bank capitalization. Hence, the researchers recommend that the
regulatory authorities should strengthen their guideline for capitalization of banks to ensure that Nigerian
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banks maintain optimal capitalization because both undercapitalization and overcapitalization have their
adverse consequences on the financial health of the banks as evidenced by the result of this study.
Keywords: Capitalization, Board composition, Board size, Board meetings, ownership structure, Audit committee.
Introduction:
One major issue that has caught attention in the business world today is corporate governance. According
to Kajola (2008) corporate governance is ensuring that the entity is well managed and shareholders interest
protectable often.

This means that the core objective of corporate governance is maximization of

shareholders wealth and its protection. This is important since the shareholders provide the capital with
which banks operate, it will be proper to examine the extent to which corporate governance relates with
capital provided by the shareholders. Furthermore, Organization for Economic Corporations and
Development (OECD) (1991) opines that it involves distribution of rights and responsibility among different
participants in the corporations such as managers, board members, shareholders and other stakeholders. It
also sets out the corporate objectives and how such objectives will be attained and the overseeing of
performance (Akinsulire, 2006). Suffice to say that good corporate governance system within a company and
an economy as a whole will help to provide a high level of assurance that is required for the proper
functioning of a capitalist economy (Uwuigbe, 2013). This increased confidence will propel the providers of
funds to continue to supply funds; knowing that their funds are managed in line with their aspirations and
expectations.
Berglog and von-Thadden (1999) opine that the inefficient performance of the corporate sector in Africa and
Asia have made the issue of corporate governance a catch phrase in the development debate. This explains
the need to discuss corporate governance mechanisms and capitalization of banks in Nigeria to assess their
influences on the capitalization of the banks. Furthermore, the collapse of some high profile corporations
like Enron, the Houston Texas based energy giant in 2001 in U.S; WorldCom the telecom behemoth, has
brought the business community under tension. As corporate governance deficiencies appeared common to
highly reputable entities from Parmalat in Italy. Nigeria was not exceptional as some notable corporations
went out of business completely such as Nigeria Paper Mills Ltd Jebba, Nigeria Sugar Company Bacita, Kastina
Steel Rolling Mill co. Ltd, Golden Guinea Breweries Umuahia.
The banking sector was not left out as inefficient and ineffective corporate governance deficiencies
manifested itself through several cases of liquidation and collapse. For instance, Savannah Bank, Cooperative
and Commerce Bank, Alpha Merchant Bank Limited, Societe General Bank Ltd went beyond

(Azubike &

Madugba, 2015). Even after the consolidation of banks in 2005, Oceanic Bank Plc, Intercontinental Bank Plc,
Afribank Plc etc went down as a result of corporate governance deficiencies. Governance malpractice within
the consolidated banks became a part of life as a few were enriching themselves at the expense of many
111

Proceedings of the 8th International Conference of Accounting and Finance
Research Association (AFRA), held 4th – 6th November, 2018
depositors and investors. Sanusi (2010) opines that managements derailed their functions by being misled
by executive management, involving them in obtaining unsecured loans at the expense of depositors that
lack the power to enforce good governance on bank management.
Again, the over bearing influence of some banks chairmen and chief executive officers also affected the
independence of the board which has hindered directors from making informed decisions and purposeful
contributions that will assist to protect the assets, growth and development of the banks. Weak and nonethical standards manifested itself on board ineffectiveness as demonstrated in lack of ethical culture among
the members of the board.
The audit committee also failed in their functions by not ensuring that due process for approval of
expenditures, loans etc were followed to the later. The attendant effect was the reduction in value and
eventual collapse of these banks.
From the challenges identified above, it becomes worrisome to see banks collapse in these modern days
irrespective of policies, laws and principles established by both government and organizations to ensure
smooth management of these banks hence the question comes to mind, what is the effect of corporate
governance mechanisms on capitalization of listed banks in Nigeria?
Among various empirical studies on corporate governance are the studies of Amer (2014) and Qasim (2014)
in United Arab Emmirates, Gunawan, Effendie&Budiarjo (2014) in Indonesia and Lekaram (2014) in Nairobi
that have employed Tobin’s q in examining the impact of corporate governance on financial performance.
The above studies were not in Nigeria, hence the need for a study of this nature in Nigerian Banks. Therefore,
the specific objective of this study is to examine the impact of corporate governance mechanisms on
capitalization of listed banks in Nigeria
Literature review:
Corporate governance practices are seen to have great impact protecting of stakeholders’ wealth and to the
gexpansion prospects of an economy. Paramount to corporate governance is effective maximization of
stakeholders’ wealth and minimization of risk for investors, scouring of investment capital and improving the
performance of companies (Alalade, Onadeko and Okezie, 2014). Suffice to say that if financial market
stability, investment and economic growth is a focus, then corporate governance is crucial (Azubike et al,
2015).
According to Chugh, Meador and Kumar (2009) the issue of corporate governance can be approached from
two different models. The shareholder and stakeholder models. The shareholders model is concerned with
wealth creation for owners and is of course the nearest sense of corporate governance. The stakeholder
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model deals with relationship between organization and its various stakeholders (Gardi, et al 2015, Sidra &
Altiya, 2013). This paper adopts the shareholder’s model because it concentrates on the influence of
corporate governance mechanisms on the capitalization of the banks in Nigeria.
Corporate governance in Nigeria Banks:
In Nigeria, the major code of governance guiding the operation of the listed banks are Central Bank of Nigeria
(CBN), the Nigerian Deposit Insurance Corporation (NDIC), the Securities and Exchange Commission (SEC),
the Corporate Affairs Commission (CAC) and the National Insurance Commission (NICON). In 2004, Atedo
Peterside led committee produced the SEC code of governance for listed firms in Nigeria which paved way
for the CBN code of corporate governance for banks and other financial Institutions in 2006. The essence of
the codes was to ensure fairness in management of the enterprise, the supervision of executive action, the
transparency and accountability in administration of the companies within the stipulated standards, and for
other purpose connected therewith. Provisions for duties of the board of directors and its make-ups,
positions of board chairman and chief executive officer, proceedings and frequency of meetings, board
duties, the positions of dependent and independent directors, compensation of board members, reporting
and control, shareholders right and privileges, Institutional shareholders, audit committee, its composition,
qualification and experience of its members, its terms of reference and conduct of meetings were also stated
in the code.

Firm value:
Kothari (2001) as cited in Peters and Bagshaw (2014) opines that value of a firm is the present value of the
expected future cash flows after adjusting for risk at an appropriate rate of return. It has to do with attaining
a defined objectives, targets and goal within a specific time target (Eyenubo, 2015). According to Qureshi
(2007), the following ways can be used determine value of a firm can be viewed in corporate governance
literature which include
(i) Financial management approach which has its focus on evaluation of cash flows and investment levels
before identifying and assessing the impact of financing sources on firm value:
(ii) Capital structure approach is concerned with how changes in the capital structure of the firm affect the
value of the firm and how debt and equity components of the firm capital structure is directly or
inversely effected:
(iii) Resource base approach, which sees the value of the firm as an outcome or product of the firm’s
resources:
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(iv) Sustainable growth approach which takes into cognizance the operating performance, its investment and
financing needs, the financing sources, and its financing and dividend policies for sustainable
development of firm’s resources and maximization of value.
Capitalization:
The term capitalization is used in a wider sense to describe the sum of the par value of the stock and bonds
outstanding (Emekaekwue, 2002). The capital structure of a firm is composed of long term fund, medium
term fund and short term funds. The long term fund is made up of equity stock, debt and preferred stock.
Medium term funds usually have a life span of three (3) to six (6) years often it is represented by machines
procured by leasing or perhaps hire purchase arrangements. The Short term funds which require much
shorter period could be obtained by trade credit, commercial papers, inventory financing and so on. When
equity stock is more pronounced in a firm’s capital structure, such is said to be equity intensive and debt is
more pronounced, it is said to be debt intensive.
In this study, bank capitalization will be measured by the total value of shares outstanding (Emekaekwue,
2002).
Theoretical framework:
Agency theory:
The theory is focuses on the problems arising from conflict of interest between principal and agent. It
basically explains how misunderstanding between managers and shareholders leads to inefficiencies thus
affecting firm performance. The challenges of Agency theory arises from separation of ownership and control
which is the presence of information asymmetry, the agent is likely to pursue interest that may hurt the
principal (Sanda, Mikailu & Garba, 2005). Morck, Shleifer and Vishing (1988) opine that the traditional agency
problem which is put to check by greater levels of ownership, However, more intense challenges may still
arise. Dharwardkar, George and Brandes (2000) as cited in Lekaram (2014) opines that the dissimilarities
between principla-agent goal is a challenge in emerging nations as they lead to depriving minority
shareholders and bondholders their due. Henry (2004) asserted that managers protect their interest at the
expenses of shareholders and engage in fraudulent. Agency theory will derive this study because the
directors are agents of the financials (shareholders) who have entrusted their investment in the hands of the
directors for effective and efficient management.
Resource dependency theory:
Olajide and Soyibo (2001) opine that resource dependency theory is developed by Pfeffer (1973) and was
further exposited by Pfeffer and Salancik (1978). The theory emphasizes on role of directors in mobilize
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resources for the firm to enhance performance. Hillman, Canella and Peatzold (2000) opine that it is all about
the duties of directors in providing or securing vital resources for the entity through their sources to the
external environment (Babalola &

Adedipe, 2014). The theory concentrates on appointment of

representatives of independent organizations as a way of obtaining resources essential to firm success
(Wanyaina & Olwenye, 2013; Daily et al, 2003; Lang and Lockhart, 1990; Johannisson & Huse, 2000; Riana,
2008). Abdullah and Valentine (2009) classify directors into four categories: insider, business experts,
support specialists and community influenced. The theory is vital to firm as diverse background of directors
enhance the quality of their advice (Zahra and Pearce, 1989).
Empirical review:
Amer (2014) adopted Tobin’s Q in his study on the Impact of Corporate Governance on firm performance:
Evidence from UAE. The study covered a period of five years from 2007 – 2011. The challenge of the study
was to investigate the effect corporate governance on firm performance of companies quoted in Abu Dhabi
stock exchange. The study employed pooled regression analysis on 281 firms and two variables were used
for performance (Tobin’s q and Return on asset). The study finds out a positive significant impact between
corporate governance and firm performance. The study concluded that corporations with good corporate
governance mechanisms are perceived positively by the financial market participants as reflected in the
result. He recommended that every listed company should be compelled to comply with regulation as it
impacts on their performance.
Gunawan, Effendie and Budiarjo (2014) also adopted Tobin’s q in their study on the influence of good
corporate governance, ownership structure and Bank size to the Bank performance and company value in
Banking Industries in Indonesia. A study on Go-public National Private Bank with foreign capital investments.
The studies covered a period of six years with a sample of 16 banks with foreign capital concentration and
go public at Indonesia stock exchange for the period 2007 – 2012. The challenge of the study was to
investigate the effect of good corporate governance, ownership structure and bank size on banks
performance and firm value. The study utilized partial least square to analyze data gotten from financial
reports of the sampled banks. The study employed Tobin’s q as one of the measures of performance. The
result of the study showed that good corporate governance has a significant effect on bank’s performance.
The study recommends that companies should be meant to comply with corporate governance mechanism
for improved performance.
Lekaram (2014) investigated the relationship of corporate governance and financial performance of
manufacturing firms Listed on the Nairobi Security Exchange. The challenge was to investigate the influence
of board size on return on equity of manufacturing firms and to determine the effects of proportion of
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independent directors on the return on Assets of the manufacturing firm listed in NSE. The study covered
periods 2007 to 2012 and financial performance was measured with ROA an ROE. The study focused on all
manufacturing firms listed in Nairobi Stock Exchange (NSE) as at 2010. He employed descriptive research
design. He concludes that board size in inversely related to firm performance variable of Return on assets
and return on equity for listed manufacturing firms in Kenya. He further stated that a large proportion of
outside directors led to a higher shareholder’s value but does not explain why listed manufacturing firms’
exhibit high market price to Net Asset value.
Qasim (2014) examined the effec of corporate governance on firm performance: Evidence from United Arab
Emirates. The problem of the study was to find out if efficient corporate governance mechanisms will have
a significant effect on performance measures. The study covered 2007 – 2011. The study used Tobin’s Q to
measure performance and found that corporate governance measures significantly affect firm performance
except for audit quality. The researcher therefore affirmed that attitude of shareholders to some extent
affects good corporate governance practices.
Materials and methods:
The research design adopted in this paper is the ex-post facto research design. The choice of this method is
derived from the fact that historical data in bank capitalization and corporate governance variables already
exist and as such is not subject to manipulation. The population of the study is the 15 listed commercial
banks in Nigeria which represents about 71.2% of the entire banking firms and commands about 95% of the
total bank assets in Nigeria for the period 2006 – 2016. Panel data regression which is a regression analysis
that uses panel data analytical technique and it adopted because observations were repeated on the same
cross section, mainly for variables that are occurred repeated. The study considered the fixed effect of the
panel data regression most appropriate because of its consistency where a long panel is involved and its
ability to recognize the heterogeneous factors among the individual companies in our study. Hence, the fixed
effect model of panel data regression was adopted to analyze the effects of corporate governance
mechanisms on bank capitalization in Nigeria.
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Measures of operational variables:
Category

Variable

Definition

Measurement

Dependent

Bank Capitalization

Outstanding Shares

Outstanding Shares

Independent

Board composition

Ratio of non-executive
directors to the total
number of directors

Board size divided by
Number of non executive
directors

Independent

Audit Committee

Number of persons that
make up the committee

Number of persons that
make up the Committee

Independent

Board size

Total number of executive
and non executive directors

Executives plus nonexecutive directors

Independent

Board meeting

Number of times board
seats in year

Number of time meeting
held.

Independent

Ownership structure

ratio of number of equity
stock held by directors to
number of equity stock

Outstanding shares divided
by directors ownership

Source: Authors’ compilation, 2017.

Model specification:
The study adapted econometric model of Miyajima, Omi & Saito (2010) as used by Coleman and Nicholas –
Biekpe (2006) as
Yit represents bank capitalization
Git = vector of corporate governance
eit = the error term which account for other possible factor that could influence yit that are not captured in
the model.
Bcap = f(BCompit, BDSit, OSEit, BMTit ALCOMIt)

(ii)
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Bcap = βo + β1BOComp + β2BDS +β3OSE +β4BMT + β5ALCOM +eit

(iii)

Where:
Bocomp= Board composition, BDS= Board size, OSE= Ownership structure, BMT = Board meeting, and
ALCOM = Audit committee.
Data analysis:
Ho: The effect of corporate governance mechanisms on Capitalization of listed banks in Nigeria is not
significant.
Decision rule:
Accept the null hypothesis if the probability value computed by means of E-view 8 software is less than or
equal to 0.05 ( ie p≤0.05).
Variables

estimated coefficients

t-value

Prob.

C

-166723.5

-1.162882

0.2468

BOCOMP

188373.8

2.341882

0.0205***

ALCOM

17872.46

1.042951

0.2987

BMT

6842.066

2.319144

0.0218***

OSE

88.59407

0.150965

0.8802

BOS

-3462.736

-0.953187

0.3421

R-squared
Ajusted R-squared

0.313308
0.223328

F-statistic

3.481968

Prob(F-statistic)

0.00009

Source: Researchers’ estimation from E-view 8 panel data regression.
a. Dependent variable: Bcap
b. Predictors (constants): board composition, audit committee, board meeting, ownership structure and
board size.
*** indicate that the result is significant at 5 percent level.
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As shown in the table above, the adjusted co-efficient of multiple determination of .223328 indicate that
about 22.33% of the total variations observed in bank capitalization are determined by changes in the four
predictor variables, (Board size, Board composition, Board meeting, ownership structure and audit
committee). This implies that about 77.67% of the changes are attributable to other factors other than the
ones in our study. The F- ratio of 3.48 is significant at 5% level and shows the appropriateness of the model
specification. The result shows that only two of the four predictor variables in the study are significant.
However, even though the probability value is significant, we accept the null hypothesis and conclude that
corporate governance mechanisms do not have any significant effect on capitalization of listed banks in
Nigeria.
Discussion of Result
There is a significant and positive relationship between Board Composition (Bocomp) and capitalization of
listed banks in Nigeria. This assertion is evidenced by the positive co-efficient of 1884. This finding
corroborates the finding of Amer (2014) and Gunawan et al (2014) who reported that board size is a
significant determinant of financial performance of firms in Nigeria.
There is an insignificant and positive relationship between audit committee and bank capitalization as
supported by positive co-efficient of 1787. This finding becomes curious when compared with report of
Quasim (2014) and Lekaram (2014), who found corporate governance as a determinant of firm financial
performance. These finding were based on studies carried out in advanced and transition countries where
the government and regulatory authority checkmate compliance. This situation is however different in
Nigeria and in most developing countries. In Nigeria, to the best of the researchers best of knowledge there
is no study of corporate governance and bank capitalization.
From the table above there is evidence that support a significant and positive relationship between Board
Meeting (BMT) and Bank Capitalization (BCAP), as supported by the co-efficient of 6842. Meaning that BMT
can be relied on to explain the changes in BCAP of listed banks in Nigeria. This finding corroborates the report
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of Ntim and Osei (2011), Carcello et al (2012), Karamanou & Vefas (2005) though these findings were on
studies carried in advanced economies where corporate board meet more frequent. However, the findings
of Azubike and Madugba (2015) that corporate board meetings impact positively on financial performance
of firms in Nigeria was based on manufacturing sector. A caveat however is that the quality of issues
discussed is vital than the frequency of board meetings.
There is an insignificant and positive relationship between ownership structure and Bank capitalization. This
assertion is supported by a co-efficient of 88.59. This finding corroborates results of previous studies of Amer
(2014) Lekaram (2014) and Gunawan (2014) who affirm that ownership structure is not a strong determinant
of financial performance.
From the table above, there is evidence that support an insignificant and negative relationship between
board size and Bank capitalization as evidenced by a co-efficient of -3462. This finding becomes curious when
compared with results of Qasim (2014), Lekaram (2014), who reported that board size is a significant
determinant of financial performance of firms. However, the difference in these result could traced to
difference in geographical locations. The findings of Ayorinde et al (2012) that confirmed that board size is a
significant determinant of financial performance of firms in Nigeria did not consider Bank Capitalization as a
performance variable and of course those studies were for a shorter period.
Conclusions & Recommendations
The outcome of this study, shows that corporate governance mechanisms negatively and insignificantly
affect Capitalization of listed banks in Nigeria. Therefore, the researchers made the following
recommendations.
-

Those codes of governance should be strengthened to avoid distress and failure of banks.

-

That the regulatory authorities must issue a guideline to ensure that Nigerian banks maintain
optimal capitalization because both undercapitalization and overcapitalization have their adverse
consequences as evidenced in our result.

-

That there is need to ensure that chief auditor should be made a director for more efficient
managerial policies so that both operational and financial performance can improve more.
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-

There should warning for those banks that may violet codes of governace and other laws that
guide bank businesses.
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APPENDIX : E-view 8 result of the fixed effect model

Dependent Variable: BCAP
Method: Panel Least Squares
Date: 06/10/17 Time: 21:05
Sample: 2006 2016
Periods included: 11
Cross-sections included: 15
Total panel (balanced) observations: 165
Variable

Coefficient

Std. Error

t-Statistic

Prob.

C

-166723.5

143371.0

-1.162882

0.2468

BOCOMP

188373.8

80436.92

2.341882

0.0205

ALCOM

17872.46

17136.42

1.042951

0.2987

BMT

6842.066

2950.255

2.319144

0.0218

OSE

88.59407

586.8527

0.150965

0.8802

BOS

-3462.736

3632.798

-0.953187

0.3421

Effects Specification
Cross-section fixed (dummy variables)
R-squared

0.313308

Mean dependent var

40923.53

Adjusted R-squared

0.223328

S.D. dependent var

101139.6

S.E. of regression

89133.27

Akaike info criterion

25.74687

Sum squared resid

1.15E+12

Schwarz criterion

26.12334

Log likelihood

-2104.116

Hannan-Quinn criter.

25.89969

Durbin-Watson stat

0.829606

F-statistic

3.481968

Prob(F-statistic)

0.000009
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PART TWO: AUDITING, ASSURANCE SERVICES AND FORENSIC
ACCOUNTING

EFFECT OF FORENSIC ACCOUNTING SERVICES ON UNETHICAL PRACTICES IN
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ABSTRACT
The study focused on forensic accounting services and unethical practices in Nigerian banking
industry. Unethical practices such as cheque fraud, credit card fraud, mortgage fraud and tax fraud
has evidently become some of the most problematic issues faced by the Nigerian banking industry.
However, the underutilization of the forensic accounting services could not be surmounted with the
extant methods used to combat these unethical practices. The involvement of the banking industry in
Nigeria has brought about loss of confidence among the banking public and impeded the going
concern status of several banks in the country. The study made used of a cross sectional survey
research design were data were collected through questionnaire cross the banks and analyzed using
the ordinary least square technique with aid of STATA. The result revealed that forensic accounting
services have a significant effect on cheque fraud, credit card fraud and mortgage fraud.
Conclusively, Based on the findings of the study, the researcher s deduced that banks in Nigeria have
adopted some forensic accounting services which include litigation support, fraud investigation, and
expert consultancy. The study further more ascertains that forensic accounting service has a
significant effect on unethical practices. A bank wishing to grow with minimized level of unethical
practice must therefore put into place sufficient resources to be able to properly practice forensic
accounting services in its different departments. Just as the banks use other means of reducing the
occurrence of unethical practices, forensic accounting services can provide confidence in financial
statements as it has a significant effect on unethical practices. The study recommended that in order
to sustain effective operations in the bank, unethical practices must be monitored, detected and
prevented in the banking sector with forensic accounting services being a tool that can be used to aid
this.
Keywords: Cheque Fraud, Credit Card Fraud, Forensic Accounting Services, Mortgage Fraud,
Unethical Practices
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1.0 INTRODUCTION
1.1 Background to the study
The integration of accounting, auditing and investigative skills yields the specialty known as forensic
accounting. "Forensic", according to the Webster's Dictionary means, "Belonging to, used in or
suitable to courts of judicature or to public discussion and debate." "Forensic accounting", provides
an accounting analysis that is suitable to the court, which will form the basis for discussion, debate
and ultimately dispute resolution. Forensic Accounting encompasses both Litigation Support and
Investigative Accounting. Forensic Accountants, utilizes accounting, auditing and investigative skills
when conducting an investigation. Equally critical is their ability to respond immediately and to
communicate financial information clearly and concisely in a courtroom setting. Forensic accounting
is a rapidly growing field of accounting that describes the engagement that results from actual or
anticipated dispute or litigations. Forensic means suitable for use in a court of law, and it is to this
standard forensic accountants generally work. Forensic accounting involves an investigative style of
accounting used in determining whether an individual or an organization has engaged in any illegal
financial activities. Forensic Accountants are trained to look beyond the numbers and deal with the
business reality of the situation.
Unethical practice (Fraud) has evidently become one of the most problematic issues faced by banks
throughout the world. However, the pervasiveness and seriousness of fraud could not be surmounted
with the extant methods used to combat fraud (Muthusamy, Quaddus & Evans, 2010). In addition,
the present turbulent economic era has to deal with the ever-changing landscape of fraud that has
spawned vast new innovative pathways of opportunities for the fraudsters (PricewaterhouseCoopers,
2009). Regrettably, fraud has become the 21st century’s most lucrative crime, with minimal risk of
apprehension and even lesser risk of swift and severe punishment (Wells, 2004).
1.2 Statement of the problem
In today’s Nigeria banking sector, hundreds of Billions of Naira get squandered yearly due to bank
fraud. The incidence of fraud continues to increase across the banking sector and across nations, and
controlling fraud in the banking sector is a major task for all the stake holders in the sector. Fraud is
a universal problem as no nation is immune, though developing countries like Nigeria and their
various States suffer the most pain. Although the incidence of fraud is neither limited to the banking
industry nor to the Nigerian economy, high rates of unethical practice within the banking industry
calls for urgent attention with a view to finding lasting solutions. The involvement of the banking
industry in Nigeria has brought about loss of confidence among the banking public and impeded the
going concern status of several banks in the country.
Unethical practices such as “Cheque fraud, Credit card frauds and Mortgage fraud” are some of the
most challenging issues faced by banks worldwide. However, the pervasiveness and seriousness of
this practice, is not captured in the dated methods used to combat fraud. Nevertheless, forensic
accounting is still underutilized by banks in Nigeria. The underutilization of forensic accounting
services provided the imperative for this study.
1.3

Objectives of the study

The main objective of the study is to examine the effect of forensic accounting services on unethical
practices in Nigerian banking industry. The specific objectives are as follows:
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1) To ascertain the effect of forensic accounting services on cheque fraud.
2) To examine the effect of forensic accounting services on credit card fraud.
3) To determine the effect of forensic accounting services on Mortgage fraud.
1.4

Research questions

The research questions for the study are as follows:
1) To what extent does forensic accounting services affects cheque fraud?
2) To what extent does forensic accounting services affects credit card fraud?
3) To what extent does forensic accounting services affects mortgage fraud?

1.5

Research hypotheses

The research hypotheses formulated in null form are as follows:
1) Forensic accounting services have no significant effect on cheque fraud.
2) Forensic accounting services have no significant effect on credit card fraud.
3) Forensic accounting services have no significant effect on mortgage fraud.

2.0 REVIEW OF RELATED LITERATURE
2.1 Conceptual framework
2.1.1 Concept of forensic accounting
Forensic accounting also called investigative accounting or fraud audit is a merger of forensic science
and accounting (Kasum, 2009). Forensic science, as Crumbley (2003) put it may be defined as
application of laws of nature to the laws of man. A forensic scientist is one who examines and
interprets evidence and facts in legal cases and also offers expert opinions regarding their findings in
the court of law. In the present context, the science is accounting, hence the examination and
interpretation will be of economic financial information. According to Bologna and Lindquist (1987),
forensic and investigative accounting is the use of financial skills and investigative mentality to
unresolved issues, applied within the context of the rules of evidence. Zysman (2004) defined forensic
accounting as integration of accounting, auditing and investigative skills. Other definitions have been
given by Joshi (2003), Mehta and Mathur (2007)and Crumbley (2001). Coenen (2005) avers that
forensic accounting uses accounting concepts and techniques in solving legal problems. Evazzadeh
and Ramazani(2012) consider forensic accounting as a specialized field in accounting frequently
concerned with legal problems and complaints.
Forensic Accounting is the act of determining whether criminal matters such as employee theft,
securities fraud (including falsification of financial statements), and insurance fraud have occurred.
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It is applied to the evidence of first order activities, not secondary systems of controls. It encompasses
two main areas: Litigation support and Investigation.
Litigation support: assists the lawyers in investigating and assessing the integrity and amounts
relating to areas such as damages resulting from personal injuries, wrongful death, breach of contract,
casualty, fidelity losses, lost profits due to business interruption, product liability, shareholder
disputes, bankruptcies, marital disputes, investigative services related to fraud and other illegal acts
Investigation: assesses and reports on financial transactions related to allegations against individuals
and companies in a variety of situations including arson, embezzlement, money laundering,
investment scams, stock market manipulations and identity theft and also includes searching for
irregularities associated with civil matters, such as a search for hidden assets in divorce cases.
Nevertheless, there is no generally acceptable definition of forensic accounting. There may be so
many definitions of forensic accounting as there are authors. But the Association of Certified Fraud
Examiners (2010) defined forensic accounting as the use of skills in potential or real civil or criminal
disputes, including generally accepted accounting and auditing principles in establishing losses of
profit, income, property or damage, estimations of internal controls, frauds and others that involve
inclusion of accounting expert in other legal system. Hence, forensic accounting involves the
application of accounting concepts, auditing techniques and investigative procedures in solving legal
problems. Be that as it may, it should be noted here that the responsibility of preventing and detecting
fraud in financial statements lies not only in the hands of management of an enterprise, but also other
control institutions and mechanisms. System of internal control, internal auditing and audit committee
are the key elements for prevention and detection of frauds that are created through property misuse
as well as those that use financial statements as instruments of frauds. But external auditing and
forensic accounting perform retrospective control of financial data with the aim of detecting
omissions, frauds and securing the reliability and credibility of financial statements.
2.1.2 Role of Forensic Accountant
In Forensic accounting the accountants will analyze the crucial aspect of recognizing the implications
of evidence that has been obtained. These Forensic accountants understand the business information
and financial reporting systems, accounting and auditing standards and procedures, evidence
gathering, investigative techniques, litigation processes and procedures to perform their work. They
also increasingly play more proactive risk reduction roles by designing and performing extended
procedures as part of the statutory audit, acting as advisers to audit committees, fraud deterrence
engagements, and assisting in investment analyst research.
Some public accountants specialize in forensic accounting-investigating and interpreting white collar
crimes such as securities fraud and embezzlement, bankruptcies and contract disputes, and other
complex and possibly criminal financial transactions, such as money laundering by organized
criminals. In India there is a separate breed of forensic accountants called Certified Forensic
Accounting Professionals, Certified Fraud Examiners, Certified Public Accountants, and Chartered
Accountants etc. These Forensic accountants combine their knowledge of accounting and finance
with law and investigative techniques in order to determine if illegal activity is going on. Many
forensic accountants work closely with law enforcement personnel and lawyers during investigations
and often appear as expert witnesses during trials.
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2.1.3

Unethical practices (fraud) in financial services

Unethical practices are deliberate misrepresentation which causes another person to suffer damages,
usually monetary losses. Most people consider the act of lying to be fraudulent, but in a legal sense
lying is only one small element of actual fraud. These unethical practices cases involve complicated
financial transactions conducted by 'white collar criminals', business professionals with specialized
knowledge and criminal intent. Some of the unethical practices (Frauds) in financial services are;
1.) Credit cards: These credit card frauds begins with either the theft of the physical card or the
compromise of data associated with the account, including the card account number or other
information that would routinely and necessarily be available to a merchant during a legitimate
transaction. Credit card fraud prevention is heavily pursued by the major credit card companies such
as MasterCard and Visa in order to safeguard current card holders' interests. Additionally, the credit
card companies pursue credit card fraud prevention in order to limit their direct liability for securing
transactions between approved sellers and card account holders.
2.) Bank Cheques: A significant amount of cheque fraud is due to counterfeiting through desktop
publishing and copying to create or duplicate an actual financial document, as well as chemical
alteration, which consists of removing some or all of the information and manipulating it to the
benefit of the criminal. Victims include financial institutions, businesses that accept and issue
cheques, and the consumer. In most cases, these crimes begin with the theft of a financial document.
It can be perpetrated as easily as someone stealing a blank cheque from your home or vehicle during
an illegal entry to the house, searching for a canceled or old cheque in the garbage, or removing a
cheque you have mailed to pay a bill from the mailbox.
3.) Mortgage: Mortgage fraud is the criminal action where the intent is to materially misrepresent
the information on a mortgage loan application to obtain a loan or to obtain a larger loan than would
have been obtained had the lender or borrower known the truth. Mortgage fraud is prosecuted as wire
fraud, bank fraud, mail fraud and money laundering etc.
4.) Tax: committing a tax fraud intentionally violate the legal duty to voluntarily file income tax
returns and pay the accurate amount of income, employment and excise taxes. By neglecting legal
duty posed a threat to the tax administration and economy and will be charged with tax fraud by the
Criminal Investigation. The violation of the tax law by misrepresenting the income or fudging
numbers to avoid paying taxes is likely being committed by tax fraud.
2.2 Theoretical framework
2.2.1 Theory of Reasoned Action
Theory of Reasoned Action (TRA) has been consistently utilized in behavioral intention research. It
originated from expectancy value theories in the field of social psychology. Ajzen and Fishbein
(1980) emphasized that TRA is “designed to explain virtually any human behavior.” The basis of
TRA is built on the assumption that human beings make systematic use of the information available
to them before they make decisions (p.4). TRA asserts that intention is the best predictor of behavior
assuming that humans make rational decisions (Fishbein & Ajzen, 1975). However, intention to
perform a particular behavior depends on attitude towards that behavior and subjective norm (Ajzen
& Fishbein, 1980).
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Sheppard, Hartwick, and Warshaw (1988) in their meta-analysis on Theory of Reasoned Action
(TRA) studies verified that attitude and subjective norms had the predictive power to explain both
intention and behaviour in various contexts. Theory of Reasoned Action (TRA) may be relevant for
the current study because attitude and subjective norm may have a significant impact on the
behaviour to use Forensic Accounting Services. However, the focus of Theory of Reasoned Action
(TRA) is on individual intentions and the intention to use Forensic Accounting Services (FAS) is
executed at the organizational level. Therefore, the application of Theory of Reasoned Action (TRA)
is limited because it cannot account for external and threat perception factors that may be relevant to
this study.
2.3 Empirical review
Udeh and Ugwu (2018) study examined fraud in the Nigerian banking sector. Ex-post facto research
design was adopted for the study. Data for the period 2006-2015 were collected from Nigeria Deposit
Insurance Corporation (NDIC) annual reports. Data relating to fraud, bank profit, bank assets and
bank deposits were collected. Descriptive analysis and Ordinary Least Square (OLS) method of
regression analysis were used for the data analysis. It was discovered that fraud has negative but
insignificant relationship with bank profit amongst others. This implies that even though as bank
fraud increases, bank profit increases, but the amount of fund involved in fraud does not significantly
affect bank profit..
Abuh and Acho (2018) indicate that forensic accounting has been globally acclaimed to be a
veritable tool in fighting economic and financial crime towards achieving economic stability. This
paper titled: Forensic Accounting and Economic Stability in Nigerian Public Sector: The Role of
Economic and Financial Crime Commission’’ is written to examine whether the use of forensic
accounting has helped in combating financial crimes in Nigeria public sector through the effort of
EFCC. The study elicits data from primary and secondary sources while the sample size of 116 was
obtained out of the total population of 164 using Taro Yamane sample size statistical technique. The
method of data analysis is the 5 points likert scale for descriptive statistics and analysis of variance
(ANOVA) in testing the research hypotheses.
Nwaiwu and Aaron (2018): This empirical study examines the relationship between forensic
accounting and quality assurance on financial reporting of public sector in Nigeria. The speculations
on whether the changes introduced in forensic accounting and quality assurance on financial
reporting will bridge the gap as a major concern of the research. Time series data on information
communication and relevance were collected from selected public sector organization of 18 states
in Nigeria, Federal Inland Revenue service, State Board of Internal Revenue Service and Federal
Bureau of statistics. Pearson product moment coefficient correlation was used in
analyzingthedatawiththeaidofsocialpackageforsocialsciences20. The statistical results indicate that
there is no significant relationship between the variables of forensic accounting and quality
assurance on variable of financial reporting.
Ile and Odimmega (2018): This study investigated the extent of use of forensic accounting
techniques in the detection of fraud in tertiary institutions in Anambra State, Nigeria. One research
question guided the study and one null hypothesis was tested. Related literature pertinent to the
study was reviewed which exposed the need for the study. Descriptive survey research design was
adopted and a population of 280 accounting officers in universities, polytechnics and colleges of
education in Anambra State were studied without sampling. Questionnaire developed by the
researcher was used for data collection. Data were analyzed using mean, standard deviation and
one way Analysis of Variance (ANOVA). Mean was used to answer the research question and
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standard deviation was used to explain how the responses of the accounting officers varied. ANOVA
was used to test the hypothesis at 0.05 level of significance. Statistical Package for Social Sciences
(SPSS) was used to analyze data collected. The results showed that accounting officers intertiary
institutions in Anambra State use forensic accounting techniques to a high extent in the detection of
fraud. The results also showed that the accounting officers in universities, polytechnics and colleges
of education differed significantly in their mean ratings on the use of forensic accounting techniques
in the detection of management fraud in tertiary institutions in Anambra State. Scheffe post hoc test
of multiple comparisons was conducted to determine the direction of the difference. Based on the
findings, the researcher recommended, among others, that accounting officers should be aware of
the benefits of forensic accounting techniques in detecting fraud in their establishments and the
severity of financial fraud as well as susceptibility of their organizations to fraud.
Oyedokun, Enyi and Dada (2018) indicates that financial statements reflect the financial effects of
business transactions and events on the entity, internal control system if adequate will help in
reducing the activities of fraudulent stakeholders. Forensic accounting focus is on both evidence of
economic transactions and reporting which is as contained within an accounting system. Cases of
financial statement misrepresentation have been reported, affected companies and their auditors have
gone down while shareholders were greatly affected. This study examined the relevance of forensic
accounting techniques in ensuring the integrity of the financial statements. Stakeholders who
members of recognised professional accountancy bodies in Nigeria were requested to answer
research questions. This study adopts survey research method with the use of primary data and
purposive random sampling techniques. The sample size was calculated with the formula by Krejceie
and Morgan (1970). 350 copies of questionnaires were administered, and 321 questionnaires were
returned, representing 92% of the entire questionnaire. Nominal scale method was used in the
demographic section while Likert scale was used in other sections of the questionnaire. Hypotheses
were formulated, tested, and analysed using multiple regression analysis. It was found that forensic
accounting techniques “FAT” (FPDDS, FAIIS, LMAS, and CARDR) have positive influence on the
integrity of financial statements (IFS) of business organisations, as evidenced from the individual
level of significance of 0.006, 0.045, 0.000, and 0.047 which are less than the 5% acceptable level of
significance and the coefficient of determination of the main model of 0.23 meaning that about 23%
variation of the IFS is attributable to FAT while the remaining 77% change in the IFS can be
attributed to other factors not covered in the model. It was also found that the inclusion of forensic
accounting techniques will strengthen the activities of internal control functions. This is also
evidenced by the sign and size of the coefficients, that is β4 - 7 are +0.203, +0.256, +0.270, and
+0.134 respectively.
A study by Ogbeide and Akenbor (2017) indicate that there is a significant relationship between
forensic accounting and reduction of fraudulent practices in the Nigeria public sector. The study
recommends that government and regulatory authorities need to ensure the provision of standards
and guidelines to regulate forensic activities and above all, Nigerians should embrace integrity,
objectivity, fairness and accountability in their day-to-day activities particularly in the public sector
.The point of view of their findings and expression is that stakeholders’ concern/pressure should
propel the agents entrusted with the management of establishment to embrace the use of forensic
accounting services at unraveling the depth and level of frauds/corruption perpetrated.
Aji and Urumsah (2016) studied factors affecting the use of forensic accounting services an empirical
study on Indonesian banks. This research used the survey method and used primary data, which
obtained from the population of heads of division and internal auditor staff. This research used
SmartPls 2.0 to processed the data with 110 data has been processed. Results of the study find that
the perceived benefits of using forensic accounting services affect the attitudes towards forensic
accounting services. Additionally attitudes toward forensic accounting services, government
130

Proceedings of the 8th International Conference of Accounting and Finance
Research Association (AFRA), held 4th – 6th November, 2018
pressure and internal control systems affect the intention to use forensic accounting services.
researchers also found that there is no affect of perceived risks of forensic accounting services on the
attitudes towards forensic accounting services, as well as stakeholder pressure and time budget
pressure does not affect the intention to use forensic accounting services.
Ezeagba (2014)asserts that though the study of forensic accounting is fairly new and has not gained
statutory recognition in Nigeria, forensic accounting has the potential or what it takes to positively
impact on the quality of financial statement produced in Nigeria .In a study conducted by
Kasum(2009)on the relevance of forensic accounting to financial crimes in developing countries,
the result indicate that the services of forensic accountants are more required in developing
economy and more especially in the public sector than developed economy.
The study of Akhidime and Ekatah (2014) on the growing relevance of forensic accounting as a tool
for combating fraud and corruption reveals that forensic accounting is still at its infancy stage in
Nigeria and that most Nigerians seem to assume there is no clear difference between forensic
accounting and auditing services.
Dada, Owolabi and Okwu (2013) survey research shows that forensic accounting services are
positively related to the investigation and detection of fraudulent practices and it has not been
applied in the investigation and detection of frauds especially by major anti-corruption agencies in
Nigeria; and this could be as a result of the fact that in the past people are not fully aware of the
perceived benefits and risks associated with the use of forensic accounting services to detect and
prevent fraud.
Emeh and Obi (2013) opined that the practice and development of forensic accounting are relatively
very much lower in developing countries like Nigeria. Okoye and Gbedi (2013) examined forensic
accounting as a tool for fraud detection and prevention in Kogi State, Nigeria. The findings revealed
that the top management and senior staff are aware of forensic accounting while very few of the
lower cadre has knowledge of forensic accounting.
Chi-Chi and Ebimobowei (2012). The increasing rate of frauds and financial malpractices in the
Nigerian banking industry in recent times have made financial institutions to develop means of
facing these challenges with the use of forensic accounting services. Forensic accounting is the use
of accounting, auditing and investigative skills to determine whether fraud has occurred in any
organization. The study examines the effect of forensic accounting services on fraud detection in
Nigerian banks. To achieve this objective, data was collected from primary and secondary sources.
The primary data were collected with the help of a well structured questionnaire of three sections
administered to twenty four banks in Port Harcourt the capital of Rivers State and the data collected
from the questionnaires were analysed with descriptive statistics, Augmented Dickey fuller, ordinary
least square and Granger Causality. The result reveals that the application of forensic accounting
services affects the level of fraudulent activities of banks. On the basis of this finding, the paper
concludes that forensic accounting services provide banks with the necessary tools to deter fraudulent
activities.
Astudy conducted by Effiong (2012) on the level of awareness of forensic accounting education in
Nigeria revealed that there is low level of awareness on forensic accounting among persons
especially undergraduate students.
3.0 METHODOLOGY
The study made used of a cross sectional survey research design. This study distinctively focuses on
the decision making process of the Chief Financial Officers (CFO’s) of the twenty one (21) Nigerian
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banks quoted in the Nigerian Stock Exchange (NSE). The rationale for this choice is because as
pointed by Stevens, Steensma, Harrison and Cochran (2005), CFO’s have become an integral
member of the top management team involved in the organization’s major decisions. Stevens et al.
(2005) also contend that the CFO’s economic mindset is analogous among every member of top
management. In addition, the decision to use Forensic Accounting Service (FAS) for unethical
practices is a huge challenging financial endeavor. The banks would certainly be reliant on the
professional insights of the CFO’s to make this decision.
The research commenced with the pilot study that was conducted on 5 CFO’s from five banks. A
questionnaire was formulated, refined, and subsequently used in the pilot study. The CFO’s
completed the survey and commented on the complexity and comprehensibility of the survey. The
feedback received from the respondents was used to further refine the instrument. The survey was
distributed to the remaining 16 CFO’s of the banks. Each respondent was asked to fill out a
questionnaire indicating their agreement or disagreement with each statement on a 5-point Likert
scale (“1”= Strongly Disagree; “2”= Disagree; “3”= Neutral; “4”= Agree; “5” = Strongly Agree).
3.1 Validity and Reliability
The reliability and validity of the measurement model is necessary to secure its fit to the data. The
Cronbach’s Alpha coefficient was calculated to check consistency of the scale. The Cronbach’s
Alpha coefficients can range from 0.0 to 1.0, and may be interpreted as the percent of “true score”
variance in a multiple item measure. The validity was established by asking for the assistance of
some academic research experts to pass judgment on the suitability of the items chosen before
conducting the survey.
In addition, the research applied Cronbach’s Alpha coefficient to measure whether the internal
consistency of the responses is similar across items and how they represent the variables. The higher
the Cronbach’s alpha value (i.e. 0.70) the higher the reliability of the variables data collection and
using STATA, the calculating Cronbach’s alpha of the whole items in this research is 0.9781 (See
Table 1). This number indicated that the items form a scale that has very good internal consistency
or they were regarded as ‘high” reliability.
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Table 1: Reliability Statistics
___ ____ ____ ____ ____ (R)
/__

/ ____/ / ____/

___/ / /___/ / /___/ 13.0 Copyright 1985-2013 StataCorp LP
Statistics/Data Analysis

StataCorp

. *(4 variables, 5 observations pasted into data editor)
. alpha fas cf ccf mf
Test scale = mean(unstandardized items)
Average interitem covariance:

.084325

Number of items in the scale:
Scale reliability coefficient:

4
0.9781

Source: Stata 13 Output, 2018

3.2

Model specification

The equations for the multivariate simple linear regression models are as follow:
CF = bo + b1FAS + ei ------------------------------------------------------- 1
CCF = bo + b1FAS + ei ---------------------------------_------------------ 2
MF = bo + b1FAS + ei ------------------------------------------------------- 3
Where: FAS = Forensic Accounting Services
CF stands for Cheque Fraud
CCF stands for Credit Card Fraud
MF stands for Mortgage Fraud
bo stands for intercept
1 stand for coefficients

b
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4.0 RESULTS AND INTERPRETATION
4.1 Data presentation
Table 2: Likert scale mean score of coded responses
No. of
Respondents
FAS
1
2.69
2
2.80
3
2.94
4
3.10
5
3.18
6
3.29
7
3.33
8
3.42
9
3.58
10
3.71
11
2.94
12
3.10
13
3.18
Source: Field survey 2018

CF
2.41
2.76
3.10
3.15
3.21
3.30
3.42
3.48
3.51
3.59
3.10
3.15
3.21

CCF
1.82
2.02
2.40
2.61
2.59
2.73
2.89
2.96
3.01
3.05
2.40
2.61
2.59

MF
1.49
1.64
2.07
2.11
2.11
2.46
2.57
2.69
2.74
2.75
2.07
2.11
2.11

Key:
FAS

=

Forensic Accounting system

CF = Cheque Fraud

CCF = Credit Card Fraud

MF = Mortgage Fraud
Table 2 showed the likert scale mean score of coded responses. Out of a sample of sixteen
respondents only thirteen of them actually returned the questionnaire. This number constituted the
workable sample. Forensic accounting is measured with forensic accounting services while unethical
practices also measured with cheque fraud, credit card fraud and mortgage fraud. The responses of
respondents were coded and the mean score obtained constituted the multivariate regression data for
the study.
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Table 3: Multivariate regression results of forensic accounting services and unethical practices
___ ____ ____ ____ ____ (R)
/__

/ ____/ / ____/

___/ / /___/ / /___/ 13.0 Copyright 1985-2013 StataCorp LP
Statistics/Data Analysis

StataCorp

. *(4 variables, 13 observations pasted into data editor)
. mvreg cf ccf mf = fas
Equation

Obs Parms

RMSE

"R-sq"

F

P

---------------------------------------------------------------------cf

13

2

.1234974

0.8630 69.28707 0.0000

ccf

13

2

.1156092

0.9095 110.6036 0.0000

mf

13

2

.1258859

0.9090 109.8235 0.0000

-----------------------------------------------------------------------------|

Coef. Std. Err.

t

P>|t|

[95% Conf. Interval]

-------------+---------------------------------------------------------------cf

|
fas | 1.00555 .1208029

8.32 0.000

_cons | -.0076137 .3849368

.7396642

-0.02 0.985

1.271435

-.8548539

.8396264

-------------+---------------------------------------------------------------ccf

|
fas | 1.189314 .1130868

10.52 0.000

_cons | -1.183931 .3603496

.9404119

-3.29 0.007

1.438217

-1.977055 -.3908073

-------------+---------------------------------------------------------------mf

|
fas | 1.29046 .1231393

10.48 0.000

_cons | -1.871105 .3923817

1.019432

-4.77 0.001

1.561487

-2.734731 -1.007479

Source: Stata 13 Output, 2018
Table 3 showed a multivariate regression results for the three formulated hypotheses of forensic
accounting services and unethical accounting practices in Nigerian banking industry. The models
demonstrates a good fit given that about 86.3%, 90.95% and 90.90% of the variations in the
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dependent variables (i.e. cheque fraud, credit card fraud and mortgage fraud) are all explained by
changes in the observed behaviour of the independent variable forensic accounting services (FAS).
The high significant F-statistic value (df1=1, and df2=11) of 69.29, 110.60 and 109.82 confirms that
the high adjusted R-square did not arise by chance. Therefore, the model is robust.
The results revealed that all the t-values are statistically significant at 5 percent level of significance.
This therefore implied that the null hypotheses should be rejected and alternate accepted. This means
forensic accounting services have a significant effect on unethical practices mirrored by cheque fraud,
credit card fraud and mortgage fraud.
5.0 CONCLUSION AND RECOMMENDATIONS
5.1 Conclusion
Based on the findings of the study, the researchers deduced that banks in Nigeria have adopted
someforensic accounting services which include litigation support, fraud investigation, and expert
consultancy. The study further more ascertains that forensic accounting service has a significant effect
on unethical practices.Abank wishingtogrowwithminimized levelofunethical practice must therefore
put into place sufficient resources to be able to properly practice forensic accounting services in its
different departments. Just as the banks use other means of reducing the occurrence of unethical
practices, forensic accounting services can provide confidence in financial statements as it has a
significant effect on unethical practices.
5.2 Recommendations
Based on the findings, the following recommendations were arrived at:
1) In order to sustain effective operations in the bank, unethical practices must be monitored,
detected and prevented in the banking sector with forensic accounting services being a tool
that can be used to aid this.
2) Banksshould be reviewing and monitoring cheques using pre-numbered cheques enables to
audit for missing cheques. Also, cheques clearing out of sequence can be spotted more easily.
All cheques should be kept under lock and key, and keys should not be distributed. Other
precautions include having a "voided cheque" procedure and never signing blank che
ques. All disbursements should be reviewed on a regular basis.
3) The best way of avoiding unethical practices in the bank is by maintaining employees' manual
and setting the clear standards to the employees from the beginning. This includes the
appropriate ethical tone starting form top management to lower level management. An
employee manual can be helpful in establishing the principles and values to guide the
organization. The rules in employees manual will apply to everyone.
If someone is dismissed and found in court, the manual can act as a reference that explains
what actions can be taken.
4) Banks should every year review their financial statements as annual auditing gives a clear
picture of the financial transactions in a year. An audit will not discover all fraud within the
bank, but it will give an opportunity to keep an eye on the financial report of the organization.
An audit also tends to motivate all bookkeeping-related staff to keep things honest because
the
accountants
never
are
sure what questions an auditor is going to ask or what documents an auditor may requ
est to review.
5) Banks when hiring new employees should check references and perform background checks
that include employment, credit, licensing and criminal history. The cost is far outweighed
by the benefit.
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6) All account reconciliations and general ledger balances should have an independent review
by a person removed from the day-to-day transactions, because theft often occurs when
bookkeeping is sloppy and unsupervised. People outside the direct bookkeeping function
within the organization should be familiar with the company's bookkeeping and record
system. This permits spot checks and reviews, better ensuring nothing is amiss and providing
a deterrent for fraudulent activities.
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ABSTRACT
The study evaluates forensic accounting skills considered fundamental among professionals in
Nigeria, a focus on Edo state. The study adopted cross-sectional survey design through the use of
questionnaire administration. The population of this study is made up of professionals in the
accountancy, legal, security and teaching professions in Nigeria. However, stratified convenient
sampling method was used to select the sample size of the study from the population that are based
in Edo State. One hundred and sixty copies of the questionnaire were distributed to respondents
from the different professions listed and only one hundred and eight were found usable. Data
obtained through questionnaire administration were analyzed using both descriptive and inferential
statistics. The descriptive statistics used include frequency distribution, simple percentages and
mean. The data were inferentially analyzed using analysis of variance (ANOVA). The study found
that the most critical skills needed by forensic accountant professionals include effective
communication skills, critical thinking skills, expert witness skills, technical investigative skills,
theoretical investigative skills, multitasking skills, and deductive analysis skills. The study
recommends that professional accountancy bodies in Nigeria should continuously upgrade their
course content of forensic accounting-related programmes to reflect current and up-to-date skills
required for effectiveness of their members.
Keywords: Profession, Accounting, Forensic, Professionals, Skills, Nigeria

1.0

INTRODUCTION

Forensic accounting contributes to national development by the services it renders to the society.
Forensic accountants offer three kinds of services namely consultancy, non-scientific testimony and
investigative services (Akkeren, Buckby & Kim, 2013; Kumari & Debnath, 2017). Forensic

139

Proceedings of the 8th International Conference of Accounting and Finance
Research Association (AFRA), held 4th – 6th November, 2018
accountants engaging in consultancy provide services such as assisting parties to handle disputes,
bankruptcy, insolvency, reorganisation, settle insurance claims, consumer protection, arbitration,
valuation and family disputes, and report manipulations in corporate filings (Huber, 2014; Watson,
2007). Forensic accountants also act as a potential witness for non-scientific testimony, for factfinding, collection of indisputable documents and evidence of criminal investigation in legal and
administrative proceedings (Raghavan, 2014). The investigative services render include assisting in
fact-finding to detect accounting manipulations, assessment of damages, corruption and negligence
by employees and management (Kumari & Debnath, 2017). The services of forensic accountants are
indispensable for lawyers, police forces, insurance companies, government bodies, banks, courts,
corporate houses and investors, among others. Hence, the works of forensic accountants encompass
both detective and preventive mechanisms for fighting frauds and other financial malpractices.
Adefila, Kasum and Olaniyi (2005) however found that fraud risk increases particularly when the
preventive and detective mechanisms are not effective, weak, either absent or non-existent. As such,
all government agencies are expected to give priority to the mitigation of fraud using the most
effective fraud prevention and detection mechanisms (Kasum, 2009). As observed by Bhasin (2013),
the relevance of traditional auditors in the prevention and detection of fraud have been questioned by
the increased financial malpractices in the twenty-first century. To properly address this, Effiong
(2013) suggested that the only way to rise to the occasion of providing effective services especially
tackling the modern economic and financial crimes that seems to have defied conventional approach
is by equipping accountants with contemporary skills from non-conventional methods. These
contemporary skills for detecting and preventing fraud formed the bedrock for forensic accounting.
Johnson-Rokosu (2015) notes that apart from the contending issues surrounding forensic accounting
as a discipline, there is the necessity for more knowledge and skills of key stakeholders ranging from
students, academic to professional to meet up with changing business environments and demands.
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Forensic accountants are faced with the increasing demands to curb financial crimes. In tackling this,
Italia (2012) opined that the training of forensic accountants should be all-encompassing. It should
include academics from different of disciplines such as accounting especially auditing and corporate
finance, law, criminology, computer forensics, and ethics, among others. Effective teaching and
training of forensic accounting with appropriate inputs from the aforementioned disciplines is
necessary because of the knowledge and skills required by the exigencies and dynamics of economic
and financial crimes. It is against this backdrop that this study evaluates forensic accounting skills
that are considered fundamental among professionals in Nigeria.
Towards achieving this objective, the understated hypothesis stated in null form was tested:
Ho: There is no significant difference in the perception of the importance of forensic
accounting skills among professionals in Nigeria.

2.0

LITERATURE REVIEW

2.1

Concept of Forensic Accounting

Forensic accounting is known by different terms and terminologies. The term forensic accounting is
also known as investigative accounting or fraud audit. Rezaee, Crumbley and Elmore (2004)
described forensic accounting as the practice of rigorous data collection and analysis in the areas of
litigation support consulting, expert witnessing, and fraud examination. Albrecht, Albrecht, Albrecht
and Zimbelman (2011) opined that forensic accounting is now associated more with an investigative
accountant with a suspicious mind and a detective style. Dorrell and Gadawski (2012) defined
forensic accounting as the art and science of investigating people and money. Effiong (2013) defined
forensic accounting as a specialized mode of accounting analysis that is suitable to the court which
will form the basis of discussion, debate and, ultimately, for dispute resolution whether before the
courts or other decision-making tribunals. Hopwood, Young, and Leiner (2008:3) further defined
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forensic accounting as “the application of investigative and analytical skills for the purpose of
resolving financial issues in a manner that meets standards required by courts of law”.
The field of forensic accounting is an integration of accounting, auditing and investigative skills.
Forensic accounting can be applied when carrying out audit investigation to help identify key fraud
risk areas, and communicate them to the management of the organization for further consideration.
Forensic accounting can broadly be categorized into investigative accounting and litigation support
(Chew, 2001). Investigative accounting is concerned with investigation of a criminal nature which
could be employee fraud, securities fraud, insurance fraud, kickbacks and advance fee frauds. While
litigation support is the provision of assistance of an accounting nature in a matter involving existing
or pending litigation. Litigation support primarily focused on issues relating to the quantification of
economic damages, which means a typical litigation support assignment would involve calculating
the economic loss or damage resulting from a breach of contract. Forensic examination of fraud
involves both litigation support and investigative accounting services. It is to be noted that most
times, the combination of these services will not be adequate to address the problem of fraud
prevention and detection unless there is in place an effective programme for fraud risk management
and control. Therefore, creating an ethical work environment with a vigorous anti-fraud culture
implemented through the promotion of a clear anti-fraud policy by senior management, is the only
viable option if management is serious about preventing or reducing the recurrence of corporate fraud
in its various guises (Chew, 2001).
2.2

Forensic Accounting Skills

Forensic accountants in additional to their professional qualification required certain skills necessary
to enhance their competence for the successful discharge of their responsibilities. Davis, Farrell and
Ogilby (2009) noted that forensic accounting skills represent outstanding sets of skills and techniques
necessary to facilitate the detection of evidence of fraud amongst other specialised knowledge areas.
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Bhasin (2013) opined that skill is the ability to perform an activity in quick, easily and efficient
manner. Skill is influenced by human nature and varies from person to person, depending on the
innate personal characteristics (Peleias, 2006).
Some studies have highlighted the skills and knowledge that the forensic accountants need to possess
in performing their functions effectively (Astutie & Utami, 2013, Digabriele, 2008; Harris & Brown,
2000). Some of such skills identified in the literature that are importance for the practice of forensic
accounting are Deductive analysis skill is the ability to focus on abnormal financial figures that do
not align into the normal pattern of a task (Digabriele, 2008; Astutie & Utami 2013), Critical thinking
skill is the ability to decode the difference between opinion and fact. Digabriele, 2008; Bhasin, 2013).
Theoretical investigative skill is the ability to take distance from standardized procedures and
carefully examine the situations through a typical signs of alert ( Digabriele, 2008). Technical
investigation skills is the willingness to investigate opinion that may link to fraud and having a highly
inquisitive attitude (Davis et al., 2010; Bhasin, 2013)
2.3

Theoretical Framework

The institutional theory proposes rationalized tradition in the form of rules, standards, and structures
imposed by institutional environment which influence the structure and functioning of organizations
in such environment (Scott, 2005). The basic forms of institutional environment are regulatory,
normative and cultural-cognitive in nature (Scott, 1987; DiMaggio & Powel, 1983). When
organizations within a sector accept and apply the institutionalized rules, in this way, it provides their
rationality and the legitimacy for using the national resources. The more institutionalized an
organisation is, the less the criteria for assessing its technical or economic efficiency and proving it
legitimacy (Ashworth, Boyne & Delbridge, 2007). The consequence of institutional pressure on the
organizations within the sector to apply same rules, structures and way of functioning is called
organizational isomorphism.
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Once a routine of socially and professionally acceptable curricula gets established, the practice will
then spread across the country to all business schools, as predicted under the institutional theory’s
(DiMaggio & Powell, 1983) the standpoint of isomorphism (Scott, 1995). Businesses in the same
industry try to adopt practices prevalent in the industry and try not to stand alone or be deemed
isolated (Covaleski & Dirsmith, 1988; DiMaggio & Powell, 1983; Meyer & Rowan, 1977), though
the speed of adoption of certain new social practices may vary among organizations (Campanale,
Cinquini, & Tenucci, 2010).
The institutional theory depends heavily on the social constructs to help define the structure and
processes of an organisation. The most basic principle and district characteristic of the institutional
theory is conformity. Conformity is the meter stick that is used to determine the legitimacy of an
organisation (Feinberg, 2009). As a result of conformity, Feinberg (2009) argues that many
organisations began to resemble one another because they are faced with same social pressures. This
similarity has proven to be beneficial component of this theory because they are faced with social
pressures it can offer an alliance between organisations with the same focus. For example, looking at
the banking sector generally, the adoption of IFRS creates an isomorphic situation whereby the
financial statements of their banks within and outside the country can be compared effectively.
2.4

Empirical Studies

Hopwood, Leiner and Young (2008) opined that forensic accountants are expected to have skills in
many areas. This is necessary because forensic accounting practice has become a multi-dimensional
discipline with inputs from other relevant fields such as auditing and corporate finance, law,
criminology, computer forensics, and ethics, among others. There are various views on the skills the
forensic accountant should posses. According to DiGabriele (2009), there have been many
indications that the demand for forensic accounting services will continue to increase and this
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therefore requires that a minimum skill and competence should be met in education and training to
meet market challenges.
While reviewing the guide by the National Institute of Justice (NIJ), a research, development and
evaluation agency of the United States Department of Justice in 2007, DiGabriele (2009) reported
that NIJ has prepared a model curriculum guide for education and training in fraud and forensic
accounting to aid academic institutions, public and private organizations, practitioners, faculty, and
prospective students. Harris and Brown (2000) while examining the qualities of a forensic accounting
identified specialised skills and technical abilities that should be possessed by these experts. Their
study reveals that forensic accountants should be familiar with civil and criminal law and should also
have strong understanding of courtroom procedures and expectations, investigative skills, creative
thinking with clear and concise communication skills. For Gippo and Ibex (2003), the most important
skills of forensic accountants are creative thinking and technical investigating skills arising from
experience in accounting, auditing, taxation management, business operation and interpersonal
relationships. Messmer, 2004 study revealed that analytical abilities, strong writing skills, good
verbal communication skills, and creative ability are the vital skills required .
A set of competencies required by a forensic accountant have been identified by DiGabriele (2009).
These skills include deductive analysis ability, creative thinking skill, unstructured problem solving
competence, investigative flexibility, and analytical proficiency. Others are oral communication
ability, written communication ability, specific legal knowledge and good composure. Further,
DiGabriele (2009) conducted an empirical study of the relevant skills of forensic accountants
identified above based on the views of accounting academics, forensic accounting practitioners and
end-users of forensic accounting services. Using principal component analysis, the results identified
two principal components accounting for a total variance of 64.73 per cent among the nine variables.
Six variables (or skills) including deductive analysis, critical thinking, unstructured problem solving,
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investigative flexibility, analytical proficiency and specific knowledge loaded significantly on the
first rotated component and was labelled knowledge and ability. The second rotated component
labelled performance had three items including oral communication, written communication and
composure loading on it.
Davis, Farrell and Ogilby (2010) in a study on the characteristics and skills of the forensic
accountants, the views of attorneys, academics and certified public accountants were sought
concerning the basic skills that a forensic accountant should possess. Whilst there was no consistent
trend in the ranking except of the skill of being analytical, whereby, the three groups of respondent
rank analytical skill as number one (1). The results therefore implied that forensic accountants should
be analytical, detail-oriented, ethical, responsive and insightful, persistent and skeptic. Ghosh and
Banerjee (2011) identify three-fold approach of the forensic accounting to include the base layer, the
middle layer and the top layer. The base layer comprises mainly accounting knowledge. The middle
layer has to do with knowledge in the fields of auditing, internal controls, risk assessment and fraud
detection. Where knowledge of the legal environment and strong communication skills are displayed
is regarded as the top layer.
Similarly, Bhasin (2013) carried out a survey of skills required by the forensic accountants with
evidence from a developing nation; India. The findings of the study were not quite different from
those of Davis, Farrell and Ogilby (2010). Since forensic accountants must display skills in the areas
mentioned above, he must have at least a minimum level of knowledge in auditing skills,
investigation skills, criminology, accounting, law, information technology and communication
skills” (Hopwood, Leiner and Young 2008). Effiong (2013) believes that forensic accountants are
expected to have competence in a broad spectrum of disciplines including accounting, law, auditing,
criminology, information technology and communication skills. This is corroborated by Italia (2012)
as she said the course will require the participation of academics from a variety of backgrounds
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including the law, information technology, criminology, and accounting. Such a professional must
have deep analytical ability, be detail-oriented, ethical, responsive and insightful. He must develop
critical thinking ability amongst others.
Italia (2012) viewed that forensic accounting course is best suited at the Masters level, where students
may have some work experience in the field, and have skills that an undergraduate majoring in
accounting may not possess. DiGabriele (2009) said forensic accountant should be familiar with
criminal and civil law, understands courtroom procedures and expectations, and embodies
investigative skills that include the methods of recognizing fraud abuse. He further posits that a
forensic accountant should be able to think creatively in order to consider and understand the tactics
a fraud perpetrator may use to commit and conceal fraudulent acts. Additionally, a forensic
accountant needs to clearly and concisely communicate findings to various parties, including those
with less knowledge of accounting and auditing. Successful forensic accountants must have
analytical abilities, strong written and verbal communication skills, a creative mindset, and business
acumen. DiGabriele (2009) added that the knowledge of psychology helps forensic accountants to
understand the impulses behind criminal behavior that motivate and encourage financial deception.
Interpersonal and communication skills that aid in disseminating information about the company's
ethics, an understanding of criminal and civil law, as well as of the legal system and court procedures
are also skills that aid forensic accountants (Ramaswamy, 2005). Rezaee, Crumbley, and Elmore
(2006) surveyed opinions of practitioners and academics regarding the importance, relevance, and
delivery of forensic accounting education. The results indicate that the demand and interest in
forensic accounting will continue to increase. Both groups of respondents viewed accounting
education as relevant and beneficial to accounting students.
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3.0

METHODOLOGY

This study adopted cross-sectional survey design. The population of this study is made up of
professionals in the fields of accountancy, legal, security and teaching in Nigeria. The professionals
in the accountancy profession consists of professional accountants in practice and in the industry,
professionals in the legal profession is made up of lawyers, magistrates and judges. Professionals in
the security consist of high ranking officers of the Nigeria Police, Economic and Financial Crime
Commission (EFCC), while the teaching profession consists of academic not below the rank of a
senior lecturer in the university. Stratified convenient sampling method was used to select the sample
size of the study from the population that are based in Edo State. The major source of data collection
was through the use of questionnaire administration. The questionnaire was adapted from the works
of DiGabriele (2009). The questionnaire is a 5point Likert scale where 1 = ‘Strongly Disagree’, 2 =
‘Disagree’ 3 = ‘Undecided’ 4 = ‘Agree’ and 5 = ‘Strongly Agree’. The copies of the questionnaire
were administered by the researcher and with the assistance of some the researcher’s colleagues. This
helped in retrieving a substantial number of copies of the questionnaire.
One hundred and sixty copies of the questionnaire were distributed to respondents, however, only
one hundred and eight were found usable. Data obtained through questionnaire administration were
analyzed using both descriptive and inferential statistics. The descriptive statistics used include
frequency distribution, simple percentages and mean. The data were inferentially analyzed using
analysis of variance (ANOVA). All the analyses were performed using Statistical Package for the
Social Sciences (SPSS) software version 24 at 5% level of significance.
4.0

RESULTS AND DISCUSSION OF FINDINGS

4.1 Description of Respondents’ Demographic Characteristics
The demographic attributes of interest in this study are respondents’ gender, age, rank and work
experience. Table 1 below shows the presentation and analyses of data relating to these demographic
characteristics.
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Table 1: Respondents’ demographic characteristics
Variable

Category
Male
Female
Gender of respondents Total
31-40years
41-50years
51-60years
Age of respondents
Above 60years
Total
Accountancy
Legal
Profession
Security
Teaching
Total
10years and below
11-20years
Work experience of
21-30years
respondents
Above 30years
Total
Source: Field survey (2018)

Frequency
86
22
108
14
29
44
21
108
24
27
25
32
108
10
31
58
9
108

Percent
79.6
20.4
100.0
12.9
26.9
40.7
19.5
100.0
22.2
25.0
23.2
29.6
100.0
9.3
28.7
53.7
8.3
100.0

Table 1 shows that majority of the respondents are male, which are 86 accounting for 79.6% of the
respondents in contrast to their female counterpart which consist of 22 that represents 20.4%. The
age distribution shows that majority of the respondents (44) were between the ages of 51-60 years
representing 40.7% of the respondents. This is followed by respondents that are between the ages of
41 -50 years (29) representing 26.9% of the respondents. Finally, age groups less than 40 years and
above 60 years, a total of 35 in number, jointly account for 32.4% of the total respondents. The
distribution of the respondents shows that out of 108 copies of the questionnaire retrieved, 32 were
in the teaching profession representing 29.6%, followed by professionals in the legal profession
representing 25% of the respondents, while, security and accountancy professions are 23.2% and
22.2% respectively.

The work experience shows that 10 (9.3%) have 10years and below, while,

31of the respondents representing 28.7% of the respondents have between 11-20years working
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experience. Majority of the respondents a total of 58 representing 53.7% have between 21-30years
working experience while only 6 (5.6%) have above 30years working experience.
Rating of forensic accounting skills by Academics in Nigeria
Table 2: Rating of forensic accounting skills

41
(38%)

Not
Sure
6
(5.6%)

34
(31.5%)

10
(9.3%)

4
(3.8%)

3
(2.8%)

4.2778

32
11
(29.7%) (10.2%)

6
(5.6%)

4
(3.8%)

4.1852

65
(60.2%)

23
(21.3%)

5
(4.7%)

5
(4.7%)

10
(9.3%)

4.1852

Expert witness skills

47
(43.6%)

45
(41.7%)

4
(3.8%)

8
(7.5%)

4
(3.8%)

4.1389

6

Critical thinking skills

46
(42.6%)

34
18
(31.5%) (16.7%)

5
(4.7%)

5
(4.7%)

4.0278

7

Effective
communication skills

53
(49.1%)

23
12
(21.3%) (11.2%)

14
(13%)

6
(5.6%)

3.9537

8

Negotiation skills

34
(31.5%)

21
(19.5%)

19
(17.6%)

7
(6.5%)

3.5741

9

Problem-solving skills

23
(21.3%)

32
32
(29.7%) (29.7%)

11
(10.2%)

10
(9.3%)

3.4352

10

Strategic skills

32
(29.7%)

22
15
(20.4%) (13.9%)

17
(15.8%)

22
(20.4%)

3.2315

S/N Skills

Strongly
Agree
analysis
55
(51%)

1

Deductive
skills

2

Multitasking skills

57
(52.8%)

3

Theoretical
investigative skills

55
(51%)

4

Technical
investigative skills

5

Agree

27
(25%)

Disagree
4
(3.8%)

Strongly
Mean
Disagree
2
4.3241
(1.9%)

Source: Field survey (2018)
Table 2 above shows the perception of the rating of the importance of forensic accounting skills
among professionals in Nigeria in the following orders: deductive analysis skills (
multitasking skills (
investigative skills (

); theoretical investigative skills (
); expert witness skills (

); effective communication skills (
problem-solving skills (

); and strategic skills (
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).

);

Proceedings of the 8th International Conference of Accounting and Finance
Research Association (AFRA), held 4th – 6th November, 2018
In determining if there is no significant difference in the perception of the importance of forensic
accounting skills among professionals in Nigeria, analysis of variance was used. The result is shown
in Table 3 below:
Table 3: ANOVA Result of respondents’ perception of forensic accounting skills

Between Groups

Sum of
Squares
142.515

9

Mean
Square
15.835

Within Groups

1482.685

1070

1.386

Total

1625.200

1079

Df

F

Sig.

11.428

0.000

Student-Newman-Keulsa
Skills

N

Subset for alpha = 0.05
1

2

Strategic Skills

108

3.2315

Problem-solving skills

108

3.4352

Negotiation skills

108

3.5741

Effective communication skills

108

3.9537

Critical thinking skills

108

4.0278

Expert witness skills

108

4.1389

Technical investigative skills

108

4.1852

Theoretical investigative skills

108

4.1852

Multitasking skills

108

4.2778

Deductive analysis skills

108

4.3241

Means for groups in homogeneous subsets are displayed.
a. Uses Harmonic Mean Sample Size = 108.000.

The result (F=11.428; ρ=0.000) shows that there is a statistically significant difference in the
perception of respondents with respect to the need for the different forensic accounting skills
considered to be fundamental in detecting and preventing crimes by professionals in Nigeria. Since
the ANOVA result is found to be significant, post-hoc-test using Student-Newman-Keuls (S-N-K)
was conducted to categorize the different forensic accounting skills as perceived by the respondents.
The result shows that strategic skills, problem-solving skills and negotiation skills are perceived to
be of the same category (Category 1) while effective communication skills, critical thinking skills,
expert witness skills, technical investigative skills, theoretical investigative skills, multitasking skills,
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and deductive analysis skills belong to Category 2 which means these skills are perceived or rated
higher than others.
4.2

Discussion of Findings

This study found that three of the critical forensic accounting skills are considered fundamental in
carrying out forensic accounting services among professionals in Nigeria. The skills are deductive
analysis skills, multitasking skills and theoretical investigative skills. Our finding supports the
findings of Ocansey (2017) on the relevance of forensic accounting technique in combating economic
and financial crimes in Ghana. The findings of Davis, Farrell and Ogilby (2010) that forensic
accountants should be analytical, detail-oriented, ethical, responsive and insightful, persistent and
septic add credence to the outcome of this research work. For Gippo and Ibex (2003), the most
important skills of forensic accountants are creative thinking and technical investigating skills arising
from experience in accounting, auditing, taxation management, business operation and interpersonal
relationships. The outcomes of Ghosh and Banerjee (2011) study revealed that knowledge in
technical investigative skill, problem solving skills and knowledge of the legal environment are the
most fundamental skills required which do not completely aligned with the findings of this study.
Our study also differs from Italia (2012) whose study found that critical thinking ability is the most
important skill required.
CONCLUSION AND RECOMMENDATIONS
The study evaluates forensic accounting skills that are considered fundamental among professionals
in Nigeria. Forensic accounting as a growing area of practice in which the knowledge, skills and
abilities of advanced accounting are combined with investigative expertise and applied to legal
problems requires an in-depth understanding. In pursuant of evaluating critical forensic accounting
skills, this study adopted cross-sectional survey design through the use of questionnaire
administration. The copies of the questionnaire were administered to professionals in the
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accountancy, legal, security and teaching professions in Edo State. Based on the research finding,
the study concludes that effective communication skills, critical thinking skills, expert witness skills,
technical investigative skills, theoretical investigative skills, multitasking skills, and deductive
analysis skills are very critical and must be properly taught and inculcated individuals that must excel
in the field.
Based on the research findings of this study, the followings are recommended for policy implications:
i.

professional bodies such as Institute of Chartered Accountants of Nigeria (ICAN),
Association of National Accountants of Nigeria (ANAN), Association of Certified Fraud
Examiners (ACFE), International Institute of Certified Forensic Investigation Professionals
(IICFIP). among others should continuous upgrade the course content of forensic accountingrelated programmes to reflect current realities so as to inculcate functional and up-to-date
skills in the participants; and

ii.

Different stakeholders at various capacities should provide special funding for creating an
enabling environment for the teaching and practice of forensic accounting.

iii.

Rigorous and continuous awareness should be created among accounting and other related
professionals and academics such as lawyers, criminologists, psychologist on the capacity of
forensic accounting to effectively fight against corruption;
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ABSTRACT
This study examined in perspective usefulness of background checks as a strategy in the minimization of
employee dishonesty especially before such individuals are recruited into the workforce of the organisations.
The study adopted a conceptual review of literature in the identification and challenges of background checks
in the management of staff dishonesty. It was found from the study that checks help employers recruit the right
individuals and avoid the occurrence of dishonest behaviours by workers. Although there are several

strategies to be adopted in conducting a potential employee background check, it is clear that due
diligence is extremely important and must be exercised. Hiring without due diligence can be very
expensive for organisations and as such top managers must ensure that they take the appropriate
steps to ensure that employee recruited into their workforce are not only law-abiding, but also have
a strong sense of integrity. Although unproven scientifically and generally considered to be highly
contentious with respect to validity, graphology (or handwriting analysis) is used by some
companies. This technique is presumed to reveal an individual’s personality in his handwriting. Some
personality traits are predictive of success on the job in addition to measuring only honesty or
integrity.
Key Words: Background check, employee Dishonesty, integrity

Background
Background investigations and reference checks are employers' principal means of securing
information about potential hires from sources other than the applicants themselves. A background
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investigation generally involves determining whether an applicant may be unqualified for a position
due to a record of criminal conviction, motor vehicle violations, poor credit history, or
misrepresentation regarding education or work history. A reference check generally involves
contacting applicants' former employers, supervisors, co-workers and educators to verify previous
employment and to obtain information about the individual's knowledge, skills, abilities and
character.
The problem
According to the American Institute of Certified Fraud Examiners 2016 Report to the Nations,
employers lose five percent of their gross sales to fraud. The report goes on to reveal that median
fraud losses approximate N54, 300,000 ($150,000) and that it takes 18 months to discover that a
trusted employee is stealing from you. Some studies indicate that 75 percent of employees steal once,
while 50 percent steal frequently. One-third of all bankruptcies are estimated to be the result of
employee fraud. The question is what are you doing about this dangerous trend?
While many of today’s employees are emboldened to at minimum “test” stealing from your business,
businesses and organizations must be more proactive than ever to protect their cash and other assets
from dishonest staff. The best way to prevent fraud is to stop the problem before it starts and this
could be achieved through thorough employee background checks. The first step any business or
nonprofit organization can take to prevent embezzlement is to make sure that individuals with a
questionable past are never hired in the first place. It is the employer’s responsibility to perform
adequate due diligence on its employment candidates, especially when it comes to those who will
have any access to cash receipts and disbursements. Arising from the enormous losses attributable to
dishonesty amongst employee in all sectors of the economy, conducting a background check on
potential employee is key to minimizing the occurrence of fraud and other dishonest behaviours in
the workplace amongst employee.
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Objectives of the study
The purpose of this study is to examine the various methods available when conducting a preemployment screening investigation in attempt to hire honest employees, those less likely to commit
fraud against their employing organizations. While many companies perform the most basic type of
background check, this paper suggests that companies need to go beyond the basics when hiring its
employees.

Design/methodology/approach

The study was conducted by reviewing the existing literature and conducting interviews with experts
in the area of background investigation services.

Literature review
Employee dishonesty takes different forms, but unethical or criminal acts committed by upper
management can often bring down an entire organization (Murphy, 1993). These acts include price
fixing, blatant disregard or the safety of the public, fraudulent warranties, bribery, and theft. Whether
executives commit crimes on behalf of the organization or against the corporation, the losses as a
result can be staggering.

Statistics show that US organizations lose 5 percent of their annual revenues to fraud and that his
translates to approximately $650 billion in fraud losses (ACFE, 2006). The ACFE study also reports
that occupational fraud schemes (where a perpetrator uses his/her job for personal enrichment
through the deliberate misuse or misapplication of the employing organization’s resources or assets)
can be very difficult to detect and that the median length of the schemes in their study was 18 months
from the time the fraud began until the time the fraud was detected.
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Within occupational fraud, there are three categories: asset misappropriation, corruption and
fraudulent statements. A study using data from the ACFE found that the perpetrators in fraudulent
statement frauds tend to be white, educated males in their 40s who held managerial or executive
positions in their organizations (Holtfreter, 2005). Individuals who committed asset misappropriation
and corruption were ‘‘middle class’’ offenders and equally likely to be male or female, and did not
differ significantly from each other in their levels of education. Although asset misappropriation was
committed more often in smaller organizations, likely due to more relaxed internal controls, the same
study found that corruption occurred in larger and publicly traded companies.

Interestingly, while one might expect that frauds will be uncovered by auditors, the ACFE report
(ACFE, 2006) reveals that frauds are most commonly discovered by tips (34.2 percent) or by accident
(25.4 percent). However, even after a case has been detected, many companies are reluctant to report
fraud o r press charges for fear of bad publicity. The corporate fraud scandals caused by top officers
at public companies such as Enron, Tyco, WorldCom and HealthSouth are good examples of the
negative publicity that can occur, and it is high-profile cases like these that may, in fact, discourage
other organizations to report fraudulent activities by top management.

Other victimized companies declined to prosecute as they thought that their internal discipline as
sufficient or the litigation was too costly and yet others were hoping to reach a private settlement.
Meanwhile statistics show that those companies that attempt to seek a private restitution agreement
were only able to recover, if at all, a small percentage of their losses (ACFE, 2006).

All of these statistics point to a need for companies to practice due diligence, and the most costeffective way to deal with fraud is prevention. It should be noted that once fraud is detected, success
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at loss recovery may not only be limited, but it can be very expensive and time-consuming (Murphy,
1993).

The perpetrator
A survey of inmates in the 1950s by Cressey found that nearly all fraud perpetrators shared three
common traits: a ‘‘hidden’’ financial motive, a perceived opportunity to commit fraud without being
detected and an ability to rationalize the behavior (Wells, 1990). The opportunity to engage in such
behavior usually comes from the position the perpetrator holds. Managers or executives may not be
more or less honest than entry-level employees, although they do have more opportunities to steal
more by virtue of the fact they have more control over company assets.

Cressy’s research (as cited in Murphy, 1993) on what drives people into committing white collar
crimes found that executives are often under pressure to produce results, and the fear of failure causes
them to succumb to the temptation of using dishonest means to achieve those results. They also often
rationalize that their illegal or dishonest behavior is acceptable. Many often have hidden financial
problems or a secret such as a substance abuse habit or gambling losses. Greed is often a motive. The
results of the ACFE survey show how important it is for a company to have in place senior executives
of utmost integrity who will then set the tone for the corporate culture. The first step in preventing
fraud and managing risk is in the hiring of the right leaders and workers. According to Shepard and
Duston (1998), one of the best strategy to be adopted in the prevention of employee is preemployment screening achieved through background checks. In the early stage, employers were
engaged in the use of polygraphs and voice stress analyzers in pre-employment screening. These
techniques were routinely used to weed out dishonest candidates before they were employed. Now,
the more commonly used approach is the background check, some form or other of which is used in
96 percent of all organizations (Shepard & Duston, 1998). Given an increased number of companies
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Beyond the basic background check are now conducting background checks on potential employees,
applicants’ lies are more likely to be detected ( Wood et al., 2007). Outcome of the review of related
literature indicates that the following areas of fraud pressures could be cross checked before potential
employees are engaged by organisations. These include marital status, age, education, tenure, social
status, drug use, high personal debt, excessive gambling habit, living beyond ones means, family and
peer pressure.
In conducting a background check, some key reasons must be taken into consideration including:
Safety is a major reason to conduct background and reference checks is to avoid harm or legal liability
of various types to the employer or to others. This includes harm to:


Other employees by sexual harassment or workplace violence.



The organization's customers by, for example, sexual assault on business premises.



The public by negligent driving.



The employer's business through financial loss or image and reputational issues.

Defense of legal claims, such as negligent hiring, is a compelling reason to conduct in-depth criminal
records searches of job applicants. A multilevel jurisdictional criminal records search can be strong
evidence that the employer exercised due care in hiring. Maximize productivity which involves Hiring
the best and rejecting the rest. Typically, past performance is a strong indicator of future performance
and can reveal an individual's professionalism, productivity, job skills and interpersonal
communication abilities. A reference check helps distinguish between a true high flier and a mere
poser. Data Verification involving verifying the information provided by the applicant regarding his
or her education and credentials, employer history, tenure, and other data will not only confirm
required qualifications but can provide some insight into the applicant's reliability and motivation.
According to a 2018 Hire Right report, 85 percent of employers surveyed uncovered a lie or
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misrepresentation on a candidate's resume or job application during the screening process—up from
66 percent five years ago.

Types of Background/Reference Checks

There are many types of pre-employment background checks being conducted today, with employers
using a mix of those that best suit their needs. Some of the more common types are discussed below.

Employment history

Some people include false employment history on their resumes. Employers frequently discover lies
embellishing job responsibilities. Other frequent falsehoods involve skill set, dates of employment,
previous employers, and job titles and roles. HR professionals should contact previous employers to
verify:


Dates of employment.



Job title(s).



Duties performed.



Circumstances of separation.

Education history

Listing academic degrees never obtained or educational institutions never attended are also common
resume falsehoods. One high-profile case involved the admissions dean for the Massachusetts
Institute of Technology, who resigned after it came to light that she had claimed to possess three
degrees she had not actually earned. Similarly, a former CEO of RadioShack resigned after
executives discovered he had falsely claimed to have two degrees from a college in California.
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Criminal history

Increased use of criminal background checks by employers to prescreen job applicants stems from
the growth of claims alleging that an employer was negligent in hiring or retaining an employee who
subsequently engaged in workplace violence or some other act that resulted in harm to a person (e.g.,
sexual assault) or property (e.g., theft). Many organizations also perform criminal background checks
on current employees, either as a matter of course or prior to a promotion, transfer, or other change
in the terms and conditions of employment.

Companies that use criminal background checks should examine and understand the Equal
Employment Opportunity Commission's (EEOC's) related guidance; an evaluation of current
practices considering this guidance will help HR professionals assist managers in an individualized
assessment of each record.

Generally, it is not practical for employers to perform criminal background checks in-house. The
result has been the emergence of third-party service providers whose business is to conduct
background screening for employers. These providers, as a rule, are better equipped to conduct
thorough and accurate background screening, assuming they adhere to certain guidelines and
practices.

Implications of not conducting a background check before engagement
Several reasons subsist while background checks are necessary. Some of the major reasons include
that you may hire an unqualified employee. Therefore you would have to train him or terminate him.
If not so he may not be even capable of doing the job. You may end up losing customers and
employees. Furthermore, you may end up paying higher salary because the last drawn compensation
is not validated. You may hire an employee who has a criminal record. He may be required to be
present in court therefore commitment to work will be an issue. Apart from this it may be unsafe for
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the other employees as well. You may hire an employee who is physically or mentally unfit to work.
You won’t be even able to terminate the employee legally because until he is medically fit. You may
hire an employee who is declared fraud by government authorities like banks etc. You may lose
banking clients or maybe he can access your accounts. If not so having been caught later you can
also be charged by law for supporting him by providing access to assets of your company (This is
dependent on local laws). You may hire a terrorist and you would invite legal troubles plus it would
not be safe for your countrymen or employees or your own self. You may hire an illegal immigrant.
You may hire an employee who is a drug addict. This will impact the work environment, productivity
etc. You may hire an employee who has stolen assets or confidential data from previous employer.
If you do not keep a record and validate employees address. Later if some issues come you won’t be
able to catch hold of him/her.
Presentation of results

Results of when employers should conduct background checks

during hiring process only

at other times for legal reasons

At other times for other causes
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The above result indicates that 60% of the respondents identified that background checks are
conducted during hiring only, 14% identified that background checks are conducted during legal
mandates and cases while 10% identified that background checks are conducted at other times for
other reasons and causes. The above result shows and indicates that majority of the background
checks are conducted during employment exercise.

Reasons for conducting background checks

prevent/reduced theft and other dishonesty

protect company reputation

mandated by law /regulation

improve quality of hired employee

protecting employee and customers
0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Result of the study shows that 36% of the respondents gave the reason for background checks to
include the reduction of dishonesty amongst staff, 38% argued that it is aimed at protecting the
company’s reputation, that who argued in favour of legal mandate were 39%. Further analysis
indicated that 52% were of the opinion that background checks were aimed at achieving improved
quality of hires while 86% percent posited that the purpose of the background checks is to protect
employees and customers. The above result which was a ranked result outcome indicated all the
above reasons accounts for background checks.
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Ranking of fraud motivators
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The result of investigation indicates that 76% of the respondents were amongst those who agreed that
family as well as peer background could strongly motivate the perpetration of fraud amongst
employees, 58% identified that living above ones means also motivates one to commit fraud in the
workplace. Other factors that could motivate workers to perpetrate fraud and conduct themselves
dishonestly include excessive gambling life, high personal debt profile, drug abuse, social status,
tenure in office, education, the age of the staff and his marital status. According to the result of the
study, all the above factors variedly influence the perpetration of fraud and other forms of dishonesty
amongst workers and should therefore be checked before potential employees are engaged by the
organisation.

Conclusion
Although there are several strategies to be adopted in conducting a potential employee background
check, it is clear that due diligence is extremely important and must be exercised. Hiring without due
diligence can be very expensive for organisations and as such top managers must ensure that they
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take the appropriate steps to ensure that employee recruited into their workforce are not only lawabiding, but also have a strong sense of integrity.
Background checks have become standard and a widely recognized method of pre- employment
screening. Anyone who refuses to sign a consent form allowing for a background check may
automatically be considered suspicious. It is important for companies to invest resources upfront to
obtain a deep knowledge of a candidate, rather than to pay dearly afterward for a hiring mistake. In
addition to making sure information in a resume is accurate, all candidates should have their criminal,
family, peer, social life, marital life, education. Personal debt profile, age and employment history
checked. Further, employers should have the candidate fill out an application form, and have the
candidate’s civil/criminal record and references checked. These ‘‘standard’’ background checks are
really just one part of the employee selection process. Other screening techniques exist and should
be considered. Candidates should take a written honesty test and go through an integrity interview,
because many studies have proven the tests are valid. At a minimum, such tests provide an additional
piece of information to be considered as part of the total package.

Recommendations
Although unproven scientifically and generally considered to be highly contentious with respect to
validity, graphology (or handwriting analysis) is used by some companies. This technique is
presumed to reveal an individual’s personality in his handwriting. Some personality traits are
predictive of success on the job in addition to measuring only honesty or integrity. Graphologists
typically insist on a spontaneous sample that is a brief autobiographical sketch or self-description so
as to yield the most accurate reading. The study findings showed that it is the content itself that
reveals who the writer is, more so than the shape and size of the letters. Very often, professional
graphologists and non-professionals arrive at the same conclusion about an individual when content
is being considered in reading personalities. The research also showed a growing trend in the use of
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graphology in assessing candidates for middle and upper management positions. Although it is not
prevalent, the few companies that have used this method reported success, and it is seen as less
invasive than pencil and paper integrity tests. However, as mentioned previously, there is little or no
scientific evidence to support the use of graphologists, so one should proceed with caution if choosing
to rely on the results.

Furthermore, it was pointed by the research findings that other pre-screening techniques, one of
which is called the self-report method. Here, an applicant fills out a weighted application form.
Certain items consistently discriminate those who steal or commit dishonest acts from those who do
not, and those that clearly do are given more weight. A composite score is obtained to predict future
honesty. Some examples of those items include an individual providing a post office box rather than
using a home address, length of time at present address, number of previous jobs, number of
dependents, ownership of an automobile, whether the applicant wants a relative contacted in case of
an emergency. Once again, this technique can be openly biased based on race, gender, or income
level. Lastly, the study recommended that waivers are often made for senior management if they
submit a resume in lieu of a formal application, which increases the risk for a company, as many
applications require a job applicant to put in writing information which would not be on a resume,
such as a prior arrest or conviction.
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ABSTRACT
This study examined the impact of financial inclusion on agricultural development in Nigeria. The
study has the objectives of determining the impact of credit to agricultural sector and lending rate on
agricultural output. The study used ordinary least square technique and found that credit to agriculture
sector has positive and significant impact on agricultural output, while lending rate has positive but
insignificant impact on agricultural output. The study recommended that Government should make
credit to agricultural sector a priority, Government should ensure special rate of interest is charged
on agric loan and Farmers should be educated on the use of bank credit facility, this will enable them
boost production.
Key Words: Financial inclusion, Agricultural Output and Lending Rate
1. INTRODUTION
The importance of financial inclusion to agricultural development cannot b e over emphasized. It acts
catalyst to agricultural growth and development. Financial inclusion is a process that ensures ease
of access, availability and usage of the formal financial system by all adult members of an economy.
It entails the availability and ease of access to financial products and services (Okoroafor , Adeniji
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& Awe, 2018 ) . Similarly, financial inclusion involves a process where all adult citizens of the
economy have no difficulty in opening bank account; accessing credit and conveniently use financial
system products and facilities. Kama and Adigun (2013) view financial Inclusion as a state where
financial services are delivered by a range of providers, mostly the private sector, to reach everyone
who could use them. Specifically, it means a financial system that serves as many people as possible
in a country. Similarly, any financial system that is inclusive allows broad access to financial services
at affordable or without price to their use (Asli & Leora). Without financial inclusion, poor people
and farmer must rely on their own limited savings to invest in agricultural production. This pattern
can lead to persistent income inequality and slower agricultural development in particular and
economic growth at large. According to Olaniyi (2017), financial inclusion is very essential for
agricultural development because it helps in reducing the cost of capital and as well informal sources
of credit. Similarly, financial inclusion (both access and usage) is one of the basic requirements for
agricultural growth. ‘Banking the unbanked’, is an ancillary tool for poor farmers to have more
sustainable livelihoods.
Financial inclusion though enhances agricultural growth and development; it is not immune from
some challenges that limit the achievement of significant expansion in the level of financial inclusion
in Nigeria. Some of such challenges include low financial literacy, inadequate infrastructural
facilities as well as inadequate and inefficient technology based facilities by financial institutions
(Kama and Adigun, 2013).
Joan (2006) views agricultural development as the process that creates the conditions necessary for
actualization of agricultural potential. Such conditions include the accumulation of knowledge and
availability of technology as well as the allocation of inputs and output. In Nigeria, before the
discovery of oil in 1970s, agriculture was the major contributor to GDP. It offered employment to
greater number of people and as well made the country to be renown in the international community
by so doing increasing the country’s foreign earning. However, with the discovery of oil 1970s,
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attention was shifted from agriculture and oil and gas became the mainstay of the economy (Michael,
2016). Despite the high ranking of oil sector in the Nigerian economy, agricultural sector still remains
the most important sector of the economy. In the same vein, agriculture provides food for the
increasing population; supplies adequate raw materials to the industrial sector; provides employment
and generates foreign exchange earnings. Essentially, one of the major challenges agriculture sector
is facing in Nigeria is lack of access to finance. Some farmers do not have access to formal source of
finance thereby resorting to informal source of finance which has its numerous implications. The
difficulty in accessing loan and high lending rate have brought about set back in the agricultural
sector. Formal financial institutions are not measuring up to the required credit by famers (Olaniyi,
2017). Similarly, a large proportion of adult population farmers inclusive are financially excluded.
EFInA survey in 2012 showed that 34.9 million adults representing 39.7% of the adult population
were financially excluded. It was discovered that only 28.6 million representing 32.5% were banked.
Consequently, the report in 2016 showed 40.1million adults representing 41.6% of the population
are financially excluded, only 36.9 million adults representing 38.3% were banked.
Sequel to above, it could be observed that despite the improvements in all the areas in the financial
system, greater number of the population, especially the farmers are yet to be financially included.
Similarly, the efforts of government ensure that only 20% of the adult population are financially
excluded by2020 seem not be yielding the desired result.
It is on this premise that the paper wants to examine the impact of financial inclusion on agricultural
development in Nigeria.
This study is guided by two objectives which include to determine the impact of credit to agricultural
sector on agriculture output in Nigeria and to determine the impact of lending rate on agriculture
output in Nigeria. The hypotheses are stated thus:
H01: Credit to agricultural sector has no impact on agriculture output in Nigeria.
H02: Lending rate has no impact on agriculture output in Nigeria.
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2 LITEERTURE REVIEW
2.1 Conceptual Review
Financial inclusion connotes access to financial services by members of the public especially the
financially disadvantaged. Financial inclusion is needed in agricultural value chain in order to achieve
economic growth (Olaniyi, 2017). Kama et al, 2013) view financial Inclusion as the provision of
financial services which are delivered by a range of providers, mostly the private sector, to reach
everyone who could use them. Specifically, it means a financial system that serves as many people
as possible in a country. Financial inclusion is regarded today as the right of every adult citizen
owing to its role in fostering agricultural development in particular and economic in general.
Policymakers see financial inclusion as a basic access to financial products and services for all
citizens. Financial inclusion has special impact on the banking habit of people and provides them
with ease of access to financial services. It facilitates the flow of funds from savers to borrowers.
On the hand, Financial exclusion is quite opposite of financial inclusion. It involves an extreme
condition where people have barrier in accessing and using banking products and services. Financial
exclusion according to Nandru, Anand and Rentala,(2016) can manifest in the following:
Self-exclusion/Voluntary exclusion: this occurs when people face barriers that encourage self
exclusion.
Price of financial products exclusion: in this, people are excluded when the cost of accessing bank
product and services is high.
Condition exclusion: households are deterred by the conditions attached to financial products-which
are offered with restricted usefulness.
Psychological barrier can also lead to financial exclusion. This occurs when individuals feel that
financial services are not for households with very low incomes. Similarly, Michael (2016), points
out six types financial inclusion which include; (a) physical access exclusion: this type of exclusion
is brought about by inability an individual access banking premises physically as a result of closure
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of bank branch, inaccessible and the like. (b) Access Exclusion: this type occurs when a customer is
considered high risk in terms of loan repayment during credit analysis. (c) Condition exclusion: this
is when a customer cannot access credit as a result of his inability to meet up with the lending
requirements. (d) Price exclusion: this is when the price or cost of loan is high and unaffordable to
the customer. (e) Market exclusion: this is where financial products are targeted at some individuals
or groups. (f) Self Exclusion: this involves deliberate refusal by an individual to access financial
products and services for personal reasons.
2.2 Empirical Review
There exist plethora of related empirical studies on financial inclusion and agricultural development.
Some of the empirical studies are reviewed below:
Udoka, Mbat and Duke (2016) studied effects of commercial banks’ credit on agricultural production
in Nigeria with the objective of finding the relationship between agricultural credit guarantee scheme
fund and agricultural production in Nigeria. The study used Ordinary Least Square technique and
found that there is positive and significant relationship between agricultural credit guarantee scheme
fund and agricultural production in Nigeria. The study recommended that government should
continue to guarantee loans to farmers as this would encourage the banks to lend more to farmers.
In a study carried out by Michael (2016) on achieving sustainable economic development in Nigeria
through financial inclusion in the agriculture sector, has the objective of finding if financial inclusion
can be used to achieve sustainable development. The study used survey design and found that
financial inclusion in the Nigerian agriculture sector can be used to achieve sustainable development.
The study recommended that establishing more financial institutions in rural areas and financial
discipline can help to achieve financial inclusion in the agricultural sector.
In a similar study on impact of financial inclusion on agriculture in Nigeria, Olaniyi (2017) used
ARDL approach to find the impact of financial services and access to finance on agricultural growth
in Nigeria. The study found that financial services have significant impact on agricultural growth
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while access to finance insignificant impact on agricultural growth. The study recommended that
both traditional and non-traditional financial services providers should finance agriculture.
In a different study on agriculture resource and economic growth in Nigeria, Olajide (2012) used
Ordinary Least Square technique to find the relationship agricultural resource and economic growth
in Nigeria. The study found that there is positive relationship between agricultural output and gross
domestic product in Nigeria. The study recommended that special incentives should be given to
farmers by government to encourage agricultural production.
Aniekan (2015) studied impact of financial sector reforms on agricultural growth in Nigeria. The
study used vector error correction model and found that financial sector reforms has significant
impact on agricultural growth both in the long and short-run. The study recommended that
government should adopt strong macroeconomic policies targeted to kick-start meaningful growth in
the agricultural and financial sectors as well as provide the enabling environment for farming as a
business through concessionary interest rates, tax free and import duty concessions.
Ali, Jatau and Ekpe (2016) studied financial intermediation and agricultural output in Nigeria: an
impact analysis of deposit money banks’ credit with the objectives of finding the impact bank credit
and lending rate on agricultural output. The study used regression technique and found that bank
credit has positive and significant impact on agricultural output while bank lending rate has inverse
and insignificant impact on Agricultural output.
Consequently, from al the empirical studies reviewed, it could be observed that financial inclusion
has positive impact on agricultural output and economic growth as well. However, some of the
studies used different analytical techniques. For instance, Michael (2016) used survey design to find
if financial inclusion can be used to achieve sustainable development.
2.3 Theoretical Review
This study is anchored on information asymmetry theory. This theory was pioneered by Akerlof
(1970). The assumption of this theory is that participants in the financial market do not have the same
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level of information about the market. In this, some agents in the financial transaction possess better
information about the transaction, while others do not possess such information. This theory is
relevant to this study because some farmers lack requisite information on the assessment of bank
facilities. Similarly, asymmetry information which is evidenced in adverse selection, moral hazard
and monitoring cost could lead to increase in the lending rate by banks and reduction in credit to
agricultural sector. This is so because, banks may not know the customers that may default, they will
resort to high lending rate believing that any customer who is able to borrow at such rate can repay
his loan. However, banks in doing this may end up scaring genuine customers, thereby giving loan
to customers with moral hazard, who are ready to accept the loan at any rate since they know even
before getting the loan that they will not repay. This pattern invariably affects lending rate and credit
to agricultural sector.
3. Methodology
This study adopted ex post facto research design. The data for this study was sourced basically from
Central Bank of Nigeria (CBN) statistical bulletin of 2016. The stated hypotheses were tested using
ordinary least square technique. The stationarity of the variables was tested using ADF, this is to
ensure that the variables used are not spurious.
The variables underpinning this study are agricultural development which the dependent variable and
it is proxied with agricultural output. Similarly, credit to agricultural sector and lending rate are the
independent variables.
The model for this study is specified thus:
AGOt = α + B1CAS1 + B2LR2 + µt
Where:
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AGO

= Agricultural output

α

= Constant or intercept

CAS = Credit to Agric Sector
LR =
µt

Lending Rate

= Standard error of coefficients.

4.0 Result Presentation and Interpretation
4.1 Descriptive Results
Table 1
AGO

CAS

LR

Mean:
5525983
118237
18.89500
Skewness:
0.923204
0.325348
0.884756
Kurtosis:
2.963379
3.247677
3.008917
Source: authors’ computation using E-views 10
The table above shows selected statistical summary of the data employed in this study, the dependent
variable (AGO) has the highest mean value of 5525983, and the independent variables (CAS and LR)
have mean values of 118237 and 18.98500 respectively. Based on the skewness and kurtosis, the data
has a normal distribution as shown by the skewness value of (0.923204, 0.325348 and 0.884756
respectively
The result also offers some interesting information regarding the kurtosis which is a measure of the
combined weight of the two tails relative to the rest of the distribution: to accept a normal weighted
sample, the Kurtosis value must be equal to 3, the study variables have values approximately equal
to 3 for which case we suppose a normal weighted distribution.
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4.2 Empirical Result
Table 2 Unit root test result
Variable @Level
@ 1st Diff

Critical value

Order Remark

AGO 1.433378
3.649516
3.568379
1(1)
CAS
1.361611
7.250811
3.568379
1(1)
LR
3.460177
9.007398
3.568379
1(1)
Source: Author’s computation (E-views 8.0, see appendix)
The result in table 2 shows that initially (@ level), the variables

Stationary
Stationary
Stationary
were not stationary, but became

stationary after first time differencing; this is based on the fact that the individual ADF statistic of
the variables became greater than the 5% critical value. The implication of stationarity of data means
that the model we have employed can be relied upon for policy analysis and decision making.
Cointegration Test
The Johansen co-integration test was conducted after having established that the variables are
integrated of the same order 1(1). Co-integration tests for the existence of a long-run relationshp
among or between variables. The result obtained for the cointegration test indicates two (2) co
integration equations at 5% level of significance; this is because the trace statistics of 45.53183 and
21.89340 are greater than the 5% critical values of 29.70707 and 15.49471 respectively. This shows
that there is a long run relationship between agricultural output and all the explanatory variables
(creditto agricultural sector and lending rate). The implication of long run relationship is that over a
long period, the variables can be allowed to work together in the economy to produce growth
sustaining results.
The Vector Error Correction Mechanism
The presence of co-integration between or among variables usually produce short-run errors, hence
the need for the vector error correction estimation. The error correction mechanism removes and
corrects the short-run errors associated with variables which have long run relationship or cointegration properties. The conditions for smoothening effects being that the error correction
coefficient must be negative, fractional and significant. Our result indicates an error correction
coefficient of -0.3550999 which means that about 35.51% of the short run errors are corrected each
178

Proceedings of the 8th International Conference of Accounting and Finance
Research Association (AFRA), held 4th – 6th November, 2018
year. The conditions for error corrections are satisfied since the coefficient is negative, fractional and
significant.
This study is intended to determine the impact of financial inclusion on agricultural development in
Nigeria. Having reported the presence of co-integration among the variables and the error corrections,
the study proceeded to run the system equation estimation of the vector error correction coefficients.
System Equation of VEC estimates
Dependent Variable: D(AGO)
Method: Least Squares
Date: 11/19/18 Time: 16:52
Sample (adjusted): 1989 2017
Included observations: 29 after adjustments
variable
coefficient
standard error
T-statistic
p-value
CAS
17.09370
3.960352
4.316207
0.0003
LR
-34067.07
23770.78
-1.433149
0.1665
Adjusted R-squared
0.735864
F-statistics
8.357798
Prob(F-statistics)
0.000067
Source: Author’s computation (E-views 10)
The result of the estimation shows that the agricultural credit variable has positive and significant
value; this implies that agricultural credits lead to growth in agricultural output in Nigeria. Precisely,
one unit increase in (CAS) leads to 17.09370 units increase in the aggregate output of the agricultural
sector in Nigeria. The implication of this finding is that improving the agricultural credits to farmers
will play significant roles with wide spread positive effect on the growth of output in the agricultural
sector.
It is common knowledge from theoretical and empirical evidences that the interest rate inversely
related with most economic variables such as investment. The negative but insignificant coefficient
value of lending rate variable in the study (LR, -34067.07, p-value 0.1665) confirms that lending rate
will constitute setbacks to the assessing of agricultural credit by farmers, hence a decrease in output.
This hints us that ensuring a low lending rate will incentivize farmers and agro allied producers to
assess credits to expand and improve output.
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The adjusted coefficient of determination (R2) is 0.735864. This shows that 73. 59% of the total
variation on the dependent variable (AGO) is accounted for by the explanatory variables, while
6.21% of the total variation in the dependent variable is attributed to the influence of other variables
not included in the regression model.
4.3 Conclusion
This study examined impact of financial inclusion on agricultural development in Nigeria. The study
revealed that whereas credit to agric sector has positive and significant impact on the agricultural
output, lending rate has negative impact. This implies that an increase in bank credit to agricultural
sector will lead to increase in agricultural output. The negative impact of lending rate on agricultural
output indicates that farmers may be discouraged from seeking and assessing agricultural credits
based on their belief that they are unable to get credit at a cheaper rate from the formal financial
institutions. However, when the farmer know that the profit they will get from their agricultural
products will be far greater than the cost of borrowing from banks, they will still borrow regardless
the lending rate.
4.4 Recommendation
The study recommends the following:
1. Government should make credit to agricultural sector a priority; this will encourage many
people to join farming business.
2. Government should ensure special rate of interest is charged on agric loan
3. Farmers should be educated on the use of bank credit facility, this will enable them boost
production.
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ABSTRACT
The study sets examined the relationship between managerial skill and performance of SMEs in
Nigeria. The study was carried out within Aba, Abia state in Nigeria using a Descriptive/Survey
research design. Questionnaire were administered to respondent in 2018 of which their responses
were analyzed using pearson correlation with the aid of Statistics Package for the Social Sciences
(Version 20). Findings from the study revealed that, Technical skill has a strong positive relationship
with the performance of SMEs and it is significant while, leadership Skill has a positive but weak
relationship with the performance of SMEs but it not significant. Therefore, it is recommended that,
Government should intervene to provide training centers that will give managerial training
especially in the aspect of their leadership quality to the SME owners. This is necessary to burst the
performance of the SMEs since they are part of the drivers of economic growth of the nation. This
can be done in such a way that the attendance period to be designed by the government
representatives in collaboration with SME owners' union leaders and a valid and recognized
certificate should accompany the training. This will make attendance convenient for the existing SME
owners.
Keywords: Technical skills, Managerial Skill, Small and Medium Scale Enterprises, SME’s
Performance.
Introduction
Small and medium scale enterprises (SME's) are sources of economic growth and development for
every nation, because as they grow, the economy grows too. In 1990, the Federal Government of
Nigeria defined small scale enterprises for the purpose of commercial bank loans, as those enterprises
whose annual turnover does not exceed N500,000.00 (Five hundred thousand Naira) for merchant
bank loan enterprises with capital lent not exceeding 2 million Naira excluding the cost of land or a
minimum of N5 Naira. In this era of industrialization, where the development index of nations is
measured basically on their achievement in terms of provision of welfare to their populace, small
scale businesses play a role as employment providers in a way that ensures equitable income
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distribution (Kuratko, 2005). Thus, Ayanda and Laraba (2011), describes small businesses as "mighty
minors” that functionalize market economics and remove or minimize imperfection, actors that
impede adaptation to change. SME's are generally believed to be the most appropriate scale of "or
developing economics like Nigeria (Baptista; Escaria, and Madruga, 2008). After Nigeria
independence of 1960, much emphasis has been laid on the growth of small and medium scale
industries as a means of reducing the incidence of poverty and unemployment in the country. Apart
from SME’s potential for self-reliant, industrialization using local raw materials, they are in a better
position to boost employment, guarantee even distribution of industrial development and facilitate
the growth of non-oil export. Fissaela (2000), stated that SME’s employs about 22% of the adult
population in developing economies while Fabayo opines that small firms are major source of
employment opportunities for a wide cross section of the workers example the young, old part time
workers and cyclically unemployed. Kombo submitted that SME’s has contributed greatly to the
growth of Kenya economy accounting for 12 to 14% of GDP, through creating employment
opportunities, training entrepreneurs and providing a source of livelihood for the majority of low
income household in the country. Hence promoting of small enterprises in developing economies
like Nigeria will bring about distribution of income and wealth, economic self-reliance,
entrepreneurial development and lots of other positive economic uplifting factors. SME’s are
verifiable engines for attainment of national objectives in terms of employment generation at low
investment cost, development of entrepreneurial capacities and ingenious technology. They reduce
the flow of people from rural to urban areas and can easily be established with minimal capital. They
also contribute substantially to the country's Gross Domestic Products (GDP) and exports earning aid
development of employment opportunities.

In an effort to keep the benefit of SME's, successive administrations in Nigeria have formulated and
implemented different strategies to create enabling environment for formation and growth. Prior to
1970-1975 National Development plan, the Nigeria Development plans and their strategies were
directed towards supporting LSB’s (Osamwonyi & Tafomal, 2010). But by 1970, the policy makers'
attitude to SME’s began to improve and in subsequent development plans they have been very
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specific on the importance of the small and medium scale enterprises (SME’s) subsector to the overall
economy (Nwankwo, Ewuim & Asoya, 2012). Since then, they have been given increasing policy
attention and economic development (Mambula, 2002). Another reason that might account for that
was the realization of the potentials of SME’s in terms of positive contributions to economic
development in many countries (Schemer & Woller, 2003).

The first move was the setting up of the thirteen industrial centers (IDC) during the 1970-1975
National Development Plan which aimed at providing extension services to small scale enterprises
(Arogundade, 2011). This was followed by the establishment of financial institutions to provide
credits for SME’s. Banks such as Nigeria Industrial Bank, Peoples Bank and Community Banks were
also established for that purpose (Nelson & Johnson, 1997). Some other programmes aimed at
supporting SME’s included: The World Bank Assisted Scheme, National Economic Reconstruction
Fund (NERFUND), the Export Stimulation Loan Scheme (ESL), The Rediscounting and Refinancing
Facility (RRF), The National Directorate of Employment (NDE), Fadama Programmes and Poverty
Alleviation Programmes/National Poverty Eradication Programme (NAPEP) (Ehinomen & Adeleke,
2012; Olugbenga, 2012).

Contraryto the expectations of all the bodies responsible for the formulation and implementation of
the above programmes that Nigerian business environment would be a home for the evolution of
SME's, it however, emerged as an unsuccessful one. Chuta (2012), observed that: SME’s in Nigerian
business environment are like fishes out of water, as a result of its unsuitability for their growth.
Nnodim (2012), also observed that poor management is the number one reason why businesses fail.
The use of larger part if not all the profit by the owners for personal effects, and inappropriate rules
guiding given out of credit, may be a common source of SME’s degradation since this affect not only
the profit of the business but also the capital. The issue of lack of outlining strategies plans in the
form of vision and objective or not working with it may also lead to lack of direction. Given the
above stated factors that may be identified as lack of managerial skills, there is need to study the
impact of managerial skills on SME’s performance in Abia State.
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Statement of Problem
According to Hersey, Blanchard and Johnson (2007) most SME’s die within the first five years of
existence, while a smaller percentage goes into extinction between the 6th and 10th year. Many
factors have been identified as contributing to this premature extinction. Studies such as that of
Chendo (2013); Luper and Kwanum (2012) and Uchenwamgbe (2013) found out that the major
reason that militates against the growth of SMEs in Nigeria is the lack of managerial skills,
insufficient capital, irregular power supply, infrastructural inadequacies, lack of focus and inadequate
market research.
With the advent of improved infrastructures and other business enabling scheme by the current led
Buhari administration which came on board 2015 such as market loans to SMEs and the installation
of power plant within Aba Market which is the hub of SMEs in Nigeria. This study intends to focus
on the managerial skills of the owners of the SMEs within Aba in Abia State Nigeria in 2018 which
is more contemporary compared to previous studies and to see if there exist a relationship between
managerial skills of the SMEs in the face of improved business conditions and the financial
performance of the SMEs. As a result, the study seeks to explore the following specific objectives:
To examine the relationship between technical skill and performance of SME’s in Nigeria.
To ascertain the relationship between leadership skill and performance of SMEs in Nigeria.

LITERATURE REVIEW
2.1 Conceptual Framework
SME’s are one of the areas that are currently receiving academic and policy attentions but up todate,
differentiating SME’s from other scales of businesses such as large, medium and micro
universal

definition (Chendo, 2013; Luper

&

defies

Kwanum, 2012; Uchenwamgbe, 2013).

Researchers and other stakeholders have looked at the issues based onsome specific criteria such as
value added and value of assets, annual sales or number of employees (Amboise & Muldowney,
1988; Uchenwamgbe, 2013). In Nigeria, the Central Bank defined the construct on the basis of total
asset and number of employee (Chendo, 2013). Nevertheless, the National Council on Industry
(1996), cited in Egbetokun (2008) and Osotimehin and Olajide (2012), defined that micro business
is a business whose total cost, including working capital but excluding cost of land, is not morethan
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N l,000, 000 million and a labour size of not more than 10 employees, while SME is a business whose
total cost, including working capital but excluding cost of land, is over NI million but not more than
N40 million and a labor size of between 11 and 35 employees.

Based on the above, it seems that in Nigeria there is no consensus on the definition of SME’s, but
they are defined along three dimensions: in terms of either employment or investment, or a
combination of any two, or all. It is also worth deducing that any business with capital base worth
N1 million or has a number of employees up to 11 is regarded as an SME. Since organizational goal
achievement is the main yardstick of measuring the degree of SMEs' performance, a good
measurement of SMEs’ performance should be able to consider the goal of the owner or a policy
designed to promote the sector in the areas of some specific results such as sales output and
profitability which defines business continuity (Marr & Schiuma, 2003). This is an indication that,
the managerial skills of an entrepreneur are very vital to the success or failure of the SME’s
(Osamwonyi & Tafamel, 2010).

2.1.1 Concept of Managerial Skill
A manager has been defined as the person responsible for planning and directing the work of a group
of individuals, monitoring their work and taking corrective action when necessary, Management
skills are all encompassing. (Hersey, Blanchard & Johnson, 2007). They are essentially necessary for
all managers to enable them accomplish the vision and mission of SME’s.
Managerial skills or techniques are developed out of theory and practice. Even though relatively few
managerial techniques develop out of theory and practice, research and scholarly activities will
continue to add value to existing techniques.
Precisely in 1990, the Federal Government of Nigeria defined small scale enterprises for the purpose
of commercial bank loans as those enterprises for the purpose of commercial bank loans as those
enterprises whose annual turnover does not exceed N 500,000 thousand naira and for merchant bank
loan enterprises with capital investment not exceeding N2 million naira (excluding the cost of land
or a minimum of N5 million naira)
Papulova (2007), identified four areas of managerial skills and these includes:
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Technical skill-this is not skill related to technology, such as skills of engineer. Rather, it represents
the managerial skill of using methods like break even analysis in planning or ability to prepare for
and structure work in an organization.
Interpersonal skill-the skill of knowing how to lead people and the ability to motivate workers. This
skill enables manager to provide solutions to work conflicts and work harmoniously with people.
Conceptual Skills-the skills of looking at and working with the organization as a small and
controllable unit and appropriately relating it with the surrounding environment.
Communication Skills-the skill of receiving and disseminating information.
The basic task of all managers at all levels and in all kinds of enterprises is to design and maintain an
environment which can accomplish organizational goals and objectives, as well as provide
satisfactory services to the customer. Traditionally, management is concerned with four main
functions:
Planning all activities
Organizing tasks and works are distributed among staff and others,
Leading people in (planning, organizing, controlling, communicating and team work) and
Controlling (standards of performance).
This view of management skill looked at it from managing SMEs, because the knowledge of formulas
of break-even analysis, economic order quantity and many others may help, though impossible
because of inadequate data to apply them (Fiberesima & Rani, 2012; Monisola, 2013), and even if
they obtained the data, they lack the ability to process and interpret them (Egwuonwu, Mohammed,
& Momoh, 2011). Shehu, Aminu, Kamariah, Mat & Nasiru (2013), observed that it is not necessary
for SME owner in Nigeria, provided he/she can make some practical estimates of his/her market and
capacity, he/she is skillful.

Another view of managerial skill which is more relevant to SME’s than the one above is that of
Lowden (1990), which looked at the situation from the angles of management functions such as:
Planning skills-the skill of allocating resources, developing alternatives;
Organizing skill-designing structure, coordinating parts, arranging delegation, and managing conflict
and change in an organization;
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Leading skills-implementing decisions, forming communications, and developing personnel;
Controlling skills-establishing- standards, measuring performance, taking action and instigating,
self-control.
But performing management function alone in an SME as identified by this view may be irrelevant
because they were formulated based on experience from management of SMEs. Agbim (2013),
identified the planning and budgeting skills; detecting changes; maintaining good customer relations
and ensuring correct financial records as the managerial skills related to SMEs. Seven specific
managerial skills may be drawn from these four management functions: Establishing goals, allocating
resources, managing conflict, communication skill, measuring performance, taking action and selfcontrol.

Shehu, Aminu, Kamariah, Mat and Nasiru(2013), examined the relationship of owner/manager
knowledge, competitive intensity, complexity of marketing, technical competence, firm size with the
mediation of advisory services on the performance, using structured questionnaire on 198
manufacturing SMEs operating in Kano State. The regression result indicated significant relationship
between owner/manager knowledge and performance. This study established relationship between
owner/manager knowledge and SMEs performance but did not payattention to the skill or
performance level. Kiberesima and Rani (2012), studied the impact of strategic management on
business success in 40 SMEs of Port Harcourt, Rivers State. The study analyzed collected through
questionnaire method with descriptive statistics and reported that majority of the SMEs were either
disorganized in their practice of strategic management or made no attempt and that strategic
management was found to be positively related SMEs performance.

2.2 Theoretical Framework
2.2.1 The Managerial Grid Theory
As propounded by Blake and Mouton (1964), the managerial grid theory was developed based on the
study of Fleishman on initiating structure and consideration. In line with this, consideration is seen
as behaviors of managers reflecting respect for subordinates' ideas and consideration of their feelings

188

Proceedings of the 8th International Conference of Accounting and Finance
Research Association (AFRA), held 4th – 6th November, 2018
while Initiating structure referred to the extent to which a managerial leadership skills are structured
by defined roles of the leader and those of subordinates in order to achieve formal organizational
goals (Blake and Mouton 1981). If this coherent managerial grid skill is lacking the firm is bound to
fail in the pursuit of its goal, Shehu, et al (2013) and Kiberesima et al (2012) carried out studies on
managerial skill and firm’s performance. They all found a positive relationship between the
managerial skill variables and firm’s performance. This is a pointer to the fact that the effect of
managerial skill in all-encompassing spheres cannot be overemphasized.
In line with the above submission of scholars as to what the theory of managerial grid is and in
relation to firm performance. It becomes necessary to link this theory to this study to see whether or
not the managerial skill of the SMEs in Aba has a relationship with the financial performance of the
SMEs.

METHODOLOGY
The study adopts a descriptive/survey research design aimed at finding out the effect of managerial
skills on performance of SMEs in Nigeria. To effectively carry out this research, questionnaire was
administered to respondent within the manufacturing sector of the SMEs Aba, Abia State in Nigeria
of which their responses were used for analysis using simple averages from the frequencies of their
response. out of the 200 questionnaires that were giving out to the SMEs and various stakeholders
only 150 questionnaires were returned this then form the basis for the sample size.
Ten structured questions were presented based on a YES or NO response but only the questions in
line with the related specific objectives will be tested using Pearson correlation to examine the
relationship between the variables under study. The correlation coefficient is measured on a scale of
between -1 and +1. A correlation coefficient of -1 indicates a perfect negative correlation while that
of +1 indicates a perfect positive correlation. A correlation coefficient of between -1 and -0.5
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indicates a strong negative correlation coefficient while that of between +0.5 and +1 indicates strong
positive correlation. Similarly, a correlation coefficient of between -0.5 and 0 indicates a weak
negative correlation while that of between 0 and +0.5 indicates a weak positive correlation. It is
therefore on this basis that the hypotheses will be tested.

DATA PRESENTATION AND ANALYSIS
This section is concerned with analysis of the answers to the questionnaires administered to the
respondents.
4.1 Data Presentation
Section A: Bio Data of Respondent
Table 4.1: Number of Respondent, Age and Gender
Gender

Age
18-25yrs

26-35yrs

Total

Percentage

Above
36yrs

Male

40

30

20

90

60

Female

30

20

10

60

40

Total

70

50

30

50

150

Source: Survey, 2018
Comment: From the table above, 60% of the respondents were male while 40% of them were
females. This depicts an even gender equality engagement of work force by the SMEs.
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Table 4.2: Educational qualification of Respondents
Education level

No. of respondents

Percentage (%)

Certificate

90

60

Diploma

30

20

Degree

25

16

Masters

5

4

Total

150

100

Source: Survey, 2018
Comment: The findings in the table above show that 60% of the respondents are first school leaving
certificate holders, 20% are diploma holders, 16% have First degree while only 4% have masters
qualification. This implies that data for the study was obtained from educated respondents who have
idea on the use of technologies and innovation in the manufacturing sector hence the data is reliable.
Table 4.3: Job/Positions of Respondents
Job/Positions

Male Female TOTAL

Staffs

50

40

90

Managers

30

15

45

Business
owners

10

5

15

TOTAL

90

60

150

Source: Survey, 2018
60% of the respondent are staffs and workers in the various manufacturing SMEs, 45% of the
respondent are managers while, the remaining 15% are business owners.
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Table 4.4: Number of Years in Business
Gender

Year

Total

1-5yrs

6-10yrs

Above
10yrs

Male

50

70

30

150

Source: Survey, 2018
Comment: From the table above, 33.3% of the respondents were have been in production and
business for 1-5 years while 46.7% of them have been in the business for 6-10 years. The remaining
20% have been in business for more than 10 years. This depicts the level at which the various
managerial skills have sustained the SMEs overtime.
SECTION B
4.2 Correlation Analysis of Responses
Hoi:Technical Skill has no significant relationship with the performance of SMEs in Nigeria.
Correlations
YES
Correlation Coefficient 1.000
YES Sig. (2-tailed)
N

NO
1.000**

.

.000

2

2

Spearman's rho
Correlation Coefficient 1.000**
NO Sig. (2-tailed)
N

1.000

.000

.

2

2

**. Correlation is significant at the 0.01 level (2-tailed).
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Given that the calculated correlated value in table1 section B above is 1.000 and 1.000 which
indicates that Technical skill has a perfect positive relationship with performance of SMEs and is
significant.
Hoii: Leadership Skill has no significant relationship with the performance of SMEs in Nigeria.
Correlations
YES NO
Correlation Coefficient 1.000 .500
YES Sig. (2-tailed)
N

.

.667

2

2

Spearman's rho
Correlation Coefficient .500 1.000
NO Sig. (2-tailed)
N

.667 .
2

2

Given that the calculated correlated value in table 2 section B above is 1.000 and 0.500 which
indicates that the leadership skill of the SMEs has a positive but weak relationship with their
performance and is not significant at a correlation level of 0.667 which is above the accepted
significant level of 0.05
Findings
This study found out that managerial skill has a positive relationship with the performance of SMEs
in Aba, Abia State Nigeria. This is in line with the studies of Kiberesima and Rani (2012), who
carried out a study on the impact of strategic management on business success in 40 SMEs in Port
Harcourt, Rivers State. The study analyzed collected through questionnaire method with descriptive
statistics and reported that majority of the SMEs were either disorganized in their practice of strategic
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management or made no attempt and that strategic management was found to be positively related
SMEs performance and poor SMEs' performance in Rivers State.
The striking difference about this study is the fact that this study carried out in Aba split managerial
skill into technical and leadership skill. The study found out that the technical skill has a significant
relationship with SMEs performance while the leadership skill has no significant relationship with
the performance of the SMEs. This is because as SMEs are managed by competent educated people
who bring technical innovations into the business they still fail to develop the required leadership
skill that will spur workers into high performance and high returns to the firm which is one of the
basic arguments of the managerial grid theory as postulated by Blake and Mouton (1964).
Conclusion
Based on the findings of the study it is concluded that:
Technical skill has a strong positive relationship with the performance of SMEs and it is significant.
Leadership Skill has a positive but weak relationship with the performance of SMEs but it not
significant.
Recommendations
Government should intervene to provide training centers that will give managerial training especially
in the aspect of their leadership quality to the SME owners. This should be done in such a way that
the attendance period to be designed by the government representatives in collaboration with SME
owners' union leaders and a valid and recognized certificate should accompany the training. This will
make attendance convenient for the existing SME owners.
Governments, also at local level should through their cooperative offices be sending their qualified
staff to be interacting with SME owners at their places of business to identify their areas of
weaknesses and give them support as appropriate.
NGOs should in collaboration with SME owners' union leaders organize workshops fairness men and
women that will enhance their managerial capability.
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Abstract
Water resources accounting has become a global concern due to the high rate of water pollution and
other emissions that put nations at risk of water scarcity if precautionary measures are not taken on
time. All necessary government intervention to reduce the risk of water scarcity is dependent on the
extent of water resource accountability available in the country. This paper examines the
contribution of water resources accounting to sustainable development in Nigeria. The data
employed spanned from 1981-2017 and were collected from the CBN Statistical Bulletin, 2017
edition. Ordinary Least Squares technique was used to analyze the date and the result indicated that
water resources accounted for, have strong and significant positive impact on the RGDP. The
findings also revealed that water resources are estimated to contribute a total of 72.6% variation in
the RGDP between the periods from 1981 to 2017 in Nigeria. Therefore, the study recommends
adequate training and empowerment for all agencies responsible for data gathering of water
resources. This will enhance quality water resources’ accountability. Policy makers should
encourage all forms of water resources accountability and management to sustain the economy by
liaising with international bodies and getting updates on global best practices in this area.
Keywords: Water resources, accounting, management, sustainable development, Nigeria.
1.0 Introduction
Water is an indispensable resource necessary to sustain all forms of plant and animal life (Ahmad,
Tower, Plummer, & Aripin, 2010). Water makes a critical contribution to all facets of personal
welfare and economic life (Winpenny, 2012). Following the rapid increase in human population and
fluctuating weather conditions connected with global climate change, demand for freshwater is
increasing while at the same time supply is becoming less reliable (Daniel & Sojamo 2012). Global
water resources are coming under increasing pressure. It is generally predicted that over the next few
decades, global drivers such as climate change, population growth and improving living standards
will intensify pressure on the availability, quality and supply of water resources (Winpenny, 2012).
Estimates by World Water Development Report (WWDR, 2016) suggest that by 2050, if the
management and usage of water persist in the present manner it is, global water demand will surpass
supply by over 40% which would put at risk 45% of global GDP, 52% of the world’s population, and
40% of grain production. Therefore, it is never by accident that the World Economic Forum (WEF)
has steadily grades water crises as the highest global risk (WEF, 2015).
To buttress this issue, Australia wine industry is predominantly exposed to water-related pressures
and risks as water is very important for wine grape cultivation and wine production (Katherine, 2015).
Studies have proved that water access and management are a source of persistent concern for
managers of the wine industry in Australia (Alonso, 2010; Mosse, Patti, Christen, Cavagnaro, 2011).
The fact is that, the quality of water is paramount and therefore its pollution limits the activities it is
used for and, in some cases, renders it unfit for future use both in the short and long run (Gleick
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1998). These circumstances have led to growing emphasis being placed on responsible use of water
(Goesch, Hone & Gooday 2007; Herberger 2012).
Due to lack of proper accounting for water, economic policy-makers are beginning to express worry
considering the significance of water for national economies (Winpenny, 2012). The problem has
been that water management decisions rely on rough estimates that are inaccurate, misleading and
environmentally harmful (Mosse, et al., 2011). It has been envisaged that if corporations are not well
guided to use water in an efficient and effective manner, there could be possible environmental
hazards to contend with (Herberger, 2012). These issues have led to growing interest in water
accounting in parallel with broader environmental accounting. The United Nations (UN) System of
Environmental-Economic Accounts for Water (SEEAW) and Eurostat, Organization for Economic
Co-operation and Development (OECD) and recently the European Environment Agency (EEA) are
agencies that have made efforts and come up with the initiative of incorporating water-related
indicators into wider systems of environmental accounting as a way of enhancing water
accountability and highlighting its role in economic and environmental policy making (Winpenny,
2015).
Keeping in line with the global trend, India is developing a blueprint for national water accounting
(Schmidt, Bassi, & Benitez Sanz, 2017). In 2013, Asian Development Bank (ADB) published a
policy paper titled “Thinking about Water differently”, in order to promote water accounting which
will help to evaluate water supply and demand management policies (ADB, 2013). Following the
long history of water accounting in the Murray-Darling Basin, the Australian Bureau of Meteorology
(BOM) decided to host the Australian Water Accounting Standard (BOM, 2017). The Public Policy
Institute of California (PPIC) made a recommendation that water accounting be adopted to manage
water before and after the existing drought (PPIC, 2016). In Nigeria, the Ministry of Water Resources
takes the responsibility of water resources exploration and utilization. Water resources represent an
important parameter of the environment on which the nation depends for agriculture and industrial
purposes. Water resources have basic socio-economic importance especially in the area of fishing,
domestic water supply and hydroelectric power (HEP) generation in Nigeria(The Analyst, 2018).
The National Water Resources Institute (NWRI) is a major source of data on water resources in
Nigeria. It is a department under the Ministry of Water Resources. Their data bank collects, stores
and retrieves hydro meteorological data for planning purposes. Statistics on water resources and
rural development include time-series observation on the activities and outputs of the rural
development programmes, the hydrological stations and the river basin development authorities. The
data captured on water resources include: 1. Hydrology – surface water discharge and storage; 2.
Meteorology – rainfall, evaporation humidity, temperature wind speed; 3. Hydrogeology –
underground water systems etc. (The Analyst, 2018).The Nigerian Meteorological Agency (NMA)
provides data on monthly rainfall in millimeters (CBN, 2017). Therefore, the purpose of this study is
to determine the contribution of water resources accounting to sustainable development in Nigeria.
1.1 Hypothesis
Ho1: Water resources accounting (WTRS) does not have significant influence on the real gross
domestic product (RGDP) in Nigeria.
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2. Literature review
2.1 Conceptual review
2.1.1 Water resources and danger of contamination
Water is an essential substance upon which all life depends. Where there is water there is life, and
where there is scarcity of water, life becomes a struggle (UNESCO, 2011). Scarcity of safe drinking
water could be as a result of contamination caused by geogenic arsenic (Inauen, 2012). Geogenic
arsenic in groundwater affects almost 100 million people globally (Ahmed et al., 2006). Bangladesh
is the most affected nation, with at least 20 million people at risk of drinking water above the national
guideline of 50µg of arsenic per liter (Johnston &Sarker, 2007). Other nations confronted with this
menace include the USA (Shaw, Walker, & Benson, 2005), Argentina (Bundschuh et al., 2004),
Cambodia (Buschmann, Berg, Stengel, & Sampson, 2007) and many others (Amini, Abbaspour et
al., 2008). Arsenic is a metalloid which naturally exists in the surroundings (Hughes, Beck, Chen,
Lewis, & Thomas, 2011). It is extremely toxic and is regarded as a carcinogen (Hughes et al., 2011).
Through complex chemical processes, arsenic is seeped from aquifer rocks and sediments and stores
in groundwater (Smedley & Kinniburgh, 2002). To make arsenic discovery difficult, its distribution
in a certain region is not evenly; if a particular household has an arsenic contaminated well, the
neighbour’s well may be arsenic safe and vice versa (Inauen, 2012).
There are various health problems associated with too much arsenic consumption. Arsenic intake
may cause arsenicosis, which leads to skin alterations, cancers of the skin, bladder, and lung ((Ahsan
et al., 2006; Chen & Ahsan, 2004). The incidence of arsenicosis is difficult to evaluate. In West
Bengal, 300’000 skin lesions due to arsenic exposure were reported and there were likely to be more
in neighboring Bangladesh (Chakraborti et al., 2004). Further associated diseases are peripheral
vascular diseases (e.g. black foot disease), cardiovascular diseases (Chen et al. 2007), and impaired
neurodevelopment in children (Wasserman et al., 2004).
2.1.2 Water accounting and sustainable development
Rising world population and urbanization, coupled with a growing demand for food and the need to
secure environmental flows have led to increased demand for water (Amarasinghe & Smakhtin, 2014;
FAO, 2012; Green et al. 2015). Following the growing populations with better goals for affluence,
national and local governments and organizations are more worried with sustainable growth that does
not erode fundamental ecosystems (UN, 2017). The implication is that, strategies for economic
development require verification on demand for water and their influence on present arrangements
of water distribution. Water scarcity is the excess of water demand over supply and is largely driven
by human, economic, and societal factors. Water shortage is a natural phenomenon witnessed during
droughts (World Water Council (WWC), 2018).
The level of attention given to household and business accounting is not similar to water accounting.
Water is precious and limited in supply. This is why water resource is recognized as a major issue
in the implementation of UN 2030 Agenda for sustainable development (WWC, 2018). Therefore,
accounting for water can be considered as an avenue or a mechanism through which water users can
discharge accountability (Russel & Lewis, 2014).
Water accounting is the systematic quantitative assessment of the status and trends in water supply,
demand, distribution, accessibility and use in specified domains, producing information that informs
water science, management and governance to support sustainable development outcomes for society
and the environment (FAO, 2012, 2016). According to WWC (2018), water accounting is about
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understanding the hydro-logical cycle, measuring longitudinal and cyclical disparities in rainfall with
volatile excesses of floods and droughts. It takes cognizance of medium and long-term variations in
demand across all water users – communities, farming, energy, industry, and the environment – and
inform water infrastructure investment such as pumping, storage, and planning for climate change
(WWC, 2018).
From the various definitions, water can be referred to as an essential resource required to sustain life
of humans, animals and plants while it uses are essential for the survival of companies engaged in
the production of food, wine and beverages. Water accounting is therefore the collection of all water
related data for better distribution and management of water resources.
Water accounting is employed to update policy makers as to whether interventions (such as new
dams, irrigation schemes or water law reform) will substantially contribute to the management of
water scarcity and competition (WWC, 2018). Economic planners and environmental organizations
need water accounting to examine whether their plans could lead to sufficient supply of water to all
users and for all uses.
2.1.3 Water accounting disclosure and report
Water accounting is used to describe the activities of disclosure as the act of collecting and making
available data on the current state of water management (Morrison & Schulte, 2012). Water
management concerns the active management of water on a daily, weekly, seasonal and annual basis
using combined operations involving people, infrastructure, finance, and other inputs and resources
(WWC, 2018). Therefore, water accounting reports must be general purpose reports and useful to
the users. Statement of Water Accounting Concept (SWAC 3) provides the following qualities:
relevance, faithful representation, comparability, verifiability, timeliness and understandability
(Water Accounting Standards Board (WASB), 2009). SWAC 4 provides for water assets and
liabilities. Water assets include the legal right to control water asset e.g. lakes, and the future benefits.
The liabilities include all enforceable obligations. For instance, water deliverable under contract or
an allocation under water sharing plan (WASB, 2009).
2.1.4 Potential water resource accounting system as identified by (Flemming, Berit, Marianne,
Louise, & Pedersen, 2015)
The potential water resource accounting system includes four different types of accounts:
 Water amount accounts. This is the account of fresh water flows and storage (inventory)
measured in M3.
 Emission to water accounts. This is the account of different pollutants emitted to fresh water
by industries and households measured in Kg or litre.
 Water quality accounts. This is where quality of different fresh water resources is stated in
relevant natural units of measurement. For instance, concentrations of different pollutants or
ordinal measures such as good, medium and bad quality.
 Ecosystem services account where the amount and value of different ecosystem services
supplied by different freshwater areas are stated.
2.1.5 Water inventory accounting Inventory accounting
Water Inventory Accounting comprises opening and closing inventory (including increases and
decreases during the year) of ground and surface water resources. The quantity of water is increased
by natural processes - primarily precipitation/rainfall - and human activities among which discharge
of waste water is the most important, but also building of new draining facilities. The water storage
is decreased by evaporation and outflow to the sea or ecological water consumption of rivers and
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lakes which are natural processes and by water intake which are human activities. The account does
not include water in soil, seawater and water in the atmosphere (Flemming et al., 2015; Yang, Yang,
Cao, & Cheng, 2017).
Table 2.1: FORMAT FOR WATER INVENTORY ACCOUNTING
Ground
Water
Million
M3
X

OPENING INVENTORY
Add Increase from natural processes:
- Precipitation
- Other Inflows
Add Increase from human activities:
- Waste Water
- Draining
TOTAL BROUGHT-IN WATER RESOURCES
Less Decrease from natural processes:

Surface
Water
Million
M3
X

Million
M3
XX

X

X
X

XX
XX

X
X
X

X
X
X

XX
XX
XX

X
X
X
X
X
X

X
X
X
X
X
X

X
X
X
X
X
X

X

- Evaporation
- Outflow to Seas and Lakes
- Other Outflows
Less decrease from human activities:
- Water Intake
CLOSING INVENTORY

Total

Source: Flemming et al., (2015); Yang et al., (2017).
2.1.6 Emission account for one type of pollutant
Contaminants or pollutants confined in rain water which run straight into freshwater and sea or flow
to the sewage industries, freshwater or sea through sewers are included in the emission accounts.
Also pollutants which are conveyed into national water by streams from overseas nations are
incorporated. The accounts only comprise toxins contained in water that is emitted to water and
therefore, atmospheric sediments directly to water are not included in the accounts (Flemming, et al.,
2015).

Table 2.2: FORMAT FOR EMMISSION ACCOUNT FOR ONE TYPE OF POLLUTANT
Industries
Without treatment to Fresh water
Without treatment to Sea
After treatment to Fresh water

X
X
X

After treatment to Sea
A. Direct Emissions to water
B. To Waste water treatment industry
C. Actual Emissions by source
D. Reallocations of gross emissions
from sewage industry
NET EMISSIONS (A+D)
Emission removed by sewage industry (BD)

X
X
X
X
X

Sewage
Industry
X
X
X

Households
X
X
X

Rain

X
X

X
X
X
X
X
X
X

X
(X)

X
X

Source: Flemming et al., (2015).
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Foreign
Countries
X
X
X

Total

X
X
X
X
X

X
X

XX
XX
XX
XX
0

X
X

X

X
X
X

X
X

XX
XX
XX

X
X
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2.2 Theoretical review
The theories underpinning this study are the protection motivation theory and contingency theory.
2.2.1 Protection motivation theory
Rogers (1975, 1983) became the major proponent of this theory. The theory has threat appraisal and
coping appraisal. Threat appraisal places emphasis on the maladaptive response of man especially
when faced with no options. Though he is aware of the arsenic contamination of the water at present,
he tries to adapt to drinking and using it as against his wish. The coping appraisal focuses on his
adaptive response which is caused by the social influence on him. He believes that the threat of the
toxic water can be overlooked since there is a wide range of social approval to the intake of the water
available, despite the health challenges it can cause. This theory confirms the reason why water
accounting should be taken seriously. Water accounting helps the government to take into
consideration the extent and amount of safe drinking water available for the citizens in every region
of a country at every given time. It provides an avenue to determine the level of hazards following
contamination and pollution of water in the surroundings of a community or town. This helps for
quick government intervention where necessary since human beings cannot stay without water, they
accept whatever water that is available to them whether safe or toxic.
2.2.2 Contingency theory
The risk associated with scarcity of water resource globally gives credence to the use of this theory
in this study. Contingency theory posits that organizations are permitted to structure their activities
(including accounting system) in such a manner that could best suit the situation they find themselves
at every point in time (Chenhall, 2003, Malmi & Granlund, 2009; Otley 1980). The most important
thing is the achievement of corporate goals and enhancement of organizational performance
(Chenhall, 2003). Therefore, contingency theory will help organizations to adjust their accounting
structure in a manner that water accounting can be incorporated to enhance its management. The
practice will help to achieve national economic goals and sustainability.
2.3 Empirical review
Tisdell (2001) examined the consequences of introducing trade and allocating water for
environmental use in the Border Rivers region of Queensland. Water markets were developing as
part of the initiative of the Council of Australian Governments to promote an efficient use of water
resources in Australia. The result of the study however revealed that water trading could reduce the
natural flow systems and increase extractive water-use which is profit oriented and could render water
policies in Australia ineffective.
Egan (2012) investigated water management and accounting in food and beverage producing
organizations in Australia. The study employed primary source of data to evaluate the effectiveness
of water management and accounting in organizations. The organizations used for the study were
about seven in number. Pervasive water management and accounting was practiced by two
organizations. In those two organizations, water management and accounting became the
responsibility of all staff. The usage was regularly regulated and scrutinized while reports to
executives were steadily submitted. The other five organizations also studied demonstrated little
initiative of the whole idea of water accounting. The study concludes that water accounting and
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management need to be institutionalized. The practice should be embraced by all organizations for
a better and efficient use of water resources.
Katherine (2015) studied environmental management accounting as a medium for improved water
management in the Australian wine industry. The vulnerability of wine industry to water-related
pressures and risks was on the high side. The study made use of questionnaire-survey in which
managers in wine producing organizations in Australia were the respondents. The multiple
regression analysis revealed that water-related environmental management accounting (EMA) used
by wine organizations differ due to the contingent and institutional influences. However, the study
provided empirical evidence that the use of water-related EMA in the wine industry resulted to
improved water management in Autralia.
Yang et al. (2017) assessed the method of evaluating water resource assets and liabilities using Jinan
City in Shandong Province of China as the case study. The study tried to proffer solution to the
severe water crisis caused by policy issues in China. The study identified water resource assets and
calculated them from 2011-2015. To create the balance sheet, the study used unit price of water,
water quantity and quality, physical and quantitative accounting methods. The calculation revealed
that water resource assets increased and decreased in Jinan City within the period. In 2011, 2012,
2013, 2014 and 2015, water resource assets totaled $36.5m, $45.9m, $66.7m, $35.5m and $37.5m
respectively. The study therefore, provided quantitative and physical evidence for proper
management and accountability of water resources.
2.4 Gap in literature
Many scholars have carried out studies on water resource accounting and management in different
ways. Few of the studies are empirical while majority are theory based. In the course of this research,
the major constraint was the lack of adequate empirical studies to compare the findings of this work
with. However, this study is filling this gap as one empirical study in water resources accounting
carried out in Nigeria and focused on the sustainability of the economy.
3.0 Methodology
Water resource accounting data are usually ex-post facto as a result they are historical and are
reported annually in Nigeria. Therefore, the study adopted ex-post facto research design because
there is no room for data manipulation as the data are already in existence. The data were collected
from the Central Bank of Nigeria Statistical Bulletin, 2017 on water resources and real gross domestic
product. The data covered a period from 1981-2018. The study made use of simple linear regression
since the explanatory variable (water resource) is one. The method of data analysis is the Ordinary
Least Square (OLS) technique. The statistical formulation of the model are presented as follows:
RGDP

=

f (WTRS)

The simple linear relationship is stated thus:
LOGRGDP
Where:
RGDP
WTRS
β

=

β0 +β1 LOGWTRS + µ

-

Real gross domestic product
Water resources
Intercept
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β
µ

-

Estimation Coefficient
Error term

4.0 Data analysis and interpretations.
Figure 4.1: Data trend of water resources in Nigeria from 1981-2017
LOGWTRS
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Source of data: CBN Statistical Bulletin, 2017.
Figure 4.1 represents the trend of water resources contribution to real gross domestic accounted for
from 1981-2017. The trend shows that in 1985 the activity of water supply, sewage and waste
management was at the lowest level while the trend kept rising until it got to its peak at 2017. This
implies that the water resource accounting and management for economic sustainability are gaining
ground in Nigeria and the awareness is increasing in a manner that data capturing of the water
resources is becoming more efficient and effective.
Figure 4.2: Trend of RGDP and WTRS from 1981-2017
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Source of Data: CBN, Statistical Bulletin, 2017
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Figure 4.2 depicts the extent to which WTRS could contribute to the RGDP. However, due to the
increasing global awareness of the importance of water resource accountability, there is great
improvement in the trend. The implication is that more improvement in the data management is
possible and will enhance economic sustainability following the initiative and recommendations of
the international bodies (UN, OECD, EEA, PPIC etc.) in the adoption of proper accounting and
management of water resources.

Table 4.1: Summary table of ADF unit root test and order of integration
Variable

ADF Tstatistics

Mackinnon
critical value
at 5%
RGDP
-3.339751
-2.948404
WTRS
-5.672721
-2.948404
Source: Authors’ Computation, 2018.

P-Value

0.0205
0.0000

Order of
Integration
I(1)
I(1)

Remarks

Stationary
Stationary

Table 4.1 above is the unit root test of the data set to establish stationarity of the data. This is to
avoid misleading regression result from the Ordinary Least Square technique used for the analysis.
From the table 4.1 the data sets are stationary at first difference.

Table 4.2: JOHANSEN COINTEGRATION TEST
Date: 08/31/18 Time: 13:24
Sample (adjusted): 1983 2017
Included observations: 35 after adjustments
Trend assumption: Linear deterministic trend
Series: LOGRGDP LOGWTRS
Lags interval (in first differences): 1 to 1
Unrestricted Cointegration Rank Test (Trace)
Hypothesized
No. of CE(s)
None *
At most 1

Eigenvalue

Trace
Statistic

0.05
Critical Value

Prob.**

0.382941
0.007946

17.17688
0.279226

15.49471
3.841466

0.0277
0.5972

Trace test indicates 1 cointegrating eqn(s) at the 0.05 level
* denotes rejection of the hypothesis at the 0.05 level
**MacKinnon-Haug-Michelis (1999) p-values
Source: Authors’ Computation, 2018.
The table 4.2 above reveals a short run co-integration between the dependent and the independent
variable, hence the choice of the Ordinary Least Squares technique for the analysis.
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Table 4.3: REGRESSION RESULT
Dependent Variable: LOGRGDP
Method: Least Squares
Date: 08/31/18 Time: 13:28
Sample: 1981 2017
Included observations: 37
Variable
Coefficient
LOGWTRS
0.725852
C
3.472137
R-squared
0.917683
Adjusted R-squared
0.915331
S.E. of regression
0.069373
Sum squared resid
0.168442
Log likelihood
47.25274
F-statistic
390.1853
Prob(F-statistic)
0.000000
Source: Authors’ Computation, 2018.

Std. Error
t-Statistic
0.036746
19.75311
0.050769
68.39026
Mean dependent var
S.D. dependent var
Akaike info criterion
Schwarz criterion
Hannan-Quinn criter.
Durbin-Watson stat

Prob.
0.0000
0.0000
4.449360
0.238413
-2.446094
-2.359017
-2.415395
0.519069

From table 4.3 above, the correlation (R) value is 95.8% (Square root of R 2 ), this connotes a very
strong relationship between WTRS and RGDP. The R-Squared of 91.8% is equally very substantial.
The implication is that WTRS explains about 91.8% variations in the RGDP while only 8.2% of the
changes could be associated with other factors not considered in the model. The F-statistics is
390.1853 and has a p-value of 0.000 < 0.05. The result is statistically significant and shows that the
model is appropriate for the study. The Durbin-Watson is approximately 1 and does not really give
cause for concern.
The study earlier hypothesized that WTRS does not have significant impact on the RGDP. From the
regression result on table 4.3, the t-statistics is 19.75311 with a p-value of 0.000 < 0.05. Therefore,
the null hypothesis is rejected and the alternative accepted.
4.1 Discussion on findings
The result of this study has provided an empirical evidence that water resources can contribute to
sustainable development in Nigeria. Therefore, private and government organizations have the
responsibility to maintain water resource accountability and management. In Nigeria, water
resources data comprises, water supply, sewage and waste management. It is necessary for water
accounting to incorporate water inventory accounting and emission account. Inventory accounting
takes care of groundwater and surface water storage in million millimeters. The improvement in the
water resource accounting can help to have a check on water supply effectiveness. Nigeria is such a
place that safe drinking water is difficult to come by due to environmental pollutions and emissions
especially in the Niger Delta region. The Northern region has a lot of rocks, as such water resource
in those areas could be exposed to arsenic that leaches from aquifer rocks and sediments and
accumulates in groundwater. Water resource accounting provides information on these issues and
will help the country to have a healthy drinking water and safe environment if the government takes
the necessary measures.
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5. Conclusion and recommendation
Following the regression result of this study, it can be concluded that water resources accounting
contributes immensely to sustainable economic development in Nigeria. Therefore, the study
suggests that the global trend of water resource accounting should be adopted in the country to avoid
exposure to water-related hazards. Water resources accounting provides information on quantity and
availability of safe drinking water and the dangers of emissions and pollutants that destroy our water.
Therefore, the agencies (such as the Nigeria Meteorological Agency (NMA)) that specialize in the
capturing of relevant water resources data (monthly rainfall) should be encouraged. The Ministry of
Water Resources, 12 River Basin Development Authorities (RBDAs) and the National Water
Resources Institute in the country should be empowered to give the best of their service. Water
resource accounting in Nigeria deserves maximum recognition and practice in the country.
Therefore, policy makers should support the existing agencies and endeavor to establish more
institutions that will have the capacity to engage in water resources accountability and organize
trainings for companies and individuals.
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Abstract
Economic diversification into agriculture and extractive industry in Nigeria has been an interesting
area that deserves research attention, especially as the country has been practicing a mono-economy
since the era of oil boom without any clear headway to economic development. The global economic
downturn over the last 3-4 decades has awakened the need for researchers, practitioners and policy
makers in Nigeria to look into other sectors of the economy to enhance economic development.
Hence, this study tries to examine the potential contribution of agriculture and extractive industry to
economic development in the future based on their current contribution to the real gross domestic
product (RGDP) in Nigeria. The study made use of time series data from CBN Statistical Bulletin
ranging from 1981-2017 and Ordinary Least Squares (OLS) method as the statistical tool with the
aid of e-views version 9. The findings revealed that agriculture has a robust positive and significant
impact on RGDP while the solid mineral equally has a significant positive impact on RGDP.
However, crude petroleum and natural gas have a positive insignificant impact on RGDP. This
brings the study to a conclusion that investment in agriculture and solid minerals is highly imperative
now, than ever before. Therefore, the study suggests that economic diversification should be focused
more on agriculture and solid mineral extraction, as government mobilizes local and foreign direct
investors to invest their funds in the Nigerian economy. In addition, the government should try to
manage the crude petroleum and natural gas exploration and their related financial transactions, so
as to prevent fund repatriation and transfer to other countries rather investing the funds in Nigeria,
especially in the agricultural, solid mineral and manufacturing sectors.
Keywords: Agriculture, extractive industry, solid minerals, crude petroleum, natural gas,
Economic development, real gross domestic product
1.0 INTRODUCTION
Economic diversification in Nigeria has been a topical issue, more especially as Nigeria is seen to be
having a mono-economy due to over dependence on oil revenue which has actually limited the extent
of investment in other sectors of the economy. Everyone in the country is concerned about the
survival of the nation which could only be possible by exploiting investment opportunities in the
agriculture and extractive industries especially, as it has to do with farming, fishery, solid mineral
extraction, coal mining and other mining. However, the contribution of agriculture and extractive
industries to a nation’s gross domestic product (GDP) cannot be overemphasized. They play the role
of accelerating the growth of gross domestic product (GDP) and holding the key of overall economic
development by generating employment and revenue, assuring independence in food production and
security, supplying tools to other fields and foreign exchange earnings (Lawrence & Salako, 2015).
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In the early 1990s, the value of world's industrial sector had a sharp increase, and over 60% of the
increase in the sector could be credited to six major industrial countries - the US, Japan, Germany,
Italy, the UK and France. As developing nations accounted for only 21% of manufacturing value
rise, this connotes that there is an apparent gap between developed and developing countries, as
examined by Kniivilä (2004).
There is no doubt that Nigeria is blessed with abundant natural resources and fertile lands, but
unfortunately two out of every three Nigerians live below the poverty line of $1 per day in income
(World Bank, 2012), despite the natural resource endowments and the green nature of the nation.
Nigeria is naturally endowed with an abundant fertile soil and suitable climate for agriculture.
Though 75% of its land is suitable for farming, but only 40% has been cultivated (Omorogiuwa,
Zivkovic & Ademoh, 2014). The problems agriculture faces in Nigeria range from poor access to
credit facilities, lack of infrastructure and larger markets, environmental pollution and degradation,
as well as poor research and extension of services (Olajide, Akinlabi and Tijani, 2012). These
problems have actually been the major constraints of agricultural contributions to the nation’s
economic development.
The extractive industry activities in Nigeria has been concentrated on crude petroleum and natural
gas, while solid minerals such as coal mining, metal ores, quarrying and other mining have been on
a low scale. However, investment in extraction of solid minerals and agriculture could have long
been a tool to national development, but has been neglected over the years. Currently, the Nigerian
Stock Exchange only has five (5) list companies (Ellah Lakes Plc., FTN Cocoa Processors Plc.,
Livestock Feeds Plc., Okomu Oil Palm Plc., and Presco Plc.) in agricultural industry and four (4)
quoted companies (Aluminium Extrusion Ind. Plc., B.O.C. Gases Plc., Multiverse Mining and
Exploration Plc., and Thomas Wyatt Nig. Plc.) in Natural Resources or extractive industry. This
number is practically insufficient and inadequate for national development in a well-endowed nation
such as Nigeria. This simply connotes that the rest of the businesses in this category are either
underground businesses or do not have the needed financial support from the authorities to expand
these businesses that are economically capable of contributing meaningfully to the national
development.
Nigeria has really gone a long way in economic distress and poverty due to lack of economic
diversification into other areas that could improve the economic situation of the country. The
situation has led to massive poverty, unemployment and insurgency in some parts of the country.
The contribution of the oil revenue to the national development is highly at the decreasing stage.
However, this paper has been targeted to measure the contributions of agriculture and extractive
industries tonational development. The specific objectives are to evaluate the extent to which
agriculture (AGR), solid minerals (SDM), crude petroleum and natural gas (CPG) have contributed
to the Real Gross Domestic Product (proxy for national development).
The choice for RGDP in measuring national development is because everything about a nation’s
economy revolves around the RGDP. That is, all public and private sectors’ activities are accounted
for under a country’s RGDP which is also adjusted for price level changes (inflation or deflation).
Therefore, RGDP is designed not only to account for manufacturing, agriculture, aviation, banking
industries, etc. but to also capture the income/expenditure of a nation’s workforce, health and
education sector. These are referred to as the major components of Human Development Index (HDI)
(Mahendr, 2018). Thus, the choice of RGDP for national development is justified because it has a
broad coverage of all activities in an economy.
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1.1 Hypotheses
H01: Crude petroleum and natural gas (CPNG) do not significantly influence the real gross domestic
Product (RGDP) in Nigeria.
H02: Solid minerals (SDM) do not have significant impact on RGDP in Nigeria.
H03: Agriculture does not significantly contribution to RGDP in Nigeria.

2.0 LITERATURE REVIEW
2.1Conceptual framework.
Figure 2.1: Conceptual framework of agricultural and extractive industry contribution to
RGDP
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SOURCE: DESK RESEARCH, 2018.
2.1.1 Concept of agriculture and economic development
Agriculture is referred to as the cultivation and production of crop plants and livestock products. It
is a very broad term encompassing all aspects of crop production, livestock farming, fisheries,
forestry, etc. (My Agriculture Information Bank, 2018). Rimando (2004) defines agriculture as the
systematic raising of useful plants and livestock under the management of man. Therefore, it is the
activity of man which has to do with production of food, fiber, fuel, etc. by the optimum use of
terrestrial resource i.e. Land and water (My Agriculture Information Bank, 2018). Abellanosa and
Pava (1987) posit that agriculture is the growing of both plants and animals for human needs.
According to Rubenstein (2003), agriculture is the deliberate effort to transform a portion of Earth’s
surface through the cultivation of crops and the raising of livestock for sustainable or economic gain.
Economic development scholars have stressed on how agriculture can suitably contribute to national
development and modernization (Olajide et al., 2012). This is why Todaro and Smith (2003) posit
that national development and sustainability can only be achieved through advancement in
agricultural sector and rural area overhauling through provision of good infrastructures.
Agriculture is synonymous with farming and can be described as the true reflection of a nation's
economic strength and development. Besides, it is a process that makes use of all the factors of
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production (such as land, labor, capital and man) to produce plants, animals, solar energy and forest
resources for consumption and providing the agrarian products which is demanded by other fields
(Lawrence & Salako, 2015).
In Nigeria, agriculture includes livestock production, forestry, fishing and crop production (CBN,
2018). About 70% of the population is engaged in agriculture, therefore, economic development in
Nigeria may be difficult to achieve if agriculture sector is not developed (Odetola & Etumnu, 2013).
The role of agriculture to economic development of a country is enormous. According to
Pragyandeepa (2018) it includes: contribution to national income, source of food supply, employment
opportunities, development of rural areas, creation of larger market for both raw materials and output
for industries. It minimizes political and social tension by removing inequality in a country.
2.1.2 Concept of industry and economic development
Industry refers to production of goods and service with regimented plants, using high degree of
specialization and automation. It can likewise include other commercial activities that supply goods
and services like transportation and hospitality (Verspagen, 2000). In addition, such a sector refers
to mining, manufacturing, construction, gas, water and electricity (Sahoo & Sethi, 2012). The role
of Industrialization sector is highly imperative for national development, and for poverty alleviation.
However, industrialization arrangement has its effects on how the economy of nationscan benefit
from growth (Sahoo & Sethi, 2012). Thus, increasing industrial field is very necessary for economic
development (Kniivilä, 2004). Starting with the industrial revolution, technological adjustment has
played crucial role in industrial sector (Sahoo &Sethi, 2012).
2.1.3 Extractive industry and economic development
Mineral, oil, and gas extraction are transformative activities. These activities are risky transgression
of the order of things, but provide unique avenues to harness the transformative potential of extraction
which motivates development processes (Himley, 2015). Any process that involves the removal of
raw materials from the earth to be used by consumers is referred to as extraction. The extractive
industry activity consists of any operations that remove metals, minerals and aggregates from the
earth, for instance, extraction of oil and gas, mining, dredging and quarrying (Business Dictionary,
2018). In Nigeria extractive industry activities comprise extraction of crude petroleum and natural
gas, metal ores, coal mining, quarrying and other mining activities. Manji (2014) noted that Africa
as a continent has 10% of the world’s reserves of oil, 40% of its gold, and nearly 90% of the chromium
and the platinum metal group which are probably yet to be discovered. According to Manji (2014),
the natural resource extraction in Africa contributes more than 30% of its GDP. Therefore, extractive
industry activities are needful alteration of the direction of nature which helps to discover and extract
hidden treasures (natural resources) deposited in the water, land, forest and mountains for proper
national development.
2.2 Theoretical review
The study hinges on the theory of investment and economic growth theory by Adam Smith (1776).
The regulatory framework includes: International Reporting Standards (IFRS) 6 and International
Accounting Standards (IAS) 41.
2.2.1 Theory of investment
The theory of investment is a body of knowledge that is applied during a decision making process
that involve making the right choice among investment options (Younis, Biaban & Burhan,
2015).This choice making is expedient more especially when finance becomes a limiting factor. It
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incorporates the capital asset pricing model, efficient market hypothesis, portfolio theory, arbitrage
pricing theory, and rational pricing (Eklund, 2013).
Jorgenson and Stephenson (1967) assessed investment theory by using quarterly data on investment
expenditures for a whole durable and non-durable manufacturing. They established that based on the
neoclassical theory of optimal capital accumulation; investment behavior model reasonably provides
explanation for real investment expenditure. Thus, their conclusion suggest that policy instruments,
which have a key role in determining investment expenditures involve the tax form and tools that
impact the capital cost.
Notwithstanding the market forces, Investments in agriculture and industrial sector are driven by
policy changes. More spastically, in several food-importing nations, governments have buttressed
investments in agricultural in foreigncountries as element of their national food security schemes
(Tiffen & Mortimore, 1990). In addition to political aspects, economic forces stimulate more
participation of agribusiness in production (Souza & Paulo, 2014). While in high income nations,
Investment in industrial sectors is high; investment in agriculture is recently getting bigger in low
and mid income nations (Vermeulen & Cotula, 2010). This is because of some structural aspects, for
instance; Population development, rise in urbanization rate (which explore the contribution of the
world’s population that relies on buying food) and diet changes (such as increasing demand for fast
food and meat in large industrial nations), and therefore, this leads to increasing demand for food
(Godfray et al. 2010). Additionally, agriculture increasingly becomes attractive investment option,
when demand for agriculture commodities and energy increases worldwide, meanwhile; when
technological and industrial capacity for higher products and returns increase (Kniivilä, 2004).
In order to decide whether an investment is to be initiated or not, with the consideration of high
degree of profit, there are a number of different decision rules. Such rules commonly consider the
future expected cash flow caused by investment, investment cost and capital cost of the company
(Love & Zicchino, 2006). Further, Scheibl & Wood (2004) conclude that there are four investment
objectives, such as: rise in market share, increase the output of exciting capacity, modernize;
minimize shareholdings. In addition, Richardson (1960) imposes that the profitability of an
investment business relies on other firms' investment behavior. Alfredo & Vicente, (2010) defined
investment behavior as how investors work, expect, examine and review the decision making
processes, which incorporates the psychology of investment, accumulation of information,
comprehending and defining, research and examination. In respect of evaluating an investment
opportunity is profitable Richardson (1960) also emphasizes that, free access to information is very
important. This information is gained through research and empirical studies.
2.2.2 Economic growth theory
In the Adam Smith (1776) theory income per capita or GDP is the indicator for the average level of
country's prosperity. It is not necessary to consume annual income during the year, but what is not
consumed is saved and become other investment or an export surplus. In both uses it adds to the
national wealth and thereby becomes a source of future consumption, and then growth (SØrensen &
Whitta-Jacobsen, 2010). In the Fei-Ranis model, technological progress and aggregation of capital
are significant in the growth of an economy country (Souza & Paulo, 2014).
2.2.3 International financial reporting standard (IFRS) 6
IFRS 6 applies to exploration and evaluation of (E&E) expenditures when the legal rights to explore
have been obtained. It specifies that expenditures incurred before an entity obtains the legal right to
explore mineral resources have to be generally expensed. IFRS 6 does not apply to expenditures
after the technical feasibility and commercial viability of extracting mineral resources are
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demonstrable. The E&E expenditures allowed by the standard which can be capitalized include: cost
of geological and geophysical studies, the acquisition rights to explore, exploratory drilling, trenching
and sampling.
2.2.4 International accounting standard (IAS) 41
IAS 41 prescribes the accounting treatment and disclosures that relate to agricultural activity. The
standard specifies that an entity shall recognize a biological asset or agricultural produce when:the
entity controls the asset as a result of past events, it is probable that future economic benefits
associated with the asset will flow to the entity, and the fair value or cost of the asset can be measured
reliably.Biological asset shall be measured on initial recognition and at the end of each reporting
period at its fair value less cost to sell. Except where the fair value cannot be measured reliably.
Agricultural produce harvested from an entity’s biological assets shall be measured at its fair value
less costs to sell at the point of harvest.

2.3 Empirical review
2.3.1 Agriculture and economic development
Olajide, et al., (2012) examined agriculture resource and economic growth in Nigeria using the
Ordinary Least Squares regression method. The problem of the study was the financial and
infrastructural constraints agriculture faces in Nigeria which invariably affect its maximum
contribution to economic development in the country. The secondary source of data employed
ranged from 1970-2010 and were obtained from Central Bank of Nigeria (CBN) Statistical Bulletin,
2010 edition. The dependent variable was the gross domestic product (GDP), while the independent
variable was the agricultural output. The regression result revealed that agricultural output has a
robust and positive significant influence on the Nigerian economy. The study further revealed that
both the R and R2 were 99% which showed a high positive relationship with GDP and also suggested
that agriculture explained almost 99% of the variations in the GDP of Nigeria. The study concludes
that agriculture is in a better position to enhance national development in Nigeria and should be
supported by the government.
Younis, et al., (2015) considered sharing the agriculture and industrial sectors in the economic growth
of Iraq using ordinary least squares (OLS) application. The research centered on the great potentials
of Iraq as a nation despite the three wars the country experienced which had extensive adverse effect
on the economic development. The study employed secondary source of data from 1980 to 2014 and
found evidence that both agriculture and industrial sectors had positive impact on the gross domestic
product (GDP) of Iraq, although the contribution of agriculture to the GDP was higher than that of
the industry in that country. The study therefore, suggested that agriculture and industry should be
encouraged by the government in order to boost economic development in Iraq.
Abula and Mordecai (2016) investigated the impact of agricultural output on economic development
in Nigeria using annual time series data ranging from 1986 to 2014. The study made se of per capita
income (PCI) as proxy for economic development which is the dependent variable while agricultural
output and government spending on agriculture were the independent variables. The findings
revealed that agricultural outputs had significant and positive impact on PCI. The result of the study
simply explained that agriculture plays an important role in the country’s national development.
Eze (2017) studied agricultural sector performance and Nigeria’s economic growth using Vector
Error Correction Model (VECM) and Granger Causality test. The study employed time series data
which spanned from 1980 to 2014. The response variable used for the study was the real gross
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domestic product (RGDP) while the explanatory variables were: value of agricultural output (VAO),
foreign private investment (FPI) and financial development (FD). The VECM revealed that VAO
contribution to the RGDP was positive but insignificant.
2.3.2 Solid minerals and economic development
Jalloh (2013) used panel regressions to examine the impact of natural resources endowment on
economic growth in West African Countries. The study employed a Barrow-type growth model, and
identified the problem of corruption in the public sector and civil conflicts in West Africa despite
their natural resource enriched economies. However, evidence from the panel regression result
indicated that natural resource endowments had insignificant positive impact on economic growth in
West Africa. Though the study failed to state the period covered by the panel data used, but suggested
proper management of natural resource export revenue and policy measures to eradicate the menace
of corruption in the public offices.
David, Noah and Agbalajobi (2016) carried out an empirical analysis of the contribution of mining
sector to economic development in Nigeria. The sector employed time series data ranging from 1960
to 2012 which were analyzed using Error Correction Model (ECM). Though the data sources were
not clearly specified, but the findings revealed that solid minerals had strong and positive impact on
economic development in the country.
Olofin and Odeleye (2016) employed annual time series data covering the periods from 1996 to 2014
to investigate the impact of solid minerals and government effectiveness on poverty reduction in
Nigeria. All the data were sourced from the World Governance Indicators and CBN Statistical
Bulletin (2014). Dynamic Ordinary Least Squares (DOLS) and Fully Modified Ordinary Least
Squares (FMOLS) models were used to analyse the impact of various solid minerals and government
effectiveness on poverty alleviation in Nigeria. The results indicated that solid minerals such as
coal, metaore, quarry and others reduced poverty level but government effectiveness had positive
relationship with poverty level in Nigeria.
2.3.3 Crude petroleum/natural gas and economic development
Torben (2012) studied the economic impact of natural resource endowment on the Norwegian
economy. The study was a comparative case study and made use of time series data spanning from
1971 to 2007. The data were sourced from Norway Statistics website and US Energy Information
Administration (EIA). The findings of the study revealed that annual GDP per capita of the country
increased by 20% due to the petroleum resources and natural gas in Norway.
Usman, Ikemefuna and Fatimah (2015) assessed the evidence of petroleum resources on Nigerian
economic development using time series data which spanned from 2000-2009. The study made use
of gross domestic product (GDP) as the response variable and oil revenue as the independent variable.
The findings revealed that oil revenue had significant positive influence on the GDP. The
recommendation is that the Nigerian government should equip the country with the necessary
technology for petroleum exploration which could help in restricting foreigners’ involvement.
Nwoba and Abah (2017) examined the impact of crude oil revenue on economic growth in Nigeria
with an annual time series data which covered periods from 1960-2010. The problem of the study is
the argument that multinational oil companies dominate the oil industry in Nigeria and profits are
often repatriated to their home country for expansion while Nigeria is impoverished and exploited.
Using Ordinary Least Squares (OLS) regression analysis, the study however provided evidence that
crude oil revenue impacted significantly and positively on gross domestic product (GDP) in Nigeria.
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2.4 Research Gap
The study is an extension to what other scholars have done based on the above literature review. The
gap is that it has extended empirical evidence in this area of study to 2017 since the study covers the
period from 1981-2017. The most important gap is the evaluation of the level of contribution of
agricultural, solid minerals and crude petroleum and natural gas to RGDP (used as proxy for
economic development) in one single study.
3. METHODOLOGY
The study employed descriptive research design which permits numerical gathering of research data
on selected variables for statistical analysis. The annual time series data used spanned from 19812017 and were gathered from the Central Bank of Nigeria (CBN) Statistical Bulletin 2017 edition.
The data obtained were on RGDP (proxy for national development) and on crude petroleum and
natural gas (CPG), solid minerals (SDM) and agriculture (AGR) which are the explanatory variables.
The statistical tool used for regression analysis was the Ordinary Least Squares (OLS) method with
the aid of E-views Version 9. Augmented Dickey Fuller (ADF) was used to conduct unit root test
which helped in establishing stationarity of data to avoid spurious regression result. Johanson
Cointegration and Granger causality test were carried out to establish long/short run effects as well
as causality effects on the variables. The model specification used in this study, though modified,
was adopted from Olajide et al. (2012); Younis, et al. (2015). It is specified as shown below:
RGDP

=

f (CPG, SDM, AGR)

This is mathematically stated as follows:
LOGRGDP

=

β0 + β1LOGCPG + β2LOGSDM + β3LOGAGR + ε

Where:
RGDP
CPG
SDM
AGR
ε
β1-β3

-

Real Gross Domestic Product
Crude Petroleum and Natural Gas
Solid Minerals
Agriculture
Error term
Coefficients of the independent variables.

A Prior Expectation:
β1-β3

>

0

The prior economic expectation is that all the predictor variables (CPG, SDM and AGR) should be
greater than zero which implies positive contribution to RGDP.
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4. RESULTS PRESENTATION AND DATA ANALYSIS
4.1 Data trend
Figure 4.1: TREND OF SOLID MINERALS CONTRIBUTION TO RGDP IN NIGERIA
FROM 1981-2017

100

80

60

40

20

0
1985

1990

1995

2000

2005

2010

2015

QUARRYING & OTHER MINING N'BILLION
METAL ORES N'BILLION
COAL MINING N'BILLION
Source of Data: CBN Statistical Bulletin, 2017.
Figure 4.1 shows the graphical representation of the components of solid minerals’ contribution the
RGDP. From the graph, quarrying and other mining came down from 1986 to 1993 but rose above
others in the 2000s. Coal mining was rising in the 1980s and 1990s, but decline from 1995 to date.
Metal ores is yet to be well harness as the graph depicts its low contribution from the onset. The
implication is that coal mining is not encouraged to grow and metal ores is not yet in large commercial
quantity to make meaningful contribution to economic development in Nigeria.
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Figure 4.2: TREND OF AGRICULTURE CONTRIBUTION TO RGDP IN NIGERIA
FROM 1981-2017
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Source of Data: CBN Statistical Bulletin, 2017.
From Figure 4.2 above, crop production seems to have more rapid contribution to RGDP. This could
as a result of its popularity in the rural areas of almost all parts of the country. The other agricultural
resources are yet to gain stability. Apart from crop production, the other agricultural areas are yet to
fully harnessed.
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Figure 4.3: TREND OF RGDP, CPG, AGR AND SDM FROM 1981- 2017
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Figure 4.3 depicts that crude petroleum and natural gas contribution to RGDP declined from 2005
to 2017 while agriculture gained more strength in contributing to RGDP. However, Solid Minerals
are yet to be exploited as the contribution is not yet visible.

Figure 4.4: TREND OF CPG FROM 1981-2017
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From Figure 4.4, crude petroleum and natural gas got it peak in 2003 and 2004, the decline began
from 2005. This could as a result of global economic meltdown which actually affected oil prices.
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The implication is that the government should critically consider other economic sectors and exploit
the opportunities in them to develop the economy.

4.2 Unit root test
Table 4.1: SUMMARY TABLE
ADF UNIT ROOT TEST AND ORDER OF INTEGRATION
VARIABLE

ADF TSTATISTICS

MACKINNON PORDER OF
CRITICAL
VALUE
INTEGRATION
VALUE AT
5%
RGDP
-3.339751
-2.948404
0.0205
I(1)
CPG
-5.521934
-2.948404
0.0001
I(1)
SDM
-3.807608
-2.948404
0.0064
I(1)
AGR
-5.796345
-2.948404
0.0000
I(1)
Source: Authors’ Computation, 2018.

REMARKS

STATIONARY
STATIONARY
STATIONARY
STATIONARY

Table 4.1: shows the unit root test and the order of integration of the data used for the variable. Unit
root test is conducted to establish stationarity of data to avoid spurious regression result associated
with time series data. The result shows that all the data series were stationary at first difference.
Therefore, the regression result will not be misleading.
4.3 Descriptive statistics
Table 4.2: Statistical description of data
LOGRGDP
4.449360
4.351205
4.839000
4.139226
0.238413
0.393016
1.696231

LOGCPG
3.817445
3.834533
3.968205
3.607774
0.098899
-0.360503
2.175645

LOGSDM
1.559543
1.515953
2.010909
1.232553
0.232227
0.380682
2.066543

LOGAGR
3.774030
3.672434
4.235010
3.362389
0.295364
0.214797
1.519301

Jarque-Bera
Probability

3.573061
0.167540

1.849092
0.396711

2.236985
0.326772

3.664574
0.160047

Sum
Sum Sq. Dev.

164.6263
2.046264

141.2455
0.352119

57.70310
1.941461

139.6391
3.140644

37

37

37

Mean
Median
Maximum
Minimum
Std. Dev.
Skewness
Kurtosis

Observations
37
Source: Authors’ Computation, 2018

The standard deviation of all the variables are below the mean values. This signifies a lower spread
which suggests that all the data set are clustered around the mean. The Kurtosis of the distribution
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indicates less extreme positive or negative economic situations may likely occur. That is with the
present state and contribution of the economic resources, national development may not be at its best,
which suggests stagnation.
Therefore, the distribution is platykurtic since it is less than 3. The skewness is greater than zero but
not above 0.5, which implies that the distribution is positively and approximately skewed but for
CPG, the skewness is negatively and approximately skewed. This is an indication that there could be
extreme adverse economic situations if reliance on CPG is not checked and following the falling
trend in the prices.

Table 4.4: JOHANSEN COINTEGRATION TEST
Date: 08/25/18 Time: 09:42
Sample (adjusted): 1983 2017
Included observations: 35 after adjustments
Trend assumption: Linear deterministic trend
Series: LOGRGDP LOGCPG LOGSDM LOGAGR
Lags interval (in first differences): 1 to 1
Unrestricted Cointegration Rank Test (Trace)
Hypothesized
No. of CE(s)
None *
At most 1
At most 2
At most 3

Eigenvalue

Trace
Statistic

0.05
Critical Value

Prob.**

0.561616
0.400248
0.163375
0.022302

53.78905
24.92599
7.032651
0.789391

47.85613
29.79707
15.49471
3.841466

0.0125
0.1641
0.5738
0.3743

Trace test indicates 1 cointegrating eqn(s) at the 0.05 level
* denotes rejection of the hypothesis at the 0.05 level
**MacKinnon-Haug-Michelis (1999) p-values
Source: Authors’ computation, 2018.
The Johanson co-integration test on Table 4.2 reveals that all the variables only co-integrate at the
short as the p-values are above 0.05. Therefore, this result led to the choice of Least Squares
estimation technique used in this study.
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Table 4.4: Regression results
Dependent Variable: LOGRGDP
Method: Least Squares
Date: 08/24/18 Time: 04:31
Sample: 1981 2017
Included observations: 37
Variable
LOGCPG
LOGSDM
LOGAGR
C

Coefficient

Std. Error

t-Statistic

Prob.

0.060804
0.117027
0.740792
1.238963

0.083402
0.029609
0.031909
0.252501

0.729048
3.952373
23.21547
4.906766

0.4711
0.0004
0.0000
0.0000

R-squared
0.991147
Adjusted R-squared
0.990342
S.E. of regression
0.023430
Sum squared resid
0.018116
Log likelihood
88.50386
F-statistic
1231.477
Prob(F-statistic)
0.000000
Source: Authors’ Computation, 2018.

Mean dependent var
S.D. dependent var
Akaike info criterion
Schwarz criterion
Hannan-Quinn criter.
Durbin-Watson stat

4.449360
0.238413
-4.567776
-4.393623
-4.506379
0.650021

The regression result on Table 4.4 shows a strong correlation (R) between the predictor variables and
the response variable. The R value of 99.5% (square root of R-squared) indicates that the relationship
between RGDP and crude petroleum and natural gas, solid minerals and agriculture is very high and
strong. The R-Squared of 99.03% is the extent to which CPG, SDM and AGR can explain the
variations in the RGDP. This value is also very high and suggests that only 0.97% (less than 1%) of
the changes in RGDP can be attributed to other factors not specified in the model. The DurbinWatson is approximately 1 which indicates no cause for concern. However, the F-statistics is 0.000
< 0.05 which means that the explanatory variables are collectively and statistically significant.
Therefore the model is a good fit.
4.5 Test of Hypotheses
The study had hypothesized that CPG, SDM and AGR do not significantly contribute to RGDP in
Nigeria. In other words, the hypotheses are suggestions that investment in CPG, SDM and AGR may
not yield returns that could impact significantly on national development. The outcome of the
regression analysis shows that the contribution of CPG has positive but insignificant impact on RGDP
(p-value = 0.4711 > 0.05; t-statistics = 0.7290). The H01 is hereby accepted and the alternative which
stated otherwise rejected. This result is discrepancy with the findings of Torben (2012) whose study
revealed that petroleum resources and natural gas gave boost to Norwegian economy (GDP) by 20%
from 1971 to 2007. The findings of this study also disagreed with the previous studies of scholars
like (Nwoba & Abah, 2017; Usman, Ikemefuna & Fatimah, 2015).
The regression result of this study equally indicates that SDM has a positive and significant impact
on RGDP (p-value = 0.0004 < 0.05; t-statistics = 3.9524). Therefore, H02 is rejected and the
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alternative accepted. The findings of this present study has conflicted with the findings of Jalloh
(2013) but is in agreement with the results of the studies of (David, Noah & Agbalajobi, 2016; Olofin
& Odeleye, 2016).
From the regression result on Table 4.4 above, AGR has a robust and significant positive impact on
RGDP (p-value = 0.0000 < 0.05; t-statistics = 23.2155). In this case, H03 is rejected and the
alternative accepted. This result does not agree with Eze (2017) who considered agricultural sector
performance and economic growth in Nigeria from 1980-2014 and found that agricultural
contribution to RGDP was though positive but insignificant. However, the result of this current study
is in line with the findings of (Abula & Mordecai, 2016; Olajide, et al., 2012; Younis, et al., 2012).
4.6 Discussion on findings
A proper evaluation of the result of this is pointing to the fact that agriculture in Nigeria if advanced
could remedy the national economic problem in the country. From trend analysis with consideration
to Figure 4.3, crude petroleum and natural gas was taking the lead in contributing to RGDP, but from
2005 agriculture overtook and remained in a steady growth till date. The global economic meltdown
that affect oil prices has nothing to do with agricultural produce. The regression result also confirms
the fact that agriculture is impacting so much on economic development in the country. However,
the contribution of solid mineral is also positive and significant. Though it has not been harnessed
in full commercial quantity, but from the result the study has provided empirical evidence that SDM
has the potential to improve the Nigerian economy. The policy implication of these findings is that
there is an urgent need for the government to invest adequately in agricultural and extractive industry
as a way of diversifying the economy and alleviating poverty in the country. Economic
diversification into agriculture and extractive industry will give room for more export of domestic
products and reduce unnecessary imports thereby improving the nation’s balance of payment since it
is a good source of foreign exchange.
Investment in agriculture will also enhance its contribution to national income. Studies have shown
that agriculture contributes so much to national income. Specifically, about 28% of the national
income of India emanates from agricultural sector. It is a sector that helps in national development
through food supply and eradication of economic depression.
5.0 CONCLUSION AND RECOMMENDATIONS
Based on the findings of this study, it will be necessary to draw a conclusion that economic
diversification on agriculture and extractive industry is a step in the right direction. The result of the
study has revealed that crude petroleum are no longer contributing so much to economic
development. This could be as a result of pipeline vandalism and other forms of oil theft the country
has been going through. Secondly, the inability of the nation to manage the exploration activities
which must involve multinational companies that are foreigners also does not guarantee economic
development, as the primary aim of these foreigners remains repatriation of funds to their home
country for development.
The study, therefore, recommends that government should encourage agricultural industry by
mobilizing local and foreign direct investors to invest their funds in the Nigerian economy. There
should be easy access to credit facilities to encourage upcoming agricultural firms to expand and
contribute to economic development instead of remaining underground businesses. The extraction
of solid minerals should also be encouraged by the government to be in a full commercial scale in
order to create more employment opportunities and be a good source of income to the nation. Finally,
the federal and states governments of Nigeria should endeavor to have total control of the exploration
of crude petroleum for its maximum benefit to accrue to the country.
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Abstract
One of the goals of sustainability studies is to determine the capacity of government to meet current
obligations without shifting the burden to other generations. The study seeks to ascertain whether
there is a difference in budgeting for sustainable development represented by accumulation of public
debt and deficit and expenditure on education, health and infrastructure representing concern for
future generations during the military and democratic eras in Nigeria spanning the period 1981 to
2016. The study used the Levene’s test for equality of variance and equality of means (Independent
T-test) to ascertain whether the population means of budgeting for sustainability during the military
and democratic eras are significantly different statistically. The study finds that while aggregate debt
accumulation during democratic rule was N372.11 billion higher than the military era, expenditure
on education, health and infrastructure were similarly higher by N145.00 billion, N86.04 billion and
N70.97 billion respectively. It can thus be seen that debt accumulation exceeded expenditure on the
three variable measuring concern for future generations by N70.10 billion. The implication of this
result is that expenditure on education, health and infrastructure may have been financed
predominantly through public debt and deficit. The researchers also find that the average public debt
for the period covered in the study is relatively high at N256.4 billion compared to the average
expenditure on education, health and infrastructure of N93.02, N53.93 and N44.89 respectively. The
study recommends that the Nigerian government should curtail its penchant for public debt to obviate
shifting the burden of governance to future generations.
Keywords: Budgeting, governance, unborn generation, democracy, military era

1.0

INTRODUCTION

According to Allen-Prescott (2001, p.1) “The Chinese seek the five blessings of long life, riches,
health, love of virtue, and a natural death in old age. The French desire liberty, equality, and
fraternity. Indians aspire to power, pleasure, morality, and emancipation from the world. The English
hope for health, wealth, and wisdom. Americans uphold life, liberty, and the pursuit of happiness”.
The big question begging for answer is “what do Africans seek”?
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The nation, Nigeria gained political freedom from colonial rule on 1st October, 1960 and thus came
under self-rule. Regrettably, this experience was short-lived with the incursion of the military into
politics in 1966 except for an interregnum in 1979. Both before and after independence, government
has always prepared annual budget which serves as basis for the allocating resources among various
needs in order to achieve national development. As a plan or target for the year, the budget represents
a key tool of governance especially in planning for the financial and resource needs of government.
The budget which presents government’s revenue and spending proposals, including policy changes
provides means of securing control and accountability over public funds. Governance can be
described as the process of exercising rule either by a government, market or social network, over a
family, tribe, organisations, or territories either through the law, norms, power or language (Bevir,
2013). It relates to "the processes of interaction and decision-making among the actors involved in
a collective problem that lead to the creation, reinforcement, or reproduction of social norms and
institutions (Hufty, 2011). Budgetary governance consists of the processes, laws, structures and
institutions put in place for ensuring that the budgeting system meets set objectives in a sustainable,
enduring manner.
Sustainability entails sustaining human well-being on a long term basis by minimizing the impact of
human activities on the natural environment that ultimately supports that well-being (Dietz, Rosa,
York, 2009; Knight & Rosa, 2011). Sustainability, therefore is another way of seeing “the good life”
as consisting of a high level of human well-being, and the high level well-being of the ecosystem
upon which it depends. There are two dimensions adopted in conducting sustainability assessments
which are: indicators of public debt and deficits, and medium-term fiscal projections.
This study focuses on the medium-term fiscal projections dimension. Medium-term fiscal projections
are detailed estimates of government receipts and payments over a medium-term period usually 3-5
years. Fiscal sustainability is not just projecting into the future; it relates to the urgency of policy
changes as well as the need for new budget tools to assess governments’ fiscal estimates as
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conventional instruments may not be up to the task (European Commission, 2004). Sanni (2007)
decried the deplorable condition of public amenities in Nigeria despite the humongous revenue
generated and colossal debt that has been contracted over the years. This is evidenced in the more
than 153, 697% growth in public debt and deficit between 1981 and 2016.

The debate on

sustainability and sustainable development rests on the importance and practicality of each of the
dimensions of sustainability namely: the ability of government to pay its financial obligations as they
fall due; fiscal policy that sustains economic growth; the capacity of government to meet future
obligations with existing tax burdens and the capacity of government to pay current obligations
without shifting the cost to future generations (Knight& Rosa, 2011; Otalor & Oti, 2018).
Judging from the four dimensions of sustainability identified above, this study seeks to ascertain
whether there is a difference in budgeting for sustainable development (as represented by
accumulation of public debt and deficit) and expenditure on education, health and infrastructure
(representing concern for future generation) during the military and democratic eras in Nigeria. To
this end, the main research question of the study are: (1) is there any difference between budgeting
for sustainability (public debt and deficit accumulation) during the years of military rule and the
period of democracy? (2) Does expenditure on education during the military regimes differ from
expenditure on education during democratic era? (3) Is expenditure on health during the military
regimes different from expenditure on health during the democratic dispensation? and (4) Does
expenditure on infrastructure during the military era differ from expenditure on infrastructure during
the periods democratic rule? The motivation for this study stems from the author’s lack of knowledge
of any prior study conducted in Nigeria to find out if there is a difference in expenditure on education,
health and infrastructure and public debt and deficit during the military and democratic regimes.

232

Proceedings of the 8th International Conference of Accounting and Finance
Research Association (AFRA), held 4th – 6th November, 2018
2.0 LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT
2.1 Conceptual framework
2.1.1 Budgeting and governance
Budgeting is an essential bedrock in the process of building trust between states and their citizens.The
budget which presents government’s revenue and spending proposals, including policy changes
provides means of securing control and accountability over public funds. Good budgeting supports,
and is in turn supported, by the various pillars of modern public governance: integrity, openness,
participation, accountability and a strategic approach to planning and achieving national objectives
(Schick, 2005).
Governance refers to the processes by which a nation or country is directed, controlled, and public
officers are made accountable. Goodson, Mory and Lapointe (2012, p.5) defines governance “as the
combination of processes and structures implemented by the board to inform, direct, manage, and
monitor the organization’s activities toward the achievement of its objectives”. Governance relates
to the effective, transparent and accountable administration of the affairs of an institution by its
management, while protecting the interests of shareholders, creditors, regulators and the public
(Cabraa, 2007; Magdi & Nedareh, 2002). Governance in the public sector concern the means by
which goals are set and achieved. It encompasses all activities that ensure a public sector entity’s
credibility, promotes equitable provision of services, and assure appropriate behaviour on the part of
government officials which ultimately reduces the risk of corruption in public service (Goodson,
Mory & Lapointe, 2012).
2.1.2 Sustainability
Sustainability refers to efforts aimed at achieving a balance between society’s use of the environment
and social wellness of both extant and upcoming generations. Sustainability is the action oriented
version of Sustainable Development (CCE, 2007).Sustainable Development entails maintaining a
balance between the human need to enhance lifestyles and feeling of well-being on one hand, and
conserving natural resources and ecosystems, on which both present and future generations depend
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(IMF, 2002). There is no universally accepted definition of sustainable development, nevertheless,
the following definitions are worthy of note: Sustainable development is defined by World
Commission on Environment and Development WECD (1987, p. 43) as “development that meets the
needs of the present without compromising the ability of future generations to meet their own needs”.
WECD (1987) further assets that sustainable development is a process which ensures that the
exploitation of resources, the direction of investments, the orientation of technological development,
and institutional change are all in harmony and enhance both current and future potential to meet
human needs and aspirations. Sustainable Development, thus, is maintaining a balance between the
human need to enhance lifestyles and feeling of well-being on one hand, and preserving natural
resources and ecosystems, on which we and future generations depend (Lee, Holland & McNeil,
2000; Potter, Binns, Elliott & Smith, 2004).
Sustainable Development (SD)means economic growth in conjunction with the conservation of the
environment. Although economic growth enhances a nation’s potential for reducing poverty and
solving other social problems by increasing a total wealth, there are instances in history where
economic growth was not followed by corresponding improvement in human development, rather,
growth was achieved at the expense of greater inequality, higher unemployment, weakened
democracy, loss of cultural identity, or overconsumption of natural resourcesneeded by future
generations (Soubbotina, 2004).
Most definitions of sustainable development encompass the idea that there are three interdependent
pillars of sustainable development: environmental, economic and social (Elliot, 2006). Economic:
An economically sustainable system must be able to produce goods and services on a continuing
basis, to maintain manageable levels of government and external debt, and to avoid extreme sectoral
imbalances which damage agricultural or industrial production.
Environmental: An environmentally sustainable system must maintain a stable resource base,
avoiding over-exploitation of renewable resource systems or environmental sink functions, and
234

Proceedings of the 8th International Conference of Accounting and Finance
Research Association (AFRA), held 4th – 6th November, 2018
depleting non-renewable resources only to the extent that investment is made in adequate substitutes.
This includes maintenance of biodiversity, atmospheric stability, and other ecosystem functions not
ordinarily classed as economic resources. Social: A socially sustainable system must achieve fairness
in distribution and opportunity, adequate provision of social services including health and education,
gender equity, and political accountability and participation. These three elements of sustainability
introduce many potential complications to the original, simple definition of economic development
(Holmberg, 1992; Reed, 1997; Harris, Wise, Gallagher, & Goodwin, 2001).
2.1.2.1 Models of sustainability
There are five models of sustainability identified by the Centre for Environment Education (2007)
namely: the Three Pillar Basic Model, the Egg of Sustainability, Atkinson Pyramid Model, the Prism
of Sustainability and the Amoeba model but the interest of this study is the Prism of Sustainability
model.
2.1.2.2 Prism of Sustainability
This model was developed by the German Wuppertal Institute and defines sustainable development
with the help of four components - economy, environment, society and institution. In this model the
inter-linkages such as care, access, democracy and eco-efficiency need to be looked at closely as they
show the relation between the dimensions which could translate and influence policy. In each
dimension of the prism, there are imperatives (as norms for action). Indicators are used to measure
how far one has actually come in comparison to the overall vision of sustainable development. This
is described in the following diagram:

235

Proceedings of the 8th International Conference of Accounting and Finance
Research Association (AFRA), held 4th – 6th November, 2018
Prism of Sustainability
Institutional Imperative
Strengthen Participation

Democracy
Justice
Burden sharing

Social Imperative
Safeguard Cohesion

Eco-efficiency

Care

Economic Imperative
improve competitiveness

Access

Environmental Imperative
Limit throughput
Source: Centre for Environment Education (2007). Sustainable development. Internship series, vol.
1

2.2

The progressive theory of public expenditure

This theory was proposed by Walker (1930) in an attempts to develop a positive budget theory. In
the views of Beckett (2002), “Walker’s purpose was to provide a theory based on economic thought,
particularly aspects of marginal utility, to be tested through statistical data analysis sufficient to be
descriptive and a theory to aid in decisions for allocation of government expenditures”. The
progressive philosophy holds the view that a society can only develops and improves with the help
of government who is regarded as the agent to bring about this desired change.
2.3

Relationship between budgeting, governance and sustainable development

2.3.1

Budgeting for sustainable development: Public debt and deficit

In this study sustainable development is represented by accumulation of public debt and deficit which
is created by current generation, and expenditure on education, health and infrastructure representing
concern for future generation. Public debt refers to the total amount owed by government, while
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deficit is the excess of government expenditure over revenue in a given year (Henry, 1999). Interest
in sustainability has largely been stirred by innovations in accounting and economic analysis such as
accrual accounting and budgeting, the application of present value analysis to government budgets,
intergenerational accounting, and fiscal gap analysis (Schick, 2005). Fiscal sustainability entails the
notion that governments should manage their finances prudently in such a manner that would
guarantee future growth. According to H.M. Treasury, (2004, p. 4), “Britain’s long-term fiscal
objective is to ensure “that the public finances are sustainable, contributing to a stable environment
that promotes economic growth”. Australia’s Intergenerational Report which states: “Fiscal
sustainability … ensures future generations of taxpayers do not face an unmanageable bill for
government services provided to the current generation.” Further, a sustainable fiscal stance
“promotes fairness in distributing resources between generations of Australians” (Commonwealth of
Australia, 2002, p. 2).
Thus, fiscal policy is adjudged to be unsustainable if it would cause potential output to be lower at
some future time than it would otherwise be. A fiscal policy will be considered as sustainable when
tax burdens and expenditure benefits are equitable across generations. In the views of this
perspective, it would be unfair to provide benefits to one age cohort that will have to be paid for by
taxes levied on younger cohorts. For example when a government regime contracts debt obligations
that would be repaid over several decades. Consequently, the budgeting for sustainability and public
debt and deficit hypothesis suggests that public debt and deficit accumulated during the military and
democratic dispensations in Nigeria are the same, therefore, successive governments in Nigeria have
not shown much concern for unborn generations.

2.3.2

Budgeting for sustainable development: Expenditure on education

Governments spend public funds on education because they believe that a better educated population
will contribute to faster and more sustainable development. Attending primary school helps children
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acquire basic literacy and numeracy as well as other knowledge and skills needed for their future
education. In low-income countries primary education in itself often improves the welfare of the poor
by making them more productive workers, enabling them to learn new skills throughout their working
lives, and reducing the risk of unemployment. In addition, primary education—especially for girls
and women—leads to healthier and smaller families and fewer infant deaths (Soubbotina, 2004). But
“human capital”—people’s abilities, knowledge, and skills—is at least as important tool for
production, and at least as valuable to people who have it.
The importance of the “human factor” in modern production is reflected in the distribution of income
among people who own physical capital and people who “own” knowledge and skills.
This recognition stemmed from the fact that the countries that invested most actively in knowledge
creation and adaptation (through investing in research and development activities, R&D) as well as
in knowledge dissemination (through investing in education as well as in information and
communication technologies, ICT) tended to become most successful in solving their development
problems. Moreover, it is now widely believed that even poor countries, with insufficient resources
to invest in creating new knowledge, can “leapfrog” in their development provided that they succeed
in absorbing advanced global knowledge and adapting it for the needs of their developing economies
(CBO, 2003; Crippen, 2003). A well-educated and adaptive population is seen as central to this task.
The hypothesis for investigating the difference in expenditure on education during the military and
democratic dispensations believes that there may be no significant difference between expenditure
on education during the military and democratic regimes.

2.3.3

Budgeting for sustainable development: Expenditure on health

Life expectancy at birth and the under-5 mortality rate are two statistical indices for monitoring the
health of a country’s population. These indicators are part of the overall measures of a population’s
quality of lifebecause they indirectly reflect many aspects of people’s welfare, including their levels
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of income and nutrition, the quality of their environment, and their access to health care, safe water,
and sanitation (Soubbotina, 2004).
Life expectancy at birthhow long a newborn baby would live if health conditions prevailing at the
time of its birth were to stay the same throughout its life time. This indicator does not attempt to
predict how long a baby will actually live, but rather reflects the overall health conditions
characteristic of this particular country in this particular year. The under-5 mortality rate indicates
the number of newborn babies who are likely to die before reaching age 5 per 1,000 live births.
Because infants and children are most vulnerable to malnutrition and poor hygienic living conditions,
they account for the largest portion of deaths in most developing countries. Therefore, decreasing
under-5 mortality is usually seen as the most effective way of increasing life expectancy at birth in
the developing world. Availability of quality health care facilities is still a big challenge for Nigeria
and many other nations in sub-Sahara Africa (Olufemi, Olatunbosun, Olasode & Adeniran, 2013).
Soubbotina (2004) opines that “the average level of public health expenditures in low-income
countries is still only 1 percent of GDP compared with 6 percent in high-income countries”.
Therefore, the apriori expectation of relationship between budgets for health during the military and
democratic eras argues that expenditure on health during the military and democratic eras in Nigeria
are the equal.
2.3.4

Budgeting for sustainable development: Expenditure on infrastructure

The quest for development as encapsulated in the millennial development goals is rooted in the global
desire to ensure eradication of extreme poverty; achievement of universal primary education;
promotion of gender equality and women empowerment; reduction of child mortality rate;
improvement in maternal health, combat HIV/AIDS, malaria and other diseases; ensure
environmental sustainability; development of global partnership for development especially in less
advanced economies where the scourge of the menace is pervasive. In 2015, leaders from 193
countries across the globe created a plan called Sustainable Development Goals (SDGs). It consists
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of 17 set of goals aimed to rid our world of poverty and hunger and enable safety from the scourge
of climate change. The United Nations Development Programme is one of the organisations working
to fulfil the attainment of these goals by 2030. The goals are: No poverty; Zero hunger; Good health
and well-being; Quality education; Gender equality; Clean water and sanitation; Affordable and clean
energy; Decent work and economic growth; Industry, innovation and infrastructure; Reduced
inequalities; Sustainable cities and communities; Responsible consumption and production; Climate
action; Life below water; Life on land; Peace, justice and strong institutions and Partnerships for the
goals.
Infrastructure is a basic physical and organizational structural elements such as such as buildings,
transport, energy resources, roads, telecommunications, pipe borne water supply, railways, urban
transport, ports, waterways, airports and so on that provides framework for supporting an entire
structure of development needed for the operation of a society or enterprise, or such services and
facilities essential for enhancing and sustaining the living condition of societies (Omagu, 2016;
Usman, 2014). Adenipekun (2013) examined the implementation of MDGs parameters in the rural
areas of Atakunmosa West Local Government Area of Osun State using the basic infrastructure
available. The goal of the study was to articulate the challenges confronting development in the area
and the means of sustaining human development. The study found that the present state of the rural
development in AWLGA of Osun state, is a clear indication that choices and opportunities for living
a decent life within the context of MDGs may not be achieved in Nigeria by the year 2015. The study
recommended that the natural endowments in the rural areas of Nigeria should be put to effective
utilization as these constitute potential means of sustainable economic base of each rural settlers. The
fourth hypothesis indicates that the relationship between budget for infrastructure and sustainability
as measured by public debt and expenditure on infrastructure during the military and democratic rule
in Nigeria are not expected to be different. The hypothesis suggests that if either of the regimes under
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focus had made concerted effort in development of infrastructural facilities in Nigeria, the hue and
cry about decrepit infrastructure would not have persisted.

3.0

Methodology

To estimate the difference between military era and democratic dispensation, the researcher
employed the independent t-test. The Independent T-test is used for comparing the mean of two
groups which are selected independently so asto determine whether there is evidence that the
associated population means of budgeting for sustainability during the military and democratic eras
are significantly different statistically. The formula for equal variance not assumed is given as:
𝑡=

X1−X2
2

√𝑆1 + 𝑆2
𝑛1

2

----------------------------------------------------------------------------- (3.1a)

𝑛2

Where S2 =

(x1

2

- (x1)2/n1 + (x22 - (x2)2/n2 ---------------------------- (3.1b)
n1 + n2

- 2

Where t represents the t-test calculated value
X1 =mean score of group 1
X2 =mean score of group 2
S2=common standard deviation of the groups
n1= sample size of group 1
n2= sample size of group 2
The formula for equal variance assumed is stated as:
𝑡=

X1−X2
11 11
+
𝑛1
𝑛2

------------------------------------------------------------------------------------ (3.1c)

𝑠𝑝√

(𝑛1−1)𝑆12 +(𝑛2−1)𝑆22

𝑆𝑝√ 𝑛1

+

𝑛2−2

--------------------------------------------------------------------- (3.1d)

Where:
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X1 = mean of first sample
X2 = mean of second sample
n1 = sample size of first sample
n1 = sample size of second sample
S1 = standard deviation of first sample
S2 = standard deviation of second sample
Sp = pooled standard deviation
The p-value of Levene’s Test for Equality of Variances helps the researcher to determine which equal
variance to interpret. If p < α, it implies that the samples are significantly different, then Equal
variance not assumed and the corresponding confidence interval is reported. But if p > α, the equal
variance assumed and the corresponding confidence interval are reported.

4.0

Results and Discussion

4.1

Descriptive Statistics

Descriptive statistics reported in table 1 shows the summary of data and other basic characteristics
of the series. The Jarque- Bera value is significant at the 1 percent level, indicating that the hypothesis
of normality in the distribution cannot be accepted. This implies that the data series may have
endogeneity issues but because the interest of this study is not to measure the effect of one variable
on another, there is no cause to worry about endogeneity problem. The mean values of the various
expenditures for the period are also shown. The average public debt of 256.4 is relatively high. The
median value is low, suggesting di-similarity among the data series over the period. The Table
indicates that expenditure on education is higher, on average, during the period of the study than the
others.
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Table 1: Summary Statistics

Mean

Median

PDEBTDEF

256.24

74.81

Std.
Dev.
362.50

1.97

6.72

JarqueBera
44.04

EXPEDU

93.02

27.37

126.32

1.28

3.17

9.86

0.01

EXPHEALTH

53.93

9.98

77.97

1.39

3.54

11.98

0

EXPINFRAS
44.89
7.79
60.95
Source: Researcher’s computation (2018)

1.19

3.10

8.55

0.01

Skewness Kurtosis

Prob.
0

4.2 Discussion of result of Levene’s test for equality of variance and equality of means
In Table 2, p = 0.001 is less than the threshold significance level of this study, α = 0.05, so the null
hypothesis is rejected. The result indicates that PDEBTDEF variance during DEMERA is
significantly different than that of MILERA. Therefore,equal variance not assumed is reported. The
result of the t-test for the equality of means shows that the p-value (p < 0.001) is less than the chosen
significance level of this study, α = 0.05, so the null hypothesis is similarly rejected. The result
indicates that the public debt and deficit during the military regime and democratic dispensation are
significantly different. Thus, there is a significant difference between public debt and deficit
accumulated during civilian and military eras at t21.29 = 4.319, p < 0.001with average PDEBTDEF
for democratic era being 372.11 higher than PDEBTDEF of the military era. The plausible reason
for this is that expenditure on sustainability related matters were higher during the democratic era
than military era requiring more funding. Conversely, it appears that expenditures as percentage of
revenue were generally lower during the military era than democratic dispensation.
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Table 2: Independent T-test
Group Statistics

DEBTDEF

ERA
DEMERA
MILERA

N
22
14

Variable

Levene’s Test

PDEBTDEF

F

Equal variance

14.13

p-value

0.001

assumed

Mean
400.9468
28.8336

Std. Deviation
402.67770
26.91599

Std. Error
Mean
85.85118
7.19360

T-test for Equality of Means
t

df

p-

Mean

Std

value

Diff

error

3.435 34.01

0.001

372.11

108.34

4.319 21.29

0.000

372.11

86.15

Equal var. not
assumed
Source: Researcher’s computation (2018)
In Table 3, p < 0.001 is less than the threshold significance level of this study, α = 0.05, so the null
hypothesis is rejected. The result indicates that EXPEDU variance in DEMERA is significantly
different from that of MILERA. Therefore,equal variance not assumed is reported. The result of the
t-test for the equality of means shows that the p-value (p < 0.001) is less than the significance level
of this study, α = 0.05, therefore the null hypothesis is as well rejected. The result indicates that the
expenditure on education during the military regime and democratic dispensation are significantly
different. Expenditure on education during civilian and military eras differs at t21.09 = 5.062, p <
0.001 with average EXPEDU for democratic era being 145.00 higher than EXPEDU of the military
era. The implication is that democratic governments were more concerned about human capital
development than governments during military era.
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Table 3: Independent T-test

EXPEDU

Group Statistics
N
Mean
Std. Deviation
22
149.4127
134.20822
14
4.4093
5.02165

ERA
DEMERA
MILERA

Std. Error Mean
28.61329
1.34209

Variable

Levene’s Test

T-test for Equality of Means

EXPEDU

F

t

Equal variance

31.78

p-value

0.000

assumed

df

p-

Mean

Std

value

Diff

error

4.019 34

0.000

145.00

36.08

5.062 21.09

0.000

145.00

28.65

Equal var. not assumed
Source: Researcher’s compilation (2018)
Similarly, the p < 0.001 in table 4 is less than the threshold significance level of this study, α = 0.05,
so the null hypothesis is rejected. The result indicates that the variance in EXPHEALTH during the
DEMERA is significantly different than that of MILERA. Therefore,equal variance not assumed is
reported. The result of the t-test for the equality of means reveals that the p-value (p < 0.001) is less
than the threshold significance level of this study, α = 0.05, so the null hypothesis is rejected. The
result indicates that the expenditure on health during the military regime and democratic dispensation
are significantly different. There is a significant difference between expenditure on health during
civilian and military eras at t21.02 = 4.79, p < 0.001 with average EXPHEALTH for democratic era
being 86.04 higher than EXPHEALTH of the military era. The plausible reason for this is that
government may have had more health challenges to deal with during the democratic era than military
era. This may also not be unconnected with the huge accumulation of public debt and deficit.
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Table 4: Independent T-test

Group Statistics
EXPHEALTH

ERA
DEMERA
MILERA

N
22
14

Variable

Levene’s Test

EXPHEALTH

F

Equal variance assumed

31.97

p-value

0.000

Equal var. not assumed

Mean
87.3900
1.3471

Std. Deviation
84.34667
1.52990

Std. Error Mean
17.98277
.40888

T-test for Equality of Means
t

df

p-value Mean

Std

Diff

error

3.80

34

0.001

86.04

22.67

4.79

21.022 0.000

86.04

17.99

Source: Researcher’s computation (2018)
Similarly, the p < 0.001in table 5 is less than the threshold significance level of this study, α = 0.05,
so the null hypothesis is rejected. The result indicates that the variance in EXPINFRAS during the
DEMERA is significantly different than that of MILERA. Therefore, equal variance not assumed is
reported as in the earlier cases. The result of the t-test for the equality of means shows that the pvalue (p <0.001) is less than the threshold significance level of this study, α = 0.05, implying that the
null hypothesis should be rejected. The result shows expenditure on infrastructure during the military
regime and democratic dispensation are significantly different. Thus, expenditure on infrastructure
during civilian dispensation is significantly different than that during the military eras at t21.03 = 5.173,
p < 0.001 with average EXPINFRAS for democratic era being 70.97 higher than EXPINFRAS of
the military era. The plausible reason for this may due to the observed difference in public debt and
deficit accumulation during the comparative eras.
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Table 5: Independent T-test
Group Statistics

EXPINFRAS

ERA
DEMERA
MILERA

N
22
14

Variable

Levene’s Test

EXPINFRAS

F

Equal variance assumed

62.05

p-value

0.000

Equal var. not assumed

Mean
72.4886
1.5164

Std. Deviation
64.32931
1.34526

Std. Error Mean
13.71506
.35954

T-test for Equality of Means
t

df

p-value

Mean

Std

Diff

error

4.106

34

0.000

70.97

17.29

5.173

21.029

0.000

70.97

13.72

Source: Researcher’s computation (2018)

5.0 Conclusion
Effective budgeting should enhance proper planning and achievement of national objectives
including sustainability. Since independence, various regimes in Nigeria have been preparing annual
estimates which reflects how resources have to be allocated to various sector of the economy. This
study sought to examine budgetary allocations and expenditure on education, health and
infrastructure vis-à-vis public debt accumulation and deficit budgeting during the period of military
rule and democratic dispensation in Nigeria. The study finds that public debt accumulation,
expenditure on education, expenditure on health and expenditure on infrastructure were all higher
during democratic era than military era. The plausible reason for this may be because revenue was
higher during the democratic dispensation than the military era. No doubt, Nigeria need to watch the
rate of accumulation of public debt to avoid shifting the burden of governance to its teeming youth
population and unborn generations. However, the study suggests that further researchers may wish
to ascertain whether figures for democratic era were higher than periods of military rule in real terms
by taking cognizance of inflation.
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Appendix
YEAR

1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016

PDEBTDEF EXPEDU EXPHEALTH EXPINFRAS
N’
N’
Billion
Billion
N’ Billion
N’ Billion
.03
0.17
0.08
0.13
0.14
0.19
0.1
0.15
-0.16
0.16
0.08
0.12
1.24
0.2
0.1
0.16
1.61
0.26
0.13
0.2
1.63
0.26
0.13
0.2
3.93
0.23
0.04
0.59
9.24
1.46
0.42
0.92
13.27
3.01
0.58
0.79
23.82
2.4
0.5
0.92
26.41
1.26
0.62
0.65
19.4
0.29
0.15
1.69
81.08
8.88
3.87
4.35
49.4
7.38
2.09
1.59
51.06
9.75
3.32
2.78
53.04
11.5
3.02
3
68.54
14.85
3.89
3.39
64.39
13.59
4.74
7.55
30.84
43.61
16.64
27.76
131.05
57.96
15.22
8.02
155.42
39.88
24.52
41.13
163.87
80.53
40.62
36.78
363.51
64.78
33.29
39.63
382.5
76.53
34.2
22.97
393.96
82.8
55.66
25.96
249.33
119.02
62.25
29.83
213.33
150.78
81.91
103.52
381.2
163.98
98.22
161.85
251.79
137.12
90.2
170.66
415.66
170.8
99.1
99.5
527.18
335.8
231.8
209
679.3
348.14
197.9
106.5
828.1
390.42
179.99
110.7
941.7
343.75
195.98
134.6
1060.38
325.19
257.72
138.99
1584.11
341.88
202.36
119.4
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Abstract
This study aims to examine issues and challenges of financial reporting and compliance to
International Public Sector Accounting Standards (IPSAS) in Nigeria. The method used in obtaining
relevant information about IPSAS from auditors and accountants in local government areas, state
departments and ministries in Abia state was structured questionnaire. This research work employed
multiple regressions as a method of analysis and eview econometric software package was used to
run the analysis. The results of the findings show that the challenges of implementing IPSAS have an
impact on the quality of financial reporting in Nigerian public sector. The researcher recommends
that there should be constitutional amendment because the Nigerian constitution does not specify the
accounting standards that should be used for preparation of financial statements, and that sanction
should be given to any government officer who tries to resist IPSAS.
Keywords: IPSAS, Adoption, public sector, Government Accounting, Financial Reporting
Challenges.
Background to the study
Years back, countries of the world defined and set the standards of financial reporting in their
individual territories. However, globalization has brought about ever increasing collaboration,
international trade and commerce among countries of the world; hence, the need for increased
uniformity in the standards guiding financial statements and preparation so that such statement would
remain comprehensible and convene the same information to users across the world. The need for
the development of unified accounting standards has been the primary driver of international public
sector Accounting Standards for public sector financial reporting. While the commercial entities
across the world are moving toward International Financial Reporting Standards (IFRS),
governments are harmonizing with International Public Sector Accounting Standards (IPSAS).
The International Public Sector Accounting Standards govern the accounting by public sector
entities, with the exception of Government Business Enterprises. Heald (2003), noted that
International Public Sector Accounting Standards (IPSAS) is the focal point of global revolution in
government accounting in response to calls for greater government financial accountability and
transparency.
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The International Public Sector Accounting Standards (IPSAS) set out recognition, measurement,
presentation and disclosure requirements dealing with transactions and events in general purpose
financial statements. The International Public Sector Accounting Standards (IPSAS) are designed to
apply to the general purpose financial statements of all public sector entities. Public sector entities
include national governments, regional governments (for example, state, provincial, territorial), local
governments (for example, city, town) and their component entities (for example, departments,
agencies, boards, commissions), unless otherwise stated. The International Public Sector Accounting
Standards (IPSAS) do not apply to Government Business Enterprises (GBE). The GBE applies to
International Financial Reporting Standards (IFRS) which are issued by the International Accounting
Standards Board (IASB)
Nigeria, a leading African nation with the population of over 150 million people and a foremost
Organization of the Petroleum Exporting Countries (OPEC) member, with a public sector dominated
economy, has identified the need to consider the value proposition of the IPSAS and implement same
in order to remain relevant. The federal Executive Council had in 2010 approved the adoption of the
IPSAS by public sector entities to enhance transparency and accountability in the preparation and
presentation of financial statements among the three tiers of government. The accounting format of
the three tiers of government was migrated in 2016 from IPSAS cash basis to IPSAS accrual basis.
Statement of the problem
Over the years, Nigeria government accounting system have faced which a lot of challenges relating
to underutilization of scarce resources, high degree of vulnerability to manipulation, lack of proper
accountability and transparency, inadequate disclosure requirement, all these lead to the adoption of
IPSAS. However, all efforts at adopting IPSAS in the Nigerian public sectors before 2016 yielded
no success due to some apparent challenges facing the country. It was due to these challenges of
course that January 2012 being the target date for IPSAS adoption in Nigeria could not succeed,
thereby causing an extension, this include high level of reluctance form government officers, high
cost of implementing the standards, lack of qualified Accountant, lack of information and
Communication technology Infrastructure, lack of power supply and statutory adjustments.
Objectives of the research
To examine the effect of identified IPSAS implementation militating factors on quality of financial
reporting in Nigerian public sector.
Research Questions
To what extent do identified IPSAS implementation militating factors affect quality of financial
reporting in Nigerian public sector?
Research hypotheses
HO: Identified IPSAS factors affecting implementation have no significant effect on the level/quality
of financial reporting in Nigerian public sector.
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2.0 LITERATURE REVIEW
2.1 Conceptual Framework
2.1.1 Public Sector Accounting
Public sector refers to that segment of the national economy whose activities both economic and noneconomic are under the control and direction of the government. (Gberegbe and Micah 2013). The
establishment of public sector is necessitated by the prevalence of political and social ideologies
which depart from the premise of consumer choice and decentralized decision making, (Ishola 2009).
2.1.2 Principles and Concepts of Public Sector Accounting
There is an atom of universality in accounting whether it is in the area of public sector or private
sector. That is, regardless of the various branches of accounting, there is a common principle and
concept guiding the preparation of financial statements of an entity. In accounting, there are rules,
practices and procedures popularly referred to as Generally Accepted Accounting Principles
(GAAP). Some of the concepts that guide the preparation of accounts are as follows, entity, going
concern, historical cost, periodicity, realization, matching, consistency, dual aspect, prudence,
objectivity and materiality, (Kiabel, 2011).
2.1.3 Adoption of IPSAS in Nigeria
In line with public sector reform in Nigeria, Onwubuariri (2012) reported that the Federal Executive
Council of Nigeria in July 2010 approved the adoption of the International Financial Reporting
Standards (IFRS), and International Public Sector Accounting Standards (IPSAS), for the private and
public sectors respectively. The adoption is aimed at improving the country’s accounting and
financial reporting system in consonance with global standards. Consequently, the Federation
Account Allocation Committee, (FAAC), in June 2011 set up a sub-committee to work out a roadmap
for the adoption of IPSAS in the three tiers of government. However, he noted that some stakeholders
believe that the tools and strategies needed to fully implement IPSAS in the three tiers of government
in Nigeria are still problematic. He explained that IPSAS is a good development and an international
best practice which has been embraced in most developed countries. There is nothing wrong with
Nigeria taking queue in making sure that public entities in the country fully adopt IPSAS.
The FAAC sub-committee in 2012 devoted time and resources to organize sensitization workshops
on IPSAS for stakeholders in all the six geo-political zones of the country (Efe, 2012).
On June 8th 2012, the then Accountant General of the Federation, Jonah Otunla announced that the
implementation of the International Public Sector Accounting Standards (IPSAS), will commence in
the country by January 2013 (Nwachukwu, 2012). He disclosed that while the IPSAS Cash basis will
be implemented with effect from 2013 financial year, the IPSAS accrual basis will come into
operation in 2015. Adding that at the end of the implementation process, the sub-committee expects
to deliver to the nation, a Standardized uniform chart of accounts, budget and general purpose
financial statements that will meet international best practices as required by IPSAS. He also said
that the implementation of IPSAS in Nigeria is overdue as other countries of the world including
African countries like Benin Republic, Ghana and Kenya have long adopted the standards.
The accounting format of the three tiers of government was migrated in 2016 from IPSAS cash basis
to IPSAS accrual basis. The movement from cash to accrual based recording of government financial
transactions is to record such transactions in a manner that will show transactions in a manner that
will show when revenues are earned and not when cash is received, and when expenditures are
incurred and not when paid.
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2.1.4 Importance of IPSAS to the Nigerian Public Sector
IPSAS which aims at improving the quality of general purpose financial reporting by public sector
entities, leading to better informed assessment of the resource allocation decisions made by
governments, thereby improving transparency and accountability in the system, have a lot of
importance in the Nigerian public sector.
According to Ngozi Okonjo-Iweala (Onyemachi, 2012), former minister of Finance/coordinating
minister of the economy the adoption of IPSAS in the public sector finance had become an important
issue in the global financial reporting system. Adding that accounting in the public sector is practiced
in a diversified way making comparison very difficult. She noted that the adoption of IPSAS would
improve the quality of public sector accounting all over the country. She also said that the adoption
of the required basis of accounting specifically, IPSAS, will lead to presentation of fair view of public
finance and auditing towards achieving good governance.
The former minister of State for finance Yerima Ngama, who spoke at one of the IPSAS workshops,
told participants that the implementation of IPSAS would promote a peer-review mechanism of
financial reports among the three tiers of government in Nigeria (Iroegbu, 2012). He said that the
adoption of IPSAS will no doubt serve as foundation for better accounting reporting system in
Nigeria and that several governments are adopting IPSAS as the financial reporting standard because
of its inherent qualities of promoting transparency and accountability.
Former Accountant General of the Federation (AGF), Mr. Jonah Otunla, said that IPSAS are sets of
high quality, independently developed accounting standards aimed at meeting the financial reporting
needs of the public sector, promoting transparency and accountability and this is what the Nigerian
public sector needs (Onyemachi, 2012).
Commenting on the benefits of adoption of the IPSAS, the Sub-committee chairman Udo Hilary
Isobara pointed out that, the policy, while not promising to totally wipe out corruption in the polity,
will go a long way in minimising the virus that has been the major obstacle to development in Nigeria.
(Onyemachi, 2012). He added that apart from minimising corruption, the IPSAS will provide for
“comparability of financial reports” of Nigeria with that of other countries. “When we adopt the
IPSAS fully, you can take the report of Nigeria and compare with those of other countries.
Isobara said IPSAS, will also seriously boost foreign investment into the country noting that most
foreign investors before they invest in your country wants to be sure that your reporting format is
IPSAS compliant.
Acho (2014) started that the adoption and implementation of IPSAS in Nigeria will help in the
harmonisation of financial operations and uniformity in the reporting of public sector accounting
information and disclosure and that IPSAS adoption will help to ensure better financial information
disclosure and supports, improvement to accountability, transparency better financial management,
better information to donor and countries providing external assistance, better quality and credibility
of financial report.
In their work, Ijeoma N.B & Oghoghomeh. T (2014) found out that adoption of IPSAS is expected
to increase the level of accountability and transparency in public sector of Nigeria and that IPSAS
will enhance comparability and international best practices. Also that IPSAS based standards will
enable the provision of more meaningful information for decision makers and improve the quality of
financial reporting system in Nigeria and that adoption of IPSAS by Nigerian government will
improve comparability of financial information reported by public sector entities in Nigeria and
around the world.
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2.1.5 Challenges to IPSAS in Nigeria
Stakeholders in the Nigerian public sector believe that the tools and strategies needed to fully
implement IPSAS in the three tiers of government are still problematic.
A former Chairman of the Ikeja District of the Institute of Chartered Accountants of Nigeria, ICAN,
Joshua Okeowo, is one of those advocating for the extension of the deadline given to public
organisations for the adoption of IPSAS (Okoro, 2013).
According to Okeowo, IPSAS is a good development and an international best practice which has
been embraced in most developed countries. There is nothing wrong with Nigeria taking queue in
making sure that public entities in the country fully adopt IPSAS, but there is need for Federal
Government to extend the deadline for the commencement date beyond the effective date, so that
Nigerians will fully have the knowledge of IPSAS.
The Lead Consultant to the FAAC sub-committee on IPSAS, Thomas Nkoyo, pointed out that the
Nigeria constitution did not specify the accounting standards that should be used for preparation of
financial statements (Iroegbu, 2012). He said that IPSAS implementation in Nigeria would require
an amendment of the constitution.
Such views were reinforced at the 42nd Annual Accountants’ Conference of ICAN held in November
in Abuja (Iroegbu, 2012).
ICAN endorsed the adoption of IPSAS but urged the government to put in place an enabling
legislative framework that would aid the smooth onset of its implementation.
The accountants also solicited the engagement of “professionals to drive the process.”
According to Nkoyo (2012), the constitution would have to be amended, so as to beable to inculcate
the new standard or the standard needed for the preparation of publicsector financial statement.
An Accountant, Paul Adebimpe, noted that since IPSAS was Information and Communications
Technology (ICT)-driven, the need for a massive deployment of ICT in the rural areas was, therefore,
desirable (Onyemachi 2012). He said that IPSAS needs a lot of computers as to computerize
accounting systems, so that every business of government has to be automated and that, there is also
the challenge of inadequate staff to handle the IPSAS project. So there is the need for training and
retraining of staff for IPSAS.
Mr. Adebimpe emphasized that if all this are not done, the IPSAS implementation would not be
successful.
Presently there are inadequate staffs to at the various government establishments to handle IPSAS
implementation (Adebimpe, 2012). As such there no need for training and retraining of staffs for the
IPSAS project to be successful.
John (2011) in a paper entitled “IPSAS Adoption in Nigeria listed the key challenges facing the
adoption of IPSAS in Nigeria as follows”.
(a) Resistance: it is obvious that not all government administrative machineries such as ministries,
parastatals and extra – ministerial departments are supporting IPSAS adoption in Nigeria. Without
two thought in mind, this resistance is due to the obvious fact that IPSAS being a principle based
standard which will help to unravel all forms of financial malpractices existing in the public sector,
hence it’s a treat to these stakeholder in the public sectors.
(b) Apparent complexities: the use of common languages to bring across culture and government in
the public sector remains a key challenge. Some terminologies used in IPSAS may not apply to
country’s financial reporting system due to some uniqueness. This however calls for thorough GAAP
analysis.
(c) Implementation cost: as part of the effort toward IPSAS adoption, accounting manual need to
written to be able to incorporate IPSAS terminologies and other finance officers in the public sector
need to be educated and trained on the application of IPSAS. All these cost good amount of money
which may not be readily available or where available but mix-applied by public officers.
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(d) Lack of Qualified Accountant in the Public Sector: - most of the public sector and government
agencies lack the necessary accounting personnel to adequately carryout the changes in IPSAS as
opposed to the financial reporting frame work currently existing in Nigeria.
2.2 Theoretical Framework
2.2.1 Normative accounting theories
Normative accounting theory seeks to prescribe some basis of accounting measurement, particular
accounting procedures, and the contents of financial reports (Ijiri 1975; W & Z 1986). Ijiri views
normative theories as a special case of deductive theories. Deductive theories that start with some
goal assumptions and deduce accounting procedures there from are labelled normative theories.
There are two important elements of a normative theory:
(a) Goal assumption, and
(b) Deduction.
2.3 Empirical Review
There are some existing studies carried out in the area of IPSAS in Nigeria, and this study examined
some of them:
Ijeoma (2014) in her study tilted the Impact of International Public Sector Accounting Standard
(IPSAS) on reliability, credibility and integrity of financial reporting in State Government
Administration in Nigeria. The findings of the study showed that implementation of IPSAS will
improve the reliability, credibility and integrity of financial reporting in State Government
administration in Nigeria. Also, it was observed that implementation of IPSAS based standards can
facilitate efficient internal control and result based financial management in the public sector of
Nigeria. Equally, it was found that implementation of IPSAS can enhance Federal Government’s
goal to significantly deliver services more effectively and efficiently. It was recommended if Nigeria
is to be a member of the twenty most developed nations of the world by the year 2020, political office
holders, citizens and all stakeholders in the Nigerian project should embrace integrity, transparency
and accountability in the management of public funds. And that implementation of IPSAS by public
sectors in Nigeria will not only impact positively on reliability, credibility and integrity of financial
reporting but is expected to pave way for a uniform chart of financial reporting by the three tiers of
Government in Nigeria.
Acho (2014) in the study titled the challenges of adopting international public sector accounting
standard (IPSAS) by Nigeria. The study’s aim was to examine the challenges facing Nigeria in the
adoption of International Public Sector Accounting Standard which is believed to be a high quality
standard and transparent for the recording of public sector financial activities worldwide. It was
observed from the findings that the adoption of IPSAS would significantly improve accounting and
financial recording systems in the Nigerian Public Sector and this would definitely reduce corruption
and other ill practices in the public sector. It was also recommended that all the three tiers of Nigeria
government should join hands together and ensure its full adoption and implementation. Staff of
government establishments should be constantly sent for training to acquire more current knowledge
that would enhance proper implementation of IPSAS.
Ijeoma and Oghoghomeh (2014) in their study tilted Adoption of international public sector
accounting standards in Nigeria: expectations, benefits and challenges, with the aim to determine the
impact of adoption of IPSAS on the Level of Accountability and Transparency in the Public Sector
of Nigeria and to ascertain the contribution of adoption of IPSAS in enhancing comparability and
international best practices. From the findings of the study, it was observed that adoption of IPSAS
is expected to increase the level of accountability and transparency in public sector of Nigeria. It was
found that the adoption of IPSAS will enhance comparability and international best practices. Also,
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it was denoted that adoption of IPSAS based standards will enable provide more meaningful
information for decision makers and improve the quality of the financial reporting system in Nigeria.
In addition, it was found that adoption of IPSAS by Nigerian government will improve comparability
of financial information reported by public sector entities in Nigeria and around the world. Hence,
they conclude that the adoption of IPSAS in Nigeria is expected to impact operating procedures,
reporting practices thereby strengthening good governance and relations with the government and
the governed.
3.0 METHODOLOGY
3.1 Research Design
Survey research design was used for this study, as to assess thoughts, opinions, and feeling of the
respondents. The researcher used survey research design because the study is a survey and the design
is the best for the study.
3.2 Population
The population of the study comprised all the accountants and auditors that work in the in the eight
units of the accounting/finance department of all the seventeen (17) Local Government Area in Abia
State, the state ministries and commissions that perform finance/accounting functions for Abia state
government and the relevant members of the public with exposure to accounting/ finance functions
in government departments and agencies. This was selected based on the fact that the respondents
will give the needed information for this study.
3.3 Sample size and sampling techniques
According to Ezejelue and Ogwo (1990), there is no satisfactory generalization on what the sample
size should be, but that an appropriate sample size should be determined with reference to the level
of precision desired by the researcher and the use to be made of the results from the study. Nwana
(1981), had earlier noted that no fixed number and no fixed percentage is ideal rather it is the
circumstances of the study situation that determines what percentage of the population should be
studied.
Consistent with the above views, and having regard to the specialized nature of the topic, a large
sample of the relevant participants in financial reporting at the LGAs and state
ministries/commissions, departments and agencies were selected and surveyed as follows:
1. The Heads and deputy heads of each of the eight accounting/finance and auditing units in the
17 LGAs in Abia state.
2. One hundred and twenty 120 accountants and auditors in the ministry and commission with
accounting/ finance functions of the state government.
3. Seven hundred and fifty (750) members of government departments and agencies with direct
or indirect exposure to accounting/finance functions.
The table below shows the summary of the distribution and collection/return of the questionnaire in
each group.
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Distribution and Collection of Questionnaire
Respondent Group
Number
Valid Number
Distributed
of Completed
& Returned
Heads & deputy heads 272
247
of LGA Accs/fin units
Accountant/Auditors 120
102
in
key
fin/Accs
Ministry
and
commission
Accountant in govt 750
603
depts and agenics
Total
1142
952
Source: field work 2018

Returned
Rate
90.5%
8.5%

80.4%
83.%

3.4 Sources of Data
Primary data was only used. Questionnaire and personal interview were the sources of data.
3.5 Data Collection
The questionnaire served as the principal instrument for data collection. It was constructed in such
way that all relevant data needed for testing the hypothesis was supplied. Also primary data was
collected from personal interview.
3.6 Data analysis technique
Multiple regression was used to analysis the hypothesis.
3.7 Model Specification
The statistical tool of this model will be expressed as follows:
LQFR= β0 + β1GDTI + β2CI + β3QAP + β4SA + β5AICTI+ β6PS+ µ
Where:
β0 = estimated of the true intercept, β0
β1 β2 β3 β4 β5 and β6 = Are parameters to be estimated
µ = stochastic term.
LQFR= level/quality of financial reporting.
GDTI= Government disposition towards IPSAS
CI= Cost of implementation
QAP= Quality of Accounting personnel
SA= Statutory adjustments
AIC= Available information and Communication technology Infrastructure
PS=Power supply
4.0 Results and Discussion
Ho1 Identified IPSAS factors affecting implementation have no significant effect on the quality of
financial reporting in Nigerian public sector.
Eviews econometric software package was used for the analysis and the table below is the result
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Dependent Variable: LQFR
Method: Least Squares
Date: 04/22/18 Time: 00:46
Sample: 1 952
Included observations: 952
Variable
Coefficien Std. Error t-Statistic
Prob.
t
GDTI
0.450349 0.033172 13.57628 0.0000
CI
0.413091 0.035895 11.50830 0.0000
QAP
0.146429 0.036517 4.009899 0.0001
SA
0.166830 0.035564 4.690906 0.0000
AICTI
0.067148 0.037415 1.794652 0.0730
PS
0.232002 0.035777 6.484682 0.0000
C
0.820438 0.135614 6.049792 0.0000
R-squared
0.315171 Mean dependent var 3.308824
Adjusted R-squared 0.310823 S.D. dependent var 0.670237
S.E. of regression
0.556408 Akaike info criterion 1.672697
Sum squared resid
292.5628 Schwarz criterion
1.708422
Log likelihood
-789.2039 F-statistic
72.48454
Durbin-Watson stat 2.375923 Prob(F-statistic)
0.000000
Source: Survey, 2018
The regression results showed that the estimated co-efficient of the regression parameters have only
positive signs. This signs means that the dependent variable is positively influenced by the
independent variable but it does not mean that all are significant because AICTI which represent
Available ICT infrastructure is insignificant, this agrees with the options of some of the accountants
and auditors interviewed. They were of the option that ICT should not be among the factors that are
affecting the implementation of IPSAS in the Nigeria public sector because almost all the local
government areas and state accounting offices are equipped with ICT. The value of 0.820438 for c.
represents what quality of financial reporting in Nigeria will be without all the independent variables
in the model. The value 0.450349 for β1 implies thatholding all other factors constant, a unit increase
in GDTI (Government disposition towards IPSAS) will lead to 0.450349 increases in Y (quality of
financial reporting in Nigerian public sector). This means that if government disposition towards
IPSAS increases, quality of financial reporting in Nigerian public sector will also increase. This is
line with the findings of John (2011) who stated that high level of resistance from government officers
on IPSAS has a negative impact on the financial reporting of Nigerian public sector. Also most of
the accountants and auditors interviewed were of the same opinion.
The R2 tells the percentage variation in LQFR explained by GDTI, CI, QAP, SA, AICTI and PS. By
implication, the value 0.310823 means that about 31% of the total variation in the dependent variable
is as a result of changes in the independent variables, while 69% is unexplained. This remaining
percent could be caused by other factors or variables not built in the model. Since the Durbin-Watson
statistic is near 2, there is no evidence of first-order autocorrelation. The estimated F-value is
significant at 1 % level (because the p value is zero) we can reject the null hypothesis that Identified
IPSAS factors affecting implementation have no significant effect on the quality of financial
reporting in Nigerian public sector, we therefore conclude that Identified IPSAS factors affecting
implementation have a significant effect on the quality of financial reporting in Nigerian public
sector.
In their option, 90% of accountants and auditors interviewed for the purpose of this study were of the
view that if government should provide money for the implementation of IPSAS, employ quality
accountants, provide electricity and provide statutory adjustment for IPSAS, it will go a long way in
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the level of compliance to IPSAS and this will lead to quality financial reporting in the Nigerian
public sector.
5.0 Conclusion and recommendation
5.1 Conclusion
Based on the findings of this study, the researcher concludes this study by Saying that IPSAS is the
best government accounting ideas that the global accounting profession has offered and IPSAS have
become a recognized benchmark for evaluating and improving government accounting in developing
countries. The adoption of IPSAS is one of the good things that the current government has done for
the ongoing transformation agenda for a better Nigeria.
Accountability is no doubt the hallmark for good governance, if IPSAS is fully implemented in
Nigeria, corruption and fraud will be a thing of the past and the Nigerian citizens will witness a total
reformation of the public sector as integrity, transparency and accountability in the management of
public funds will be the order of the day, while there will be reliability, credibility and integrity of
financial reporting of the system.
5.2 Recommendations
For successfully applying the IPSAS and making the IPSAS useful and feasible for the Nigerian
public sector accounting system, the following recommendations should be considered;
 There should be sanction for any government officer that tries to resist IPSAS, because such
officer must be a corrupt and fraudulent officer.
 Government should engage professionals to drive the process and also involve external
professionals to leverage best practice as well as to cut cost of implementation.
 There should be constitutional amendment because the Nigerian constitution does not specify
the accounting standards that should be used for preparation of financial statements.
 Also, there should be need for training of high qualified and professional accountants in
public sector and making them fully understand IPSAS.
 Due to the challenges of availability of electricity and internet services especially in the rural
areas hosting majority of local governments, we recommend for a start and centralization of
the operations in terms of record keeping at the state capitals.
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ABSTRACT
This paper examines the use of the service-wide-vote (Nigeria’s contingency budget) for national
developmental purposes. Documentary pieces of evidence have shown that the Federal government
of Nigeria through its MDAs has grossly short-changed Nigerians through the year-in-year-out
mismanagement of the service-wide-vote. The objective of this paper is therefore, to evaluate the
extent to which Federal MDAs in Nigeria have been able to use the service-wide-vote to achieve
national developmental objectives. To what extent has the service-wide-vote been used to develop
the Nigerian Nation? In order to provide an answer to the foregoing question, scholarly journals and
reputable online and library sources were used to obtain research materials. The study revealed that
federal MDAs and even the EFCC abused the service-wide-vote to the tune of over N4.17 trillion
between 2004 and 2018 due to non-compliance with rules governing the use of the vote and this made
it difficult for the national developmental objectives of the vote to be achieved. The following
recommendations were therefore, suggested by the paper: allocation of 5 percent of the annual budget
to service-wide-vote, regular replenishment of releases from the service-wide-vote, obtaining
approval from the National Assembly before releasing fund from the vote, roll over of unspent funds,
prosecution of corrupt MDA officials and avoiding those sharp practices that will make the use of
the service-wide-vote ineffective in achieving national developmental objectives.
Key Words:

Federal MDAs, National Development and Service-wide-vote

1. INTRODUCTION
The Chairman, Senate Committee on Anti-Corruption, Chukwuka Utazi recently accused the
EFCC boss, Ibrahim Magu of illegally spending an additional sum of N1.8 billion from the
Service Wide Vote and he responded and said: “You are right. Things should be done
properly.” (ThisDaylive, February 21, 2017)
Public expenditure management literatures have recently been bombarded with budget-related
frauds. Globally, budget-related frauds alone constitute a large percentage of the 18.7 percent of the
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frauds committed by government entities (Association of Certified Fraud Examiners Reports of
January, 2014 and October, 2015 as cited in Hofmann, 2016). Federal Government fraud alone,
according to ACFE as cited in Hofmann, is higher than the frauds committed by both local and state
governments. Budgets which are known globally as useful tools for achieving national development,
have therefore, been severally abused by federal entities. In Nigeria, the abuse of budgets has become
a recurring phenomenon which has defiled financial regulations, budgetary and constitutional
provisions. Ekott (2012) quoted a former Speaker of the Nigeria House of Reps, Aminu Waziri
Tambuwal as follows:
“Nigeria has a long history of abuse budgets. For years, hardly has any subject pitched the
Executive against the National Assembly as the budget. The entire exercise has so ridiculed the
budget system turning it to mere ritual and that the Appropriation Act is observed more in breach
than execution.”
Frivolity and impulsiveness according to Olufemi (2016), had characterized government
spending since the return of Nigeria to democracy in 1999. Budget abuse in Nigeria is further
worsened by the fraudulent use of the service-wide-vote (a component of the annual budget meant
for emergencies and contingencies). The service wide vote is a contingency budget which is operated
under Section 83 (1) and (2) of the 1999 constitution of Nigeria. The vote usually constitutes 5 percent
of the annual budget and it is statutory used to pay for items not included in the annual budget. No
money should be released from the vote without legislative approval. Furthermore, expenditures from
the vote must be immediately replenished through supplementary estimates and appropriation bills.
“The Scriptures encourage us to plan for the unexpected and equate planning with being wise”.
“Go to the ant, O sluggard, observe her ways and be wise, which, having no chief, officer or
ruler, prepares her food in the summer and gathers her provision in the harvest”(Proverbs 6:68 as cited in CBNMoney.com).
Various reports of committees of the Nigeria’s national assembly revealed that between 2004 and
2018, the service-wide-vote (contingency budget) has been abused to the tune of over N4.17 trillion.
A segment of the 2013 report of House of Reps Committee on Public Accounts reads:
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“contrary to the foregoing (i.e. using the vote for emergencies), after its examination of the
Auditor-General’s Reports on the accounts of MDAs, the Committee discovered indiscriminate use
of the vote in funding government projects and programmes that should otherwise have been provide
for in the annual budget, as such expenditures were never contingent in nature” (Cooljoe, 2013).
The relationship between use of service wide vote and national development is supported by the
following theories: fraud triangle theory (why people commit fraud), fraud diamond theory (pressure,
opportunity and rationalization can only lead to fraud when the fourth element called ‘capability’ is
present), agency, stewardship and accountability theories (statutory responsibilities of agents i.e.
federal government to their principals i.e. Nigerians), time value of money concept (why funding
should not be delayed) and contingency theory (allowing changing circumstances to decide what
should be done.
However, even though studies carried out by Omopariola and eleven others between 2002 and
2017 have reported an increase in budget abuse, very little research has been reported on the effective
use of the service-wide-vote in fostering national development. The purpose of this paper is therefore,
to evaluate the extent of Federal MDAs compliance with the principles governing the use of the
service-wide-vote for the development of Nigeria. To what extent have federal MDAs in Nigeria
complied with the rules governing the use of service-wide-vote for national developmental purposes?
The argument of this paper is that federal MDAs in Nigeria have deliberately failed to comply with
the rules and regulations governing the use of the service-wide-vote for national developmental
purposes. The foregoing argument is important because the pieces of evidence that will be used in
proving its validity can encourage compliance with regulatory procedures, budgetary and
constitutional provisions and can even foster the effective use of the service-wide-vote for the
development Nigeria as a nation.
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1.1

Operational definition of key variables

1.1.1

Use of Service Wide Vote: This is the sum of the response scores of each respondent’s extent

of agreement that the use of service wide vote has influenced national development in Nigeria (please
see table 3 on page 21).
1.1.2

National Development: This is the sum of the response scores of each respondent’s extent

of agreement that national development has been experienced in Nigeria through the use of the
service wide vote (please see table 4 on page 22).
2.

METHODOLOGY
The current study has a target population of 60 made up of all the senior staff of the offices of the

Auditor-Generals of State and Local governments, House of Assembly and State Planning
Commission all in Cross River State, Nigeria. From this target population, 44 members were
accessible and a sample of 40 members was drawn from this small population. This sample size was
determined using Yaro Yamani formula as follows:

𝑛=

𝑁
1 + 𝑁(𝑒)2

Where n = sample size, N = the accessible population and e = level of significance. After
substituting the appropriate values into the above formula, the sample size was obtained as follows:
44
1 + 44(0.05)2
= n(1 + 44(0.05)2 ) = 44
= n(1 + 0.11) = 44
= n(1.11) = 44
= 1.11n = 44
44
n=
= 39.63963964 = 40 approx.
1.11
Ex-post facto research design approach was adopted because of the inability of the researcher to
𝑛=

manipulate the independent variables. It is worthy of mention that the independent variable (i.e use
of service wide vote) generated by the study, had already influenced the dependent variable before
the researcher commenced the research. What the study investigated was therefore, the nature of the
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effect of this independent variable. A random sampling technique was used to select a sample of 40
members from the accessible population. A 5–point likert scale structured questionnaire containing
eleven (11) statements or items, were given to all the sample members (please see table 1 on page
20). 34 sample members responded and returned their questionnaires while 6 of them failed to return
their questionnaires.
Cronbach alpha was used to test the reliability of the 5-point likert scale ordinal data in order to
facilitate their conversion to interval data. This approach was adopted in order to facilitate the
application of simple linear regression analysis technique. The following equation was therefore,
used to express the relationship between the dependent and independent variables:
NDEV = f (USWV)
The simple linear regression model now becomes:
𝑁𝐷𝐸𝑉 = 𝑏0 + 𝑏1 𝑈𝑆𝑊𝑉 + 𝑒𝑖
where,
NDEV
=
National development
USWV
=
Use of service wide vote
b0 = the expected value (constant or intercept) of the dependent variable (NDEV) when the
independent variable equals to zero.
b1 = Coefficient of the contribution of the use of service wide vote (independent variable) to
the occurrence of national development.
ei= error term
b0, b1, ≥ 0
Please see table 7 on page 25 showing the distribution of total likert scores of USWV and
NDEV used in running the simple linear regression.

4.

RESULTS FROM PRIMARY RESEARCH

4.1 Analysis of Respondents by Ministries, Departments and Agencies (MDAs)
Table 2 on page 21 shows the MDAs and cadres of sample members. The 34 respondents were
categorized as follows: 12 of the respondents were senior audit staff of the office of the AuditorGeneral for Cross River State representing 35% of the total respondents. Another 8 senior audit staff
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representing 24% of the total respondents came from the office of the Auditor-General for local
governments. 8 legislators representing 24% of the total respondents came from the Cross State
House of Assembly while 6 budget control officers representing 18% of the total respondents came
from the Cross River State Planning Commission.In all, 20auditors participated in the survey and this
represented 59% of the total respondents. Auditors therefore, participated in the survey more than
legislators and budget control officers who constituted the remaining 32% of the total respondents.
However, all the participants were financial regulators. All the respondents were therefore,
knowledgeable in the research area. What necessitated the dominance of audit staff was the need to
collect the appropriate information for the study.
4.2 Test of Reliability and Validity of primary data prior to data analysis
The primary data collected in respect of predictor variable (use of service wide vote) and the
criterion variable (national development) all satisfied the Cronbach’s alpha reliability coefficient of
0.70 and above. The reliability coefficients for the predictor and criterion variables were 0.70 and
0.76 respectively (see tables 5 and 6 on pages 23 and 24 respectively. The validity of the data
collected in respect of use of service wide vote and national development was verified and proved
using linearity and normality tests. The data satisfied both the linearity and normality assumptions as
indicated on the simple scatter plot (figure 1) and histograms (figures 2 and 3) all on pages 27 and
28.
4.3 Regression analysis (see table 8 on page 26)
The contribution of the predictor variable i.e. use of service wide vote was extremely low and
the linear relationship between the variables was not significant (R2 = .073, F(1, 32) = 2.530, n.s).
The intercept or constant (i.e. expected value) of the criterion variable (i.e. national development)
was positive when the predictor variable equals to zero and this was also not significant(𝛽0 =
.611, 𝑛. 𝑠).
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4.4 Hypotheses testing(see regression output table 8 on page 26)
The results derived from testing the null hypothesis are as follows:
Hypothesis: There is no significant relationship between use of service wide vote and national
development in Nigeria. The results of the regression indicated a weak positive correlation
coefficient and it was not significant(𝛽1 = .31, 𝑛. 𝑠). The null hypothesis was therefore, accepted
while the alternative hypothesis was rejected.
5.

RESULTS FROM SECONDARY RESEARCH

 The Nigerian National Assembly recently approved a virement of N143.5 billion from a service
wide vote of N943.5 billion meant for 1,403 projects. (Opalana, 2018)
 Pensions Transitional Arrangement Department (PTAD) could not account for N24 billion taken
from 2010 service wide vote. (African Orbit, 2014)
 Some federal agencies could not account for over N114 billion received from the service wide
vote between 2004 and 2012. (The Citizen Online, 2014)
 Federal Ministry of Information failed to account for N6.5 billion it received from the service
wide vote between 2004 and 2009 while Office of the Secretary to the Government of the
Federation could not account for N94 billion it received from the service wide vote between 2004
and 2012. (Majekodumi, 2013)
 22 federal MDAs received N21.1 billion from the service wide vote to execute capital projects
between 2003 and 2006. (Odunaro, 2013)
 Federal Government of Nigeria spent a service wide vote amount of N4.17 trillion instead of N1.8
trillion on recurrent expenditure items between 2004 and 2012. (Cooljoe, 2013 and Ovuakporie,
2013)
 Between 2015 and 2017, Military Pensions Board spent over N44 billion from the service wide
vote without legislative approval. (Bona, 2018)
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 Economic and Financial Crimes Commission spent N1.8 billion in 2016 without obtaining
approval from the National Assembly. (ElombahNews, 2017 and Ogunmade, 2017)
 The reasons for releasing N257 billion and N157 billion from the service wide vote consecutively
for two years to the Office of the Accountant-General of the Nigerian Federation, could not be
revealed while the amount released from the service wide vote in 2013 was 40 percent.
(Oluwasegun and Anofi, 2013)
 The service wide vote constituted more than 5% of the annual budget.
 The Federal Government’s N1.5 trillion National Social Investment Programme (NSIP), a service
wide vote has failed (The Nigerian Senate as cited in Bona, 2018)
 The vote is not regularly replenished as statutorily required by law.
 The vote is seen as an easy source of money for corrupt civil servants.
 The excess money from the vote is shared at year end.
 Most MDA officials erroneously believe that the service wide vote is not meant for only
unforeseen expenditures since it is service-wide and not agency-specific.
 The use of the service wide vote for personal development by corrupt MDA officials is seen as a
norm in Nigeria.
 Majority of the federal MDAs do not know when to use the service wide vote.
 Loans are granted from the vote to MDAs who did not planned and manage their annual budget
well.
The pieces of evidence provided by the above secondary data support the results revealed by
the primary research, indicating again that there is no significant relationship between use of service
wide vote and national development.
6.

DISCUSSION
The variability of the criterion variable (national development) as explained by the predictor

variable (use of service wide vote) is indicated by an adjusted R square of .044 or approximately
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.04 (please see table 8 on page 26). The model was indeed not significant since it has an F- statistic
of 2.530 at the alpha level of .12(i.e. .122). Therefore, the model has a very low explanatory power.
The analysis of the hypothesis will be based on the regression output indicated on table 8.
Hypothesis: (please see table 8 on page 26)
There is no significant relationship between use of service wide vote and national
development. (𝛽1 = .31, 𝑛. 𝑠). What this means for the unstandardized coefficient of .310 is that if
the use of service wide vote increases by N1, national development in Nigeria will increase by N310,
provided all other variables are held constant. For a standardized coefficient of .271, it means that as
use of service wide vote increases by 1 standard deviation, national development in Nigeria will
increase by .271 standard deviation provided all other variables are held constant. This positive
relationship was however, not significant (i.e. not being true) at a t-test statistic of 1.591 based on the
alpha level of .05 (i.e. .122). The positive relationship that would have existed between use of service
wide vote and national development is very weak and not significant mostly due to the wanton abuse
of the service wide vote by government MDAs in Nigeria.
The Legislature and the Executive arms of government failed to comply with budgetary and
constitutional provisions. National Assembly illegally approved the release of funds from SWV, (a
contingency vote) to service 2019 election. 2019 election is not an unforeseen expenditure item. The
service wide vote is meant for unforeseen expenditures on a service wide basis i.e. variety of
expenditures which are unforeseen and unpredictable and which relate to 1,403 government projects.
The expenditures for which this virement was required were usually not contingent in nature. Since
the use of the savings of one expenditure subhead to offset the over expenditures on another does not
call for immediate replacement, any amounts taken from the service wide vote as virements are
therefore, oftentimes not replaced. This is contrary to section 83 (2) of the 1999 constitution of
Nigeria which stipulates that any amount taken from the service wide vote should be replaced as soon
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as possible through supplementary estimates and appropriation bill. This item of expenditure ought
to have been provided for in the 2018 annual budget and the National Assembly granting approval
for a virement of N143 billion for 2019 election (predictable expenditure) from a special fund meant
for 1,403 projects, was wrong. This is a misappropriation of the service wide vote. Money meant for
national developmental projects will be adversely affected and this can lead to project delays. Service
wide vote is constitutionally meant for expenditure items that cannot be found in the regular budget.
The supreme audit institution will accordingly query this transaction and will cause the right thing to
be done.
Poor financial accountability made the federal government through its MDAs, not to be able
to account for a whooping sum of almost N4.9 trillion between 2004 and 2018. What this means is
that about N5 trillion will not be available for the provision of infrastructures, education, health care
services, economic stability and growth, direct production of goods and services, establishment and
management of public enterprises and industries for social welfare and employment generation,
poverty reduction, and reduction of income inequality and regional disparity and disaster situations
in the country. This discovery can encourage regular audit and oversight functions, sanctions and
improved financial accountability.
The service wide vote is established to provide emergency funds for government to promote
economic growth and economic stability in Nigeria. The failure of government programmes due to
the abuse of the service wide vote means that social welfare promotion and provision of public goods
and services which government aims to achieve, will not be attained.
Not replenishing releases from the service wide vote as soon as possible as statutorily required
by section 83 (2) of the 1999 constitution also means that funds will not be available for Nigeria to
tackle emergencies, disaster situations and excessive borrowings.
The use of service wide vote for recurrent expenditures has turned the vote into a parallel
budget and this has provided a conduit pipe for corrupt MDA officials to steal huge sums of money
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from the national treasury. Looting the country’s treasury in style will further widened the income
gap between the poor and the rich and government will fail in achieving equality in income and
wealth distribution and will also lead to regional disparity in Nigeria.
Failure of government programmes, failure to regularly replenish SWV, using SWV as easy
source of money, sharing of excess SWV at year end, treating the SWV as a general fund, using SWV
for personal development, not knowing when to use SWV and using SWV to grant loans to MDAs
are some of the reasons why the SWV cannot be effectively used for national developmental
purposes. This discovery will also make financial regulators to become proactive in their approach
and further tightened their financial controls and recommend stiffer penalties.
The erroneous believe that the service wide vote is not meant for only unforeseen
expenditures has caused MDAs officials to circumvent legislative authority and constitutional
provisions. The abuse of the service wide vote has dented the image of Nigeria globally and it has
been discovered to be one of the reasons why Nigeria is in recession today and this emergency fund
has produced emergency billionaires instead of improving national development. Even EFCC that is
established to regulate the MDAs has also abused the service wide vote and this has made it not
credible enough to regulate the use of the service wide vote.
In summary, the results revealed non-compliance with budgetary and constitutional
provisions and poor financial accountability. This consequently gave rise to the abuse of the service
wide vote which in turn made it difficult for the national developmental objectives to be achieved.
This discovery is consistent with the works of Usman and Jimoh (2013) and Olatunji (2015) where
poor governance, large scale impropriety, malpractices and fraud (poor financial accountability)
culminated into low pace of economic development. It is however, not consistent with the work of
Agwor and Akani (2017) where a high correlation between financial accountability (integrity) and
health care services was reported i.e. 67.1 percent improvement in health care services was attributed
to integrity or performance of Rivers State local governments. The result is also not consistent with
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the work of Edame and Ejue (2013) where a high correlation between use of budget and
infrastructural development in Nigeria was reported. When (Agwor & Akani) and (Edame & Ejue)
limited their researches to use of budget for the development of sub-economic sector, high
correlations between use of budget (financial accountability and compliance with rules) and health
care services and infrastructural development, were recorded.
7. CONTRIBUTION TO KNOWLEDGE
The contribution of the current research to knowledge is that correlation was high between use
of budget and health care services (an index of national development) and was also high between use
of budget and infrastructural development (another index of national development). But, no
significant relationship existed between use of budget and national development as a whole
suggesting that a more rewarding way of appraising national development is to examine how the use
of budget or service wide vote correlates with each of the national development indices.
8. CONCLUSION
National development has to do with reducing inequalities in income and wealth distribution.
Unfortunately, federal MDA officials in Nigeria rather prefer to use service wide vote for their
personal development. The use of the service wide vote to siphon or steal public fund has further
widened the income gap between the poor and the wealthy in the society. Government intends to
reduce inequality in income and wealth distribution. This can be done when it reduces the income of
the rich and raise the standard of living of the poor. Unfortunately in Nigeria, because of the abuse
of service wide votes, this objective has not yet been achieved. While billions and trillions of naira
are stolen on a frequent basis, through the wrong use of the service wide vote, the national minimum
wage still remains as N18,000 i.e. about $49.
Making provisions for emergencies, contingencies and unforeseen events will enable
government to achieve economic stability that is necessary for national development. The service
wide vote can be used to tackle business and other fluctuations or instability in the economy.
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Unfortunately, this developmental objective has not been achieved. Inflation is still very high, there
is fluctuation in oil revenue, Niger Delta crisis and insurgency to mention but, a few.
The service wide vote was established to take care of emergencies and contingencies in all
the sectors of the Nigerian economy. There is no area of government programmes or projects where
unforeseen problems do not occur. Corrupt use of the service wide vote has not enabled the Nigerian
government to establish and manage large number of public sector industries for social welfare,
employment generation and poverty reduction. Wrong use of the vote has also not enabled
government to mobilize sufficient resources for public sector investment and reduce regional
disparity. The effective use of service wide vote is therefore, critical to the national development of
Nigeria since the occurrence of unforeseen problems is inevitable.
The abuse of the service wide vote is one of the reasons why in Nigeria we now have
recession, emergency billionaires, poor national developmental indices, excessive government
borrowings, inequality in income and wealth distribution and a dent on Nigeria’s image at the global
arena. Nevertheless, the service wide vote can be used to reduce government borrowings, boost the
capacities of government project contractors, improve national developmental indices, arrest national
disaster situations and refund government guaranteed loans. The use of the service wide vote has
failed because of the deliberate refusal of MDA officials to comply with laid down financial rules
and regulations and because in Nigeria, personal development is more often than not, achieved at the
expense of national development.
9.

INTERNATIONAL BEST PRACTICES
Kukava (2016) reviewed the international best practices for contingency fund releases. This

was done in consultation with the Ministries of Finance of the following countries: Hungary, the
Czech Republic, Estonia, Slovakia and Slovenia. Kukava’s review contained the following
information:
 “Contingency funds are mainly used to finance spending in response to force majeure events;”
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 “There are two situations in which contingency funds are used outside of force majeure events:”
 “When there is an urgent need and a delayed response would result in significant damage to state
or public interests and/or property;”
 “To make a payment on a government guaranteed loan when the payment due was entirely
unpredictable;”
10. RECOMMENDATIONS
Rather than attempting to cover unforeseen expenditures, releases from the service wide vote
(contingency budget) should only be permitted when force majeure events occur or the need is
urgent and delayed spending will be seriously harmful to the state or public interests and when
there are unforeseen and unpredictable payments on government guaranteed loans (Transparency
International, Georgia as cited in Kukava, 2016).
 The federal government and other regulatory bodies should ensure that what is set aside at a time
as service wide vote does not exceed 5 percent of the national budget.
 Releases from the service wide vote should be replenished as soon as possible as this will enable
MDAs to take care of their unexpected expenditures and arrest other emergency or unforeseen
situations. Replenishment can be facilitated when MDAs prepare supplementary estimates and
forward same to the National Assembly for approval. This is a constitutional requirement.
 MDA officials who spend from the service wide vote without obtaining approval from the
National Assembly should be prosecuted and made to refund such unappropriated funds from
their personal resources.
 MDAs should prepare their budgets accurately and realistically and should regularly review them
so that the service wide vote is not used as a parallel budget. This will also prevent the
overspending of the service wide vote.
 Any excess or unspent fund from the vote at year end should not be returned to the treasury but,
should be used to arrest the contingencies and emergencies of the subsequent year. The usual
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practice of using the excess or unspent fund from the current year’s SWV to reduce the budget
of the following year should be discouraged. The budget size of the subsequent year should be
based on prevailing circumstances or situational factors. This will check the mad rush to retire or
account for excess fund when the budget is about to expire at year end and will also minimize the
fraudulent use of the unspent fund.
 MDA officials who see it as a norm to use the service wide vote to enrich themselves should be
appropriately sanctioned.
 MDAs should know exactly when to release fund from the service wide vote. Some unforeseen
expenditures are predictable while others are not. Contingencies are unforeseen in terms of their
time of occurrence but, we know they will occur i.e. they are predictable in terms of occurrence
but, their time of occurrence cannot be determined since their occurrence depends on the
occurrence of other events.
 The practice of granting loans to MDAs from the service wide vote should be discouraged since
the chances of recovering such loans are usually slim. MDAs ask for loans from SWV because
they fail to prepare and manage their annual budgets in an appropriate manner.
11. DIRECTION FOR FUTURE RESEARCH
Future research in the area of public expenditure management should attempt to answer the
following questions:
 Should the service wide vote be excluded from the annual budget of Nigeria?
 Is there any significant difference between the approved and actual releases from the service wide
votes of federal ministries in Nigeria?
 What factors are responsible for the year-in-year-out abuse of the service wide votes of federal
ministries in Nigeria?
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APPENDIX
TABLE 1: RESEARCH QUESTIONNAIRE
To what extent do you agree with each of the following statements in sections A and B below?
Please indicate your answer by ticking right (√) against the response option of your choice.
S/N
A
1
2
3
4

How significant is the relationship between the
respondents’ perception of the use of service wide Strongly
Strongly
vote for national development and their perceptions Disagree Disagree Undecided Agree
Agree
of the level of national development in Nigeria?
Use of Service Wide Vote (USWV)
Use of the service wide vote has not sufficiently
influenced the provision of public goods and
1
2
3
4
5
services in Nigeria
The use of the service wide vote has not sufficiently
contributed to the establishment of public
1
2
3
4
5
enterprises in Nigeria
Use of the service wide vote has effectively
influenced economic growth and stability in
5
4
3
2
1
Nigeria.
Infrastructural development in Nigeria is not
effectively influenced by the use of the service
1
2
3
4
5
wide vote.
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5
6
7
8
9
10
11

B

Funds released from the service wide vote are not
used for checking excessive government
borrowings in Nigeria.
The service wide vote is not used for removing the
ever-widening income gap in Nigeria.
The service wide vote is not effectively used for
checking regional disparity in Nigeria.
The service wide vote is not effectively used for the
provision of national security in Nigeria.
The service wide vote is not properly used for
checking the current economic recession in
Nigeria.
The service wide vote is not sufficiently used for
the provision of health care services in Nigeria.
The service wide vote is effectively used for the
implementation of educational programmes in
Nigeria.
National Development (NDEV)

1

2

3

4

5

1

2

3

4

5

1

2

3

4

5

1

2

3

4

5

1

2

3

4

5

1

2

3

4

5

5

4

3

2

1

Strongly
Strongly
Disagree Undecided Agree
Disagree
Agree

1

Use of the service wide vote has not increased
1
2
3
public goods and services in Nigeria.
2
Use of the service wide vote has not caused the
1
2
3
number of public enterprises to increase in Nigeria.
3
The use of service wide vote has increased the level
5
4
3
of economic growth and stability in Nigeria.
4
Use of the service wide vote has not increased the
1
2
3
level of infrastructural development in Nigeria.
5
Use of service wide vote has not reduced excessive
1
2
3
government borrowings in Nigeria.
6
Use of service wide vote has not removed the ever1
2
3
widening income gap in Nigeria.
7
Use of the service wide vote has not reduced
1
2
3
regional disparity in Nigeria.
8
Use of the service wide vote has not reduced the
1
2
3
level of insurgency in Nigeria.
9
Nigeria’s current economic recession has not been
1
2
3
minimized by the use of the service wide vote.
10 The quality of health care services has not been
improved by the use of the service wide vote in
1
2
3
Nigeria.
11 Use of the service wide vote has no doubt improved
5
4
3
the quality of educational services in Nigeria.
TABLE 2: DISTRIBUTION OF RESPONDENTS BY MDAs
MINISTRIES, DEPARTMENTS AND AGENCIES
NUMBER OF
MINISTRIES, DEPARTMENTS AND AGENCIES
RESPONDENTS
Office of the Auditor-General for Cross River State
12
Office of the Auditor-General for Local Government, CRS.
8
Cross River State House of Assembly
8
State Planning Commission, Cross River State
6
Total Number of Respondents
34
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4

5

4

5

2

1

4

5

4

5

4

5

4

5

4

5

4

5

4

5

2

1

PERCENTAGE OF
RESPONDENTS (%)
35
24
24
18
100
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TABLE 3: DISTRIBUTION OF 5-POINTS LIKERT SCALE RESPONSE SCORES AND TOTAL SCORES FOR USE OF SERVICE WIDE VOTE (USWV)
ID Number Item 1
Item 2
Item 3
Item 4
Item 5
Item 6
Item 7
Item 8
Item 9
Item 10 Item 11 Total Scores
1
5
4
3
5
4
4
4
4
3
4
3
43
2
4
4
4
4
4
5
5
4
5
4
5
48
3
4
4
4
4
4
5
5
5
5
4
5
49
4
4
4
4
4
5
5
4
4
5
4
5
48
5
5
4
5
4
4
4
4
4
5
4
5
48
6
5
4
5
4
4
4
4
4
4
4
5
47
7
5
4
5
4
4
4
4
4
4
4
5
47
8
4
4
4
4
4
4
5
5
4
5
5
48
9
4
3
4
3
3
3
3
3
3
4
5
38
10
5
4
4
4
4
4
4
4
4
4
4
45
11
5
4
4
4
4
3
4
3
4
4
4
43
12
5
5
5
5
5
5
5
5
5
5
4
54
13
5
4
5
4
4
4
4
4
4
4
4
46
14
5
4
5
4
4
4
3
4
4
4
4
45
15
5
5
4
4
3
3
5
4
4
5
3
45
16
5
4
4
3
3
4
4
4
4
5
5
45
17
4
3
3
5
4
3
3
3
5
3
3
39
18
5
4
4
4
5
3
3
5
4
4
4
45
19
5
4
4
5
4
5
5
4
4
4
4
48
20
4
3
3
4
4
4
3
3
4
5
4
41
21
5
3
4
3
3
5
5
3
5
3
5
44
22
5
3
3
3
3
5
5
5
5
3
5
45
23
5
3
4
3
5
5
3
3
5
4
5
45
24
5
4
3
4
4
4
4
4
3
3
4
42
25
5
4
3
4
4
4
4
4
4
4
3
43
26
5
4
5
4
4
4
4
4
4
4
4
46
27
5
4
4
4
4
5
4
5
4
4
5
48
28
5
4
4
4
4
4
4
4
4
4
5
46
29
5
3
4
3
3
3
3
3
3
3
3
36
30
5
4
4
3
3
4
4
5
4
5
5
46
31
5
4
5
4
4
5
5
4
5
5
4
50
32
4
3
4
3
5
4
3
5
4
4
4
43
33
4
3
4
5
3
5
5
3
3
4
4
43
34
5
5
5
4
4
4
5
5
5
4
4
50
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TABLE 4: DISTRIBUTION OF 5-POINTS LIKERT SCALE RESPONSE SCORES AND TOTAL SCORES FOR NATIONAL DEVELOPMENT (NDEV)
Item 10 Item 11 Total Scores
Item 9
Item 8
Item 7
Item 6
Item 5
Item 4
Item 3
Item 2
ID Number Item 1
19
1
1
1
2
2
2
2
3
1
2
2
1
25
3
2
3
2
3
3
2
2
2
2
1
2
26
3
2
3
3
3
3
2
2
2
2
1
3
25
3
2
3
2
2
3
3
2
2
2
1
4
15
2
2
2
1
1
1
1
1
2
1
1
5
13
2
1
1
1
1
1
1
1
2
1
1
6
13
2
1
1
1
1
1
1
1
2
1
1
7
25
3
3
2
3
3
2
2
2
2
2
1
8
14
2
1
1
1
1
1
1
1
3
1
1
9
22
2
2
2
2
2
2
2
2
2
2
2
10
20
2
2
2
1
2
1
2
2
2
2
2
11
20
1
2
2
2
2
2
2
2
2
2
1
12
23
2
2
2
2
2
2
2
2
3
2
2
13
22
2
2
2
2
1
2
2
2
3
2
2
14
22
1
3
2
2
3
1
1
2
2
3
2
15
22
3
3
2
2
2
2
1
1
2
2
2
16
16
1
1
3
1
1
1
2
3
1
1
1
17
22
2
2
2
3
1
1
3
2
2
2
2
18
25
2
2
2
2
3
3
2
3
2
2
2
19
18
2
3
2
1
1
2
2
2
1
1
1
20
21
3
1
3
1
3
3
1
1
2
1
2
21
22
3
1
3
3
3
3
1
1
1
1
2
22
22
3
2
3
1
1
3
3
1
2
1
2
23
19
2
1
1
2
2
2
2
2
1
2
2
24
20
1
2
2
2
2
2
2
2
1
2
2
25
13
1
1
1
1
1
1
1
1
2
1
2
26
14
2
1
1
2
1
2
1
1
1
1
1
27
13
2
1
1
1
1
1
1
1
1
1
2
28
13
1
1
1
1
1
1
1
1
3
1
1
29
23
3
3
2
3
2
2
1
1
2
2
2
30
17
1
2
3
1
2
2
1
1
2
1
1
31
20
2
2
2
3
1
2
3
1
2
1
1
32
20
2
2
1
1
3
3
1
3
2
1
1
33
17
1
1
3
2
2
1
1
1
2
2
1
34
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TABLE 5: Results of Testing the Reliability of the Primary Data Collected for Use of Service
Wide Vote Using Cronbach’s Alpha Technique (The acceptable Reliability Coefficient of 0.70
was obtained for the data. Please see Reliability Statistics table as shown below)
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TABLE 6: Results of Testing the Reliability of the Primary Data Collected for National
Development Using Cronbach’s Alpha Technique (The acceptable Reliability Coefficient of
0.76 was obtained for the data. Please see Reliability Statistics table as shown below)
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TABLE 7: DISTRIBUTION OF TOTAL SCORES FOR USE OF SERVICE
WIDE VOTE (USWV) AND NATIONAL DEVELOPMENT (NDEV)
PARTICIPANTS' ID
USWV
NDEV
1
43
19
2
48
25
3
49
26
4
48
25
5
48
15
6
47
13
7
47
13
8
48
25
9
38
14
10
45
22
11
43
20
12
54
20
13
46
23
14
45
22
15
45
22
16
45
22
17
39
16
18
45
22
19
48
25
20
41
18
21
44
21
22
45
22
23
45
22
24
42
19
25
43
20
26
46
13
27
48
14
28
46
13
29
36
13
30
46
23
31
50
17
32
43
20
33
43
20
34
50
17
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TABLE 8: The results of simple regression analysis of the USWV and NDEV data from table
7
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PART FIVE: TAX POLICY AND PLANNING

Harmonizing the Provisions for determining third-year Basis Period
for Loss Reliefs under the Personal Income Tax Act, 2011 in Nigeria.
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Abstract
The provision for ascertaining loss reliefs in the third tax year of new businesses under the Personal
Income Tax Act (PITA), 2011 is ambiguous and conflicts with the provisions for determining the
basis period under other parts/sections/schedules of the Act. This paper investigates the implications
of the difference with a view to harmonizing the policy of PITA on the subject matter and resolving
the ambiguities which have given rise to multiple interpretations/ applications with different claims
for loss reliefs in the Nigerian tax system. Simulated data of the operating results of new businesses
were generated and the amounts of relieved and unrelieved losses in the third tax year computed
based on three interpretation approaches using different scenarios of dates of commencement and
accounting year-ends. The data were analyzed using descriptive statistics, ANOVA and Bonferroni
Post Hoc test. With F-ratios of 10.187 for relieved losses and 3.030 for unrelieved losses, both being
significant at 1% level, the study indicates that mean relieved and unrelieved losses for the third taxyear of new businesses significantly differed among the three approaches applied. Based on
purposivism theory and rulings in Oputeh v. Ishida (1993), the paper concludes that the applicable
rule envisaged in S.36(4) of PITA for relieving losses in the third year is S.23(1) as set out in both
S.24(c) and Paragraph (1)(a) of the 5th Schedule to the Act. The study therefore recommends that
S.36(4) of PITA should be reviewed to align the meaning of basis period used therein with the
definition of basis period in other sections and schedules of PITA.
Keywords: Personal Income Tax Act, ambiguous provisions, multiple interpretations, Purposivism
theory, Loss reliefs, basis period, tax administration.
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Introduction.
Personal Income Tax Act (PITA), 2011 is the legal instrument guiding the imposition of taxes on the
earnings of individuals, itinerant workers, communities, families, trustees, and partnerships in
Nigeria as provided for in sections 2 and 8 of the Act. This Act regulates the ascertainment of adjusted
income/profits (S.20 and 21), assessable income (S.23 – 29) and total/chargeable income (S.36 and
37) as well as the procedures for determining the liabilities of any person liable to tax under the Act
in Nigeria.
Under section 3 of PITA, tax is chargeable for each year of assessment on the aggregate amount of
income of every taxable persons’ source inside or outside Nigeria, including gain or profits from any
trade, business, profession or vocation for whatever period of time such business activities may have
been carried on. Consequently, taxable persons are statutorily required to render returns on all their
income arising from all sources to the tax authority for purposes of tax assessment. Tax assessments
on income of such taxpayers are generally carried out annually and in line with the basis period for
computing assessable income under Ss.23 to 25 of PITA. The Act also made specific relieving
provisions in S.36(2) which enables taxpayers who sustain losses in business, which would normally
be regarded as sources of income, to set off such losses against profits of later years under specified
rules. These provisions are to ensure that there is uniformity in treatment of income items of
individual taxpayers and in the amount charged as tax against the income.
It should be stated that the provisions for determining the basis period for the third-year assessable
profits/(losses), and the provisions for granting loss reliefs to individual taxpayers who stated
businesses have not been uniformly adopted in practice by tax instructors and administrators in
Nigeria (Ariwodola 2000; Tabansi-Ochiogy 2001; Ojo 2009; Nwezeaku 2005; ICAN 2009; Aguolu
2009 and ICAN 2012). The meaning of basis period for ascertaining the amount of losses sustained
in business under S.36(4) is ambiguous as it conflicts with the meaning for basis period in other parts
of the same Act, and this ambiguity creates avenues for multiple interpretations by tax consultants,
tax administrators and taxpayers under the Act. The observable differences in
interpretation/application of these statutory provisions could result to inequities and uncertainties in
tax administration with far reaching consequences on tax compliance, financial health of new
businesses and government collectible tax revenue.
It should further be noted that “benevolent presumptions” have generally been adopted in practice to
circumvent situations of abnormal lengths in basis period and this has led to the application of
multiple interpretations to S.36(4) of PITA such as the repetitive rule, grossing up rule, aggregations,
and the PYB of either business or government fiscal year provided in sections 23(1and 2) of the Act
and thus, wrongly deeming the reference to S.23(2) in S.36(4) to cover subsection 1 of section 23.The
reference to S.23(2) of the Act covering accounts made up to someday other than the thirty first day
of December is not sustainable in some scenarios with abnormal basis periods for new business and
it is equally inconsistent with other clear provisions of income tax laws for determining basis period
for the third tax year of new businesses in Nigeria. For instance, S.29(3)(c) of Company Income Tax
Act (CITA), 2007, and Paragraph 1(1)(a) to the Second Schedule of the Act defined the third-year
basis period of a new business with reference to S.29(1) as a period of twelve months commencing
on first day of January. Similarly, S.24(c) of PITA and Paragraph 1(a) to the 5th Schedule of the Act
equally referred to S.23(1) of PITA in defining the basis period for the third-tax year of a new
business as a period of twelve months commencing on first day of January. Therefore, S.36(4) of
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PITA which provides for the use of S.23(2) requiring accounts made up to someday other than the
thirty first day of December as the basis period for computing losses incurred by individuals and
groups of individuals in trade, business, profession or vocation is ambiguous and inconsistent with
provisions on the subject in other Parts of the Act. This creates a need for ascertaining the true aim
of PITA with a view to harmonizing the meaning of the basis period for computing loss reliefs with
provisions that defined the term in other parts of PITA. The applications of S.23(2) prescribed in
S.36(4) for the third tax year is not generally realizable/feasible and sometimes yields basis periods
that are less than twelve months (Nwezeaku, 2005; Simeon, 2009 and ICAN, 2009). On the contrary,
S.23(1) has been found to eliminate all absurdities in lengths of basis periods in all conceivable dates
of commencement and financial year-end of new trades/businesses in Nigeria(Okezie, 2003;
Ihendinihu, Alpheaus & Onyekachi, 2018; and Alpheaus, Nwaiwu, Nmesirionye, Ibanichuka &
Ihendinihu, 2018). Accordingly, S.23(1) and S.23(2) of PITA should be interpreted as
distinct/different provisions relating to two separate year-ends and that any reference by S.24(c) and
S.36(4) to any one of them cannot be presumed to be a general reference to both.
Consequently, this paper evaluates the difference between the basis period for ascertaining loss reliefs
as provided for under S.36(4) of PITA, and the provisions for determining the basis period under
other parts of the Act. It also investigates the implications of adopting multiple interpretations of the
provisions for ascertaining basis period on the loss relief claims by taxpayers to provide grounds for
harmonizing the policy of PITA on the subject and resolving the ambiguities which have given rise
to multiple interpretations/applications of basis period for loss reliefs in the Nigerian tax system.

Basis Period of Assessment
Every individual who carries on a trade, business, profession or vocation has its financial
reporting/accounting year-end which may not correspond with the government fiscal year (which is
1st January to 31st December). To accommodate differences in accounting periods of businesses and
ensure equity in tax administration, income tax laws provide for common grounds /basis upon which
taxes would be computed, known as basis period. The basis period is the time period within which
an assessment is raised/computed on a tax payer for the purposes of establishing the correct amount
of tax liability in a particular tax year (Ojo, 2003; Nwezeaku, 2005 and Aguolu, 2009). It provides
feasible and definitive period for tax assessment, and outlines equitable basis upon which differences
in accounting periods of business entities are resolved and their tax liabilities computed on a common
ground (Ezejelue & Ihendinihu, 2006).
Provisions in the Nigerian tax laws, (and in particular, section 23 and 24 of PITA, 2011) indicate the
existence of two types of basis period that are used to compute the assessable income/losses of an
individual from his trade, business, profession or vocation under the Act, and they are the Normal
Basis Period and the Abnormal Basis Period. The Normal Basis Period, otherwise called the
Preceding Year Basis (PYB) is provided for under section 23(1 & 2) PITA, 2011.
Section 23(1) of the Act provides that:
. . . the income of any individual for each year of assessment from each source of his
income (hereinafter referred to as “the assessable income”) shall be the amount of
the income of the year immediately preceding the year of assessment from each such
source, notwithstanding that he may have ceased to possess that source or that the
source may have ceased to produce income.
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The year of assessment is interpreted in S.108 of PITA as a period of twelve months commencing on
first day of January.
However, section 23(2) of PITA provides an alternative way of maintaining the preceding year basis
but the rule is only for taxpayers whose accounting year-end is not on December 31.This section
states that:
Where the relevant tax authority is satisfied that an individual makes, or intends to
make up the accounts of a trade, business, profession or vocation carried on by him
to someday other than the thirty first day of December, it shall direct that the
assessable income from that source be computed on the amount of the gains or profits
of the year ending on that day in the year preceding the year of assessment . . .
Three basic conditions are required to be satisfied before a normal basis period is applied and these
conditions as reported by Ezejelue and Ihendinihu, 2006; Simeon, 2009; Aguolu 2009 and ICAN
2012 are that:
a) The length of the basis period must be equal to twelve(12) months; it should not be more or
less than twelve(12) months.
b) It is the only accounting period ending in a preceding tax year – it will have only one
permanent year-end.
c) It must have commenced on the day after the last account ended – there should be no
overlapping or coinciding periods, or gap between the basis periods, hence the next basis
period must commence on the day immediately after the end of the last basis period – there
is an element of continuity.
Where any of the above conditions is not met, the normal basis period cannot be used in computing
the assessable profits, hence the Abnormal Basis Period will apply. Abnormal Basis Period refers to
special provisions in tax laws for determining the basis period in circumstances where any of the
conditions for normal basis of assessment is not satisfied. The four circumstances that give rise to
abnormal basis period are commencement of a new business, change in government fiscal year,
change in the accounting date of a business, and cessation of a business.
The statutory provisions for determining the basis period for any individual in a new trade, business,
profession or vocation in the first three years of existence are derived from S.24(a – e) of PITA and
subsections a) to c)are restated here as follows:
(a)
year;

for the first year the assessable income shall be the amount of the income of that

(b) for the second year the assessable income shall, unless such notice as hereinafter
mentioned is given, be the amount of the income of one year from the date of the
commencement in Nigeria of the trade, business, profession or vocation;
(c) for the third year the assessable income shall, unless such notice as is hereinafter
mentioned be given, be computed in accordance with the provisions of
section 23(1)
of this Act;
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Therefore, the basis period for the third year as earlier reported is the year immediately preceding
the year of assessment, and further interpreted in S.108 of PITA as a period of 12 months
commencing on 1st January.

Interpretation Approaches to the Third-Year Basis Period of New Businesses adopted
in Practice in Nigeria.
a) PYB of Government Year-end - This approach uses a period of twelve months commencing
on first day of January of the year immediately preceding the year of assessment. It is the
government fiscal year-end. Prior to March 31st, 1980, the fiscal year of government was a
twelve (12) month period from April 1 to March 31st. With effect from 1980, the fiscal year
of government was changed to start from January 1 to December 31 each year. Thus,
S.29(1)(a & b) and S.29(3)(d) of CITA provide guidelines for transiting from the old to the
new government fiscal year-end. The new government fiscal year-end is provided for in
S.23(1) of PITA and interpreted in S.108 of the same Act as a period of twelve months
commencing on first day of January. Also, government fiscal year is provided for in S.29(1)
of CITA, 2007 and similarly interpreted in S.105(1) of CITA as a period of twelve months
starting from January 1 to December 31.
b) PYB of Business Year-end – This approach uses a period of twelve months ending someday
other than the thirty first day of December of the year immediately preceding the year of
assessment. This is provided for under S.23(2) of PITA to cover businesses whose financial
accounting/reporting year-ends do not align with the fiscal year of government.
c) Repetition Rule– This is a “general practice” rule that uses the one year period from the date
of the commencement in Nigeria of a trade, business, profession or vocation. The period is
statutorily provided for under S.24(b) of PITA as the basis period for the second tax year of
a new business, but applied by many authors and tax administrators (Ojo, 2009; Nwezeaku,
2005; ICAN, 2009 and ICAN, 2012) to remedy abnormalities in lengths of basis period in the
third-tax year of a new business. Onochie (2002), while condemning the use of basis periods
of the second year for the third year of assessment by ICAN, noted that the legal provision
for the second tax year is specifically provided for in S.24(b) of PITA and that the Act made
no provisions for this section to be used for the third year of assessment or for any other tax
year. This general practice neither accurately fixes the letters of the law to its spirit nor
ascertains the true intentions of the legislature from the words employed in sections 23(1) and
24(c) of PITA.
d) Grossing-up Rule–This rule is provided for in S.29(3)(d) of CITA for resolving abnormal
basis period of nine(9) months from April 1 to December 31, 1980 created by the transition
of government fiscal year in S.29(1)(a &b) of Act. The transitional provisions in S.29(1)(a &
b) states that:
. . . in respect of any company which made up its accounts to any date between
January 1 and March 31, 1980, such that the profits to be assessed to tax:
a)

In 1980 year of assessment, shall be the profits of the period from the
beginning of the accounting year to 31st December, 1979.
295

Proceedings of the 8th International Conference of Accounting and Finance
Research Association (AFRA), held 4th – 6th November, 2018
b)

In 1981 tax year, shall be the profits for January 1 to the end of the
company’s accounting year in 1980.

S.29(3)(d) equally states that:
if the basis period for the second or third year is the period of nine months
from 1 April to 31 December, 1980, the profits of that basis period shall be
grossed-up as if they were the profits of twelve months.
These provisions cannot be generalized or even be applied to situations outside the year and
the accounting period specified (that is, January 1 to March 31, and April 1 to December 31,
1980), neither can the provisions be extended by implication. (see Municipal Council of
Hinabangan, Samar (1964) G.R. No. L-18924)
e) Apportionment, Allocation and Aggregation Rule -Protagonists of this rule often base their
arguments on the provisions in S.30 of PITA, which is substantially the same as S.29(6) of
CITA. This section states that:
Where in the case of a trade, business, profession or vocation it is necessary, in
order to arrive at the income of any year of assessment or other period, to allocate
or apportion to specific periods the profits or loss of any period for which accounts
have been made up, or to aggregate any such income or loss of any period for
which accounts have been made up, or to aggregate any such income or loss or
any apportioned parts thereof, it shall be lawful to make such allocation,
apportionment or aggregation, and any apportionment under this section shall be
made in proportion to the number of days in the respective periods.
These statutory requirements for Apportionment of Profits/income are not necessary and legal
remedies for abnormality in length of basis period in the third tax year. Although Onochie
(2002) had relied on this provision to allocate twelve(12) month profits to the third tax year,
it is absolutely unnecessary to rely on this provisions as remedy for abnormality in lengths
of basis period in the third tax year for two reasons. Firstly, any reliance on the provisions for
Apportionment of Profits/income to allocate, apportion and aggregate profits must comply
with express provisions of tax laws in other to be lawful and should never be used as grounds
for breaching the clear provisions of S.24(c) of PITA. To do so in the third tax year of a new
business will amount to striving to create ambiguity where none exists, and committing
illegality while attempting to resolve imaginary abnormality in length of basis period.
Secondly, the section provides legal backing for resolving complications in basis periods
where the tax laws specifically provide discretionary rights to either tax payers or the Relevant
Tax Authority to so apportion. Such situations where S.30 of PITA applies are changes in
accounting year-ends by either the government or business entities, cessation of
trade/business, right of election, and in abnormal situations involving complications in
determining basis period for capital allowances arising from coinciding, overlapping and gap
in basis period. Therefore it is unlawful and absolutely unnecessary to apply apportionment
provisions in S.30 of PITA to the clear, definitive and unambiguous provisions in S24(c)
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which specifically requires the application of S.23(1) of PITA in determining the basis period
for the third tax-year of new businesses.

Relieved Losses and Unrelieved Losses
The scheme of the PITA, 2011 is to charge tax on income arising or due to individuals and groups of
individuals (communities, itinerant workers, families, and trustees) as specified under S.1 of PITA.
Such income includes the generality of the gains or profits from any trade, business, profession or
vocation carried out inside or outside Nigeria. If any of these business activities which would
normally be expected to generate gains/profits, results in a loss, no gain/profit arises and the
assessment in respect of that year is nil.
There are, however, special relieving provisions in PITA which enables such individuals that
sustained losses to set-off the losses against their gains or income in subsequent tax years. Loss
reliefs therefore, are special arrangements provided for in tax laws for losses sustained in business to
be deducted in computing the total/chargeable income of taxpayers in subsequent years under
specified conditions as provided for under S.36(2)–(5); and provided that such deductions shall not
be made against the income of the individual after four years– S.36(2)(b)(iv) of PITA. Therefore, a
loss sustained in a year could be relieved in the year following that in which the loss arose, and any
unrelieved part thereof is carried forward to the next tax year, and so on, up to a limit of four
consecutive tax years. Any loss(s) unrelieved at the end of the fourth year is regarded as a terminal
loss and such a loss is lost to perpetuity. The proportion of the total loss that is relieved in a tax year
is regarded as relieved loss and any outstanding loss at the end of any particular year which is carried
forward against future profits is termed unrelieved loss.
In determining the basis period for relieving losses sustained by individuals or groups of individuals
in a trade, business, profession or vocation, regard is hard to the provisions of S.36(2) of PITA. This
section provides for a deduction of the amount of a loss which the Relevant Tax Authority is satisfied
has been incurred by the individual in any trade, business, profession, or vocation in the year of
assessment –ie Actual Year Basis (AYB) as stated under S.36(2)(a), and during any year preceding
the year of assessment (that is, Preceding Year Basis (PYB) as stated under S.36(2)(b). This means
that losses incurred by individual taxpayers are relieved either on AYB or on PYB.
In defining the requirement for relieving losses, S.36(4) clearly states that:
the loss incurred during any year of assessment shall be computed by reference to the
year ending on a day in that year of assessment which would have been adopted under
subsection(2) of section 23 of this Act for the computation of assessable profits for the
following year of assessment if such profits had arisen.
It should be noted that S.23(2) of PITA relates to an individual taxpayer who makes up the accounts
of a trade, business, profession or vocation carried on by him to someday other than the thirty first
day of December. First, this reference in S.36(4) to S.23(2) of PITA conflicts with other provisions
for third year basis period under the Act. For instance, S.24(c) of PITA referred to S.23(1) as basis
period for computing assessable income in the third-tax year of a new trade or business carried on by
individuals or body of individuals. Paragraph 1(a) to the 5th Schedule of PITA, 2011 also defined the
basis period for computing capital allowances in the third-tax year of a new trade with reference to
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the same S.23(1). Therefore, reference to S.23(2) by S.36(4) as basis period for computing the amount
of losses incurred by any individual or groups of individuals in trade, business, profession or vocation
creates implementation challenges in certain circumstances where the length of the basis period is
less than 12 months (Nwezeaku, 2005; Ihendinihu, et. al., 2018), and where the account of the trade
or business is made up to 31st day of December as provided for in S.23(1) of the Act. In the later case,
specific reference to S.23(2) of PITA cannot properly be deemed to be reference to S.23(1) of the
Act since S.23(1) and S.23(2) are distinct from each other and cannot be interpreted conjunctively.
In such difficult and doubtful situations, the position of the Courts and Tax Appeal Tribunals become
a guiding/guarding compass. Thus, in Oputeh v. Ishida (1993) 3 NWLR, the court noted that where
a word in a statute or legal document is plain, the Court is enjoined to give it its ordinary or popular
meaning. When however, some difficulty arises in the interpretation of a word in a statute (as is the
case in S.36(4) of PITA) the court is expected to consider the meaning of the word in relation to the
aim or policy of the statute or in relation to other parts of the statute and not simply to construe it in
isolation. Citing Maxwell on the interpretation of statutes in Oputeh v. Ishida, Achike J.C.A. stated:
The words of a statute, when there is doubt about their meaning are to be understood
in the sense in which they best harmonized with the subject of the enactment. Their
meaning is found not so much in a strictly grammatical or etymological propriety
of language . . . whenever a statute or document is to be construed, it must be
construed according to the ordinary meaning of the worlds as applied to the subject
matter with regards to which they are used . . .
Nowhere in PITA are the words “basis period” used in reference toS.23(2) relating to year ended
someday other than the thirty first day of December. It is manifest that reading S.24(c) and paragraph
1(a & b) of the 5th Schedule on one hand, and S.36(4) of PITA on the other, the applicable rules
envisaged under the Act for determining the basis period can be no other than those set out in S.24(c)
for S.23(1) of PITA. Thus, S.36(4) which made reference to S,23(2)(that is, the use of preceding year
ending someday other than the thirty first day of December) as the basis period for granting loss
reliefs in the third tax year of a new business cannot be read in isolation of the general provisions
guiding the determination of basis period for assessable profits and capital allowances under new
business scenario.
Accordingly, the policy of PITA for determining the third year basis period as reflected in other parts
of the statutes is as set out in S.23(1) of PITA relating to government fiscal year ending on 31 st
December in the year preceding the year of assessment. This salient point and error has continued
unnoticed in practice because of the general lack of proper interpretation to the third year basis period
as provided for under S.24(c) of PITA. Like Aristotle long noted, this error remains an error until it
is corrected.

Theoretical Framework
Brannon (2018) reported of the existence of two predominant theories of statutory interpretation the Textualism and Purposivism theories. The textualism theory focuses on the words of a statute,
emphasizing text over any unstated purpose. The theory argues that courts should read the words of
that text as any ordinary member of legislature would have read them. Textualism theory cares about
statutory purpose to the extent that it is evident from the text – looking at the statutory structure to
hear the words as they would sound in the mind of a skilled, objectively reasonable user of words.
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On the other hand, purposivist theorists (like Henry Hart and Albert Sacks) argue that courts should
prioritize interpretations that advance the statute’s purpose, and thus interpret ambiguous text in a
way that is faithful to the purpose of legislature and guided by ‘benevolent presumption’ that the
legislature is made up of reasonable men pursuing reasonable purpose reasonably.
This paper used the purposivism theory as its framework because the reference in S.36(4) to S.23(2)
of the Act covering accounts made up to someday other than the thirty first day of December is not
sustainable in some scenarios with abnormal basis periods for new business and equally inconsistent
with other clear provisions of income tax laws for determining basis period for the third tax year of
new businesses in Nigeria. S.36(4) of PITA is ambiguous and should be interpreted to advance the
purpose of the statute. The provision should best be harmonized with the policy of the statute on the
subject; and not simply construed in isolation. This is in line with Oputeh v. Ishida (1993)

Review of Prior Studies
Until recently, no indebt empirical works appear to have been undertaken to resolve the problem of
multiple interpretations to the third-year basis period. Many authors merely noted the existence of
the problem while remaining evasive to the problem or suggested remedies that appear to even
complicate the problem (Onochie, 2002; Nwezeaku, 2005 and Fagbemigun, 2017).A few others have
openly declared that the wrong interpretations and applications of the provisions in practice are illegal
and called for their rejection (Alpheaus, et. al.,2018). Okezie (2003) equally rejected the usage of
twelve month accounts ending on someday other than 31st day of December in the preceding year
for the third tax-year, stating that the rules for taxation of new businesses as provided in S.24(c) of
Personal Income Tax Act (PITA), are specific, simple and non-ambiguous, and concluded that the
Repetition Rule and Grossing-up Rule should be rejected since they are not the standard of the Act.
In what appears to be a pioneering empirical investigation of the multiple interpretation saga,
Ihendinihu, et. al.,(2018) used a combination of case study methodology and literal rule of legal
interpretation to arrive at the correct and proper interpretation/application of the provisions of Section
29(3)(c) of CITA 2007 and Section 24(c) of PITA 2011. The work collected simulated adjusted
profits of new businesses and computed assessable profits for the third tax-year using three
interpretation approaches under different scenarios of dates of commencement and accounting yearend. They used paired sample t-test and ANOVA to test for differences in mean assessable profits
and found significant differences in mean assessable profits/income computed using the approaches
adopted. The work concluded that multiple interpretations to the commencement provisions for
calculating assessable profits in the third tax-year lead to significant disparity in computed assessable
profits and promote inequity in the distribution of tax burden among taxpayers. The paper
propounded the Clear Letters Theory and recommends for uniform adoption, the preceding fiscal
year of government in computing assessable profits in the third tax years of new businesses in
Nigeria.
In a similar investigation, Alpheaus, et. al.,(2018) evaluated the effect of different interpretation
approaches on capital allowances claimable in the third tax years of new companies in Nigeria under
CITA, 2007. The paper used a multi stage process in selecting Qualifying Expenditures and scenarios
of commencement dates with each date assigned three different year-ends to someday other than the
31st day of December. Six(6) out of the fifteen(15) Qualifying Expenditures listed in tables 1 and 2
to the Second Schedule of the Act, were selected and spread in groups of four items across six(6)
specified scenarios of commencement dates of new companies with each scenario having three
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presumed year-ends. The selection criterion ensured that every applicable Initial and Annual
Allowance rates for granting capital allowances under the Act were included. The four Qualifying
Expenditure items in each scenario were deemed to have been acquired at specified costs and on
different acquisition dates. With these simulated data, total capital allowance was computed for each
of the six commencement scenarios with three year-ends using the three interpretation approaches to
the third-year basis period for a new business (ie 6 commencement dates by 3 year-ends by 3
interpretation approaches); giving a total of 54 data points on capital allowances. ANOVA was used
to test for the significant difference among the three interpretation approaches. With F-ratio of 59.468
being significant at 1% level, the results indicate significant difference in mean capital allowances
computed using the three approaches. The paper concludes that multiple interpretation to the
provision for the third year basis period for new companies in Nigeria contravened the principles of
certainty, equity and equality and recommends for uniform adoption, the preceding year basis of
government fiscal year as the correct basis period for computing capital allowances in the third tax
year of new companies in Nigeria.
The present study extends the investigation on the multiple interpretation problem. The effect of the
different approaches on relieved and unrelieved losses of new trade, business, profession or vocation
that are liable to tax under PITA were evaluated in other to ascertain consistency or others of earlier
investigations. Thus, extensions in methodology and variables used in this study created gaps in
literature upon which new contributions in knowledge were empirically provided.
Accordingly, this paper pursued two specific objectives:
1. To determine whether the mean relieved losses computed using three interpretation
approaches for the third tax year of new trades or businesses differ significantly.
2. To ascertain whether the mean unrelieved losses computed using three interpretation
approaches for the third tax year of new trades or businesses significantly differ.
Two research hypotheses were equally tested:
H01:

There is no significant difference among mean relieved losses computed using the three
interpretation approaches for the third tax year of new trades or businesses in Nigeria.

H02:

There is no significant difference among mean unrelieved losses computed using the three
interpretation approaches for the third tax year of new trades or businesses in Nigeria.

Methodology
Comparative research design was adopted for this study. The design was used in comparing three
different interpretations of sections 24(c) and 36(4) of PITA to determine the effects of the multiple
interpretation on the tax variables investigated – that is, relieved and unrelieved losses. The three
interpretation approaches found to be in use in practice in Nigeria are:
a)
b)
c)

PYB of government fiscal year-end (GFYE) – as provided for under S.23(1) of PITA.
PYB of Business Accounting year-end (BAYE) – as provided under S.23(2) of PITA.
Repetition Rule (RR) – as suggested by some authors and tax practitioners (Nwezeaku,
2005 and ICAN, 2009).

In generating the data for computing loss reliefs, simulated adjusted profits/(losses) of twelve (12)
new businesses were provided for the first four years. Four different commencement dates were also
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simulated to generate multiple cases/scenarios, and each scenario assigned different year-ends with
each ending someday other than the 31st day of December – see Appendix 1. Using the data generated,
the relieved and unrelieved losses for the third tax-years under each scenario were computed for each
business using the three(3) different interpretation approaches/options; (that is, 12 sets of business
data by 4 commencement dates each by 3 interpretation approaches); giving a total of 144valid data
points of relieved and unrelieved losses – see Appendices 2 to 5.
Descriptive statistics was used to summarize the computed values while Analysis of
Variance(ANOVA) was used to test for the overall significant difference among the three
approaches/options. The Bonferroni Post Hoc test was executed to locate the differential effects of
the different interpretation approaches to the basis period adopted for the third tax-year. The
Bonferroni adjustment is considered necessary in other to mitigate the risk of obtaining false-positive
results/conclusions (type I error) when multiple pairwise tests are performed on a single set of data.
According to Napierala (2012), the procedure sets the significance cut-off at:

ᵅ/n, and rejects a null hypothesis if the P-value (P) is less than ᵅ/n.
Thus, in this study, the Bonferroni procedure involved comparing the means of BAYE and GFYE,
BAYE and RR, and GFYE and RR, and then comparing the computed P-value of each pair with the
Bonferroni value derived as the ratio of critical value (5%) to the number of
approaches/comparisons(n); that is, 0.05/3 = 0.0167. The decision rule is to reject HO if P is less than
0.0167.

Results and Discussions
1. Mean Relieved and Unrelieved Losses.
Table 1 presents the descriptive statistics of the study variables.
Table 1: Descriptive Statistics of Relieved and Unrelieved Losses under three
Interpretation Approaches for third-year Basis Period.
Approach/
Option

Relieved Losses
Unrelieved Losses
Mean
Standard
Mean
Standard
Deviation
Deviation
BAYE
15,317.71
23,898.136
78,344.27
46,985.364
GFYE
27,733.88
21,906.543
66,261.98
40,625.170
RR
9,505.88
13,211.200
89,432.40
50,248.888
Source: Authors’ computation from simulated financial statement data in Appendix 1.
Table 1 shows that the calculated mean relieved losses of N27,733.88 under GFYE(Approach 2
placed the businesses at greater tax advantage than when either the BAYE or RR approaches are
adopted with mean relieved losses of N15,317.71 and N9,505.88 respectively. Similarly, Approach
2 (GFYE) yielded the least mean unrelieved losses among the three approaches. With mean value of
N66,261.98 obtained using GFYE as against N78,344.27 and N89,432.40respectively computed
under BAYE and RR, the GFYE provides greater tax benefits to individual taxpayers in trade,
business, profession or vocation in Nigeria.
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2. Analysis of Differences among the Mean Relieved Losses Computed Using the
three Interpretation Approaches.
The reported differences in mean relieved losses for the third tax-year under the three interpretation
approaches were equally analyzed and table 2 shows the results.
Table 2: Analysis of Variance on Computed Relieved Losses under three Interpretation Approaches
ANOVA
Relieved Loss
Sum of Squares
df
Mean Square
F
Sig.
Between
Groups
Within Groups

8323177366.222

2

4161588683.111
10.187

57601006672.417

141

.000

408517777.819

Total
65924184038.639
143
Source: Computed with data extracted from Appendices 2 - 5.
From table 2, the F-value of 10.187 with a P-value of .000 is indicated to be significant at the 0.05
level. This implies that the relieved losses computed using the three interpretation approaches
yielded materially different amounts in the third tax years of the businesses.
Based on the established significant difference among the three means, we further conducted Post
Hoc test for pairwise comparison of means of relieved losses using Bonferroni procedure and this is
shown in table 3.
Table 3: Multiple Comparisons of Approaches used in Computing Mean Relieved Losses.
Paired Group
Probability Bonferroni Value
Decision
(Approaches)
(P)
(BV)
BAYE & GFYE
.009
0.0167
P ˂ BV, Reject HO
BAYE & RR
.483
0.0167
P ˃ BV, Accept HO
GFYE & RR
.000
0.0167
P ˂ BV, Reject HO
Source: Computed with data extracted from Appendices 2 - 5.
Table 3 indicates that the P-value of .009 is less than the BV of 0.0167, hence there is significant
difference in means between the values of relieved losses obtained using BAYE and GFYE
approaches. Also, the paired comparison between GFYE and RR produced P-value that is less than
BV, confirming the existence of significant difference in means between the values of relieved losses
ascertained using GFYE and RR approaches. However, with a P-value of .483 obtained from the
comparison between BAYE and RR, the mean differences in relieved losses computed under the two
approaches are not significant at the 0.05 level, indicating that the two incorrect interpretations to the
third-year basis period (BAYE and RR) yielded results that are significantly different from the one
obtained using the correct interpretation (GFYE).
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3.

Analysis of Differences among the Mean Unrelieved Losses Computed Using the
three Interpretation Approaches.

The paper further investigated the observed differences in the mean unrelieved losses for the third
tax-year computed using the three interpretation approaches and the results are shown in Table 4.

Table 4: Analysis of Variance on Mean Unrelieved Losses under three Approaches
ANOVA
Unrelieved Loss
Sum of Squares
Between
Groups
Within Groups

12892743943.056

df

Mean Square

F

2 6446371971.528
3.030

300000041029.938

Sig.

.041

141 2127659865.461

Total
312892784972.993 143
Source: Computed with data extracted from Appendices 2 - 5.
The analysis produced an F-value of 3.030 with probability of .041, indicating a significant difference
among the mean unrelieved losses computed using the three interpretation approaches for the third
tax year.
Based on the established significant difference, Post Hoc tests were conducted using the Bonferroni
procedure for pairwise comparisons of the mean unrelieved losses and the results are summarized in
table 5.
Table 5: Multiple Comparisons of Approaches used in Computing Mean Unrelieved Losses.
Paired Group
Probability Bonferroni Value
Decision
(Approaches)
(P)
(BV)
BAYE &GFYE
.605
0.0167
P ˃ BV, Accept HO
BAYE & RR
.723
0.0167
P ˃ BV, Accept HO
GFYE& RR
.045
0.0167
P ˃ BV, Accept HO
Source: Computed with data extracted from Appendices 2 - 5.
From table 5, the comparisons between the three pairs of approaches indicate that their P-values are
greater than the Bonferroni value implying that the differences in their means are not significant at
the 0.05 level.
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4. Test of Hypotheses
The two hypotheses formulated for the study are hereby restated and tested.
H01:

There is no significant difference among mean relieved losses computed using the three
interpretation approaches for the third tax year of new businesses in Nigeria.

From table 2, the F-value of 10.187 with a P-value of .000 is indicated to be significant at the 0.05
level. This shows that relieved losses computed in the third-year using the three interpretation
approaches differed significantly among each other. The study therefore rejects the null hypothesis
and concludes that there is significant difference among mean relieved losses computed using the
three interpretation approaches for the third tax year of new businesses in Nigeria.
H02:

There is no significant difference among mean unrelieved losses computed using the three
interpretation approaches for the third tax year of new businesses in Nigeria.

The results in Table 4 shows an F-value of 3.030 with probability of .041. Based on this result, we
reject the null hypothesis and conclude that there is significant difference among mean unrelieved
losses computed using the three interpretation approaches for the third tax year of new businesses
in Nigeria.

5.

Discussion of Findings

The provisions of PITA 2011 for determining the third year basis period for new individual
businesses in S.24(c) with reference to S.23(1) of the Act is clear and unambiguous. The practice of
linking any specific reference to S.23(2) as including S.23(1) of the Act is an illegal extension of the
law and this has created multiple interpretations of the third year basis period for new businesses in
practice. However, the reference by S.36(4) to S.23(2) is inconsistent with related provisions in
income tax laws for ascertaining the basis periods to be used in computing assessable income and
capital allowances under both PITA and CITA, all of which are based on PYB of government fiscal
year provided under S.23(1) and S.29(1) of PITA and CITA respectively.
Evidence from reviewed works indicate that the application of PYB of BAYE ending someday other
than 31st day of December for the third tax-year is not generally feasible, realizable and sustainable
and sometimes leads to basis periods that are less than 12 months. Evidence in prior studies further
show that the application of Repetition Rule (Approach 3) as the third year basis period as a remedy
to the problem created by adopting Approach 1(BAYE) is not the standard of the Act, and to justify
its use as a general practice obviously runs counter to the true intentions of the legislature. These
avoidable problems cannot even be remedied by any future amendment to S.24(c)to include a
reference to S.23(2) as basis period for the third tax-year. Therefore, to continue the application of
Approach 1 (BAYE) in practice amounts to perpetuating avoidable problem.
Results from the present study has shown that computed mean values for relieved and unrelieved
losses in the third tax year of new businesses differed significantly among the three interpretation
approaches adopted, with Approach 2 (GFYE) consistently yielding greatest tax advantage to
individual tax payers in Nigeria. The results of the descriptive statistics in table 1 and the Post Hoc
tests for pairwise comparisons of the three approaches in table 3 indicate that the two incorrect
interpretations to the third-year basis period (BAYE and RR) yielded results that are significantly
different (lower amount of relieved losses) from the one obtained using the correct interpretation
(GFYE) which had the highest relieved loss claims. Also, the results in tables 2 and 4 have validated
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findings in the earlier work by Ihendinihu, et. al., 2018 and Alpheaus, et. al. 2018) and strengthened
the call for a uniform adoption of the correct interpretation (GFYE) a compelling necessity for
taxpayers, consultants, tax authorities, authors, professional accountancy bodies, and the
government. This proposition has become urgent since different interpretations and applications of
the provisions for the third-year basis period in the Nigerian tax system alters the equity and certainty
principles in tax administration with serious implications for tax burden, tax loyalty/compliance, and
government collectible tax revenue.

Summary of Findings
The results from this study are summarized as follows:
1.

2.

3.

4.

5.

The provisions of S.36(4) of PITA, which referred to S.23(2) of PITA as the basis period
for relieving losses in the third tax year of new businesses, do not synchronize with other
provisions for the third year basis period under the Act and lead to absurdity in the length
of basis periods in certain circumstances.
The GFYE yielded the highest tax advantage to individual taxpayers in terms of enhanced
loss relief claims and reduced amounts of unrelieved losses to be carried forward against
future profits.
Possible amendments to S.24(c) of PITA to include a reference to S.23(2) of PITA cannot
remedy the absurdity and irreconcilable circumstances where basis periods are less than
12 months in the third tax-year of new businesses.
The use of different interpretations to the provisions for the third-year basis period leads
to significant disparity in claims for loss reliefs and increases the risk of losing unrelieved
losses by new businesses in Nigeria.
Multiple interpretations of the provisions for determining the basis period for the third
year in PITA have implications on tax compliance by individual tax payers and on
collectible tax revenue to government.

Conclusion and Recommendations:
Multiple interpretation of the provisions to the third-year basis period for new businesses in Nigeria
contravenes the principles of certainty, equity, and equality for which a good tax system is known,
and this could have negative effect on tax compliance for new businesses and government collectible
tax revenue. The paper therefore affirms that the preceding fiscal year of government covering
January 1 to December 31 is the envisaged aim of PITA in S.36(4), and conclusion provides the right
basis period for computing assessable profits/(losses), and for relieving losses in the third tax year
for individuals in new trade, business, profession or vocation under the Act.
Based on the above findings and conclusions, the paper recommends that:
1. S.36(4) of PITA, relating to basis periods for relieving losses, should be reviewed to align the
meaning of basis period used therein with the definition of basis period for determining
assessable income and capital allowances in other parts, sections, and schedules of PITA.
2. The preceding year of Government fiscal year (ie period of 12 months ending on 31st
December in the preceding year) should be uniformly applied {as a consensus interpretation}
in ascertaining the 3rd year basis period of new businesses in Nigeria for computing assessable
income, capital allowances and loss reliefs so as to neutralized existing uneven effects of
multiple interpretations.
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3. The application of more than one interpretation of the provisions for determining the third
year basis period under PITA should be avoided to ensure certainty and equity in Nigerian
tax system.
4. All levels of Government, the Joint Tax Board, the Chartered Institute of Taxation of Nigeria,
and other professional accountancy bodies in Nigeria should stimulate regular dialogues
based on sponsored research works in critical areas of taxation – To identify imbalances in
tax statutes for greater efficiency in fiscal administration in Nigeria.
5. Review of existing text books and study manuals on Nigerian Taxation has become
imperative so as to reflect these interpretations, and thus avoid perpetuating the wrong
applications.

References
Aguolu, O. (2009). Taxation and tax management in Nigeria. 4th ed., Enugu: Institute for
Development Studies, University of Nigeria.
Alpheaus, O.E., Nwaiwu, J.N., Nmesirionye, J.A., Ibanichuka, E.A.L., & Ihendinihu, J.U. (2018).
Analysis of different interpretations of the third-year basis period: Implications on capital
allowance by new companies in Nigeria. Proceedings of the National Conference on
Institutional Restructuring and Reforms for National Development by Faculty of
Management Sciences, University of Port Harcourt, Rivers State. August, 28-29, pp 515 532.
Ariwodola, J.A. (2000). Companies taxation in Nigeria including petroleum profits tax, 3rd ed.
Lagos: JAA Nigeria Limited. Canadian Tax Journal, (43)5.
Brannon, V. C. (2018). Statutory Interpretation: Theories, Tools, and Trends. Congressional
Research Service, CRS Report, April.
Companies Income Tax Act, (CITA), (2007). Cap. C21. The FIRS Compendium of Tax and Related
Laws in Nigeria. FIRS/DRG/OEC/OM/0077/12, 2012 Abuja.
Fagbemigun, K. T. (2017). Basis period for assessable profit.
http://thenationonlineng.net/basis -period-for-assessable-profits/.

Retrieved

from

FIRS, (2012). Compendium of tax and related laws. Abuja: Federal Inland Revenue Service.
Ekanem, A. (2016). Illuminations on the attitude of the Court in the interpretation of tax legislations
in Nigeria – FBIR v. IDA Ltd in View. http://ssrn.com/abstract=2873618 or
http://dx.doi.org/10.2139/ssrn.2873618
Ezejelue, A. C. & Ihendinihu, J. U. (2006). Personal income taxation in Nigeria. Okigwe: Llins
Consult Nig.
The Institute of Chartered Accountants of Nigeria - ICAN, (2009). Study pack: professional
examination II, paper 15 - advanced taxation. Lagos: VI Publishers.
The Institute of Chartered Accountants of Nigeria - ICAN (2012). Tax aide momoir, 5th edition,
Lagos: Research and technical Directorate, the Institute of Chartered Accountants of Nigeria.

306

Proceedings of the 8th International Conference of Accounting and Finance
Research Association (AFRA), held 4th – 6th November, 2018
Ihendinihu, J. U., Alpheaus, O. E., & Onyekachi, S. N. (2018). Effects of multiple interpretation of
commencement provisions in the Nigerian income tax laws on assessable profits of
taxpayers. Proceedings of the4th International Academic Conference on Accounting
and Finance by the Institute of Chartered Accountants of Nigeria, held at Covenant
University, Ota in Ogun State, April 18 – 20th, 2018.Lee, N. (1999). A purposive approach to

the interpretation of tax statutes. State Law Review, 20(2): 124-143.
Napierala, M. A. (2012). What is the Bonferroni Correction? American Academy of Orthopedic
Surgeons (AAOS) Global Research and Reviews, April.
Nwezeaku, N. C. (2005). Taxation in Nigeria: principles & practice. Owerri: Springfield publishers.
Ojo, S. (2009).Fundamental principles of Nigerian tax. Lagos: Sagribra tax publications.
Okezie, S.A. (2003). Personal income tax in Nigeria (principles and practice).Aba: ASO
publications.
Onochie, V. O. (2002). The commencement provisions in the Nigerian income tax laws: issues
relating to third years. The Nigerian Accountant, October/December.
Personal Income Tax (Amendment) Act, (PITA), (2011). Cap. P8. The FIRS Compendium of Tax
and Related Laws in Nigeria. FIRS/DRG/OEC/OM/0077/12, 2012 Abuja.
Simeon, E. J. (2009). Tax Laws and Taxation of Companies in Nigeria. Calabar: University of
Calabar Press.
Tabansi-Ochiogy, A. C. (2001). Nigerian taxation for students with worked examples. Enugu: A. C.
Ochiogu Publishers Ltd.

307

Proceedings of the 8th International Conference of Accounting and Finance
Research Association (AFRA), held 4th – 6th November, 2018
APPENDIX 1:
SIMULATED RAW DATA FOR COMPUTING 3RD YEAR RELIEVED AND UNRELIEVED
LOSSES

Group Date Started
1
01-07-00

Year-end
30-Sep

AP1

AP2

AP3

AP4

AP5

AP6

AP7

AP8

AP9

AP10

AP11

AP12

Period to 30/9/01 -14,400 -42,400 -96,000 -78,600 -80,500 -149,500 -140,400 -180,000 -72,000 -70,000 -87,800 -120,500
YE 31/9/02

2

01-04-08

9,200 28,800 55,000 40,500 28,400 72,600 48,500 96,000 28,000 30,000 23,200 40,200

30-Sep
Period to 30/9/08 -220,000 -253,000 -98,000 -135,000 -41,000 -46,500 -39,600 -125,000 -35,000 -155,000 -44,600 -79,800

3

01-05-12

YE 30/9/09

65,000 46,000 50,000 60,000 18,000

7,700

6,500 17,000

4,000 43,500 19,200 23,400

YE 30/9/10

80,000 53,000 30,500 75,000 10,000 12,000 15,000 25,000 14,500 45,000 20,000 34,000

30-Apr
Period to 30/4/13 -32,000 -109,000 -19,000 -172,600 -145,500 -93,500 -85,600 -49,000 -138,000 -49,200 -138,300 -142,600
YE 30/4/14

4

01-06-13

72,000 28,000 12,500 89,000 56,000 25,000 35,000 24,000 46,000 33,000 49,600 63,400

31-Oct
Period to 31/10/13 -64,600 -75,300 -177,500 -244,000 -149,500 -75,200 -139,100 -246,500 -77,850 -138,500 -85,000 -98,500
YE 31/10/14
YE 31/10/15

7,500 22,600 60,000 81,500 63,200 22,000 52,600 90,600

8,500 49,600 26,500 38,000

10,600 25,000 66,000 90,000 75,000 40,000 58,000 88,000 20,000 50,000 38,000 45,000

APi = Assessable Profits /(Losses) for ith business entity; with I = 1, 2, 3, . . ., 12
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APPENDIX 2:
COMPUTED RELIEVED AND UNRELIEVED LOSSES FOR GROUP 1
(Started trade on 01/7/00 with YE September 30th
AP
AP1
AP2
AP3
AP4
AP5
AP6
AP7
AP8
AP9
AP10
AP11
AP12

BIZ ACCOUNTING YE
RELIEVED UNRELIEVED
c/f
0
14,400
0
42,400
0
96,000
0
78,000
0
80,000
0
149,500
0
140,000
0
180,000
0
72,000
0
70,000
0
87,000
0
120,500

GOVERNMENT YE
REPETITION RULE
RELIEVED UNRELIEVED RELIEVED UNRELIEVED
c/f
c/f
2,300
12,100
0
11,520
7,200
35,200
0
33,920
13,750
82,250
0
76,800
10,125
68,475
0
62,880
7,100
73,400
0
64,400
18,150
131,350
0
119,600
12,125
128,275
0
112,320
24,000
156,000
0
144,000
7,000
65,000
0
57,600
7,500
62,500
0
56,000
5,800
82,000
0
70,240
10,050
110,450
0
96,400

APPENDIX 3:
COMPUTED RELIEVED AND UNRELIEVED LOSSES FOR GROUP 2
(Started trade on 01/04/08 with YE September 30th
AP
AP1
AP2
AP3
AP4
AP5
AP6
AP7
AP8
AP9
AP10
AP11
AP12

BIZ ACCOUNTING YE
RELIEVED UNRELIEVED
c/f
65,000
117,083
23,000
207,000
25,000
48,000
30,000
75,000
9,000
23,000
3,850
38,800
3,250
33,100
8,500
108,000
2,000
31,000
21,750
111,500
9,600
15,800
11,700

56,400

GOVERNMENT YE
REPETITION RULE
RELIEVED
UNRELIEVED RELIEVED UNRELIEVED
c/f
c/f
68,750
113,333
32,500
182,083
36,250
193,750
11,500
241,500
32,625
40,375
12,500
73,000
48,750
56,250
15,000
105,000
11,500
20,500
4,500
32,000
6,850
35,800
1,925
42,650
7,000
29,350
1,625
36,350
14,750
101,750
4,250
116,500
5,625
27,375
1,000
33,000
33,000
100,250
10,875
133,250
14,600
20,400
4,800
35,000
20,200
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APPENDIX 4:
COMPUTED RELIEVED AND UNRELIEVED LOSSES FOR GROUP 3
(Started trade on 01/05/12 with YE April 30th
AP
AP1
AP2
AP3
AP4
AP5
AP6
AP7
AP8
AP9
AP10
AP11
AP12

BIZ ACCOUNTING YE
RELIEVED UNRELIEVED
c/f
0
26,000
0
97,667
0
17,958
0
0
0
0
0
0
0
0
0

164,583
140,333
90,917
82,083
38,000
134,167
46,450
134,167
136,717

GOVERNMENT YE
REPETITION RULE
RELIEVED
UNRELIEVED RELIEVED UNRELIEVED
c/f
c/f
26,000
0
6,000
26,000
18,667
90,333
2,333
97,667
9,375
8,583
1,042
17,958
66,750
42,000
18,750
26,250
18,000
34,500
24,750
37,200
47,550

97,833
98,333
72,167
55,833
20,000
99,967
21,700
96,967
89,167

7,417
4,667
2,083
2,917
2,000
3,833
2,750
4,133
5,283

164,583
140,333
90,917
82,083
38,000
134,167
46,450
134,167
136,717

APPENDIX 5:
COMPUTED RELIEVED AND UNRELIEVED LOSSES FOR GROUP 4
(Started trade on 01/06/13 with YE October 31st
AP
AP1
AP2
AP3
AP4
AP5
AP6
AP7
AP8
AP9
AP10
AP11
AP12

BIZ ACCOUNTING YE
RELIEVED UNRELIEVED
c/f
7,500
51,475
22,600
35,750
60,000
72,500
81,500
101,375
63,200
38,900
22,000
36,700
52,600
47,050
90,600
87,950
8,500
,975
49,600
51,700
26,500
38,625
38,000
32,000

GOVERNMENT YE
REPETITION RULE
RELIEVED
UNRELIEVED RELIEVED UNRELIEVED
c/f
c/f
8,017
43,458
4,375
58,975
23,000
35,350
13,833
58,350
61,000
71,500
35,000
132,500
82,917
99,950
47,542
182,875
65,167
36,933
36,867
102,100
25,000
33,700
12,833
58,700
53,500
46,150
30,683
99,650
90,167
88,383
52,850
178,550
10,416
61,059
4,958
71,475
49,667
51,634
28,933
101,300
28,416
36,709
15,458
65,125
39,167
30,833
22,167
70,000
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Abstract
This study focused on the effect of tax incentives on foreign direct investment in the petroleum
industry in Nigeria. In the petroleum industry the issue of tax incentive has not really received a
positive attention because the people think that the sector is rich enough to pay all taxes. Though
there is little level of tax incentives in the oil sector, but this cannot be compared to what we have in
the private sector. The ability to sustain itself and to expand petroleum industries are faced with the
problem of high tax rates, multiple taxation, complex tax regulations and lack of proper
enlightenment or education about tax related issues. These have led to an increase in record of dearth
of petroleum industries in Nigeria. An ex-post-facto research design was adopted. Secondary data
were collected and analyzed using regression analysis with the aid of STATA 13. The findings
revealed that tax incentives proxy by investment tax allowance, non productive rent, capital
allowance has a significant effect on foreign direct investment. Based on the findings it is concluded
that firms’ enjoying tax incentives will generate more employment opportunities than firms in highly
taxed regions. Conducive investment climate is a strong requirement for the flow of sustainable
physical investment in an economy. Tax incentives positively influences the living standards and per
capital income, and expand variety of goods available to consumers. The study recommends that tax
policies should be amended to eliminate double taxation. Also it is recommended that tax incentives
should be effectively implemented and efforts should be made by relevant tax authority to ensure that
firms benefit from these incentives. Finally, investment climate in the country should be made
conducive through effective policy formulation, implementation and the provision of adequate
functional physical infrastructure.
Keywords: Capital Allowance, Foreign Direct Investment, Investment Tax Allowance,
NonProductive Rent, Tax incentives
1.0 INTRODUCION
1.1

Background to the Study

As part of the effort to provide an environment that is conducive for the growth and development of
industries, inflow of foreign direct investment, shield existing investment from unfair competition
and stimulate the expansion of domestic production capacity, the federal government has developed
package of incentives for various sectors is encouraging tax incentives in the petroleum industry for
overall development in Nigeria.
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Tax studies have become increasingly sophisticated especially during the past decade and have
yielded conflicting results as regards the tax matter. Some studies focus on the cost and benefit of tax
incentives while a few look at whether public funds could have been better spent or if tax incentives
were economically justified. Tax studies offer little guidance to policy makers who are concerned
about tax rates and the effectiveness of employing tax incentives as an economic and developmental
tool (Aroh & Nwadioalor, 2009).
Tax incentive itself, is the use of government spending and tax policies to influence the level of
national income. This measure encourages the springing up and gradual growth of new enterprises
by the reduction of profit tax, which in turn encourages production, influences the production level
and curbs unemployment. So, the government should provide such tax incentives in order to boost
development which will bring about an increase in employment opportunities and also cause an
improvement in the economy (Okafor, 2009).
Amadiegwu (2008), a tax expert wrote that the objective of tax incentive is that by borrowing rather
than taxing, the government has a better chance of expanding investment spending which is essential
in enlarging production possibilities and attaining a sustainable improvement in the standard of living
of the people.
Dotun and Sanni (2009), stated that tax incentives can be targeted on the low income earners, local
and developing industries, farmers, which will increase their savings and is necessary for higher
investment. Tax incentives create employment opportunities for the people, helps to fight economic
depression and inflation thereby increasing the equitable distribution of income and wealth.
Petroleum represents a very important mineral in Nigeria economy. The economic well-being of the
citizenry is now completely dependent on petroleum. This means that petroleum touches every facet
of human life in Nigeria. Petroleum resources have become more important than any other means of
generating income to the government in Nigeria.
1.2 Statement of the Problem
The Nigeria Government has over the years adopted one form of incentives or the other for companies
operating in the country. This is aimed at encouraging business growth and development in the
private sector organization. In the petroleum industry the issue of tax incentive has not really received
a positive attention because the people think that the sector is rich enough to pay all taxes.
Though there is little level of tax incentives in the oil sector, but this cannot be compared to what we
have in the private sector. The problems faced are in the area of negative relationship between taxes
and the petroleum industry. The ability to sustain itself and to expand petroleum industries are faced
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with the problem of high tax rates, multiple taxation, complex tax regulations and lack of proper
enlightenment or education about tax related issues. Not minding other challenges that other
industries are facing in developing countries like Nigeria; inadequate capital, poor technical and
managerial skills, environmental effects and government regulations are the most affecting the
operation of the industries in Nigeria. These have led to an increase in record of dearthof
petroleum industries in Nigeria.

1.3 Objectives of the Study
The broad objective of the study is to examine the effect of tax incentives on foreign direct investment
in the petroleum industry in Nigeria.
The specific objectives of the study include:
1) To examine the effect of investment tax allowance on foreign direct investment.
2) To examine the effect of non-productive rent on foreign direct investment.
3) To ascertain the effect of capital allowance on foreign direct investment.
1.4 Research Hypotheses
For the purpose of the study, the following null research hypotheses were tested:
1) Investment tax allowance has no significant effect on foreign direct investment.
2) Non-productive rent has no significant effect on foreign direct investment.
3) Capital allowance has no significant effect on foreign direct investment.

2.0 REVIEW OF RELATED LITERATURE
2.1

Conceptual Framework

2.1.1 Concept of tax incentives
Wilson (2010) had a general definition of tax incentives which is an eye opener to this research work.
He defined tax incentives as a deliberate reduction in the liability granted by government in order to
encourage particular economic unit (e.g. corporate bodies) to act in some desirable way (e.g. invest
more, consume more, import less, Pollute less etc). The reduction in liability is all about a reduction
in tax rate, reduction in tax base, outright tax exemption, tax deferment, and so on (Oko, 2014).
Also in the view of Ihe (2012), tax incentive is an economic arrangement and strategy where the
government asked some companies or individuals to pay less or no tax for certain economic reasons
that will encourage development. Tax incentive is needed in the oil and gas sector because; the sector
is currently the main stay of the country’s economy (Anyanwu, 2015).
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2.1.2

Incentives put in place

According to Akintola (2014), the oil and gas sector is currently the main stay of the nations. It
contributes about 90.4% of the country’s export trade and 80% of its gross revenue receipt. The
applicable incentive frame work in the Nigerian oil and gas sector depends on the segment of the
industry in which companies choose to play.
In the view of Akintola (2014), where the company is engaged in exploration and production
operations, the fiscal incentives become a relevant consideration.
Preferential tax Regime:
a.

Where the company is within its first five years of production operation and has not fully
amortized its pre-production capital expenditure, the applicable petroleum profit tax (PPT)
rate is 66.75% of the chargeable profit.

b.

where the company has exceeded five years in production operation the applicable PPT rate
is 85% of the chargeable profit

c.

Where the company operates under a production sharing contract, the applicable PPT rate is
50% of the chargeable profit. The PSCs signed in 1993 enjoy investment tax credit while
those executed from 1998 and above are only entitled to investment tax allowance.

2.1.3

Reduced Petroleum Profit Tax for Marginal Field Operators

Marginal field operators are to enjoy a 55% petroleum profit tax (PPT) rate on chargeable profit. The
law enabling the application of the rate is however yet to be promulgated. The uncertainty at the
applicable tax regime to the marginal field operator has some where necessitated the grant of pioneer
status to some of the successful indigenous concession holders that participated in the first licensing
round and who are producing. This could presumably be to provide some fiscal relief in the first 5
years of production.

2.1.4

Reduced royalty rate

Depending on the type of contract arrangement and water level of the acreage, the royalty rate for
crude oil production ranges from 0% to 20%. However, companies willing to produce crude oil and
gas from fields with a water depth of more than 1,000 meters are exempted from paying any royalty
since the rate at that is zero. There is also a reduced rate for marginal field operations. There are also
incentives such as for utilization of associated and non – associated gas; cost of drilling the first two
appraisal wells, which exploration and production companies are allow to expense at once rather than
gradual amortization, dividend distributed from petroleum profit are tax free.
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2.1.5

Gas Utilization Incentive

Companies engaged in gas utilization activities can enjoy the following incentives:
a.

Income tax incentives: tax holiday of up to 5 years or as an alternative, additional investment
allowance of 35%. This is in addition to other available incentives for utilization of gas such
as accelerated capital allowances and investment allowances.

b.

Exemption from vat on pant, machinery and equipment purchased for utilization of gas in the
down-stream petroleum operations.

c.

Exemption from custom duties on machinery and equipment or spare parts imported in the
exploration, processing or power generation through utilization of Nigeria gas.

The pioneer status is more of less the omnibus and fall back incentive regime which the federal
government invokes whenever it seeks to improve the scale of development, exploration or
productivity of a particular sector (Akintola, 2014).

2.1.6

Need for tax incentives

According to Uboh (2014), the contribution of this sub sector to the gross domestic products of
Nigeria cannot be over emphasized. This is perhaps a major reason for the clamour for incentives for
the sub sector. Some of the oil industries contribute to the economy of Nigeria includes:
a) Provision of employment
b) Power generation(electricity)
c) Domestic cooking
d) Running vehicles and plants
e) Construction of roads
f) Synthetic rubber.

Uche (2010) affirmed that petroleum industry is the leading industries in Nigeria economy,
accounting for about 90% of the nations total earning and about 75% of total government revenue.
This was not the case before 1958 when Nigeria joined the league of oil producing nations.
In the view of Uche (2010), the oil producing companies had the burden of paying petroleum profit
tax at 85% and high royalty.
The companies complained that the tax and royalties being paid eroded their merging of the profit.
Consequently, the companies were not motivated to invest in the sub-sector again. Thus, this led to
reduction in investment and resulted into decline in the oil reserve.
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Government in recognition or the complaint came up with a package of incentives different from
those in the existing petroleum profit tax Act to motivate the oil companies between 1986 and
1990.the package of the incentives was referred to as: Memorandum of Understanding (MOU). This
was the genesis of the incentives that was to motivate investment in the sub se4ctor in Nigeria, with
the recognition of the inadequacy of the incentives in the petroleum profit tax. Government continues
on regular basis to announce additional incentives in the annual budget speech and in special
government releases (Uche, 2010).

2.1.7 Investment opportunities in the oil and gas sector
According to Galleria media limited (2006) foreign and domestic investors are being encouraged
through improved fiscal incentives in Nigeria oil and gas sector. In the upstream and downstream
sector, the following are some of the areas where there are pressing needs for investors.
Upstream investments:
1. Petroleum exploration and exploitation well service and transportation support service
(Galleria media Limited, 2006).
2. Search for development of local substitutes for such items as medium pressure value pumps,
shallow drilling equipment, drilling muds, bit fitting, drilling cement etc.
3. Manufacturing of consumable material in exploration such as explosives detonators, steel
casting, magnetic tapes etc.
4. Other areas in the service sector that need investments are;
a) Construction and installation
b) Maintenance
c) Pipeline
d) Well service and transportation support service (Galleria media limited, 2006)

Downstream stream activities
1.

Domestic production and marketing of liquefied petroleum Gas (LPG)

2.

Manufacturing of LPG cylinders, valves, installation of filling Plant retail distribution
and development of simple flexible and much less expensive gas burner to encourage
the use of gas instead of wood and other fuels.

3.

Establishment f processing plants and industries for: the production of refined mineral
oil, petroleum jelly and greases. The manufacture of bituminous based water/ damp
proof building materials such as roofing sheets, floor tiles, rubber product etc.
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4.

Establishment of chemical industries such as distillation units for the production of
naphtha and other boiling solvent used in plants and other food processing industries.

5.

Establishment of industries for processing liner alkyl benzene, carbon black
polypropylene.

6.

Establishment of phase II of Nigerian petro chemical program

7.

Participation in all phases of the Nigerian gas industry development programmed farm
exploration.

8.

Establishment of small scale industries to produce chemical and solvent for e.g
chlorinated methane, formaldehyde, acetylene etc from natural gas.

9.

Reforming: One condition for the purchasing of Nigeria crude oil is the ownership of
and efficient refinery. The shelter which the domestic petroleum market enjoy almost
completely viability of privately financed refinery for locally commend petroleum.

While indeed, these opportunities remain viable far more challenging opportunities may be explored
in the areas of product transportation road and costal tankers (Galleria media limited, 2016).
2.1.8

Tax incentives available to oil and gas sector in Nigeria

According to Philip (2011), the following tax incentives have been approved by the government in
the gas production phase:
i.)

Applicable tax rate

ii.)

under petroleum profit tax (PPT) act to be the same as company tax which is currently at
30%

iii.)

Capital allowance at the rate of 20% per annum in the first four years 19% in the 5th year
and remaining 1% in the books;

iv.)

investment tax credit at the rate of 5%

v.)

Royalty at the rate of 7% on the shore and 5% off the shore.

vi.)

Capital allowance as in production phase;

vii.)

Tax rate as in production phase;

viii.)

Tax holiday under pioneer status.

Liquefied natural gas (LNG) project:
i.)

Applicable tax rate under PPT is 45%

ii.)

Capital allowance is 33% per annum on straight line basis in the first 3 years and the
remaining 1% recorded in the books;

iii.)

Investment tax credit of 10%

iv.)

Royalty of 7%, 5% off shore tax deductible.
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Gas exploitation (upstream operation)
i.)

All investment necessary to separate oil from gas from the reserve into suitable products
is considered part of the oil field development;

ii.)

Capital investment facilities to deliver associates gas in useable form at utilization or
transfer points will be treated for fiscal purpose as part of the capital investment for oil
developments;

iii.)

Capital allowance, operating expenses and basis for assessment will be subjected to the
provision of the PPT at and the revised memorandum of understanding (MOU).

Gas utilization
According to Philip (2011), incentives for encouraging exploitation and utilization of associated gas
for commercial purposes include:
i.)

An initial tax fee period for three years renewable for an additional two years.

ii.)

15% investment capital allowance which shall not reduce the value of the asset.

iii.)

The initial tax holiday is to extent from three to five years.

iv.)

Gas is transferred at 0% PPT and 0% royalty;

v.)

Investment capital allowance is increased from 5% to 15%.

vi.)

Interest on loan for gas project is to be tax deductible provided the prior approval was
obtained from the federal ministry of finance before taking the loan;

vii.)

All dividends distributed during the tax holiday shall not be taxed.

According to Chukwu (2013), government has decide on additional incentives to support the gas
industry in the following areas:
i.)

Companies engage in gas utilization are to be subject to the provision of companies
income tax act;

ii.)

An initial tax for three years renewable for an additional two years.

iii.)

Accelerated capital allowance after tax holiday are available as follows:
a) Investment in plant and machinery 9% annual allowance with 1% retention.
b) Additional investment allowance of 15% which will not reduce the value of assets.

iv.)

The dividend distributed during that holiday to investors in respect of investment foreign
currency introduction of plants and machinery of not less than 30% of the equity of the
company, shall be tax free-fully appreciating that the use of associates gas prevent
environmental hazard of all population caused by gas flaring.
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Oil and gas free - zone
According to Chukwu (2013), incentives and fiscal measure approved by the government that favour
and encourage large investment in the region include:
i.)

No personal income tax

ii.)

100% repatriation of capital and project.

iii.)

No foreign exchange regulation.

iv.)

No pre-shipment inspection for goods imported into the free zone

v.)

Initial tax holiday[period has extended from 3 to 5 years and renewable for another 2
years

vi.)

Investment capital allowance has been increased from 5% to 15 %.All dividends
distributed during the tax holiday shall be tax free etc.

2.1.9 Incentives and Allowances Accruable to the IOCs
The Nigerian National Petroleum Corporation (NNPC) and the Ministry of Petroleum Resources are
aware of the heavy financial burden with which the IOC is saddled by way of high cost of investment,
tax regime and the volatile nature of the Niger Delta. In order to cushion the effect of these, certain
tax allowance and incentives are made. These incentives are in the nature of:
i.)

Allowable deductions

ii.)

Capital allowance

iii.)

Petroleum Investment Tax Allowance/Tax

iv.)

Credit Allowance

Allowance Deductions
It has been stated in the course of this paper that chargeable tax is the amount of tax paid after
deduction of allowable deductions made pursuant to the provisions of section 10 PPTA. Allowable
deductions are treated as charges against income and not as tax offsets and are wholly incurred in the
process of petroleum operations. Allowable deductions include the following:

a) Rent incurred by the IOC for the period in respect of land or buildings occupied under an oil
prospecting license or an oil mining lease for disturbance of surface tights or for any other
like disturbance.

b) All non-productive rents, the liability for which was incurred by the IOC during the period.
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c) All royalties, the liability for which was occurred by the company during that period in respect
of natural gas sold and actually delivered to the Nigerian National Petroleum Corporation, or
sold to any other buyer or customer or disposed of any other commercial manner.

d) All royalties, the liability for which was incurred by the company during that period in respect
of crude oil or of casing head petroleum spirit won in Nigeria.

e) All sums the liability for which was incurred by the IOC to the Federal Government of Nigeria
during that period by way of customs or excise duty or other like charge levied in respect of
machineries, equipment and goods used in the company’s petroleum operation.

f) Sums incurred by way of interest upon any money borrowed by such company, where the
board is satisfied that the interest was payable in capital employed in carrying on its petroleum
operations.

g) All sums incurred by way of interest of any inter-company loans obtained under terms
prevailing in the open market, that is in London inter-Bank Offer rate, by companies that
engage in crude oil production operations in Nigerian oil industry.

h) Any expenses incurred for repair of premises, plant, machinery, or fixtures employed for the
purpose of carrying on petroleum operations or for the renewal, repair or alteration of any
implement, utensil or articles so employed.

i) Debts directly incurred to the company (IOC) and proved to the satisfaction of the Board to
have become bad or doubtful in the accounting period for which the adjusted profits is being
ascertained, notwithstanding that such bad or doubtful debts were due and payable prior to
the commencement of that period provided that the deduction so made does not exceed the
portion of the debt proved to have been doubtful during such accounting period.

j) Any other expenditure, including tangible drilling cost directly incurred in connection with
the drilling and appraisal of a development well, but excluding an expenditure which is
qualifying expenditure for the purpose of the second schedule to the petroleum profit Tax
Act, and any expenses or deduction in respect of a liability incurred which is deductible under
any other provision of the Act.

k) Any contributions to a pension, provident or other society, scheme or fund which may be
approved, with or without retrospective effect by the Board subject to such general conditions
or particular conditions in the case of any such society, scheme of fund as the Board may
prescribe.
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l) All sums, the liability of which was incurred by the company during that period to the Federal
Government, or to any state or Local Government Council in Nigeria by way of duty customs
and excuse duties stamp duties, education tax, tax (other tan tax imposed by this act) or any
other rate, fee orother like charges .

Capital Allowances
This is another incentive/allowance granted by the IOC pursant to the second schedule of the
petroleum profits tax act 1990 and section 20 PPTA.

i)

The chargeable profit of any company for any accounting period shall be the amount of
assessable profit after deduction of any amount allowed under the PPTA as capital
allowance.

ii)

In calculating the deductible amount under this head, it shall be ensured that the amount
of tax chargeable on the company is not less than 15% of the tax which would be
chargeable on the company for the period of no deduction, where to be made under section
20 PPTA for the period. iii.The amount allowed as capital allowance deduction shall be
an aggregate amount computed under the second schedule of the PPT or a sum equal to
85% of the assessable profits of the accounting period less 170% of the total amount of
deduction allowed as petroleum investment allowance (whichever is the less).

The said capital allowance are granted for qualifying capital expenditure at a depreciating rate of
200% (1-4 years) 19% for 5th year and 1% of the asset value is retained in the account books until
it is disposed.
2.1.10 Investment Tax Allowance/Tax Credit
This is available where a crude oil producing company executes a production sharing contract with
the NNPC. It is claimed as a tax offset. Again, under section 22 of the PPTA 2004 and subject to the
provisions of the second Schedule to the PPTA, where a company has incurred any qualifying capital
expenditure wholly, exclusively and necessarily for the purpose of petroleum operations, carried out
by it, there shall be due to that company for the accounting period in which that asset was first used
or for the purpose of such operation an allowance of 5% for on-shore operations and 10% for
operations in territorial waters and continental shelf areas up to and including 100 metres of water
depth.
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2.2 Theoretical Framework
The economists have put forward many theories or principles of taxation at different times to guide
the state as to how justice or equity in taxation can be achieved. The main theories or principles that
anchored this study are:
2.2.1 Benefit theory:
According to this theory, the state should levy taxes on individuals according to the benefit conferred
on them. The more benefits a person derives from the activities of the state, the more he should pay
to the government. This principle has been subjected to severe criticism on the following grounds:
Firstly, if the state maintains a certain connection between the benefits conferred and the benefits
derived. It will be against the basic principle of the tax. A tax, as we know, is compulsory contribution
made to the public authority’s to meet the expenses of the government and the provisions of general
benefit. There is no direct quid pro quo in the case of a tax.
Secondly, most of the expenditure incurred by the slate is for the general benefit of its citizens, it is
not possible to estimate the benefit enjoyed by a particular individual every year.
Thirdly, if we apply this principle in practice, then the poor will have to pay the heaviest taxes,
because they benefit more from the services of the state. If we get more from the poor by way of
taxes, it is against the principle of justice?
2.2.2 Ability to pay theory
The most popular and commonly accepted principle of equity or justice in taxation is that citizens of
a country should pay taxes to the government in accordance with their ability to pay. It appears very
reasonable and just that taxes should be levied on the basis of the taxable capacity of an individual.
For instance, if the taxable capacity of a person A is greater than the person B, the former should be
asked to pay more taxes than the latter. It seems that if the taxes are levied on this principle as stated
above, then justice can be achieved. But our difficulties do not end here. The fact is that when we put
this theory in practice, our difficulties actually begin. The trouble arises with the definition of ability
to pay. The economists are not unanimous as to what should be the exact measure of a person's ability
or faculty to pay. The main view points advanced in this connection are as follows:
(a) Ownership of Property: Some economists areof the opinion that ownership of the property is a
very good basis of measuring one's ability to pay. This idea is out rightly rejected on the ground that
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if a persons earns a large income but doesnot spend on buying any property, he will then escape
taxation. On the other hand, another person earning income buys property, he will be subjected to
taxation. Is this not absurd and
Un-justifiable that a person, earning large income is exempted from taxes and another person with
small income is taxed?
(b) Tax on the Basis of Expenditure: It is also asserted by some economists that the ability or faculty
to pay tax should be judged by the expenditure which a person incurs. The greater the expenditure,
the higher should be the tax and vice versa. The viewpoint is unsound and unfair in every respect. A
person having a large family to support has to spend more than a person having a small family. If we
make expenditure as the test of one's ability to pay, the former person who is already burdened with
many dependents will have to' pay more taxes than the latter who has a small family. So this is
unjustifiable.
(c) Income as the Basics: Most of the economists are of the opinion that income should be the basis
of measuring a man's ability to pay.
It appears very just and fair that if the income of a person is greater than that of another, the former
should be asked to pay more towards the support of the government than the latter. That is why in
the modern tax system of the countries of the world, income has been accepted as the best test for
measuring the ability to pay of a person.
2.3 Empirical Framework
Wahab and Diji (2017) carried out a research on the Comparative Analysis of Nigeria Petroleum

Fiscal Systems Using Royalty and Tax Optimization Models to Drive Investments. In their research,
it was reviewed that The adoption of any petroleum arrangement - concessionary or contractual - is
a financial issue that is centered on how costs are recovered and profits divided, which is at the heart
of taxation and economic rent theories. Hence countries are expected to make the tax system
attractive for the IOCs in order to encourage inward investment. The effectiveness of any petroleum
arrangement depends largely on the attractiveness of its underlying tax regime which, in turn,
depends on the effectiveness of its design and implementation. The uncertainty created by the nonpassage of the proposed Petroleum Industry Bill (PIB) over the years has continued to impede
investments in the oil and gas sector in Nigeria. Oil producers Trade Section (OPTS) which is the
industry representative body for the oil and gas producing companies in Nigeria have expressed
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concern over the federal government’s intention to change the laws governing the oil and gas industry
including the fiscal terms. The aim of the study is to critically examine whether the Nigerian
petroleum tax system is appropriately designed and effectively implemented to achieve the benefits
the country desires from its petroleum taxation arrangements. The study reviews the current and post
PIB upstream fiscal regimes and undertook a comparative examination of Nigeria’s fiscal regime
against selected world fiscal arrangements. The study also determined how Nigeria’s fiscal regime
holds up against five key features of importance to government and prospective investors, which are
the degree of stability, flexibility, neutrality and how the regime distributes the burden of risk
between the resource owner and the oil companies. The study concluded from preliminary studies
that the Nigerian tax and royalty fiscal terms have a significant effect on the following profitability
index: Actual Value Profit, Discounted Cash flow rate, present value profit and maximum cash
impairment; this invariable affects the competitiveness of Nigeria for foreign direct investment.
Ordu (2016) carried out a research on the impact of Tax incentives on economic development in
Nigeria that is seen in terms of industrial growth in the nation with evidence from years 2004 to 2014.
The population of this study includes 51 respondents drawn from taxpayers, management and
members of staff of some selected manufacturing companies in the South-South geo-political zone
of Nigeria and Federal Inland Revenue Services. Using probability method, a sample size of 45
respondents were used whilst Thirty (30) companies were studied. The classes of personnel included
in the research were administrative managers, accounts managers, internal auditors, and marketing
and production staff. Survey method including the use of questionnaire and interview was adopted,
whilst correlation method of analysis was adopted. Twenty eight (28) correctly responded copies of
questionnaire out of 30 administered were obtained for the analysis, Spearman’s Rank Correlation
Coefficient (rho) statistical tool was used in testing the hypothesis using Statistical Package for Social
Sciences software (SPSS). The findings reveal that sufficient tax incentives enhances industrial
growth and economy whilst in conclusion, it was recommended among others that, government
should waive certain taxes on corporate bodies to help them develop and mature especially at their
early stage. Government should not focus on the revenue that may be lost at this point because in the
long-run the benefit surpasses what is lost at the initial time.

George and Bariyima (2015) carried out a research on Tax Incentives and Foreign Direct Investment
in Nigeria Given the significance of Foreign Direct Investment (FDI) to economic growth and the
use of tax incentives as a strategy among government of various countries to attract FDI, this study
examines the influence of tax incentives in the decision of an investor to locate FDI in Nigeria. Data
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were drawn from annual statistical bulletin of the Central Bank of Nigeria and the World Bank World
Development Indicators Database. The work employs a model of multiple regressions using static
Error Correction Modelling (ECM) to determine the time series properties of tax incentives captured
by annual tax revenue as a percentage of Gross Domestic Product (GDP) and FDI. The result showed
that FDI response to tax incentives is negatively significant, that is, increase in tax incentives does
not bring about a corresponding increase in FDI. Based on the findings, the paper recommends,
amongst others, that dependence on tax incentives should be reduced and more attention be put on
other incentives strategies such as stable economic reforms and stable political climate

Gumo (2013) carried out a research on the effect of tax incentives on foreign direct investments in
kenya. In his research, it was discovered that FDI creates employment and acts as a vehicle of
technology transfer, provides superior skills and management techniques, facilitates local firm’s
access to international markets and increases product diversity. Most countries strive to attract FDI
because of its acknowledged advantages as a tool of economic development. The study sought to
establish the effect of tax incentives on Foreign Direct Investments in Kenya. The study was
descriptive and adopted a descriptive research design which was used to give the researcher a
comprehensive picture of the variable relationship since the method is the only means of accurately
measuring and giving statistical inferences.
The data was collected from secondary data (tax incentives and Foreign Direct Investment) sources
collected from Kenya Revenue Authority (KRA), Treasury and Kenya National Bureau of Statistics
(KNBS). Descriptive statistics, correlation and multiple linear regression models were used in data
analysis.
The study established that Kenya has various tax incentives including capital investment allowances
offered to resident companies such as Industrial Building Allowance (IBA) granted on capital
expenditure incurred on the construction of an industrial building, investment deduction granted to
encourage development in manufacturing industries, farm works deduction granted at the rate of 50%
per annum for two years, Shipping Investment Deduction granted at the rate of 40% on capital
expenditure, and mining allowance which is granted to a person who incurs capital expenditure on
searching for, discovery, testing and winning access to minerals; expenses incurred in obtaining
acquisition rights over deposits; expenses related to purchase of machinery and buildings together
with the development, general administration and management prior to commencement of
production. This is granted at the rate of 40% in the first year and 10% from the second to the seventh
year. It was established that on investment incentives, investment deduction (p = .047) and mining
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operation deduction (p = .038) have positive effect on FDI, while industrial allowance (p = .054) has
a negative effect. On trade related incentives, export processing zones (p= .008) and tax remissions
export office (p = .009) had positive effect on FDI while manufacture under bond (p = .004), as an
incentive, had negative effect on FDI. The study concludes that tax incentive would have a positive
resultant effect on FDI and recommends that Government need to evaluate its tax incentives policy,
and weigh against the benefits that accrue with the intention of spurring investment including
introducing evidence based tax incentives that would minimize tax evasion.
Fernando (2009), conducted a study on the impact of tax incentive on the performance of oil sector
using primary data, data were estimated using regression analysis. The findings reviewed that the
there is a relationship between tax incentive and the performance of oil sector. It was recommended
that oil producing sectors should ensure that they take advantage of their tax incentives so as to
increase their performance.
Coleman (2008) conducted a research on the impact of tax incentives on industrial development. The
study was carried out using primary data and was also analyzed using regression analysis. The
findings revealed that there is a significant relationship between tax incentives and industrial
development corporate governance and corporate performance. It is recommended that tax incentives
should be granted to industries especially new industries for their development.
Yakassi (2001) conducted a study on the impact of tax incentives on the investment of upstream
petroleum sector. It was tested using primary and was analysed using regression analysis. It was
observed that there is a positive relationship between tax incentives and investment of upstream
petroleum sector.

3.0 METHODOLOGY
The study adopted an ex-post facto research design. The above research method is ideal for this
research work because this research work deals with time series data from 2008-2017. Secondary
source of data was collected the financial statement of the sampled petroleum companies and CBN
statistical bulletin.
Based on theories and models adopted by Samimi and Abdolahi (2011), Okoye and Gbegi (2013),
Izedonmi and Okunbor (2014), and Unegbu and Irefin (2010), this study then modified their model
specification as stated below:
FDI= f (ITA, NPR, CA)
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From the above functional relationship, the econometric model is specified as thus:
FDI = β0 +β1ITA+ β2 NPR + β3CA + Ui
Where:
FDI = Foreign Direct Investment
ITA = Investment Tax Allowance
NPR = Non-Productivity Rent
CA = Capital Allowance
β0 = Constant to be estimated
β1 - β3 = Coefficients to be estimated
Ui = Error term
4.0 Findings
Based on the analysis and the empirical results the study revealed that the estimated
coefficient of the regression parameter have a positive sign and thus conform to our a-priori
expectation. The implication of this sign is that the dependent variable foreign direct investment is
positively affected by tax incentives proxy by (investment tax allowance, non productive rent, capital
allowance). The study also revealed that there is a very high relationship between by tax incentives
proxy by (investment tax allowance, non productive rent, and capital allowance) and foreign direct
investment. Finally, the result revealed that tax incentives proxy by investment tax allowance, non
productive rent and capital allowance has a significant effect on foreign direct investment. These
findings are in line with the those of Wahab and Diji (2017); Ordu (2016); George and Bariyima
(2015), George and Bariyima (2015); Gumo (2013); Fernando (2009), ; Coleman (2008) and Yakassi
(2001)
5.0 Conclusion/Recommendations
5.1 Conclusion
Based on the above findings it is concluded that firms’ enjoying tax incentives will generate more
employment opportunities than firms in highly taxed regions. Conducive investment climate is a
strong requirement for the flow of sustainable physical investment in an economy. Tax incentives
positively influences the living standards and per capital income, and expand variety of goods
available to consumers.
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5.2

Recommendations
Based on the foregone findings and conclusion, the researcher wishes to make the following

policy recommendations:1)

Tax policies should be designed to eliminate double taxation.

2)

Tax incentives should be effectively implemented and efforts should be made by
relevant tax authorities to ensure that firms to benefit from these incentives are
adequately granted these incentives.

3)

Investment climate in the country and state should be made conducive through
effective policy formulation, implementation and the provision of equate functional
physical infrastructure.
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ABSTRACT
This study examines the impact of indirect tax revenue on economic growth in Nigeria. The study
uses value added tax revenue and custom and excise duty revenue as independent variables and
economic growth was proxy with real gross domestic product as the dependent variable. The study
employ secondary data collected from Central Bank of Nigeria statistical bulletin for the period
covering 1998 to 2017 for the empirical analysis using the convenient sampling techniques. The
research design is ex-post facto and data were analyzed using descriptive statistics, correlation, unit
root test, co-integration test and error correction model regression with the aid of STATA 13. The
result from the error correction model regression result revealed that value added tax (DVATt-1) had
a negative and significant impact on real gross domestic product (RGDP) at 1% level of significance.
In addition, past custom and excise duty (CEDt1) had a negative and weakly significant impact on
real gross domestic product (RGDP) at even more than 10% level of significance. The Error
Correction Model (ECM-1) coefficient had a correct negative and statistically significant sign. This
shows that short-run deviation can be quickly corrected. The Durbin-Watson positive value indicates
the absence of autocorrelation in the model. The study recommended that Caution and watch ‘is’
advised on any policy direction on the collection of taxes on imports and exports in order to avoid
using the policy as a counter-incentive to the economy. This can occur when a particular policy
direction is targeted at maximum collection of CED at the expense of the economy.
Keywords: VAT, CEXD, Economic Growth, Real Gross Domestic Product, Revenue
1.0 INTRODUCTION
1.1 Background to the study
Economic growth is the expansion of the supply side of the economy and of potential Gross Domestic
Product (GDP). This expansion could be an increase in the annual growth rate, a one-time increase
in the size of the economy that does not affect the future growth rate but puts the economy on a higher
growth path, or both. Our focus on the supply side of the economy in the long run is in contrast to
the short-term phenomenon, also called “economic growth,” by which a boost in aggregate demand,
in a slack economy, can raise GDP and help align actual GDP with potential GDP (William, 2016)
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Gross domestic product (GDP) is the most widely used measure of economic activity, but it is
criticized that GDP does not include some economic activities inside the production boundary
(Vanoli et al 2005). In present study we used GDP growth, consumption growth and investment
growth to measure economic activity. Taxes have different effects on various economic activities.
Taxes affect individuals’ decisions to save, the decision of firms to produce, invest, create jobs,
innovate investment in human capital and supply of labour. Taxation has both positive and negative
effects on GDP i.e. income taxes have strong negative effects on economic growth (Poulson &
Kaplan 2008); Customs and excise duties inversely affect economic growth (Ebiringa &
Yadirichukwu, 2012).
Taxes are the cost of living in a civilized society that people have to pay, vital for economic
development and planning (Saima, Tariq, Muhammad, Sofia, & Amir, 2014). Tax is also an enforced
levy imposed on commodities, firms, individuals, and communities by the government. But the
feature of compulsory levy is usually destabilized because people never like this public responsibility
(Ebiringa & Yadirichukwu, 2012).
Taxation has key role in developmental policies. It is further interlinked with other policy areas.
Taxation forms good governance to formalize the economy for spurring growth; provides funds for
the government to build the infrastructure; creates a healthy atmosphere to promote business and
international trade, shapes the way for government activities and also plays a crucial role in
mobilization of domestic resources. So, taxation has diverse effects on aggregate economic activity,
where economic activity means growth in consumption, investment, employment and finally growth
of GDP (Lescaroux & Mignon, 2008 cited in Saima et al., 2014).
Tax is a compulsory levy imposed on a subject or upon his property by the government to provide
security, social amenities and create conditions for the economic well-being of the society (Appah,
2004; Appah & Oyandonghan, 2011; Saima et al., 2014). Tax is a major source of government
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revenue all over the world. Government use tax proceeds to render their traditional functions, such
as the provision of public goods, maintenance of law and order, defence against external aggression,
regulation of trade and business to ensure social and economic maintenance (Azubike, 2009).
Musgrave and Musgrave (2004) also stated that the economic effects of tax include micro effects on
the distribution of income and efficiency of resource use as well as macro effect on the level of
capacity output, employment, prices, and growth. However, the use of tax as an instrument of fiscal
policy cannot be achieved because of dwindling level of revenue generated as a result of
ineffectiveness of government officials. Kiabeland & Nwokah (2009) argue that the increasing cost
of running government coupled with the dwindling revenue has left all tiers of government in Nigeria
with formulating strategies to improve the revenue base. Azubike (2009) noted that tax reform is an
ongoing process with tax policy makers and tax administrators continually adopting the tax systems
to reflect changing economic, social and political circumstances in the economy.
The core function of taxation as a revenue generating tool in developing countries has been studied
by eminent scholars ((Myles, 2000; Izedonmi & Okunbor, 2014; Saheed, Abarshi & Ejide, 2014).
Several taxes and levies are collected in Nigeria in order to boost the revenue available to the
government. These taxes have in one way or the other impacted the economy of the nation. Taxes
that have without much ado proved potent in driving the economy, find expression in Value Added
Tax (VAT), Petroleum Profit Tax (PPT) and Customs.
Value Added Tax is a consumption tax levied on the increase in value of goods and services in the
course of their production or supply. It is an indirect tax whose burden or incidence is borne by the
final consumer of such goods on which it is imposed. It is regulated by the Value Added Tax Act No
102 of 1993 and became effective on 1st January 1994. The aim of this tax was to increase the revenue
base of government and make funds available for developmental purposes (Oseni, 2008).
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Customs duty is a tax levied on imports (and sometimes on exports) by the customs authorities of a
country to raise revenue for the state and/or to protect domestic industries from more efficient or
predatory competitors from abroad. They are charged either as a percentage of the value of import or
a fixed amount on specific quantity (Fasoranti, 2013).
The political, economic and social development of any country depends on the amount of revenue
generated for the provision of infrastructure in that given country. However, one means of generating
the amount of revenue for providing the needed infrastructure is through a well structured tax system.
Tosun and Abizadeh (2005) say taxes are used as proxy for fiscal policy. They outlined five possible
mechanisms by which taxes can affect economic growth. First, taxes can inhibit investment rate
through such taxes as corporate and personal income, capital gain taxes. Second, taxes can slow down
growth in labour supply by disposing labour leisure choice in favour of leisure. Third, tax policy can
affect productivity growth through its discouraging effect on research and development expenditures.
Fourth, taxes can lead to a flow of resources to other sectors that may have lower productivity.
Finally, high taxes on labour supply can distort the efficient use of human capital high tax burdens
even though they have high social productivity. All these studies conclude that reducing the distorting
effects of the current tax structure would permanently increase growth.
Policy makers and researchers have long been interested in how potential changes to the personal
income tax system affect the size of the overall economy. In 2014, for example, Representative Dave
Camp (R-MI) proposed a sweeping reform to the income tax system that would reduce rates, greatly
pare back subsidies in the tax code, and maintain revenue levels and the distribution of tax burdens
across income classes (Committee on Ways and Means, 2014). “economic growth,” mean expansion
of the supply side of the economy and of potential Gross Domestic Product (GDP). This expansion
could be an increase in the annual growth rate, a one-time increase in the size of the economy that
does not affect the future growth rate but puts the economy on a higher growth path, or both. Our
333

Proceedings of the 8th International Conference of Accounting and Finance
Research Association (AFRA), held 4th – 6th November, 2018
focus on the supply side of the economy in the long run is in contrast to the short-term phenomenon,
also called “economic growth,” by which a boost in aggregate demand, in a slack economy, can raise
GDP and help align actual GDP with potential GDP. Tax may be defined (Bhatia, 2003) as a
compulsory contribution (levy) by an economic unit to a government without expectation of direct
and equivalent return (quid pro quo) from the government for the contribution made. Government
needs financial resources to act as a government and play a role that is expected from it by the public.
So what the government gives it must first take away. The economic resources available to society
are limited, and so an increase in government expenditure normally means a reduction in private
spending. In this regard James (2000) states that taxation is one method of transferring resources
from the private to the public sector. Generally, governments levy taxes for multiple of purposes, but
mainly to raise funds in order to cover public expenditures and on the other hand to properly allocate
resources.
1.2 Statement of the problem
Revenue mobilisation through taxes is very low in Nigeria indicating that many people are outside
the tax bracket, because of various forms of resistance, such as evasion, avoidance and other forms
of corrupt practices. These activities are considered as sabotaging the economy and are readily
presented as part of the reasons for present state of underdevelopment in Nigeria (Lyndon, et al.,
2016). This may affect the amount of revenue collectible by the government for the running of
administration. Furthermore, it is hoped that people were wrongly assessed and the assessment
sometimes result to regressive taxation (Afuberoh, 2014)
Previously in achieving sustainable development in the social and economic sectors of the economy,
government had considered the trade-off involved in attracting foreign direct investment (FDI) in
terms of giving incentive and the impact of these on the country’s sustainable development and tax
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is use as a fiscal instrument to encourage or discourage specific production or consumption
behaviours that affect the economic, environmental or social sustainability (Abiola & Asiweh, 2012)
Effective taxation reduces excessive reliance on aid and mineral rents and offers a path away from
unsustainable revenue streams for growth. This leads to flourished economic growth for investment
both foreign and local that boosts the revenue collection especially from direct taxes. It is within this
scenery that the current study is established. In the light of the above, this study therefore examines
the impact of indirect taxes on economic growth in Nigeria.
2.0 REVIEW OF RELATED LITERATURE
2.1 Conceptual framework
2.1.1 Tax reforms in Nigeria
The dependence on oil revenue by all tiers of government in Nigeria has made the federal government
to reform the existing tax laws. According to Alli (2009), the objectives of tax reforms in Nigeria
include: to bridge the gap between the National Development needs and the funding of the needs; to
ensure taxation, as a fiscal policy instrument, to achieving improved service delivery to the public;
to improve on the level of tax derivable from non-oil activities, vis-à-vis revenue from oil activities;
efforts at constantly reviewing the tax laws to reduce/ manage tax evasion and avoidance; and to
improve the tax administration to make it more responsive, reliable , skilful and taxpayers friendly
and to achieve other fiscal objectives. The Nigerian tax reform has experienced series of reforms
since 1904 to date. The effects of the various reforms in the country is as follows: introduction of
income tax in Nigeria between 1904 and 1926; grant of autonomy to the Nigerian Inland Revenue in
1945; the Raisman Fiscal Commission of 1957; formation of the Inland Revenue Board in 1958; the
promulgation of the Petroleum Profit Tax Ordinance No. 15 of 1959; the promulgation of Income
Tax Management Act 1961; establishment of the Lagos State Inland Revenue Department; the
promulgation of the Companies Income Tax Act (CITA) 1979; establishment of the Federal Board
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of Inland Revenue under CITA 1979; establishment of the Federal Inland Revenue Service Between
1991 and 1992; and tax policy and administration reforms amendment 2001 and 2004. The
government embarked upon the latest tax reform process by instituting Study Group on the Nigerian
Tax System, consisting of individuals from business, academia, and the government to study the
present tax laws and recommend the appropriate reform in general and their impact to the overall
economy.
As a result of the reform, nine (9) bills on tax reforms were approved by the Federal Executive
Council for the consideration of the National Assembly and subsequently passed as Act. The Acts,
are as enumerated as follows: Federal Inland Revenue Service Act 2004; Companies Income Tax Act
2004; Petroleum Profit Tax Act 2004; Personal Income Tax Act 2004; Value Added Tax Act 2004;
Education Tax Act 2004; Customs, Excise Tariffs, etc (Consolidation) Act 2004; National Sugar
Development Act 2004; and National Automotive Council Act 2004. The Chartered Institute of
Taxation of Nigeria (CITN), established in 1982 and Chartered by Act No. 76 of 1992 to regulate tax
practice and administration in the country, and to this extent a major stakeholder in the Nigerian tax
system submitted a memorandum on the proposed 2004 amendment. Their memorandum objectives
include: to strengthen the powers of the accountant General of the Federation to monitor the revenue
being generated by ministries, extra-ministerial departments and parastatals, to enforce remittance of
the revenues collected to the consolidated revenue fund or federation account; to strengthen the
oversight functions of the National Assembly in monitoring the revenue generated by ministries, and
others; to increase the penalty for under declaration of revenue generated from three to five years.
2.1.2 Economic growth:
According to Dwivedi (2004), economic growth is a sustained increase in per capita national output
or net national product over a long period of time. It implies that the rate on increase in total output
must be greater than the rate of population growth. Another quantification of economic growth is that
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national output should be composed of such goods and services which satisfy the maximum want of
the maximum number of people. Economic growth can be determined by four important determinants
namely, human resources, national resources, capital formation and technological development. The
theories of economic growth can be examined under the Harrod-Domar theory rowth, Kaldor model
of distribution, Pasinetti model of profit and growth, Joan Robinson’s model of capital accumulation,
Meade’s Neo Classical model of economic growth and the Slow model of long run growth. All this
models of economic growth the various views of scholars on the most suitable explanation of growth.
2.1.3 Value Added Tax and Economic Growth
Value added tax is a consumption tax levied at each stage of the consumption chain and borne by the
final consumer of the product or service. Each person is required to charge and collect VAT at a flat
rate of 5% on all invoiced amounts on all goods and services produced in Nigeria. VAT was
introduced by The Federal Government of Nigeria in January, 1993. It was believed by many
Nigerians that the tax was introduced as a means of avoiding taking loans from international agencies
and came into effect on January 1, 1994 to replace the Sales Tax (Ochei, 2010). Taxable persons are
obliged to register under VAT Act. The tax is at a single rate of 5 percent of taxable goods and
services. Supply of all goods and services except those specifically exempted are subject to VAT.
2.1.4 Custom and Excise Duties and Economic Growth
An indirect tax is a tax on expenditure or outlay and it is possible to shift the tax burden (partly or
wholly) to someone else (Anyanwu, 1997). Custom duty is an example of indirect tax and it consists
of both the export and import duties although the latter is usually emphasized in countries where
import predominates. Custom Duties constitute one of the oldest kinds of modern taxation in Nigeria
been introduced in 1860 as import duties. They are taxes on Nigeria’s imports charged either as a
percentage of the value of the imports or as a fixed amount contingent on quality.
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Export Duty is a tax on the goods exported to other countries, while import duty is a tax on the goods
coming into a country from other countries. Anyanwu (1997) argues that taxes are imposed to
regulate the production and consumption of certain goods and services, protection of infant
industries, control business and commerce, curb inflation, reduce income inequalities etc. However,
increased taxation on imported goods and services have affected the level of such goods and services
that industrialist within the country are encouraged to produce (Nnadozie, 2003). Due to high import
duty on dairy products, textiles, materials, food drinks etc our economic potential are encouraged
through industrial investment locally and the multiplier effect on employment and national growth.
Meanwhile, excise duties are an ad-valorem tax on the output of manufactured goods and are
administered by the country's custom services (Ekeocha, Ekeocha, Malaolu & Oduh, 2012).
2.2 Theoretical framework
2.2.1 Expediency theory: This theory asserts that every tax proposal must pass the test of
practicality. It must be the only consideration weighing with the authorities in choosing a tax
proposal. Economic and social objectives of the state as also the effects of a tax system should be
treated irrelevant (Bhartia, 2009).
2.2.2 Benefit received theory: This theory proceeds on the assumption that there is basically an
exchange relationship between tax-payers and the state. The state provides certain goods and services
to the members of the society and they contribute to the cost of these supplies in proportion to the
benefits received (Bhartia, 2009). Anyanfo (1996) argues that taxes should be allocated on the basis
of benefits received from government expenditure.
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2.3 Empirical Literature Review
Several empirical studies have been conducted on the impact of taxes on economic growth. The
empirical studies of Anyanwu (1997), Engen and Skinner (1996), andTosun and Abizadeh (2005)
provided different explanations of taxes on economic growth.
Arnold (2011) in their study found that short term recovery requires increase in demand while long
run growth requires increase in supply. As short term concessions can be hard to reverse, this implies
that policies to alleviate this crisis could compromise long run growth.
Ogbonna and Ebimobowe (2012) examine the impact of tax reforms on the economic growth of
Nigeria from 1994 to 2009. To achieve the objective of the study, relevant secondary data were
collected from the Central Bank of Nigeria (CBN) Statistical Bulletin, Federal Inland Revenue
Service (FIRS), Office of the Accountant General of the Federation, and other relevant government
agencies. The data collected were analysed using relevant descriptive statistics and econometric
models such as White test, Ramsey RESET test, Breusch Godfrey test, Jacque Berra test, Augmented
Dickey Fuller test, Johansen test, and Granger Causality test. The results from the various test shows
that tax reforms is positively and significantly related to economic growth and that tax reforms
granger cause economic growth. On the basis of the findings, the study concluded that tax reforms
improves the revenue generating machinery of government to undertake socially desirable
expenditure that will translate to economic growth in real output and per capita basis. However, it
was recommended that sustainable economic growth cannot be attained with tax reform processes
except obsolete tax laws and rates are reviewed in line with macroeconomic objectives, corrupt-free
and efficient tax administrative machinery with personnel’s and accountability and transparency of
government officials in the management of tax revenue.
Afuberoh, Dennis1 and Okoye Emmanuel (2014) examine the impact of Taxation on Revenue
Generation in Nigeria: A Study of Federal Capital Territory and Selected States The study was aimed
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at finding out the impact of taxation on revenue generation in Nigeria, with reference to FCT and
some selected states in the country. Attempt is also made in the study ( through the means of
secondary data) at highlighting the concept and nature of taxation, objectives of taxation, features in
Nigerian tax system, taxation as a tool for wealth creation and employment, classification of taxes,
Nigeria’s major taxes and other issues that relate to taxation. In achieving the objective of the study,
the researcher adopted also primary sources of data to present and analyze the information for the
study. The testing of the hypotheses of the study was done using regression analysis computed with
the aid of SPSS version 17.0. The research discovered among others that, taxation has a significant
contribution to revenue generation and taxation has a significant contribution on Gross Domestic
Product (GDP). The research recommends among others that Well Equipped Data Base (WEDB) on
all tax payers should be established by the Federal, State and Local Governments with the aim of
identifying all possible sources of income of tax payers for tax purpose, the tax collection processes
must be free from corruption. In addition, the Federal Government, States and Local Governments
should urgently fully modernize and automate all its tax system, improve tax payers’ convenience in
the assessment and payment process whilst at the same time entrenching effective and modern human
resources management practice in the tax authorities.
Saqib (2014) analyzes the effects of taxes on economic activity in Pakistan. Economic activity is
examined through real GDP, consumption and investment, and for each from the said proxies a
different econometric model is developed for analysis. Tax to GDP ratio for growth model, sales tax
for consumption model and income tax for investment model are used. Real GDP, total investment
and household consumption expenditures are used as dependent variables. Time series data from
1973 to 2010 are used for empirical analysis. Keeping in view the alternate order of integration of
different variables ARDL approach to co-integration for growth model is utilized. While Johansen’s
co-integration technique is used in investment and consumption models as all the variables involved
in these said models are found to be I(0). We found negative effects of tax to GDP ratio on real GDP,
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negative effects of income tax on investment and negative effects of sales tax on household
consumption expenditures. Finally, we concluded that the present level of taxation in Pakistan needs
to be revised carefully as this has negative effects on economic activity in Pakistan.
Lyndon, Etale and Bingilar (2016) examined the impact of companies’ income tax, value-added tax
on economic growth (proxy by gross domestic product) in Nigeria. Secondary time series panel data
was collected for the period 2005 to 2014 from the Statistical Bulletin of the Central Bank of Nigeria
(CBN). The study employed Ordinary Least Squares (OLS) technique based on the computer
software Windows SPSS 20 version for the analysis of data, where gross Domestic product (GDP),
the dependent variable and proxy for economic growth, was regressed as a function of company
income tax (CIT) and value-added tax (VAT), the independent variables. The results of the analysis
showed that both company income tax and value-added tax have significantly positive impact on
economic growth. Based on the findings, the study recommended that government should strengthen
the tax administration system to broaden the tax income, and embark on tax education to ensure
voluntary tax compliance. The study also recommended that the tax authorities should employ
qualified tax professionals who should be regularly trained and be retained in the tax administration
system for efficient tax administration and collection.
3.0 METHODOLOGY
This study adopted an ex-post facto research design. The studied period covered a period of twenty
(20) years ranging from 1998 to 2017. The major sources of data were obtained from the publications
of the Central Bank of Nigeria, Nigerian Investment Promotion Commission (NIPC) and Securities
and Exchange Commission (SEC).
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Multiple econometric regression model is one that seeks to explain variation in the values of the
dependent variable on the basis of changes in the independent variables. The assumption is that, the
dependent variable is a linear function of the independent variables.
RGDP = f (VAT, CED)

-

-

-

-

-

-

(1)

RGDP = Real Gross Domestic Product (proxy for economic growth)
Where:
VAT = Value Added Tax
CED = Custom and Excise Duties
The econometric specification is;
RGDPt=β0+ β1VATt + β2CEDt + μ
Since the data to be used for the analysis is time series, we employ co-integration tests to avoid
spurious regression. Then, diagnostic test of each of the variables for stationarity was carried out
using the Augmented Dickey - Fuller test for unit root. Where any of the series was found to be
integrated, a cointegration test was conducted using Johansen Cointegration Test. In order to
determine if there exists a long run relationship between the dependent and independent variables,
an Error Correction Method is use to tie the short run behaviour to its long run value (Gujarati &
Porter, 2009). The Error correction model examines the long-run and short-run dynamic relationship
in equation (1).
3.1 Method of data analysis
In the estimation of collected data an econometric technique known as the Errorcorrection models, unit root and co-integration test were adopted. Before estimation of equation
(1), a correlation matrix was obtained to check for multicolinearity in the variables. A simple
regression test was also conducted to predict the value of the dependent variable given a value of
the independent variables. This study also supported the use of time series that are stationary since
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nonstationary time series data are frequently subjected to spurious regression results. The
properties of the time series data used were tested with the Dickey fuller (DF) and Augmented
Dickey Fuller (ADF) for unit root test. A co-integration test was used to examine the stable long
run relationship between the dependent and independent variables. The co-integration test
approach was the Granger-Engle two stage techniques. In examining the dynamic short-run
behaviour of the variables and how the disequilibrium between the short and long run is adjusted
for, the error correction model (ECM) was used. Then, the relationship in these variables over a
long term was estimated. The software used in estimating the model and conducting other test was
STATA 13.
4.0. DATA PRESENTATION AND ANALYSES
4.1 Descriptive Statistics
The descriptive statistics shows the description of the mean, standard deviation and
normality test. The below is the descriptive statistics of the variables for the time period.
Table 1: Descriptive Statistics
Variable
RGDP

Mean

Min

Max

Std. Dev

Jarque-Bera

14553111

143219
1

5318162
7

1254763
0

13593111

VAT

210.8

0

720.5

235.64

210.8

CED

108.13

25.5

408.1

97.01

97.13

Source: Author’s Computation, 2018
The table above shows that on the average real gross domestic product (RGDP) value is 14553111,
minimum value is 1432191, maximum value of 531181627 and standard deviation value of
12547630. Value added tax (VAT) is 210.80, minimum value of zero, maximum value of 720.50
and a standard deviation value of 235.64. Also, custom and excise duty (CED) has an average value
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of 108.13, minimum value of 25.50, maximum value of 408.10 and a standard deviation value of
97.01. The Jarque-Bera statistics shows that custom and excise duty is normally distributed at 1%
while real gross domestic product and value added tax are not normally distributed.
4.2 Correlation Matrix
Correlation measures the degree of linear relationship among the variables. Therefore, in
Table 2 below, the result shows that real gross domestic product (RGDP) has a highly positive
correlation with value added tax (VAT=0.97) but a high positive correlation with custom and excise
duty (CED=0.54). Also, a highly positive correlation exists among the explanatory variables. This
therefore means that there is a strong significant positive relationship among the variables under
investigation. A closer look at the value of the correlation coefficient results revealed that a perfect
positive correlation relationship exists between gross domestic product (RGDP) and the explanatory
variables. The correlation matrix also revealed that no two explanatory variables were perfectly
correlated. This means that there is the absence of multicolinearity problem in our model.
Table 2: Correlation Matrix Result
Variable

RGDP

VAT

CED

RGDP

1.00

0.97

0.54

VAT

0.97

1.00

0.61

CED

0.54

0.61

1.00

Source: Author’s Computation, 2018
4.3 Unit Root Test
In testing for unit root for the variables, we use the Augmented Dickey-Fuller (ADF) unit root test
and the results for the time series is presented in Table 3.
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Table 3: Augmented Dickey-Fuller Unit Root Test
ADF Statistics ADF (95%)
Lag
Level
RGDP
1
4.2217
-3.0411

Remark
Non-Stationery

VAT

0

-1.4573

-3.0230

Non-Stationery

CED

0

0.0547

-3.0245

Non-stationery

ADF (95%)
-3.0451

Remark
Stationery

DRGDP
DVAT

Lag
1
0

ADF Statistics
-6.4054
-5.5544

-3.0142

Stationery

DCED
0
-4.7841
Source: Author’s Computation (2018)

-3.0415

Stationery

The empirical findings from the table above reveal that real gross domestic product (RGDP), value
added tax (VAT) and custom and excise duty (CED) was not stationary at level. They all became
stationary at first difference. This simply means that a regression model with level and first
difference for the variables would be used in testing our formulated hypotheses.
4.4 Engle Granger Co-integration Test
The co-integration test for the variables using Tau-statistics is presented in Table 4. Table
4: Engle Granger Co-integration test
Residuals

Tau-statistics

p-value

RGDP

-3.5481

VAT

-1.4852

0.4512

CED

-3.4548

0.5421

0.4441

Source: Author’s Computation (2018)
The co-integration results were based on the Engle Granger using Tau-Statistics. The findings
from the Tau-Statistics reveal that the selected variables are with one cointegrating vector. The
existence of co-integration among the variables justified the use of error correction model in
this study.
345

Proceedings of the 8th International Conference of Accounting and Finance
Research Association (AFRA), held 4th – 6th November, 2018
4.5 Error Correction Model
The Error Correction Model (ECM) model examines the impact of indirect tax revenue
on economic growth. It also examines other controlled variables such as value added tax and
custom and excise duty. The result is presented in Table 5.
Table 5: Regression Result for Error Correction Model
Variable
C
DVATt(-1)
DCEDt(-1)

Coefficients
754812.3
-75148.1
-14458.6

t-statistics
2.01
-2.58
-1.99

ECM(-1)
-0.5711
R2
= 0.88245
Adjusted R2 = 0.73145
F-statistic
= 8.95421(0.0013)
DW
= 1.945821
No of Observation=21

P-value
0.1006
0.0076
0.1154
-2.55

0.0212

Source: Author’s Computation (2018)
From the regression result above, it would be revealed that the adjusted R-squared value of
0.88245 shows that 88.24% of the systematic variation in the dependent variable is jointly explained
by the independent variables. The F-statistics value of 8.95421 and its associated p-value 0.00113
show that the overall model is statistically significant. This means that there exists a significant linear
relationship between the dependent and independent variables in the model.
Following the above, value added tax (DVATt-1) had a negative (-75148.1) and significant (2.58) impact on real gross domestic product (RGDP) at 1% level of significance. This therefore
means that increase in past value added tax would significantly decrease the value of real gross
domestic product (RGDP) at 1% level of significance because the variable is significant.
The variable, past custom and excise duty (CEDt-1) had a negative (-14458.6) and weakly
significant (-1.99) impact on real gross domestic product (RGDP) at even more than 10% level of
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significance. This therefore means that increase in past custom and excise duty will lead to decrease
in real gross domestic product (RGDP).
The Error Correction Model (ECM (-1)) coefficient of 0.5711 had a correct negative sign, it
was statistically significant (-2.55). This shows that short-run deviation from (0.5711) can be quickly
corrected. This result clearly shows that long-run in real gross domestic product (RGDP) is quickly
adjusted to equilibrium in the short-run. Also, we found that the Durbin-Watson value was 1.945821
which indicates that there is absence of autocorrelation in the model.
5.0. Conclusion/Recommendations
Based on the empirical analysis, the error correction model regression result revealed that
value added tax (DVATt-1)had a negative and significant impact on real gross domestic product
(RGDP) at 1% level of significance. This does not corroborate with the finding of Enokela (2010)
that current value added tax has significant positive impact on economic growth in Nigeria
(RGDP). This therefore suggests that we should accept the null hypothesis which states that
current value added tax has no significant positive impact on economic growth in Nigeria. In
addition, past custom and excise duty (CEDt1) had a negative and weakly significant impact on
real gross domestic product (RGDP) at even more than 10% level of significance. This therefore
suggests that we should accept the null hypothesis which states that current custom and excise
duty has no significant positive impact on economic growth in Nigeria.
The Error Correction Model (ECM) coefficient had a correct negative sign and it is
statistically significant. This shows that short-run deviation can be quickly corrected. This result
clearly shows that long-run real gross domestic product (RGDP) is quickly adjusted to
equilibrium in the short-run. Also, we found that there is absence of autocorrelation in the
Durbin-Watson model.
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Recommendations
Based on the empirical findings;
1) The finding on VAT with one period lag of one suggests some caution on the part of the
government to identify all administrative loopholes for linkages to plug and to continue to
maximize the contribution of VAT revenue to economic growth. This is important when it is
realized that any action taken on either VAT Revenue or the GDP will take a year to become
effective while taking two years to slow down the impact of VAT on economic growth as
demonstrated in the VAT with two period lags.
2) Caution and watch ‘is’ advised on any policy direction on the collection of taxes on imports
and exports in order to avoid using the policy as a counter-incentive to the economy. This
can occur when a particular policy direction is targeted at maximum collection of CED at the
expense of the economy.
3) Tax administrative loopholes should be plugged for tax revenue to contribute immensely to
the development of the economy since past value added tax and custom and excise duty had
a significant impact on economic growth.
4) The study also recommended that the tax agencies/authorities should establish good
relationship with the professional associations involved in tax matters in order to reduce tax
malpractices perpetrated by tax payers with the connivance and often active support of
external auditors and tax consultants.
5) In addition, and to achieve an optimum policy thrust, there must be commitment and honesty
on the part of the agents of VAT and CED with respect to the collection and payment; special
remuneration, training and retraining of these agents, all in an attempt to enhance impact of
these taxes on the economic growth.
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Abstract
This study examined the impact of tax revenues on economic growth of Nigeria. The specific objective
was to evaluate the impact of tax revenues on gross domestic product growth rate of Nigeria. Time
series data from 1970 - 2015 were collected from various issues of Central Bank of Nigeria Statistical
Bulletin, Federal Inland Revenue Services and National Bureau of Statistics. The Data Collected
were on Value Added Tax, Company Income Tax, Petroleum Profit Tax, Custom and Excise Duties,
and Personal Income Tax including Gross Domestic Product. The Augmented Dickey Fuller (ADF),
Auto Regressive Distributed Lag (ARDL) and Vector Error Correction Model (VECM) were used to
test for stationarity of data, and for long and short run equilibrium relationship of the variables
respectively. The result of the study indicated that all the individual tax revenues components were
significant and positively signed meaning that an increase in these variables will result to a
corresponding increase in economic growth of Nigeria. The study therefore recommends that
government should devote a substantial share of these tax revenues towards basic social amenities
such as good road networks, steady power supply, sound health and educational system etc. So as to
foster voluntary tax payment and compliance which will inadvertently boost the economic growth of
Nigeria.
Keywords: Tax revenues, Economic growth, VAT, Company income tax, Petroleum Profit Tax,
Personal Income tax, Custom and Excise Duties, Gross Domestic Product
1. Introduction
The political, economic and social development of any country depends on the amount of revenue
generated for the provision of infrastructure in that given country. One means of generating the
amount of revenue required for providing the needed infrastructure is through a well-structured tax
system (Edame and Okoi, 2014). Tax system is a major economic resource in every society which
provides opportunity for government to collect vital revenue needed for discharging its obligations.
A tax system offers itself as one of the most effective means of mobilizing a nation’s internal
resources and it lends itself to creating an environment conducive for the promotion of economic
growth.
In advanced and developing economies, taxation as; an instrument of fiscal policy is used extensively in
restructuring the economy. Ezejelue and Ihendinihu (2006) reports that taxation serves as an indispensable
tool for satisfying collective wants through centrally pooled resources as well as a mechanism for regulating
economic and social policies in a country. This explains why tax has remained the effective fiscal policy
instrument in developing economies like Nigeria. In the mid-1970s and 1980s, Nigeria recorded a tremendous
economic growth because of the boom in agricultural produce and Crude Oil Sales (CBN, 2010). It was at
this period that taxes started losing its revenue popularity and attention in Nigeria. (Onuoha, 2000).
Odusola (2006) argues that this tax revenue structure and fiscal powers has inherent problem on
the long term economic growth and development of Nigeria. This argument attracted the sympathy
of tax expertise and scholars who stated in clear terms that Nigeria tax system need to be reformed
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to achieve robustness and growth Also, taxes can affect economic growth in the following ways:
tax can inhibit investment rate through taxes such as company income., personal income and capital
gains; taxes can affect growth in labour supply; tax policy can affect productivity growth through
research and development expenditure; tax can lead to a flow of resources; and high taxes on
labour supply can distort the efficient use of human capital (Tosun and Abizadeb, 2005); and
(Ogbonna, and Appah, 2011).
In the words of Odusola (2006), there were several attempts made to transform and diversify the
revenue generation process (to focus more on non-oil revenue) in Nigeria, especially in mid 1980s,
1991 and 2003, as well as the yearly amendments in the annual estimates but none has shown any
remarkable impact, especially in its structure and administration.
In the views of Ukeje (2010), Oloyede (2010) and Okafor (2012) a good tax system should have a
positive impact on government revenue generation and gross domestic product (GDP) of any
country. Therefore, this study aims at evaluating the impact of tax revenues on economic growth of
Nigeria.
1.1 Statement of the problem
Nigeria has been largely dependent on primary products for the generation of a high proportion of its
recurrent revenue. Before the discovery of oil (pre-70s), the bulk of the public revenue came from
exportation of agricultural products. Essentially, import duties, as an integral aspect of indirect tax
was a relevant source of revenue, contributing on the average between 40 and 50 percent of the public
generated revenue (Central Bank of Nigeria, 2010). The exportation of oil from the first quarter of
the 70s shifted the revenue base in favour of oil (Odusola, 2006). Since then, oil has constituted the
bulk of public generated revenue, export earnings and foreign exchange reserve (Obadan, 2003).
Since the oil boom of 1973/1974 to date, oil has dominated Nigerian revenue structure, and its share
in federally collected revenue rose from 26.3% in 1970, to 81.8%, 72.6%, and 76.3% in 1979, 1989
and 1999 respectively (Odusola, 2006). Over the past two decades, oil has accounted for at
least 70% of the gross federally collected revenue, thus indicating that traditional tax revenue
has never assumed a strong role in the country’s management of fiscal policy (Ogbonna & Appah,
2011). This structure of revenue has been a major setback for tax collection and administration, and
has also posed serious concern to researchers.
Ezeabasili (2008) and CBN (2010), report that as at 1986, the Federal nominal fiscal deficit stood
at 8.36% or 11.3% of GDP, the deficit/GDP ratio was 5.4 percent in 1987, 8.4 percent in 1988, 6.7
percent in 1989 and the ratio increased to 11.0 percent in 1991 and 15.5 percent in 1993 respectively.
Also the ratio of deficit to GDP average 9.98 and 5.0 percent for the periods 1990-1994, 1995 to
2000, It was 2.98 in 2001 to 2005, it rose to 3.16 in 2006 to 2010. These widening fiscal deficit has
threatened macro-economic stability and prospect for economic growth due to the inability of
meeting the revenue target and projections of government. The low non-oil revenue (especially tax
revenue) and widening fiscal deficit have necessitated the need for over the years’ assessment of the
impact of these tax revenues on economic growth of Nigeria.
Hence, the broad objective of the study is to evaluate the impact of tax revenues on economic growth
of Nigeria while the specific objective is to determine the impact of tax revenues on gross domestic
product growth rate of Nigeria.
1.1.Research hypothesis
HO1: Tax revenues have no significant impact on gross domestic product growth rate of Nigeria.
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2. Review of related literature
There are many dimensions to the concept of taxation, however revenue generations remains at the
central stage. Tax is a compulsory levy imposed on a subject or upon his property by the government
to provide security, social amenities and create conditions for the economic well-being of the society
(Appah, 2004; Appah and Oyandonghan, 2011). Anyafo (1996) and Anyanwu (1997) stated that tax
are imposed to regulate the production of certain goods and services, protection of infant industries,
control business and curb inflation, reduce income inequalities. The essence of taxation is not only
derived from the need to raise revenue to finance legitimate government activities but also as a
necessary tool to regulate a variety of economic and social policies. This explains why Alpheaus,
Ihendinihu and Akpu (2016) identified taxation as a potent instrument for influencing the direction
and level of business activities, for adjusting income inequalities, as well as the welfare and spending
profits of individuals.
Tax is a major source of government revenue all over the world. Government use tax proceeds to
render their traditional functions, such as the provision of public goods, maintenance of law and
order, defence against external aggression, regulation of trade and business to ensure social and
economic maintenance (Azubike, 2009). Musgrave and Musgrave and Musgrave (2004) also stated
that the economic effects of tax include micro effects on the distribution of income and efficiency of
resource use as well as macro effect on the level of capacity output, employment, prices, and growth.
However, the use of tax as an instrument of fiscal policy cannot be achieved because of dwindling
level of revenue generated as a result of ineffectiveness of government officials. Kiabel and Nwokah
(2009) argue that the increasing cost of running government coupled with the dwindling revenue has
left all tiers of government in Nigeria with formulating strategies to improve the revenue base. Tax
is dynamic, so reforms are necessary to effect the required changes in the national economy (Ola,
2001).
2.1. Types of taxes in Nigeria
Value Added Tax: this is an indirect tax on the domestic consumption of goods and services, except
those that are zero rated (such as exports). It is levied at each stage in the chain of production and
distribution from raw materials to the final sale based on the value (price) added at each stage. Also
to obtain the actual figure of value added tax from 1970 to 1993, since there was no value added tax
in that period, the sales tax levied on retail and wholesale levels coupled with private final
consumption within that period was used as proxy for value added tax.
Company Income Tax: this is tax on the profit of incorporated entities in Nigeria after deducting all
allowable expenses and adding all disallowable expenses from the company’s financial statement.
The tax has been amended many times and is currently been administered by the Federal Inland
Revenue Services.
Petroleum Profit Tax: this is tax applicable to the downstream operations in the oil sector. It is
particularly related to rents, royalties, margins and profit –sharing elements associated with oil
mining, prospecting and exploration leases. It is the most important tax in Nigeria in terms of its
share of total revenue and foreign exchange earnings.
Custom and Excise Duties: This may be referred as two in one tax. Custom duties also known as
import duties are taxes on imports into Nigeria charged as a percentage of the value of imports or as
a fixed amount contingent on quantity. Whereas the Excise duties are ad valorem tax on the output
of manufactured goods.
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Personal Income Tax: this is an indirect tax levied on income of a person. A person means an
individual, an ordinary partnership, a non-juristic body of person and an undivided estate. Personal
income tax is an important source of income
2.2. Taxation and economic growth
Taxation has both positive and negative effect on growth. Tax policy can affect growth rate in the
economy through the decision of economic agents. An increase in taxation reduces the returns to
investment (in both physical and human capital) and Research and Development (R&D). Lower
returns mean less accumulation and innovation and hence a lower rate of growth. However, some
public expenditure can enhance productivity, such as the provision of infrastructure, public
education, and health care. Taxation provides the means to finance these expenditures and
indirectly can contribute to an increase in the growth rate. In other words, there exists a relationship
between tax structure and the level of economic growth and development for both developed and
developing economies.
Myles (2009) argues that in most developed countries the level of taxes rose steadily over the
course of the twentieth century: an increase from about 5%-10% of gross domestic product (GDP)
at the turn of the century to 30% - 40% at the end is typical. Such significant increases raise serious
questions about the effect taxation has upon economic growth. According to him, it does not imply
that it is straightforward to infer the effects of taxation from aggregate economic data. The positive
and negative effects of taxation will be mutually offsetting and only the net effect (which may be
very small) will be observed.
There are different channels through which taxation affects growths. Myles (2000, 2009a,
2009b, 2009c) and Johansen, Christopher, Jens, Bert and Vartial (2008) show in their
theoretical models of taxation and growth that taxes can affect growth through the ir impacts
on factor accumulation and total factor productivity. Feldstein, (2006) stated that taxes distort
factor prices and induce efficiency loss in resource allocation. This adverse effect of taxes onefficiency
lowers total factor productivity. Another effect of taxes on total factor productivity is through their
potential effects on entrepreneurship. Entrepreneurial activities generate new ideas that can raise total
factor productivity.
Similarly, Eigen and Skinner (1996) offers five possible mechanisms by which taxes can affect economic
growth:
(i)
(ii)
(iii)
(iv)
(v)

investment rate can be inhibited through taxes like corporate and personal income, and capital
gains taxes;
taxes can slow down growth in labour supply by distorting labour-leisure choice in favour of
leisure;
tax policy can affect growth in productivity through its discouraging effects on R&D
(research and development) expenditures;
taxes can lead to a flow of resources to other (lower taxed) sectors that may have lower
productivity (Harberger Framework); and
high taxes on labour supply can distort the efficient use of human capital by discouraging
workers from jobs having high tax burdens.

2. 3. Theoretical Framework
Socio-political theory of taxation: This theory of taxation states that social and political objectives
should be the main factors in selecting taxes. The theory advocated that a tax system should not be
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designed to serve individuals, but should be used to satisfy the desire of the entire society (Ayuba,
2014). Hence, this theory forms the basis for this study following the Nigerian system where different
collectable taxes are meant for revenue generation which ordinarily should result to economic growth
and development.
Faculty theory of taxation: According to Anyanfo (1996), this theory states that one should be
taxed according to the ability to pay. It is simply an attempt to maximize an explicit value judgment
about the distributive effects of taxes. Bhartia (2009) argue that a citizen is to pay taxes just because
he can, and his relative share in the total tax burden is to be determined by his relative paying capacity.
This theory will also drive this study since all the taxes in Nigeria are assessed based on individual,
partners or corporate profit or income as they case may be. The tax system or structure determines
the level of economic activities and growth. It is used as a stabilization policy measures which can be
expansionary or contractionary in nature (Ukeje 2010).More so, there exists a relationship between tax
structure and the level of economic growth and development.
2. 4. Empirical Review
A number of empirical studies have been carried out by scholars seeking to shed light on the nexus
between tax reform and economic growth. In this regards, Ihendinihu, Jones and Ibanichuka (2014)
examined the assessment of the long run equilibrium relationship between the periods of 1986 – 2012
using time series data on different types of taxes and Real Gross Domestic Product (RGDP). Bounds
testing technique was used in analyzing the data. The results indicate that total tax revenue has a
significant effect on economic growth; explaining about 73.4% of the total variation in RGDP.
Company Income Tax (CIT), Education Tax (EDT) and Other Tax Revenue (OTR) were each found
to have significant influence on economic growth; sustaining long-run equilibrium relationships with
RGDP. No significant causal relationships were shown to exist between PPT, VAT, and economic
growth. They therefore conclude that there exist a long run equilibrium relationship between
aggregate tax revenue and economic growth, and recommend that government should encourage and
sustain strong fiscal responsibility and transparency in governance to promote voluntary compliance
to tax payment, fight corruption, and minimize waste in the use of tax revenue through appropriate
legislative adjustments and financial discipline in governance.
Edame and Okoi (2014) examined the impact of taxation on investment and economic growth in
Nigeria from 1980-2010. The ordinary leastsquare method of multiple regression analysis was used
to analyze the data. The annual data were sourced from the centralbank of Nigeria statistical bulletin
and NBS. The result of the analysis showed a conformity to our prior expectation becausethe
parameter estimates of corporate income tax (CIT) and personal income tax (PIT) appears with
negative signs, this meansthat an inverse relationship exist between taxation and investment. The
economic implication of the result is that a one percent (1%) increase in CIT will result in decrease
in the level of investment in Nigeria. Consequently, an increase in PIT will result in decrease in the
level of investment. Finally, the result therefore showed that taxation is negatively related to the level
of investment and the output of goods and services and is positively related to government
expenditure in Nigeria. They also observed that taxation statistically is a significant factor influencing
investment and government expenditure in Nigeria. Based on the result of our findings, they
recommended that the government of Nigeria should use taxation to achieve its set target that will
enhance economic growth and development.
Chigbu, Eze and Ebimobowei (2012) examined the causality between economic growth and taxation
in Nigeria for the period 1970-2009. Data was collected from the Central Bank of Nigeria (CBN)
Statistical Bulletin and Federal Inland Revenue Service (FIRS). The data collected from the
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secondary sources were analysed using relevant econometric models such as Augmented DickeyFuller, Diagnostic Tests, Granger Causality and Johansen Co-integration. The results from the
econometric analysis reveals that taxation as an instrument of fiscal policy affects the economic
growth and taxation granger cause economic growth of Nigeria. On the basis of the econometric
result, the study concluded that taxation is a very important instrument of fiscal policy that contributes
to economic growth of any country. On the basis of the conclusion useful recommendations were
provided that will improve the generation of revenue from taxation that would stimulate the economy
of Nigeria positively.
Non-compliance has been one of the major problems of the Nigerian taxes. Recently, Akintoye and
Tashie (2013) examined the effect of tax compliance on economic growth and development in Nigeria.
Tax compliance was proxied as willingness of the citizens to pay tax. They did a comparative analysis
of the willingness to pay tax by citizens in two large States of the Federation, Lagos and Oyo State
using primary data collected through the administering of questionnaires to self-employed in each
senatorial district in Oyo and Lagos States. Frequencies and percentages were used to measure the
demographic variables of the respondents, and also the factors that affect the willingness to pay tax,
while the Chi-square technique was used to measure the difference between willingness to pay tax of
citizens in Lagos and Oyo States. It was discovered that many Nigerians are complying with tax
payment and that the willingness of citizens to pay tax in Lagos State is significantly higher than that
of Oyo State from the list of factors that were tested for. Trustworthiness of government. Provision of
Infrastructural Amenities, Tax Accountability by Government, Level of government delivery, Income,
Morale Ethics, Tax Knowledge, Tax Rate, and The System of Tax Payment were found to
influence the willingness to pay tax. They concluded that compliance through t he willingness
of citizens to pay tax is very important and cannot be ignored. They suggested that
government should pay attention to the factors that influence the willingness of citizens to pay
tax and improve on them, thereby improving government revenue and economic growth and
development of the nation generally.
Adereti, Adesina and Sanni (2011) conducted a study on the impact of Value Added Tax (VAT) on
economic growth in Nigeria. Time series data on the Gross Domestic Product (GDP), VAT Revenue,
Total Tax Revenue and Total (Federal Government) Revenue from 1994 to 2008 sourced from
Central Bank of Nigeria (CBN) were analyzed, using both simple regression analysis and descriptive
statistical method. Their findings showed that the ratio of VAT Revenue to GDP averaged 1.3%
compared to 4.5% in Indonesia, though VAT revenue accounts for as much as 95% significant
variations in GDP in Nigeria. A positive and significant correlation exists between VAT revenue and
GDP. Both economic variables fluctuated greatly over the period though VAT revenue was more
stable. No causality exist between the GDP and VAT revenue, but a lag of two years exists. The study
therefore recommends that all identified administrative loopholes should be plugged for VAT
revenue to continue to contribute more significantly to economic growth of the country.
Worlu and Nkoro (2012) examine the impact of tax revenue on the economic growth in Nigeria.
Their data were collected and analyzed using the three stage least square estimation technique. The
results show that tax revenue stimulates economic growth through which tax revenue impacts on
economic growth in Nigeria. The study also reveals that tax revenue has no independent effect on
growth through infrastructural development and foreign direct investment, but just allowing the
infrastructural development and foreign direct investment to positively respond to increase in output.
However, tax revenues can only materialize its full potential on the economy if government can come up
with fiscal laws and legislations and strengthen the existing ones in line with macroeconomic objectives,
which will check-mate tax offenders in order to minimize corruption, evasion and tax avoidance. These
will bring about improvement on the tax administration and accountability and transparency of
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government officials in the management of tax revenue. Above all, these will increase the tax revenue
base with resultant increase in growth.
Osundina and Olanrewaju (2013) assessed the welfare effects of taxation on the Nigerian economy
using ex post facto research design and time series data. Augmented Dickey Fuller (ADF) unit root test
was carried out on each of the time series data. The result revealed that taxation has a significant
(P=0.00000) welfare effect on Nigerian economy. The study recommended that the revenue generated
should be spent such that income will be evenly and fairly distributed, also private investment
should be encouraged as it impacts consumption positively.
3. Methodology
This work made use of historical/ ex-post facto research design. This type of design is undertaken
after the event has taken place and the data are already in existence, hence not subject to any form of
manipulation whatsoever. The design is deemed appropriate for the study since variables used were
predominantly annual time series (secondary) data which have been gathered prior to this study. Time
series data of Real Gross Domestic Product (RGDP), Value Added Tax (VAT), Company Income
Tax (CIT), Petroleum Profit Tax (PPT), Custom and Excise Duties (CED) and of course Personal
Income Tax (PIT) were extracted from Central Bank of Nigeria Statistical Bulletin, Federal Inland
Revenue Services and National Bureau of Statistics data base for the period 1970-2015. Multiple
Regression Analysis was used in analysing the time series data with the aid of E-Views 9.0 statistical
software. The first step was a diagnostic test of each of the variables for stationarity. The Augmented
Dickey Fuller Test was employed for that purpose. The series were found to be integrated at mixed
order. As a result of that Johansen Co-integration Test was dropped for Auto Regressive Distributed
lag (ARDL) which was then used to establish a long term relationship between the dependent and
explanatory variables of the specified models. Having ascertained the long run equilibrium
relationship; Vector Error Correction Method (VECM) was used to tie the short run behaviour to its
long run value consistent with the works of Wooldridge (2006); Asterious and Hall (2007) and
Gujarati (2009). Other necessary diagnostic test was carried out to confirm the absence or otherwise
of autocorrelation, heteroscedasticity and stability of the stochastic terms.
Model specification
The following models of Ogbonna and Appah (2012) are expressed as modified:
GDPGR= ƒ (VAT, CIT, PPT, CED, PIT)
GDPGR = β0+β1VAT+β2CIT+β3PPT+β4CED+β5PIT+µ
The above functional and explicit models were used to achieve the objectives of the study. In the
model above GDPGR is Gross Domestic Product Growth Rate, VAT is Value Added Tax, CIT is
Company Income Tax, PPT is Petroleum Profit Tax, CED is Custom and Excise Duties, PIT is
Personal Income Tax. β0 is constant/ intercept term, β1 - β5 stands for the coefficient/ model
parameters, whereas µ is the error term or unexplained variables not captured in the model.
4. Data presentation, analysis and discussion
Various data were gathered for this study. The data were on Real Gross Domestic Product, Gross
Federally Collected Revenue and Total Tax Revenue. Others include Value Added Tax (VAT),
Company Income Tax (CIT), Petroleum Profit Tax (PPT), Custom and Excise Duties (CED) and
Personal Income Tax (PIT), and Tax Policy Reform (TPR). These data are succinctly presented in
the appendix 1. The data used in this study were analysed with the aid of appropriate quantitative and
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inferential statistical tools. The result of the analysis formed the basis for discussion and subsequent
testing of the formulated hypotheses.
4.1. Augmented Dickey Fuller (ADF) Unit Root Test
Estimation of the model specified in this study was preceded by an examination of the statistical
properties of the series, including tests of stationary of the individual series. The Augmented Dickey
Fuller (ADF) unit root test results for the variables used in the analysis were presented in the table
below.
Table 4.1 Augmented Dickey Fuller (ADF) Unit Root Tests
Variables

ADFTS

CV@5%

Prob.

Conclusion

CED

-6.819873

-3.510075

0.0000

Stationary 1(0)

CIT

-4.663784

-3.515523

0.0027

Stationary 1(1)

GDPGR

-6.232778

-3.513075

0.0000

Stationary 1(0)

PIT

-8.934013

-3.529758

0.0000

Stationary 1(0)

PPT

-5.238065

-3.523623

0.0006

Stationary 1(1)

VAT

-3.683224

-3.523623

0.0477

Stationary 1(1)

Source: Author’s computation using E-views 9
According to the null hypothesis, series has a unit root as it is non stationary. The result shows that
the time series data were not all stationary at levels as only CED, GDPGR and PIT were stationary
at levels while CIT, PPT and VAT were stationary at first difference
4.2. Serial Correlation LM Test
This test is necessary in order to ascertain the presence or otherwise of serial/auto correlation in the
specified mode.
The result is depicted in the table below.

Table 4.2. Breusch-Godfrey Serial Correlation LM Test:
F-statistic

2.157021

Prob. F(2,34)

0.1312

Obs*R-squared

4.954263

Prob. Chi-Square(2)

0.0840

Source: Author’s computation using E-views 9
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The serial correlation LM test presented in the Table 4.2 which tests for serial correlation in the model
is based on the null hypothesis that there is no serial correlation in the model. But the observed R2
has a significant probability of 0.0840 which is greater than 0.05, therefore we accept the null
hypothesis meaning that there is no presence of serial correlations in the model.
4.3. Heteroskedasticity Test
Table 4.3 presents the result of Breusch-Pagan-Godfrey Heteroskedasticity Test to
ascertain if there is equal spread of the variance from the mean, in order words if the
model is homoskedastic.
Table 4.3. Heteroskedasticity Test: Breusch-Pagan-Godfrey
F-statistic
Obs*R-squared
Scaled explained SS

0.550380
7.727806
12.35832

Prob. F(12,31)
Prob. Chi-Square(12)
Prob. Chi-Square(12)

0.8638
0.8060
0.4173

Source: Author’s computation using E-views 9
The Breusch-Pagan-Godfrey Heteroskedasticity Test presented in Table 4.3 above which test for
heteroscedasticity in the model is based on a null hypothesis that the model is homoscedastic, but the
observed R2 has a probability value of 0.8060 which is greater than 0.05. Hence, we accept the null
hypothesis that there is no problem or presence of heteroscedasticity.
4.4. Stability Tests
To examine the stability of the long-run parameters together with the short-run movements for the
equations, cumulative sum (CUSUM) was used and the result was presented Fig 4.1 below.
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Figure 4.1: Cumulative Sum (CUSUM) Test of stability of data
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It can be seen from Figure 1 that the plot of CUSUM stays within the critical 5% bounds that confirms
the long-run relationships among variables and thus shows the stability of coefficient
4.5. Result of the Cointegration Test using GDPGR as Proxy for Economic Growth
Upon the result of the unit root test, where the variables are integrated at mixed order, i.e. I(0) and
I(1), the Auto Regressive Distributed Lag (ARDL) cointegration approach was adopted and the result
of the test for the economic growth – tax revenue model is presented in the Table 4.4 below:
Table 4.4. Result of ARDL Bounds Test for Cointegration
Test Statistic
F-statistic

Value

k

10.75057

5

Critical Value Bounds
Significance
10%
5%
2.5%
1%

I0 Bound

I1 Bound

2.26
2.62
2.96
3.41

3.35
3.79
4.18
4.68

Source: Author’s computation using E-views 9
The results of the ARDL bounds testing approach as shown in Table 4.4 reveals that the F-statistic
10.75 is greater than the lower bound of 2.62 and 3.79 of the upper bound critical values at 5%. This
implies that the null hypothesis of no cointegration among the variables in the model is rejected. The
findings lead to the conclusion that a long run relationship exist between Economic growth and tax
revenues in Nigeria.
4.6. Estimated long run coefficients using the ARDL approach for GDPGR as proxy for
Economic growth
The long run equilibrium relationship between the variables in the model, including the estimated
first-order autoregressive coefficient of the error term was estimated and the result is presented in the
Table 4.5.
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Table 4.5. Result of estimated long run coefficients using the ARDL approach on
the Economic growth- tax revenue model
Variable

Coefficient

Std. Error

t-Statistic

Prob.

CointEq(-1)
VAT
CIT
PPT
CED
PIT
C

-1.136975
4.866796
13.90175
59.125438
40.377792
0.617700
-146395.4

0.470446
2.219252
6.187142
19.659968
13.695207
0.161063
9752224.0

2.416801
2.192950
2.246878
3.007402
2.948316
3.835149
-2.803218

0.0299
0.0457
0.0413
0.0094
0.0106
0.0018
0.0141

R-squared
Adjusted R-squared

0.999993
0.999979

F-statistic
Prob(F-statistic)

72984.22
0.000000

Source: Author’s computation using E-views 9
The result of the empirical long run regression estimates for the economic growth –tax revenue model
presented in Table 4.5 Showed that the Coefficient of determination R2 and adjusted R2 which
measure the explanatory power of the multiple regression model has a coefficient of .999 which
implies that 99.9%of the changes that occur in Economic growth in Nigeria in the long run, is
accounted for by the explanatory variables and this is high. The implication is that the variables in
the model are useful for explaining the changes in economic growth in Nigeria within the period
under study. Also the first-order autoregressive coefficient of the error term, is significant at 5% level
with the expected sign, which confirms the result of the bounds test for cointegration, suggesting that
there exists a long run relationship between Economic growth and Tax revenue in Nigeria.
The p-value of the F-statistics is 0.0000 which is less than 0.05 (5%). This indicates the
appropriateness of the overall model. However, Value Added Tax was found to be significant at 5%
with a p-value of 0.0457 and has a positive coefficient of 4.866796. This implies that an increase in
VAT will lead to an increase in economic growth proxy by Gross domestic product growth rate in
the long run. Company Income Tax, Petroleum Profit Tax, Custom and Excise Duties and Personal
Income Tax were all significant at 5% with p-values of 0.0413, 0.0094, 0.0106 and 0.0018 with
coefficient of 3.90175, 59.125438, and 40.37792 and 0.617700 respectively. Since the result of the
various tax revenues were all significant and positive, these imply that an increase in these tax
revenues would definitely yield an increase in gross domestic product of Nigeria. Their respective
level of contribution to economic growth was highest with Petroleum Profit Tax, Custom and Excise
Duties Company Income Tax, Value Added Tax and Personal Income Tax.
4.7. Error Correction Model (ECM) for GDPGR as proxy for Economic growthHaving
established the long run equilibrium relationship among the variables in the model, there is need to
test for the short run relationship. Therefore the error correction model was used and the result as
shown in Table 4.6.

362

Proceedings of the 8th International Conference of Accounting and Finance
Research Association (AFRA), held 4th – 6th November, 2018
Table 4.6. Error Correction Model (ECM) Results using GDPGR as proxy for Economic
growth

ecm(1)
D(GRGDP(-1))
D(VAT(-1))
D(CIT(-1))
D(PPT(-1))
D(CED(-1))
D(PIT(-1))
C
R-squared
Adjusted R-squared

Coefficient

Std. Error

t-Statistic

Prob.

-1.016560
-4.448550
0.752627
13.551115
8.960593
21.19155
5.325679
7105874.

0.413760
2.191691
0.292327
3.521238
3.199135
9.261547
2.260684
2641337.

2.456881
-2.029734
2.574606
3.848395
2.800943
2.288122
2.355783
2.690256

0.0190
0.0498
0.0220
0.0018
0.0142
0.0281
0.0240
0.0108

0.748664
0.699793

F-statistic
Prob(F-statistic)

15.31922
0.000000

Source: Author’s computation using E-views 9
Table 4.6 presents the results of the empirical short-run regression estimates for the Economic growth
and tax revenue model resulting from the data analysed. Based on the above result, the Coefficient
of determination R2which measure the explanatory power of the multiple regression model has a
coefficient of 0.748, which implies that 74.8% of the changes that occur in Economic growth in
Nigeria is accounted for by the explanatory variables. The F-Statistics is significant at 1% level and
the implication is that the variables in the equation are useful for explaining the changes in Economic
growth in Nigeria within the period under study.
Also from the result above, the coefficient ECM is -1.02, which is correctly signed and has a p-value
of 0.019 which is less than 0.05, this implies that there is a short run relationship between Economic
growth and tax revenue variables in Nigeria.
Further analysis depicts that at the short run, one period lag in Gross Domestic Product Growth Rate
responded positively to one period lag in Value Added Tax, Company Income Tax, Petroleum Profit
Tax, Custom and Excise Duties and Personal Income Tax. These conform to their respective
coefficients of 0.752627, 13.551115, 8.960593, 21.19155 and 5.325679. The implication is that a
unit increase in the short run of gross domestic product would be as result of the corresponding
increase in the various tax revenues which were all significant at 5% with p-values of 0.0220, 0.0018,
0.00142, 0.0281 and 0.0240 for Value Added Tax, Company Income Tax, Petroleum Profit Tax,
Custom and Excise Duties and Personal Income Tax respectively.
4.8. Test of hypothesis
HO1: Tax revenues have no significant impact on gross domestic product growth rate of Nigeria.
In Table 4.5, the result of the estimated long run coefficients using the Auto Regressive Distributed
Lag (ARDL) approach on the impact of tax revenues and tax policy reforms on gross domestic
product of Nigeria, the probability value of the F-statistics was 0.0000 which is less than 5% level of
significance.
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In addition the Error Correction Model (ECM) in Table 4.6 which tested for the existence of short
run relationship revenues components of Value Added Tax, Company Income Tax, Petroleum Profit
Tax, Custom and Excise Duties and Personal Income Tax and Gross Domestic Product also had Fstatistics of 0.0000 which was also less than 0.05 (5%) level of significance.
Base on the p-value of the long and short run relationship of the variables, the null hypothesis was
rejected and the alternate accepted, meaning that tax revenues have significant impact on gross
domestic product of Nigeria.
4.9. Discussion of Findings
The results of the Auto Regressive Distributed Lag Model (ARDL) Bound Test approach for
cointegration led to a conclusion that a long run relationship exist between economic growth and tax
revenues in Nigeria. Sequel to that result, ARDL test was carried out in order to estimate the long
run coefficient of the explanatory variables in the dependent variable of economic growth proxied by
GDP growth rate. The result of the empirical long run regression estimates for the economic growth
–tax revenue model revealed that the coefficients of determination R2 which measure the explanatory
power of the multiple regression model has a coefficient of 0.999 which implies that 99.9% of the
changes that occur in economic growth in Nigeria in the long run is accounted for by Value Added
Tax, Company Income Tax, Petroleum Profit Tax, Personal Income Tax and Custom and Excise
Duties. Also the first order autoregressive coefficient of the error term is significant at 5% level with
the expected significant of -1.136975 which confirms to the result of the bounds test for
cointergration. The implication is that Nigerian economy in the long run may not survive without tax
revenues.
Further breakdown of the result indicates that a unit increase in VAT, CIT, PPT, CED and PIT will
result to a corresponding increase of 4.87, 13.90, 59.12, 40.38 and 0.62 in economic growth
respectively. It could be seen that PPT has the highest on economic growth in the long run. This may
be attributed to long years of over dependence on oil revenue in Nigeria. This was followed by CED
which a contribution of 40.38 to GDP which may be as a result of our national unbridled taste for
foreign goods making it an import based economy. CIT made a contribution of 13.9which means that
company income tax is key to economic growth. VAT contributed 4.8 while Personal Income Tax
made the least contribution of 0.61. This may be as a result of predominance of tax evasion and the
preponderance of people outside the Personal Income Tax net. The above findings is in agreement
with apriori expectation. The policy implication being that the nation’s tax system needs to be
efficiently and effectively managed so as to sustain economic growth at the long run. These findings
are in conformity with Chigbu, Eze and Ebimobowei (2012) which submits that taxation is a strong
instrument for fiscal policy that is used to stimulate economic growth.
Sequel to the result of the empirical short run regression estimates for the economic growth and tax
revenue model as given in table 4.6. The coefficient of determination, R2 which measure the
explanatory power of the multiple regression has coefficient of 0.78. The implication is that 0.78
changes that occur in economic growth is currently signed and significant at 0.0019 which is less
than 0.05 (5%). The result suggest that there is a short run relationship between economic growth
and tax revenue. The result indicates that the effect of tax revenue on economic growth is more on
the long run than in the short run judging by their respective R2 of 0.99 and 0.78 respectively. It is
also evident in the result that it will take one year lag for economic growth to adjust to changes in the
explanatory variables of VAT, CIT, PPT, CED and PIT.
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In the short run equilibrium relationship, all the explanatory variables were found to be positive and
impacts significantly on economic growth proxied by gross domestic product growth rate. The result
shows that at the short run that ₦1 increase in VAT, CIT, PPT, CED and PIT will result to an increase
in economic growth at the tune of ₦0.75, ₦13.55, ₦8.96, ₦21.19 and ₦5.32 respectively.
5. Conclusion and recommendations
Tax revenues have both long and short run relationship with economic growth of Nigeria proxied by
gross domestic product. The individual coefficients of the tax revenue components were all found to
be positive and significant. This implies that tax revenue is a major fiscal tool for growth of Nigerian
economy.
The broad objective of this study was to evaluate the impact of tax revenues on economic growth of
Nigeria. The study hereby concludes that tax revenues with its components of Value Added Tax,
Company Income Tax, Petroleum Profit Tax, Custom and Excise Duties, Personal Income Tax have
contributed substantially to economic growth of Nigeria.
Having established the existence of significant and positive impact of tax revenues on economic
growth of Nigeria, the study therefore recommends that government should devote a substantial share
of these tax revenues towards basic social amenities such as good road networks, steady power
supply, sound health and educational system etc. So as to foster voluntary tax payment and
compliance which will inadvertently boost the economic growth of Nigeria.
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ABSTRACT
This research work examined the impact of value added tax on total federally collected revenue in
Nigeria. Time series data on value added tax and total federally collected revenue from 1994 to 2012
were collected from the Central Bank of Nigeria Statistical Bulletin. The Augmented Dickey Fuller
unit root test was used to confirm the stationarity of the variables and the ordinary least square of
simple regression was used in analyzing and estimating the log-linearized model while the Engle
Granger General Regression approach was employed in testing the long run and short run
equilibrium conditions. Result indicates that VAT contributes a minimum of 3% to total federally
collected revenue in years 2000 and 2005, and a maximum of 10% in 2009 while the overall mean
contribution was 5.47%. Result from the graph plotted shows that though VAT is contributing to
TFCR, the trend is not stable which may be as a result of other variables inherent. The result of
hypothesis tested equally shows that value added tax has significant effect on total federally collected
revenue which is about 34.5% of the total variation in the dependent variables. Also, significant long
run equilibrium relationships were shown to exist between the totally federally collected revenue and
value added tax. The study therefore concludes that value added tax has the strength to contribute
significantly to revenue generation and economic growth in Nigeria and recommends that tax
authorities and staff of the agencies should be motivated to avoid leakages in value added tax
revenue. Government should intensify efforts to boost the generation of value added tax revenue on
a year to year basis. Tax administrators should be adequately motivated to ensure higher levels of
efficiency and effectiveness in their performance.
KEYWORDS: Value Added Tax, Total Federally Collected Revenue, Percentage Contribution,
Unstable Trend, and Overall Mean Contribution.
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1.

INTRODUCTION

Jhingan (2012), defines tax as a compulsory contribution imposed by a public authority, irrespective
of exact amount of service rendered to the tax payer in return. According to Soyode and Kajola
(2006), tax is a compulsory extraction of money by a public authority for public purpose.
Government therefore, imposes tax for the major purpose of funding and for the conduct of public
policy. The funds are necessary in order to provide social welfare to its citizenry and to provide those
social amenities which because of their nature can only be cheaply provided by the government.
These, the government achieve through direct and indirect taxes.
Indirect taxes, where VAT falls are defined by Okezie (2003), as taxes levied on goods and services
and the burden or incidence of tax is finally borne by consumer of such goods and services. Revenue
authorities collect these types of taxes from sellers who as far as possible pass them to the final
consumer by including the duty in the final selling price of the goods. Indirect taxes may be specific,
that is a fixed sum in respect of the value of the goods at any particular time. Through indirect tax all
citizens have to pay towards government spending and this tends to promote responsibility. Since the
government is not able to generate ‘enough’ revenue to enable it provide essential amenities needed
by its citizens, VAT was introduced as a means of improving internally generated revenue in Nigeria.
Therefore, the introduction of VAT in Nigeria through Decree 102 of 1993 marked the phasing out
of Sales Tax Decree No. 7 of 1986. The Decree took effect from December 1, 1993, but by
administrative arrangement, invoicing for tax purpose did not commence until January 1, 1994. Alan
(1994) posits that VAT is self-policing and Obadimi (1994) states that VAT helps in curtailment of
consumption of luxury and socially undesirable goods.
Whenkroff (2003) also states that VAT has become a veritable source of revenue in many developing
countries in Sub-Saharan Africa.
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Since VAT satisfies the three features of taxation namely, a compulsory levy, imposed by an organ
of government for public purpose, it is the most preferred to Sales tax. Hence, need to study the
impact of value added tax on total federally collected revenue in Nigeria (1994 – 2012)
Objective of the Study: The objective of the study is to analyze the impact of value added tax on
total federally collected revenue in Nigeria.
Research Question: What is the impact of value added tax on total federally collected revenue in
Nigeria?
Statement of Hypothesis
H0: Income from value added tax has no significant impact on total federally collected revenue in
Nigeria.
2.

REVIEW OF RELATED LITERATURE

2.1

Conceptual Framework

Value Added Tax (VAT) is levied at a particular stage in the sale of product or service. In 1954, the
value added tax was initiated by Maurice Lauer; the then Joint Director of Tax Authority of France
though came into effect for the first time on April, 1954. Sequel to the footsteps of France, many
countries of the world including all the members of Organization for Economic Corporation and
Development (OECD) has introduced value-added tax in various countries.
In Nigeria, the move to accept Value Added Tax started with a study on indirect tax in 1991, but the
decision to fully accept the recommendations of the study group on the subject was made public by
the then military President-General Ibrahim Badamosi Babangida in his 1992 budget speech. With
the announcement, a committee known as modified Value Added Tax (MVAT) committee was set
up in 1992 as recommended by the study group. The proposed Value Added Tax scheme was to
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become operational in 1993, as to allow for enough preparation involving administrative and
legislative changes in the existing tax procedure.
Ochiogu (2001) defines Value-Added-Tax as an indirect form of taxation based on the general
consumption behavior of the people. It is a tax on spending expected to be borne by the final
consumer of goods and services. It covers manufactured goods, imports as well as professional and
banking services.
Afe (1996) defines Value-Added-Tax as “tax levied at each stage of production on firm’s value
added”. Value added of any firm is the difference between a firm’s sales and its purchases of inputs
from other firm. It is the amount of value a firm contributes to a good or service by applying its
factors of production. Similarly, value-added, could be seen as the increase in the value of goods and
services in the process of their production or delivery.
Naiyeju (2010) argued that the positive result received from any tax depends on the extent the tax is
properly managed. The extent of how the tax is interpreted and implemented as well as the publicity
brought into it will determine how a particular tax is able to meet its objectives. He argued that with
the development in the oil price (declining/fluctuating in the international market) plus, the lower
chance of generating higher revenue from import duties there is need to revisit the jurisdictional issue
of taxation in Nigeria.
Value-Added-Tax is a consumption tax that has been levied on many countries world-wide, and
because it is a consumption tax, it is relatively easy to administer and difficult to evade.
The yield from tax is a fairly accurate measure of the performance of a given country.
Value-Added-Tax according to Ajakaiye (2000) has a number of characteristics that theoretically
make it quite straight forward and as painless as possible.
Firstly, it is a single rate tax (5%), which makes it easier to administer.
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Secondly, it uses an input-output method, which makes it self-policing. Although it is a multiple
stage tax, it is expected to have a single effect on consumer prices and should not add more than the
specified rate to the consumer price no matter the number of stages at which the tax is paid.
Thirdly, all goods and services are vatable, with limited and very specific exceptions. All imports are
vatable, whether imported raw materials or finished goods, and VAT on import is calculated on the
total value of the total cost, insurance and freight. Exports on the other hand are zero-rated, meaning
that exporters do not collect VAT on exports but they can claim credit for VAT paid on their inputs.
2.2 Theoretical Framework
This study is based on Ibn Khaldun’s theory of taxation. The theory is explained in terms of two
different effects, the arithmetic effect and the econometric effect which the value added tax has on
revenue. The effects have opposite result on revenue in case the VAT rate is increased or reduced.
According to arithmetic effect, if VAT rate is lowered, the VAT revenue will be lowered by the
amount of reduction in the rate. The reverse is the case for an increase in VAT rate (Ishlahi 2006).

2.3

Empirical Review

Okoye and Gbegi (2013) in their study Effective Value Added Tax; An Imperative for Wealth
Creation in Nigeria (2001-2010) used Pearsons Product Moment Correlation Coefficient and the
Student’s T-test to test the hypotheses. Based on their analysis, the result showed that VAT has
significant influence on wealth creation in Nigeria as there exist a positive correlation between VAT
and Gross Domestic Product.
In the work of Onodugo and Anowor (2013), they evaluated the contribution of VAT to resource
mobilization in Nigeria. The Ordinary Least Square (OLS) method of simple regression analysis was
employed to determine the relationship between VAT and Real Gross Domestic Product (RGDP).
The conclusion is that VAT is an ideal form of taxation in Nigeria Tax System and has significantly
contributed to resource mobilization as well as capital formation to the economy. They recommended
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that all that are involved (both payer and tax administrator) should be adequately motivated to ensure
higher levels of efficiency and effectiveness.
Ihendinihu, Jones and Ibanichuka (2014) in their study of the assessment of the long-run equilibrium
relationship between tax revenue and economic growth in Nigeria found that VAT has no statistical
significant impact on the economic growth in Nigeria.
Onaolapo, Aworemi and Ajala(2013) in their study, Assessment of value added tax and it’s effects
on revenue generation in Nigeria utilized Stepwise regression analysis and Analysis of Variance
(ANOVA) in testing the hypotheses one and two respectively. The result of the study revealed that
value added tax is beneficial to the Nigeria economy. This they said was understood from the
behaviour of the variables in the research, which shows that value added tax is statistically significant
to revenue generation in Nigeria. From the findings, for Nigeria to attain its economic growth and
development, she must be able to generate enough revenue in order to meet up with the challenges
of her expenditures in term of provision of social amenities and the running costs of the Government.
The result of the study also indicates that if more goods and services are taxed, the revenue base of
the country will increase. They therefore, recommend that the value added tax bases be widened to
bring the informal sector into the value added tax net so as to stem possible evasion even by the so
faithfully complying under the old rate.
2.4 Identified Gaps.
After reviewing the related literature, it was discovered that the annual percentage contribution of
value added tax to total federally collected revenue was not discussed. This study therefore filled up
this gap
3.

METHODOLOGY

This study adopted ex-post facto research design making use of already existing data in establishing
a causal relationship between identified variables. The choice for this design is because the study
tries to assess the effect and relationship between the variables which the researcher cannot
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manipulate. This study was carried out in Nigeria, a West African Country made up of 6-geo-politcal
zones. Time series data used for the study were extracted from the Central Bank of Nigeria Statistical
Bulletin. The data collected were analyzed using the ordinary least square of simple regression while
the Engle-Granger General (ECM) regression approach was utilized to test the co-integrating long
run equilibrium relationship. This approach is a two-step method which has the advantage of
establishing both the long and short run equilibrium of the variables.
Model Specification:
TFCR = ƒ(VAT)…………………………………..

(1)

Where VAT= Value added tax
TFCR= Total federally collected revenue
These functional or deterministic forms of equation do not have a random or stochastic variable;
hence, we therefore formulate the equations to describe how the dependent variable is related to the
explanatory variable and the random variable.
TFCRt = β0+β1VATt+еt……………………………..

(2)

Where β0= the intercept or slope coefficient
β1 = Partial regression
е = error term
t = the variable at time t
Log Linear Model
The data collected were of values with different magnitude, hence we log linearized the variables to
bring them at par or at almost the same level. Explicitly, equation 2 above is formulated as follows;
InTFCRt = β0+β1InVATt+еt……………………………..
Where In = Natural Log
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4

DATA PRESENTATION AND ANALYSIS

Table 1: Annual percentage contribution of VAT to total federally collected revenue (TFCR)
(In Million)
Year TFCR
VAT
% Contribution
1994 201910.8
7260
4
1995 459987.3
20761
5
1996 523597
31000
6
1997 591151
34000
6
1998 463600
36900
8
1999 949200
4710
5
2000 1906200
58500
3
2001 2231600
91800
4
2002 1731800
108600
6
2003 2575100
136400
5
2004 3920500
159500
4
2005 5547500
178100
3
2006 5965100
221600
4
2007 5715600
289600
5
2008 7866600
404500
5
2009 4844600
468400
10
2010 7303700
562900
8
2011 11116800
649500
6
2012 10654700
710200
7
Mean
5.473684
Source: CBN Statistical Bulletin 2005 and 2012.

X = 5.80%

X = 4.60%

X = 4.20%

X = 7.75%

Table 4.1 shows the annual percentage contribution of VAT to total federally collected revenue from
1994 to 2012. The percentage ratio indicates that VAT contributed a minimum of 3% to total federally
collected revenue in years 2000 and 2005, and a maximum of 10% in 2009 while the overall mean
contribution was 5.47%. A five year average percentage contribution of VAT to TFCR from 1994 to
1998, 1999 to 2003 and so on indicated that VAT contributed 5.80%, 4.60%, 4.20% and 7.75%
respectively. It showed that though VAT is contributing to TFCR, the trend is not stable which may
be as a result of other variables inherent.

374

Proceedings of the 8th International Conference of Accounting and Finance
Research Association (AFRA), held 4th – 6th November, 2018

12000000
10000000
8000000
TFCR

6000000

VAT
4000000
2000000
0
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19

Fig. 1: Growth pattern of VAT to TFRC.
Figure 1 showed that VAT is not maintaining a steady growth with the TFCR and this may be
attributed to other tax variables.
Hypothesis Testing
The hypothesis formulated was tested using Ordinary Least Square Simple Regression Technique
after confirming the stationarity of the study variables.
Table 2: Result of Unit root.
(With nominal values)
AT LEVEL

AT 1ST DIFFERENCE

AT 2ND DIFFERENCE

VARIABLE

T-STA

P-VALUE

T-STA

P-VALUE

TFCR

1.204685

0.9964

-4.29975

0.0048

VAT

5.071176

1

-1.395581

0.5596

T-STA

P-VALUE

-5.37989 0.0006

Source:Authors’ computation using E-views version 7

Table 2 result invalidates the use of the unit root test as the variables are significant at different levels,
that 1 (1) and 1 (2) (Giles, 2013). Therefore, the variables were log-linearized. Log linearization of
variables is done to transform the variables in the model at par or close to par. We therefore conducted
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a unit root test of the log linearized variables to ascertain whether they are stationary or nonstationary. The result of the unit root test conducted on the log-linearized variables is as shown in
Table 3.
Table 3: Result of unit root test when log-linearized
VARIABLE
T-STA
P-VALUE
T-STA
TFCR
-1.74876
0.3918
-4.098013
VAT
-2.85847
0.0701
-7.277874
Source: Authors’ Computation using E-views version 7

P-VALUE
0.0071
0

The result of the log-linearized variables of the unit root test indicates that all the variables were
significant at first difference, 1(1), based on the probability values (p-values) of the variables, total
federally collected revenue (TFCR) and value added tax (VAT) were significant at less than 5%
level of significance. This implies that the time series variables included in the model are 1(1) and
we therefore went ahead to conduct the co-integrating relationship of the variables using Engle
Granger General (ECM) regression approach since we have two variables in the model.
Consequently, the ordinary least square of single regression was used in analyzing and estimating the
log-linearized model while the Engle Granger General (ECM) regression approach was employed in
testing the long run and short run equilibrium conditions.
The hypothesis set out for was tested below using simple regression method as shown in table 4
HO1: Income from VAT has no significant impact on total federally collected revenue in Nigeria
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Table 4: Regression test result of the impact of VAT on TFCR
Dependent Variable: D (TFCR)
Method: Least Squares
Date: 12/30/14 Time: 05:57
Sample (adjusted): 1995 2012
Included observations: 18 after adjustments
Variable
Coefficient
Std. Error
t-Statistic
Prob.
D(VAT)
0.903011
0.319066
2.830173
0.0127
RES1(-1)
-0.557945
0.238281
-2.341539
0.0334
C
-0.002722
0.045763
-0.059470
0.9534
R-squared
0.422121
Mean dependent var
0.095688
Adjusted R-squared 0.345070
S.D. dependent var
0.153690
S.E. of regression
0.124378
Akaike info criterion
-1.179972
Sum squared resid
0.232048
Schwarz criterion
-1.031577
Log likelihood
13.61975
Hannan-Quinn criter.
-1.159511
F-statistic
5.478489
Durbin-Watson stat
1.653513
Prob(F-statistic)
0.016360
Source: Authors’ Computation using E-views version 7.
The regression result of table 4 indicates that VAT with a probability value of 0.0127 or 1.27% of
the t-Statistic is lower than the chosen 5% level of significance.
Again, the result of the residual at 0.033 or 3.3% probability value also indicates that it is significant
at 5% level of significance. Since the residual of the variable is significant, we conclude that VAT
and total federally collected revenue (TFCR) are co-integrated and therefore imply that there is both
short-run and long-run equilibrium relationship between the variables. From the result in table 4 the
F-Statistic is used to test the overall significance of the model. Since the probability of the F-Statistic
of 0.016 or 1.6% is lower than the chosen 5% level of significance, we conclude that income from
VAT has significant impact on the total federally collected revenue in Nigeria.
From the same table, considering the coefficient of adjusted R-Squared of 0.34, implies that 34.5%
of the total variation in total federally collected revenue (TFCR) is explained by VAT. In other words,
this means that 34.5% of changes in the total federally collected revenue is as a result of changes in
the collected value added tax revenue in Nigeria.
Nonetheless, Gujarati and Porter (2009) noted that the F-statistic is an equivalent test and an
alternative to confirming the overall significance of the model. Since the probability of the F-statistic
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was found to be significant at lower than 5% level of significance, we infer that income from VAT
has significant impact on total federally collected revenue (TFCR) in Nigeria. The above result
indicating an R2< d shows that the regression estimation is good. This result is in agreement with the
findings of Onodugo and Anowor (2013) that VAT is an ideal form of taxation and has significantly
contributed to resource mobilization in Nigeria, and Abdul-Rahman et al (2013) found that VAT has
statistical significant effect on revenue generation in Nigeria.
5

CONCLUSION AND RECOMMENDATIONS

This research work analyzed the impact of VAT on total federally collected revenue in Nigeria. It
used the time series data of value added tax (VAT) and total federally collected revenue (TFCR) from
1994 to 2012 obtained from the Central Bank of Nigeria (CBN) Statistical Bulletin.
The study employed percentages and graph to analyze the contribution and trend of VAT to total
federally collected revenue (TFCR). Simple regression was used in analyzing the effect.
The result of the work showed that value added tax (VAT) has contributed significantly to total
federally collected revenue though with an unstable trend. The unsteady trend of 5.80%, 4.60%,
4.20% and 7.75 % is evidenced in table 4.1 for the years 1994 to 1998, 1999 to 2003, 2004 to 2008
and 2009 to 2012 respectively.
Based on the conclusion, we make the following recommendations
1.

Government should intensify efforts to boost the generation of VAT revenue on a year
to year basis.

2.

Tax authorities and staff of the agencies should be motivated to avoid leakages in VAT
revenue.

3.

Government should encourage a fiscal responsibility system to enhance effective use of
VAT revenue.
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ABSTRACT
Tax revenue is the main stay of every modern economy because it is the basic source of revenue for financing
government expenditure. Government utilization of tax revenue generates multiplier effect that stimulates
economic growth. This study was carried out to empirically ascertain the impact of federally collectable taxes
on economic growth of Nigeria from 2000 - 2015. Autoregressive Distributed Lag model was specified and
estimated using time series data from Central Bank of Nigeria Statistical Bulletin. The model captured the
long-run static and short run dynamic impact of tax components on economic growth. The empirical results
of the estimated model indicated that there was a positive but insignificant impact of various tax components
on economic growth of Nigerian in the long run. It was recommended that government should overhaul the
tax management system to block the revenue leakages inherent in the system to ensure that tax revenue is
expended directly and prudently to generate the multiplier effect required to stimulate growth of the Nigeria
economy. Also government should ensure that the tax policy is not affecting the marginal productivity of oil
companies, that custom and excise duties should not be too high as to encourage diversion of imports to our
neighboring countries, and the value added tax should be at level that do not interfere with consumer demand
and increase the prices of domestic goods above this competitive levels.
Keywords: Taxation, economic growth, petroleum profit tax, company income tax, value added tax, custom
and excise duty and education tax.
INTRODUCTION
In Nigeria, taxation is one of the oldest means by which the cost of providing essential services for the
generality of persons living in a given geographical area is funded by government which is also saddled with
the responsibility of providing some basic infrastructures for their citizens (Soyode & Kajola 2006)). Thus,
as a major source of government revenue, government uses tax proceeds to render their traditional functions
such as the provision of public goods, maintenance of law and order, defense against external aggression,
regulation of trade and business to ensure social and economic maintenance (Azubike,2009). Okafor, (2012)
notes that government collects taxes from available economic resources and make use of same to create
economic prosperity such that available and willing manpower and other resources are gainfully employed,
infrastructures provided, essential public services (such as the maintenance of law and order) are put in place
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among others. One of the means of generating revenue for providing the needed infrastructure is through a
well-structured tax system. Ogbonna & Appah (2012) posit that the system offers itself as one of the most
effective means of mobilizing a nation’s internal resources and it leads itself to creating an environment
conducive to the promotion of economic growth.
Objective of the Research: The study investigates whether federally collectable taxes have made an impact
on economic growth of Nigeria, specifically during the present political dispensation from 2000 to 2015
Statement of Hypothesis: To achieve the objective of the study, a hypothesis was formulated and tested.
H0: Taxes do not have significant impact on the real gross domestic product (RGDP) of Nigeria.

REVIEW OF RELATED LITERATURE
The Concept of Taxation
The concept of taxation is of great significance as it can be used as a catalyst to manipulate economic activities
such as influencing investment decisions by the private sector, tool for prohibition of production of certain
goods and services, as well as its contribution to generate revenue for government to meet the provision of
public goods and meet other government activities. The socio-political and economic developments of any
nation depend more fundamentally on the amount of revenue generated through taxation for the provision of
infrastructures for economic growth. Conceptually, tax is a compulsory levy imposed on the citizens and their
property by the government for the purpose of providing infrastructures for economic growth. Tax is a
compulsory levy imposed on a subject or upon his property by the government to provide security, social
amenities and create conditions for the economic well-being of the society. Viewed from this perspective,
Bhatia (2003) defines tax as a compulsory levy payable by an economic unit to the government without any
corresponding entitlement to receive a definite and direct quid pro quo from the government. Brautigam (2008)
notes that a well-designed tax system can help governments in developing countries prioritize their spending,
build stable institutions, and improve democratic accountability. Nzotta (2007) however notes that taxes
generally have allocation, distributional and stabilization functions. The allocation function of taxes entails
the determination of the pattern of production, the goods that should be produced, who produces them, the
relationship between the private and public sector and the point of social balance between the two sectors. The
distribution function of taxes relate to the manner in which the effective demand over economic goods is
divided among individuals in the society. According to Musgrave & Musgrave (2004), the distribution
function deals with the distribution of income and wealth to ensure conformity with what society considers
as fair or just state of distribution. The stabilization of function of taxes seeks to attain high level of employing
a reasonable level of price stability, an appropriate rate of economic growth, with allowances on trade and on
the balance of payment. Nwezeaku (2005) argues that the scope of these functions depends, inter alia, on the
political and economic orientation of the people, their needs and aspirations as well as their willingness to pay
tax.
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The concept of Economic Growth
Economic growth has been defined as the sustained increase in a country’s productive capacity (as measured
by comparing the gross national product in a year with that of the previous year), increase in per capita national
output or net national product over a long period of time which occurs when a nation’s production possibility
frontier shifts outwards (Salami, Apelogun, Onidiya & Ojoye, 2015).
Ogbonna & Appah (2012) opine that economic growth can be determined by four important determinants
namely, human resources, natural resources, capital formation and technological development. The theories
of economic growth can be examined under the Harrod-Domar theory of growth, kaldor model of distribution,
Pasinett model of profit and growth, Joan Robinson’s model of capital accumulation, Meade’s Neo classical
model of economic growth and the slow model of long run growth. All these models of economic growth were
the various views of scholars on the most suitable explanation of growth.
Components of Taxation
Taxation in Nigeria as stipulated in Nigeria's tax system (taxes and levies approved for collection) decree No.
21 of 1998 categorized the jurisdiction, administration and collection of different types of taxes into Federal,
State and Local Government. To meet the objectives of this research, only taxes collected by the Federal
Government which form the variables of the study were used. Taxes administered, assessed and collected by
the Federal Government agency like Federal Inland Revenue Service (FIRS) are; Companies Income Tax,
Petroleum Profits Tax, Value Added Tax, Customs and Excise Duties, Education Tax, Capital Gains Tax
(applicable to corporate bodies and residents in Abuja), Stamp Duties (applicable to corporate bodies)and
Withholding Tax applicable to companies,Personal income tax-applicable to persons engaged in the Nigerian
Army, Navy, Air force, Police other than in a civilian capacity, officers of the Nigerian Foreign Service, every
resident of the Federal capital territory Abuja and persons resident outside Nigeria who derives income or
profit from Nigeria.
Theoretical Framework
This study was anchored on two theories namely:
Benefit Received Theory: This is based on the assumption that there is basically an exchange relationship
between tax-payers and the state. The state provides certain goods and services to the members of the society
and they contribute to the cost of these supplies in proportion to the benefits received (Bhartia, 2009).
Cost of Service Theory: This theory is similar to the benefits received theory. It emphasizes the semicommercial relationship between the state and the citizens to a greater extent. The state is being asked to give
up basic protective and welfare functions. It is to scrupulously recover the cost of the services and therefore
this theory implies a balanced budget policy.
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Empirical Review
Ogbonna and Appah (2012) investigated the Impact of Tax Reforms and Economic Growth of Nigeria using
time series data from 1994 to 2009 (a period of 11 years) utilizing Petroleum Profit Tax, Companies Income
Tax, Value Added Tax, Education Tax, Personal Income Tax and Customs and Excise Duties as proxy for tax
reforms (independent variables) and Gross Domestic Product (GDP) as the dependent variable, claimed that
there is a positive relationship between tax revenue and economic growth of Nigeria. They argued that 54%
variation in the dependent variable (GDP) is as a result of change in tax revenue and that there exists long run
equilibrium relationship between GDP and the independent variables. They used the Augmented Dickey-fuller
test for the unit root test and the Johansen’s cointegration test and error correction technique to run the
regression analysis. The Augmented Dickey-fuller test conducted on the variables showed that all the series
were significant between 1 and 5 percent except for Companies’ Income Tax and Customs and Excise Duties
that were significant at 5 percent. In a similar study by Okafor (2012) on Tax Revenue Generation and
Economic Development of Nigeria (1981 to 2007)) using multiple correlation and regression models, he
argued that there exists significant relationship between the Gross Domestic Product (GDP) used as the
dependent variable and the independent variables (Petroleum Profit Tax, Companies Income Tax, Custom and
Excise Duties and Value Added Tax). He claimed that 99 percent of changes in the total GDP were influenced
by changes in the independent variables (Petroleum Profit Tax, Companies’ Income Tax, Customs and Excise
Duties and Value Added Tax). Worlu and Emeka (2012) examined the impact of tax revenue on the economic
growth of Nigeria between 1980 and 2007 using its effect on infrastructural development. They reported that
tax revenue has direct and indirect relationships with the infrastructural development and the Gross Domestic
Product respectively (GDP). The authors argued that the channels through which tax revenue affects economic
growth in Nigeria are infrastructural development, foreign direct investment and GDP. They stressed that
availability of infrastructure stirs up an investment that in turn brings about economic growth. Bukie and
Adejumo (2013) examined the effect of tax revenue on economic growth of Nigeria for the period 1970 to
2011, regressing indicators of Economic Growth (domestic investment, labour force and foreign direct
investment) all have a positive and significant relationship with economic growth in Nigeria. Okafor (2012)
examined the relationship between federally generated revenue and economic development in Nigeria using
Gross Domestic Product (GDP) for the period 1981 to 2007 the result of the study showed positive and
significant relationship between income tax revenue and economic development of Nigeria
Methodology
The study adopted ex post facto. The empirical methods of analysis are; autoregressive distributed lag model
(ARDL). General to Specific Bounds testing technique, Wald test, augmented dickey-fuller test and Error
correction model (ECM) by utilizing the ordinary least square method of multivariate regression. The model
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specification is based on the theory that taxation contribute to the revenue and economic growth of Nigeria.
Specifically, the study adopted the model from the related empirical evidences from Ogbonna and Appah
(2012) and Okafor (2012) but with modifications. For this study, the model specification is as follow;
RGDP=f (PPT, CIT, VAT, CED, EDT)....................................................... (1)
These functional or deterministic forms do not have a random or stochastic variable and since in statistical
relationship we deal with random or stochastic variables, that is variables that have probability distribution,
the above functional equation was stated in an equation that describes how the dependent variables are related
to all the independent variables and stochastic error term or stochastic disturbance term stated as a multiple
regression model as follows;
RGDPt=β0+β1PPTt+β2CITt+β3VATt+β4CEDt+ β5EDTt+ μt............................. (2)
Presentation of Empirical result
To examine the time series properties of the variables in the model, the Augmented Dickey Fuller [ADF] test
was conducted. The results are presented in table 1.
Table 1: Results of the Augmented Dickey Fuller [ADF] Unit Root Test at level and First difference.
Level/
ADF critical ADF critical
ADF critical
Variable
ADF Stat Level
value 1%
value 5%
value 10%
Inference
Calculated
Level/
ADF
Non Stationary/
Variables Level
Statistic
Stationary
Log
RGDP
Level
-2.185172
-4.252879
-3.548490
-3.207094
Non-Stationary
Log PPT
Log CIT
Log VAT
Log CED
Log EDT

Level
Level
Level
Level
Level
Level
Level

-3.834169
-4.179372
-4.320396
-3.62438
-3.552973
-2.111967
-3.792288

-4.252879
-4.262735
-4.262735
-4.73214
-4.262735
-4.80000
-4.728363

-4.252879
-3.552973
-3.552973
-3.53671
-3.552973
-3.797172
-3.759743

-3.207094
-3.209642
-3.209643
-3.205131
3.209642
-3.324976

Stationary
Stationary
Stationary
Stationary
Stationary
Non-Stationary
Stationary

From the results above, the Real GDP [RGDP] time series was stationary at first difference because the
calculated ADF t-statistic of -3.834169 was more negative than the Mackinnon p-value of -3.207094 at 10%
level. Thus, it entered into the regression analysis at first differencing. The time series data of the Petroleum
Profit Tax [PPT] was stationary at levels because the t-statistic of -4.179372 was more negative than the
Mackinnon p-value of -3.552973 at the 5% level. The time series data of the Company Income Tax was
stationary at level because the calculated ADF t-statistic of -4.320396 was more negative than the Mackinnon
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p-value or critical ADF value of -4.262735 at the 1% level. Thus, it was entered into the regression analysis
at level. The Value Added Tax [VAT] time series was stationary at level because the calculated ADF t-statistic
of -3.62438 was more negative than Mackinnon p-value or ADF critical value of -3.53671 at the 5% level.
Thus, it was entered into the regression analysis at level. The Custom and Excise Duties was stationary at
levels at the 5% significance level because the calculated ADF t-statistic of -3.552973 was negative and equal
to Mackinnon p-value or critical ADF value of -3.552973. Thus, it was entered into the regression analysis at
level. The Education Tax [EDT] time series was significant after first difference at the 1% level since the
calculated ADF t-statistic of -3.792288 was more negative than the Mackinnon p-value ADF critical value of
-3.324976. Thus, it was entered into the regression analysis at first difference. The unit root test revealed that
some of the variables were non-stationary at level but others became stationary after first difference. Therefore,
the application of the concept of cointegration became relevant in the empirical analysis. The underlying
assumption of the cointegration test is that the variables should be non-stationary at level, but if they are
subjected to first difference, and become stationary integrated of same order, the decision is that the variables
are considered to be integrated of the same order. Given that all the variables were found to be integrated of
the same order, the next is to step ascertained a cointegrating relationship existing among the variables, two
ARDL cointegration models were estimated and subjected to the Wald Test for this purpose.
Estimation of Auto Regressive Distributed Lag (ARDL) Model
After the selection of the optimal lags, the ARDL model was estimated and tested for cointegration between
the variables. The estimated results and the Wald Test are presented in Table 2.
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Table 2: Estimated ARDL Model
Dependent Variable: RGDP1
Method: ARDL
Date: 02/07/17 Tim e: 18:44
Sam ple (adjus ted): 5 35
Included obs ervations : 31 after adjus tm ents
Maxim um dependent lags : 4 (Autom atic s election)
Model s election m ethod: Akaike info criterion (AIC)
Dynam ic regres s ors (4 lags , autom atic): PPT1 CIT1 VAT1 CED1 EDT1
Fixed regres s ors : C
Num ber of m odels evalulated: 12500
Selected Model: ARDL(4, 3, 3, 3, 3, 4)
Variable

Coefficient

Std. Error

t-Statis tic

RGDP1(-1)
RGDP1(-2)
RGDP1(-3)
RGDP1(-4)
PPT1
PPT1(-1)
PPT1(-2)
PPT1(-3)
CIT1
CIT1(-1)
CIT1(-2)
CIT1(-3)
VAT1
VAT1(-1)
VAT1(-2)
VAT1(-3)
CED1
CED1(-1)
CED1(-2)
CED1(-3)
EDT1
EDT1(-1)
EDT1(-2)
EDT1(-3)
EDT1(-4)
C

-4.716068
-2.992476
-0.840577
-2.329137
-0.049725
0.082318
0.152077
-0.764916
4.767872
1.694753
0.287319
-1.940694
-1.229466
-0.592136
0.627148
-0.566762
0.111138
-1.491047
1.413998
2.164623
0.008045
-0.022648
-0.039115
0.134403
0.157238
42.77656

1.120431
0.817195
0.539339
0.467145
0.273530
0.239612
0.288402
0.271245
1.263716
0.770141
0.997243
0.849125
0.290072
0.223936
0.201845
0.129290
0.360518
0.476983
0.608638
0.632582
0.037605
0.049960
0.045415
0.050442
0.054739
7.408324

-4.209155
-3.661888
-1.558533
-4.985901
-0.181789
0.343547
0.527308
-2.820019
3.772897
2.200576
0.288114
-2.285523
-4.238479
-2.644223
3.107082
-4.383646
0.308272
-3.125993
2.323218
3.421885
0.213926
-0.453316
-0.861271
2.664496
2.872504
5.774121

R-s quared
Adjus ted R-s quared
S.E. of regres s ion
Sum s quared res id
Log likelihood
F-s tatis tic
Prob(F-s tatis tic)

0.963814
0.782881
0.118105
0.069744
50.51506
5.326925
0.035469

Mean dependent var
S.D. dependent var
Akaike info criterion
Schwarz criterion
Hannan-Quinn criter.
Durbin-Wats on s tat

Prob.*
0.0084
0.0146
0.1798
0.0042
0.8629
0.7452
0.6205
0.0371
0.0130
0.0790
0.7848
0.0710
0.0082
0.0457
0.0266
0.0071
0.7703
0.0261
0.0678
0.0188
0.8391
0.6693
0.4284
0.0446
0.0349
0.0022
5.626638
0.253466
-1.581617
-0.378918
-1.189567
2.507006

*Note: p-values and any s ubs equent tes ts do not account for m odel
s election.
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Table 3: Wald Test of Estimated ARDL Model 2
Wald Test:
Equation: Untitled
Test Statistic
F-statistic
Chi-square

Sample: 1 35 df
42.261005
26.30503

Probability

(5, 5)
5

0.0462
0.0001

Null Hypothesis: C(5)=0, C(9)=0, C(13)=0, C(17)=0, C(21)=0
Null Hypothesis Summary:
0.0241

Value

C(5)
0.032712
C(13)
C(17)
10.367788

Std. Err.

-0.049725
0.273530
10.588297 0.0599
D(PPT1(-1) 2.838960
0.111138
0.360518
0.0612
0.037605

0.0225

From the result of the Wald Test shown in table 3, the F(cal) of 42.261005 is greater than the upper critical
value of F(tab) of 2.96. Thus, we cannot accept the null hypothesis of no cointegration between tax components
and Real Gross Domestic Product (RGDP) of Nigeria.
Table 4: Estimated long run model of the Relationship between PPT, CIT, CED, VAT, EDT and RGDP.
Variable
Log PPT
Log CIT
Log
VAT
Log
CED
Log
EDT
C

t-Statistic

Prob

0.35105
0.44898

1.3915
0.9018

0.1828
0.783

0.148272

0.11371

1.3039

0.193

0.185104

0.02235

0.8282

0.418

0.02003

0.1051

0.1905

0.734

025

0.12754

1.3186

0.182

Coefficient
0.48849
0.40878

Std Error

R-squared = 0.467844, Adjusted R-square = 0.432881, Durbin-Watson = 1.6752, F-statistic = 1.0314, Prob
[f-statistic] = 0.2180
The long run regression in table 4 is satisfactory as per the signs of the estimated coefficients. In line with
theoretical a priori assumption, the Log PPT, Log CIT, Log VAT, Log EDT and Log CED estimated
coefficients carried a positive sign which means that all the variables are increasing function of real gross
domestic variable. Numerically, 1% increase in PPT, CIT, CED, VAT, and EDT will lead to 49%, 41%, 19%,
15% and 2% growth in real gross domestic product respectively. The statistical characteristic of the estimated
model was unsatisfactory. The results indicated that PPT, CIT, CED, VAT and EDT coefficient estimates
were insignificant at the 10% level because their respective prob [t] of 0.18, 0.78, 0.41, 0.19 and 0.73 were
greater than 0.01, which in line with statistical decision rule is an indication of statistical insignificance. The
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high R2, coefficient of determination, of 0.47 was rather low because it was an indication of a poor fit of the
estimated regression line to the data point. It also indicated that only 47% of the total variation in real gross
domestic product was explained by its linear regression relationship with PPT, CIT, VAT, CED, and EDT.The
overall regression was statistically insignificant at the 5% level. This inference was drawn because the Fstatistic has a prob [F] of 0.2180 which is greater than 0.05, thus making it statistically insignificant.
Test of Hypothesis
H0:

Tax components do not have significant impact on the Real Gross Domestic Product(RGDP) of
Nigeria.

The F-statistic of the estimated regression was statistically insignificant at the 5% level because the prob [F]
was greater than 0.05. In view of this, the entire regression result was insignificant at the 5%, therefore we
cannot reject the null hypothesis. Thus, we conclude that there was a significant influence of direct and indirect
tax components on RGDP of Nigeria.

Table 5: ARDL Dynamic model: Short run dynamic of the relationship between PPT, CIT, CED,
VAT,
ARDL Cointegrating And Long Run Form
Original dep. variable: RGDP1
Date: 02/07/17 Time:
Sample: 1
Included observations: 31
Cointegrating Form
Variable

Coefficient

Std. Error

t-Statistic

Prob.

D(RGDP1(-1))
D(RGDP1(-2))

6.162189
3.169714
2.329137
0.049725
0.612840
0.264916
4.767872
1.653374
.194064
1.229466
0.060385
0.266762

0.832061

7.405936

0.0007
0.0010

0.111138

0.129022

3.578621
0.164623

0.424299
0.344838
0.020921
0.033538
0.036330
0.023483
1.221871

D(RGDP1(-

D(PPT1)

D(PPT1(-

D(PPT1(-2))

D((CIT1)

D(CIT1(-1))
D(CIT1(-2))
D(VAT1)
D(VAT1(-

D((VAT1(D(CED1)
2))
D(CED1(-1))
D(CED1(-2))
D(EDT1)

D(EDT 1(-1))
D(EDT1(-2))
D(EDT1(CointEq(-1)

0.008045
0.252526
0.291641

0.157238
-.162814257

0.460123

0.279294

0.107451

0.136388
0.137838

0.617517

0.322026
0.395204

0.129022

0.067618
0.074449

6.888844

8.339370

0.0004

4.493370

0.0064

-0.462764

1.549397
7.721041
5.134291
4.910612

-

0.893040
7.612726
0.580299
8.434195
6.277216
0.384525
7.529655
8.027503
6.695951
9.721371

0.6630
0.1131
0.0006
0.0037

0.15694

0.0002

0.4127

0.1483
0.5869
0.0004

0.1691
0.7164
0.0007
0.0005

0.1211
0.0002

Cointeq = RGDP1 - (-0.0488*PPT1 + 0.4049*CIT1 -0.1483*VAT1 + 0.1851
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The estimated short run dynamics model was quite satisfactory as per the signs of estimated parameter
estimates. In line with a priori assumptions all the parameter estimates of the various tax components carried
positive sign. This indicate that economic growth is a direct or increasing function , CIT ,CED and EDT in the
short run and decreasing function of PPT, VAT. Specifically, 1% increase each in CIT, CED and EDT would
stimulate a short run increase in Real Gross Domestic Product by 0.40%, .0.19%, and 0.02%, respectively.
Also 1% increase in PPT and VAT would slow down the economic growth by -0.05% and -0.15%.
As per statistical characteristics, the model was satisfactory. The parameter estimates of , CIT, VAT, CED and
EDT were all statistically significant at the 5% level given that their respective prob [t] of .0.01, 0.01,
.0.01and.0.01 were less than 0.05. The result indicated an error correction term that was negatively signed and
with a value of -.16281. It was also statistically significant at the 5% level because its prob [t] of 0.0002 is less
than 0.05. The coefficient of the error term indicates the speed of adjustment in eliminating deviation from the
long run equilibrium induced by changes in the predictor variables.
Policy Implications of the Empirical Results:
The empirical results hold important policy implication for tax policy reforms in Nigeria. First, economic
implications of the empirical results generated quite an interesting insight into understanding of the growth
impact of taxation on the Nigeria economy. To make the analysis constructive and meaningful, it was carried
out from two perspectives. From the empirical results, in the long run and short run, petroleum profit tax,
custom and exercise duty and value added tax had positive and significant impact on economic growth. This
was expected given that the oil sector is the dominant sector in terms of revenue generation in Nigeria. In
addition, value added tax has increasingly over the years emerged to be one of the major sources of
contribution to the Nigeria government. Given the tariff regime of the Nigeria, which is one of the highest in
the West African region.
It was not surprising that custom and excise duties also contributed significantly to the Nigeria economy.
Given the significant impact of petroleum profit tax on the total revenue of government, there arises the issue
of over dependence on a single sector to support the revenue base of the economy. In the case of custom and
excise duties, although the positive significant impact is good for the economy, but there is a need for the
Nigeria government to review its current high tariff regime. The current situation is encouraging Nigeria
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importers to divert their imported goods for clearance in the neighboring seaports in Benin, Togo and Ghana.
These duties earning from these diverted goods are a loss to the Nigerian economy. Thus, the Nigeria
government should re-evaluate the current custom and exercise duties downwards in order to increase the
volume of tariff to the Nigeria port and take advantage of increase duties from more volume which might
make up for the reduction in revenue from reduced tariff. Value added tax as a major contribution to revenue
of the government has the dual trade off impact of discouraging consumer demand and increasing the prices
of domestic goods relative to imported ones thus, reducing their competiveness. Thus, the government should
carry out a thorough policy evaluation of the current VAT rate viz-a-viz the dual effects discussed above. The
company income tax had a long-run positive and significant impact while in the short-run it was positive but
insignificant. The short-run insignificant impact might be to the payments of company income taxes in the
years of actual taxation. In effect, there is usually a one year lag effect of company income tax as indicated
by the empirical results. The positive and insignificant impact of long run and short run impact of education
tax is reduced by the narrow base of its policy specification. Education tax is mainly paid at the Federal Capital
Territory and has no national spread which reduced its impact on the total revenue of the Nigeria government.
We now turn our evaluation to the growth impact of the various types of taxes as per their performance in the
regression analysis. The empirical results point a dismal picture of the impact of the various components on
economic growth of Nigeria. Specifically, the long run static effect and the short run dynamic impact of all
the various tax components were positively but statistically insignificant, even at the 10 percent level. Taken
viz-a-viz the revenue impact of tax components, the weak growth impact is rather inconsistent with a priori
theoretical expectations. It will appear at the surface, the contradictory empirical results would appear to be
analytically inconsistent and meaningless until we take a closer scrutiny at them within the context of
economic realities in Nigeria. The puzzle in the disparity between the revenue impact and growth impact of
taxation can be attributed to leakages in the tax management system. To avoid any confusion, there are two
levels in tax management system. At the first level, is the issue of efficient and cost effective collection of
taxes, while at the second level is the prudent administration of the tax revenue. Thus, if from our empirical
results the revenue impacts of taxation is positive and significant, this is an evidence of efficiency of the tax
collection system. If on the other hand as demonstrated by the empirical results of the study, the growth impact
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of taxation is positive but insignificant, then there is a defect in the tax administration system. Given our
understanding of the peculiarities of the socio-economic attributes of the economic system of Nigeria, then
the defective tax administration is the manifestation of systematic corruption in the system. From our empirical
results, we can draw the inference that due to the misuse of tax funds, wrong choice of projects, over valuation
of projects, neglected projects; the impact of taxation on the economy has been greatly attenuated over the
years. The empirical results of this study poses a number of policy dilemma that need to be addressed, not
only in terms of efficiency and effectiveness in tax collection system, but also by extension the tax
administration system. On one hand, a glimpse at the positive and significant impact of taxes on government
revenue would appear beneficial to the economy. However, upon juxtaposition of this benefit side-by-side the
tradeoff effect calls for a closer scrutiny of the current tax system.

SUMMARY, CONCLUSION AND RECOMMENDATIONS
Summary: This study was carried out to empirically ascertain the impact of federally collectable taxes on the
Nigeria economy from 2000 - 2015. The empirical results of the analysis of the data indicated that:
(i) There was a positive but insignificant long run impact of PPT, CIT CED, and VAT and education
tax on economic growth.
(ii) There was a positive but insignificant short run multiplier effect of the entire different tax
component on economic growth of Nigeria.
Conclusion; Taxation is the revenue source for financing government operations in any modern economy.
The efficiency and effectiveness of the tax system ensures that there is enough revenue to support all
government activities. And as the tax revenue are efficiency and prudent utilized by the government, it
generates multipliers effects that spreads through the economy, expanding its productive capacity and increase
real output. Given its economic implications, there is a need to carry out regular evaluation of the efficiency
and effectiveness of government tax policy not only to ascertain the strength of its revenue generating
capability but also to isolate its trade off effects of effective policy adjustments. There is also the need to
empirically investigate the long run impact and short run dynamic effect of different tax components on
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economic growth. The initiative to undertake this research was premised on the foregoing articulation. The
empirical results provided quite some fresh insights into the revenue and growth impact of taxation in Nigeria.
In both the long and short run there was positive and significant impact of taxation on economic growth of
Nigeria. This provides evidence of the efficiency and effectiveness of the Nigerian tax system. However, the
empirical results of the growth impact of economic growth were inconsistent with those of the revenue impact.
Both the long run impact and short run dynamic impacts of taxation on economic growth were positive but
statistically insignificant. Given the robust statistical diagnosis of all the results, the inference drawn was that
systematic corruption served as a leakage that drains away tax revenue from the Nigeria economy, thus
attenuating the growth impact of taxation.
Recommendations: The following recommendations drawn from the insights generated by the empirical
results are suggested as policy inputs to optimize the growth impact of taxation on the Nigeria economy.
1. There is a need for articulation of a new fiscal policy framework to support tax management system
in the country in order to block all leakages that are in the existing system. There should be new
guideline to on project selection, viability, cost effectiveness and executions for all public investment
executed with tax revenue. This will highly improve the multiplier effect of the tax revenue that will
stimulate rapid economic growth.
2. There is a need for the Nigeria government to evaluate the current tax system especially with regards
to the tradeoff effects of current taxation level. Although the empirical results indicated that taxation
has a significant impact on the government revenue some grey areas call for attention. The government
should ensure that the tax policy is not affecting the marginal productivity of oil companies, that
custom and excise duties should not be too high as to encourage diversion of imports to our
neighboring countries, and the value added tax should be at level that do not interfere with consumer
demand and increase the prices of domestic goods above this competitive levels.
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Abstract
Despite increases in tax base, Nigeria is yet to record commensurate increases in tax revenue. The
study investigated the effect of tax base on tax revenue in Nigeria. Ten years data on total tax revenue
(TTR), value added tax (VAT), and custom and excise duties (CED) were collated from government
official sources. Multiple regression and correlation analysis were applied in analysing the data. The
result revealed that a linear relationship exist between total tax revenue and its tax base, custom
duty and imports, while the relationship between value added tax and its base showed a negative
relationship. The study recommends among others that government should improve tax
administrative system in other to reduce inefficiency, block loopholes for tax evasion and eliminate
corruption within the system.
Keywords: Tax Base, Tax Revenue, Value Added Tax, Custom & excise duties, Total Tax revenue

Introduction
Taxes are imposed on individual, groups, business or corporate bodies and properties by constituted
authorities for funds used by the government in the maintenance of peace, security, economic growth
and development and social engineering among others for the benefit if citizens. Madugba, Ekwe and
Mgbokwo (2015) opined tax is a compulsory levy, imposed on income, profit and properties of both
individuals and corporate bodies by the government for the sole administration of that government
which has no compensatory benefits. Bhartia (2009) asserts that tax is a payable by an economic unit
to the government without any corresponding entitlement to receive a definite and direct quid pro
quo from the government.
From the biblical point of view, taxation is as old as man recorded in the Gospel of Luke 19:2-8
where a chief tax collector after receiving Christ into his life vowed to reimburse excess collected
from people.
From economic history, taxation is a crucial instrument for financing the public sector as it is used
to raise revenue, regulate the production and consumption of goods and services, curb adverse
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economic conditions, protect infant industries and of course reduce income inequality among others.
Taxation is the transfer of financial resources from the private sector to the government sector and
the private sectors expects the government to utilize these transferred financial resource to cater for
the social, political and economic welfare.
In Nigeria taxation is enforced by the three tiers of government, that is federal, state, and local
governments with each having its sphere clearly spelt out in the Taxes and Levies (approved list for
collection) Decree, 1998. However, Nigeria runs a largely centralized revenue collection system,
with the federal government collecting the major revenues (petroleum revenues – profit taxes,
royalties, crude oil sales; company income tax, value added tax, customs and excise duties) on behalf
of the constituent governments.
The Nigerian tax system even though has been employed to achieve various economic objectives at
notable periods, has basically been structured as a tool for revenue collection which was the legacy
from the pre-independence government based on 1948 British tax laws. Over time however, it has
been observed that the Nigerian tax system has inherent problems in its structure. Odusola (2006)
opine that the Nigerian tax system is concentrated on petroleum and trade taxes while direct and
broad-based indirect taxes like the value-added tax (VAT) are neglected. Thus, the tax system lacks
the potentials of diversifying the revenue portfolio for the country as to safeguard against the
volatility of crude oil prices and to promote fiscal sustainability and economic viability at lower tiers
of government. An attempt to transform and diversify the existing revenue base led to various tax
policy reviews in mid 1980s, 1990s, and 2003 as well as the yearly amendments given in the annual
budget. In spite of the various reforms, the tax system still had some set-backs especially in its
structure and administration (Odusola, 2006) while tax revenue was still not significant as the
diversification of revenue portfolio was not achieved
Taiwo (2008) asserted that the distribution of government revenue is skewed in favour of all revenue
vis-a-vis non-oil revenue, non tax vis-a-vis tax revenue, but within the tax structure, indirect taxes
visa-a-vis direct taxes. He pended that the observed distribution has wide-ranging implications most
especially on fiscal performance and attainment of government policy objectives. Incidentally, tax
revenue has been a key source of instability in the country’s budget.
Currently, the major intention of national tax policy is to intensify effort to grow internally generated
revenue particularly through tax revenue thus cushioning against declines in aggregate tax revenues.
Ekeocha, Malaolu and Onyema (2012) stated that shifting attention in the Tax System from direct
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taxation to indirect taxation that is reducing Companies Income Tax, Personal Income Tax rates while
strategically increasing the rate of Value Added Tax (VAT). Reducing or increasing the tax rates in
anticipation for higher revenue does not provide much needed revenue. The revenue respond to
changes in tax or changes in economic fortunes can be more muted than the tax base response, as tax
revenues alone will only provide inaccurate gauge of evolving tax bases. Tax bases are the first place
to look in terms of underlying factors for tax revenue volatility.
Revenue data alone do not tell the whole story of how the country’s revenue sources evolved because
the revenues obtained from a tax are the product of tax’s effective rate and the base upon which the
tax is levied. Recently, there has been a lamentation from the Government that her expenditure has
been on the increase without a corresponding increase in revenue generation, the increment mirrors
the oil and tax revenue increase since tax is the major source of government revenue in Nigeria to
meet its increasing expenditure on one hand and the myriad problems facing Nigeria. This situation
calls for serious questions like does tax systems generate revenue needed by the government to attend
to her needs. Hence, the desire to find out the effect of tax base on tax revenue in Nigeria with these
specific objectives to: (a) Examine the relationship between value added tax base and value added
tax revenue. (b) Determine the relationship between values of import/export and custom and excise.
In Nigeria various empirical literatures exist on the subject such as Omojemit and Iboma (2012),
Omoruyi (1983), Ariyo (1997), Shoal and Uche (2010) .This study is therefore carried out to examine
the effect of tax base on revenue generation in Nigeria, update the previous studies and fill the gap
in literature.
Literature Review
Tax is a compulsory levy imposed in a subject or upon his property by the government to provide
security, social amenities and create conditions for the economic wellbeing of the society. (Ogbonna
and Ebimobowei, 2012). Abdulrazaq, (2002) sees tax as invariably an enforced contribution of
money, exacted pursuant to legislative authority. If there is no valid status by which it is imposed, a
charge is not a tax. Taxation is a veritable, sustainable source of revenue for government, a tool for
fiscal policy and macro-economic management. It is a potential tool of economic and social reform
as it pervades all aspects of the economy; individual, companies, citizens and foreigners. Taxation is
a fiscal measure used to reduce inequalities of wealth in the society and a mechanism for the provision
of needed revenue for socio-economic development (Aguda, 1999). The economist sees it as a tool
for macroeconomic policy and revenue generation to government. It is believed that the magnitude
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of government surplus or deficit is the major statistical measure of the impact of government fiscal
policy on an economy (Siegel 1997). As fiscal deficit has become a recurring feature of public sector
financing all over the world. A well-structured tax system offers government opportunity to generate
more needed revenue to meet its ever growing financial expenditure. Azubike (2007) stated that an
effective tax system offers the most effective means for mobilizing internal resources and creates an
environment conducive for the promotion of economic activities. But the amount of revenue
generated from the tax system depends on the tax rate applied on the tax base. This implies that Tax
revenue is the result of the application of tax rate on a tax base. Increase in tax base result in more
socially acceptance increase in revenue than an increase in the rate, which in turn, in certain
macroeconomic conditions, could even backfires.
A tax system which comprises of tax laws, tax administration has its primary purpose focussed on
amount of revenue generation, economic growth and stability especially when there is a clear
understanding meant to mobilize revenue needed to finance government expenditure. Hence, a good
tax system is adjusted by the strength of its productivity. The productivity of a tax system is the
ability of the tax system to yield maximum revenue (tax rate applied to a given tax base).
There are two major approaches to evaluate the productivity of a tax system. Asher (1989), Osoro
(1991). These include:
Tax buoyancy:
Tax buoyancy is a measure of the responsiveness of tax receipts to economic growth. It is a measure
of efficiency and responsiveness of revenue mobilization in response to growth in the gross domestic
product or national income. A tax which is buoyant is one whose revenues increases by more than
one percent for a one percent increase in national income or output. In measuring buoyancy often
times, no attempt is made to control for discretionary changes in the tax system or administration,
but buoyancy reflects both discretionary changes and automotive revenue growth.
Tax elasticity:
This is a measure of the responsiveness of tax revenue to changes in national income or output after
controlling for exogenous influences such as discretionary change in tax policy. Tax is said to be
elastic when one percent increase in Gross National Product results in a greater than one percent in
revenue from tax holding instant for discretionary tax changes. The overall elasticity of the tax system
may be decomposed into elasticity for various taxes constituting the system and each may be written
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as an elasticity of the base with respect to income together with the elasticity of the yield and with
respect to the base. One chronic challenge here is to put date together on the bases of the major taxes
and of course estimates yields at constant rates. Suffice to say that applying rates to base may not be
a good way of forecasting of the bases is known. In real life situation, the elasticity of tax depends
on design, including exceptions and hypothetical coverage, its administration, enforcement and
evasion.
Theoretical framework
Musgrave Tax Theory:
This theory suggests that

there is a linear relationship between the taxation structures of a country and

the economic growth of that country. According to the theorist the level of economic development in
a country is a function of the country’s tax base and tax policy which vary with the stages of growth
and development. Hinricks (1966), Musgrave (1969). This study adopts this theory because tax
revenue which is the end product of tax rate on tax base is the principal determinant of development
in Nigeria. As it can be seen over the year especially immediately after the civil war that federal, state
and local governments in Nigeria have solely depend on tax revenue for developmental projects and
every policy of the government since then has always been on revenue generation through taxation.
This study adopted this theory because it centres on the relationship which exist between tax base
and economic growth and development which is a function of tax revenue.
Empirical review
Odusola (2006) in his study of the tax policy reform in Nigeria using a descriptive research design
believe that the Nigeria tax system is a reflection of the federal system of government hence its fiscal
operations adhere to the same principle. The American Economic Research Consortium (AERC)
(1998) study on tax reforms and revenue productivity in Ghana reveals that the Buoyancy estimates
and income elasticity of individual taxes and the overall tax have more than unity and the findings
shows that tax reform contributed to the growth of revenue from 1983 to 1993.
Ariyo (1997) studied the productivity of the Nigeria tax system. His study is an improvement on
Omoruyi (1983) on the following grounds: first, the study covers the period of 1960 – 1990 with
update analysis, second, the study capture the impact of structural changes in the macro-economic
management framework, third Ariyo disaggregated his analysis around notable economic event such
as pre and post oil boom era and the impact of structural adjustment programme (SAP) on the
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buoyancy of the Nigeria tax system. The study finds a strong productivity for petroleum profit tax,
company income tax and a weak produictivity for custom and excess duties.
This study is anchored on the Revenue Productivity Theory. The theory is based on the concept of
Tax Elasticity and Tax buoyancy. The relative composition of a tax system has implication for
economic growth and stability especially when it is considered that tax are primarily mobilize to
finance government expenditure. A good tax system is therefore adjudged by the strength of its
productivity. The productivity of a tax system is the ability of the tax system to yield maximum
revenue for the government with a given tax base without placing a difficult economic burden on the
tax payer.
Methodology
The research design for this study is ex-post facto. The ex-post facto research design is a method of
finding out possible antecedents of event that have happened but cannot be manipulated by the
investigator. Kerlinger and Rint (1986) opines that ex-post facto investigation seeks to reveal possible
relationship by observing an existing condition or state of affairs and searching back time for
plausible contributing factor. This design allows the researcher to describe observed events using the
data derived from such observation to determine the relationship between Tax Base and Tax
Revenue. Ani (2001), Madugba, Ekwe and Kalu (2015), Azubike, Madugba and Okpe (2015),
Onwumere (2009), Madugba and Amah (2016) adopted the ex-post facto research design in their
studies of nature. The data for this study is sourced from the federal Inland Revenue Service Annual
Report of various years and Central Bank of Nigeria (CBN) Statistical Bulletin. The dependent
variable tax revenue (TTR) is measured by tax revenue collected from various tax bases with a given
rate while the independent variable is tax policies on value added tax and custom and excise duties.
These variables are selected as critical variables for this study. The ordinary least square regression
technique was used for analysis since data comprised of a time series of ten years. The pooled data
regression was adopted with the aid of E-view 8 the data was analysed.
Model specification
TTR = ƒ (CIT, PPT, VAT, CED) ............................................................... 1
Where TTR = Total Tax Revenue
CIP= companies income tax
PPT= Petroleum profit tax
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VAT = Value Added Tax
CED= Custom and excise duties
Data Presentation and Analysis
Variable

(Constant)

Coefficients

Standardized Coefficients

B

Beta

-391255.176

t-value

Sig.

-2.979

0.008

CIT

0.111

0.015

0.147

0.885

PPT

1.517

0.654

9.498

0.000***

VAT

0.889

0.745

10.040

0.000***

CED

-0.037

-0.034

-2.449

0.025***

R

1.000

R2

0.999

Adj.

R2

F-ratio

0.999
6222.705

Sig.

0.000

a.

Dependent Variable: TTR

b.

Predictors: (Constant), CED, PPT, VAT,CIT
***

Indicate that the result is significant at 0.05level

Source: Researcher’s Computation from SPSS Result

‘

Discussion of Result
From the table above, there is evident that support the existence of an insignificant and positive
relationship between companies income tax and total tax revenue. This assertion is supported by a
coefficient of regression value of 0.111, indicating that company’s income tax contributes only 11.1%
of the total revenue. This is very poor, meaning that increase in company’s income tax will lead to
little or no change in total tax revenue.
Petroleum profit tax is shown to have a significant and positive relationship with total tax revenue as
evidenced by a co-efficient of regression value of 1.517, implying that petroleum profit tax
contributes up 151.7% of the total tax revenue in Nigeria. This also means that petroleum profit tax
contributes greater revenue when compared with other taxes in Nigeria.
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The table above shows that value added tax has a significant and positive relationship with total tax
revenue. This assertion is supported by a coefficient of regression value of 0.888 which is about
88.8%. This explains that value added tax contribute about 88.8% of the total tax revenue in Nigeria.
Again, custom and excise duties is shown to have a significant and negative relationship with total
tax revenue in Nigeria as evidenced by a coefficient of regression value of -0.037 indicating that
custom and excise duties contribute about 3.7% of the total tax revenue in Nigeria.
The co efficient of multiple determinations showed a statistical value of 0.999 indicating that about
99.9%. The F-ratio of 62222.705 further highlights the appropriateness of the model specification
and is significant at 0.05% level.
We therefore reject the null hypothesis and conclude that tax base has a significant effect on total tax
revenue in Nigeria.
Conclusion
Tax base and tax rate majorly will determine the level of tax revenue generated from any given tax
system. With a given fixed tax rate, the level of tax revenue generated will depend largely on the tax
base. Therefore the productivity of any tax is the function of the tax revenue with respect to the tax
base while the elasticity measure the effect of change in tax base or tax policy will have on the
respective tax revenue. From the analysis above, total tax base and CED is productive an have
elasticity above 1. VAT is not productive with respect to its base thus with a given VAT base and
rate, the revenue generated from the vat system is less than the value that can be generated, this can
attributed to the large informal sector activities, corruption among the tax official leading to
compromise in tax collection, and tax payer unfaithfulness in declaring the full information for tax
assessment, illiteracy level. Those factors contributed major to the poor elasticity of the VAT system
with respect to base.
Recommendations
The improvement on the productivity level can be done by adopting a sound policy that will reduce
the tax administration inefficiency, block loopholes, adequate punishment for tax offenders,
eliminate corruption within the tax system. Based on the above, the study recommend as follows:
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That government should improve on tax administration system so as to reduce tax evasion
rate, block loopholes, ensure adequate punishment for tax offenders, eliminate corruption
within the tax system



Government should developed tax policy and strategies that will incorporate the informal
sector in the tax net especially for vat payment



Government should encourage export and increase custom duty for luxuries goods as this will
lead to higher custom duty tax revenue collection.
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ABSTRACT
The overall idea incorporated in this research work was necessitated by the huge sum of Tax revenue
lost by government in the informal sector over the years. It is on this background that inquiry into
the strategies for improving the assessment of taxes from self-employed tax payers in Nigeria is
conducted using ex-post facto research design and field survey research design. Data obtained from
Abia State Board of Internal Revenue on approved tax estimate and actual tax collected for ten fiscal
years where statistically analyzed using simple regression model and T- test. The results of data
shows that there is high level of Tax evasion in the state which often appreciates as government effort
to source funds through taxes appreciates. Also it was ascertained that the optimal strategies for
improving tax revenue will be best of judgment method of tax assessment and that adequate
enforcement of penalties will lead to high level of compliance among self-employed tax payers in
Abia State. Hence, the study recommends that a special tax enforcement mechanism should be
introduced to enhance quick prosecution of tax defaulters and erring officials, and that adequate
basic amenities should be provided by the government especially those in rural area for direct appeal
to tax payers’ compliance.
Key word: tax, tax administration, self-employed tax payer, underground economy, actual tax
collected
INTRODUCTION
The underground economy majorly characterized with the existence of self-employed individuals
herein referred to as self-employed tax papers are those unincorporated individuals or body of
individuals such as individual contractors, traders, professionals, consultants, market women, artisans
and all other entities that are not liable to tax under Companies Income Tax Act, but under Personal
Income Tax Act who are engaged in their own business either as sole traders or partners. This means
that such persons are taxable on income accruing to them personally. According to section 41 of
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PITA 1993, all self-employment sector payers are required to file self-assessment tax returns with
the “individual” income for the year. In recognition of the wider composition of the self-employment
sector and the huge tax revenue lost by the government over the decades.
Taxation is traditionally a major source of revenue to government over the world. It becomes a burden
that every citizens must bear to support the government. The government has certain functions to
perform for the benefits of those it governs. The scope of these functions will depend on the members
of the society, their needs, aspirations, willingness and ability to pay tax, among others (Olaofe 2008).
In the light of the above, this study is therefore necessitated by the problem of enormous tax revenue
being lost by government annually from the self-employment sector of the government. This has
become a problem owing to the fact that the number of self-employed person being brought in the
government tax net decreases annually, even as the size of the sector expands. Most times the selfemployed who make self-assessment returns under assess their income, a clear case of tax evasion
and avoidance.
This problem can be analyzed in two stages; the assessment stage and the collection stage. The
assessment stage arises from the fact that the government tax system does not provide effective
mechanism for identifying who possess and employment income and the amount of such income.
The refusal of some assess individuals to settle their tax liability on one hand and the attitude of tax
officials who in many occasions devise tax revenue for personal use on the other hand constitute a
collection problem .
The existence of the above problem has a far reaching implication on the social economic status of
Nigeria. Tax evasion by self-employed as the generated to slow pace of infrastructural development
thus, creating a multiplier problem on the national income and growth of the country. It is therefore
imperative that an attempt to improving the assessment and collection of taxes from dominating self-
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employment sector in Nigeria is a multiplier attempt to reducing infrastructural problem enhances
driving to the destination of economic development.
This work therefore studies the personal income tax system for the self-employment sector in Nigeria,
x-raying the problems inherent and strategies for improving the tax revenue from the sector.
Hypotheses of the study
HO1: There is no significant difference between approved tax estimate and actual tax revenue from
the self-employed tax payers
HO2:

There is no significant relationship between approved tax estimate and tax collected from
self-employed tax payers.

HO3:

Adequate enforcement of self-employed tax policies has no significant effect on tax
compliance in Abia State.

2.0

REVIEW OF RELATED LITERATURE

2.1

Conceptual Framework

2.1.1

The Nigerian Tax System

Adesola (2017) defined the Nigerian tax system as a set of rules and regulations and the aggregation
of tax agreements institutions and agents that interact with each other and the rest of the economy to
generate revenue for the government, and Smith (1776) adds that a good tax system should trade at
the floors of equity, certainty convenience and economy thus, a good tax system is capable of
financing the necessary level of public spending in the most efficient and equitable way possible. It
should also;
i.

Raise enough revenue to finance essential expenditure without resources to excessive
public sector borrowing.
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ii.

Raise the revenue in ways that are equitable that minimized its disincentive effects on
economic activities.

iii.

Doing so in ways that do not deviate substantially from international norms (Tranzi and
Zee, 2000).

2.1.2. Constituents of Effective Tax System
(a) Tax Policy; A tax policy is a particular course of action adopted by the government in respect to
taxation. Taxation is one of the major fiscal policy instrument used in regulating the economy,
boosting investments, encouraging savings, regulating inflation and so on.
(b) Tax Laws; these refers to the legal formalities in the area of government finance. The Nigerian
tax system features a wide and mixed range of statues by which the various governments in the
country seeks to assess and collect revenue for public expenditure, these include;
i.

Companies Income Tax Act (1979)

ii.

Petroleum Income Tax Act (1959)

iii.

Capital Gains Tax Act (1967)

iv.

Personal Income Tax Act (1993)

v.

Industrial Development (Income Tax relief) Act (1971)

vi.

Education Tax Act (1993)

vii.

Stamp Duties Act (1959)

viii.

Value Added Tax Act (1993)

ix.

Income Tax (Authorized Communication) Act (1966)

x.

Nigerian Social Insurance Trust Fund (1993)

xi.

National Housing Fund Act (1992)
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(c). Tax Administration
Tax administration include activities which has to do with identification and registration of taxpayers,
processing of tax returns and third party information, examination of the completeness and
correctness of tax returns, assessment of tax obligations, collection of taxes and provision of services
to taxpayers. Tax Administrators must develop a contemporary vision which will solidify the policies
or legislations put in place by the government. Rapid economic developments and ever-higher
expectations on the part of taxpayers make it necessary for a Tax Administration to redefine its
strategic course. Its relationship with taxpayers must be laid down in a system of rights and
obligations. Tax administration consists of tax authorities and the organs of tax administration. The
Nigerian tax law (Act 21 of 1998) defines tax authority as the “Federal Board of Internal Revenue
(FBIR), the State Board of Internal Revenue (SBIR) or local government Revenue committee
(LGRC).”Practice guidelines and newsletters are published by the federal inland Revenue Services
(FIRS) and the Joint Tax Board (JTB) from time to time to address interpretation. Issues and making
declaration where necessary (Animasaun, 2017).
All corporate taxes are payable to and collectible by the Federal Government of Nigeria through the
FIRS. Non- resident in Abuja (FCT), members of Police Force, Armed Forces and Foreign Affairs
Officers also pay their personal income taxes to FIRS. State and local government are not authorized
to collect taxes of business entities. All individual taxes (PAYE), direct assessment including
withholding taxes are collected by state government through state internal Revenue Service’s (SIRS).
Local government collects all sorts of levy, rates, fees, etc. they do not levy any taxes on individuals
or corporate bodies as their major sources of income as subvention from federal and state
Government.
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2.1.3

Strategies for Improving the Assessment And Collection Of Taxes From Self-Employed
Taxpayers

Taiwo (2017) has identified the following compliance measures;
i.

Improving the Climate for Taxpaying: People’s normative commitment to paying taxes is
undoubtedly influenced by many factors including their sense of the general fairness of the
tax system, and their attitude towards government spending programs these factors establish
a climate that maybe more or less conducive to honest taxpaying behavior. The tax authorities
therefore should bring fairness and efficiency into the system, while the government on the
other hand should not only ensure maximum and effective use of tax revenues, but also
introduce equity in the existing tax law. Equity, in the sense that people are more likely to
comply with rules if they perceive the system which determines the rules to be equitable.

ii.

Moral Suasion: Sociological theories of tax compliance according to Brooks, suggests that
one of the reasons people obey the law is because of the fear of social disapproval.
Psychologists add that fear of guilt feeling is another important reason that explains compliant
behavior. Consequently, increasing peoples moral disapproval of tax evasion, and thus the
sanction of peer-imposed stigma and moral duty to comply and thus self-imposed guilt
feelings would appear in theory to b an effective strategy for increasing tax compliance.

iii.

Taxpayers Services: To facilitate voluntary compliance, tax administrators must provide
taxpayers with consistent important, courteous and prompt services. Tax departments now
routinely provide form and various forms taxpayer assistance counters in easily accessible
locations, use expert systems to assist revenue officials in answering question from taxpayers
that they might not be familiar with and so on.

iv.

Taxpayers Identification Number (TIN): Another obvious part is that it is absolutely
crucial to effective tax administration that every individual and business taxpayer have a
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unique identity number. Measures and control must be in place to ensure that one and only
one tax number is assigned of each taxpayer. This might be done by auditing registered
taxpayers in order to detect their unregistered suppliers or customers or by actually sending
officers door to door within a particular geographical area to ensure that all persons and
businesses are properly registered.
v.

Increase Visibility of Commercial Transaction: Brooks maintained that the key to effective
enforcement is to increase the visibility of economic transactions subject to tax. One way of
doing this is by increasing the degree of formality required economic transaction under the
general law. If economic transactions have to be conducted formally, they will leave an audit
trail. For example, if laws relating to transfer of property, sales of goods and services and
financial transactions, to what extent is their requirements for written contracts, registrations
of loans, use of invoices, mortgages payment through drafts, credit cards, cheques and
electronic transfers.

vi.

Regular Amendment of Tax Laws: The tax laws should be regularly updated and the
provisions should be such that is reasonable and easy to comply with. Most of the provisions
of the Nigerian tax laws are out-dated and make it difficult to comply with some of those
provisions encourage tax evasion.

In their own views, Berlin (2006) and Jacqueline (2006) made the following proposal for overcoming
the compliance problems:
i. Physical Survey: Door to door surveys can be made to identify and register liable taxpayers who
are not currently in the government tax net.
ii. Integrated Registration System: This will link all taxpayers and reduce multiple registrations.
This can be done by making the taxpayers identify a mandatory role identifier to be managed by
the tax authority for all transactions. Developing online links and entering Memorandum of
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Understanding (MOUs) with various institutions for instant access to information or details of
any persons is also considered.
iii. Simplified Tax Returns: The current trend where taxpayers do not file in returns encourages
non-compliance and hence the ability to start small simplified tax return can be designed to be
used by the self-employed taxpayers to enhance assessment and voluntary compliance. There is
however need to consider the compliance and cost impact of this measure.
iv. Avoidance of Back Duty Liabilities: The tax authorities could consider avoiding back duty
liabilities in order to encourage voluntary compliance.
v. Introduction of permanent account number of each existing or potential taxpayer that should be
compulsorily used or quoted in the day to day business transactions such as opening of bank
accounts, withdrawals of money etc.
vi. Introduce and encourage third parties reporting of the transactions of existing or potential
taxpayers

by

paying

them

for

information.

People

should

be

given

adequate

encouragement/motivation and security for providing background information of potential
taxpayers (Igwe, 2007).
2.1.4

Self Employed

The self employment business in any economy according to Jacqueline (2006) is characterized by
the following.
i.

Owned by one person and always employs less than 5 people

ii.

Are not always registered

iii.

Operates outside the legal system

iv.

Has a small capacity base.

v.

Does not keep records or books of account

vi.

Not registered for tax purpose

vii.

Use of simple labor with no intensive technology
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viii.

Owner may have no or little formal education but with no knowledge of taxation

ix.

May or may not have license or registration with the local authorities or central government

x.

Has little in terms of formalities of business regulations and registration and all manner of
official demand and business protocol.

The self employed people operate in both formal and informal sectors. The greatest percentage
though operates in the later. Those who operate in the formal sector conduct their business in a formal
manner have the following characteristics:i.

Keep records and books of accounts

ii.

Sometimes employ 5 or more workers

iii.

The capital base is relatively large

iv.

Many file tax returns

Implication of Tax on the Characteristics of Self Employment Sector
Jacqueline (2006) opined that the characteristics of the self-employed sector have some negative
effects on the assessment and collection of taxes. Lack of adequate records according to him makes
the job of adequate records according to him makes the job of tax authorities to assess and collect
taxes from this difficult group since they are not willing to disclose the source of income.
The most underground businesses are not registered implies that a whole lot of government revenue
in the name of taxes is being lost on a yearly basis. This means that people tend to dodge registration
of their business in order to save cost of tax. He also maintains that most of these business use simpler
labour with no capital intensive technology in order to escape the watch eye of the government
inspection officials.
Mark (2014) adds that given the literacy level of the self- employed whose majority lacks proper
knowledge of taxation and its implication, nature of its ownership also shows that such businesses
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are usually owned by one man who usually employs less than 5 people. This also means that most of
them operate in hidden arrears where the tax officials can hardly trace them
2.1.5 Problems in Assessing and Collecting Taxes from Self Employed Taxpayers
The problem in assessing and collecting taxes from self-employed taxpayers in Nigeria majorly
derive from the effective system of tax administration earlier discussed in this chapter.
Generally, tax administrators encounter the following compliance problems from the self-employed
taxpayers.
a. Inaccurate/Incomplete Data on Registration for Tax Purposes
According to Berlin (2006), incomplete data registration results from lack of understanding of
requirements for registration results or requirement for registration form. The ICAN Examiner (2007)
explains that there is no detailed information on or database for the self-employed in Nigeria, thus
bringing them into the tax net becomes difficult. Therefore, lack of adequate taxpayer data has been
identified as a problem in assessing and collecting taxes from self-employed taxpayers.
b. Inefficient Utilization of Tax Revenue
According to Jacqueline (2006), the people tend to dodge tax assessment and payment of taxes in an
economy where there is high level of embezzlement and misappropriation of public funds by the
rulers it has been identified that one of the best ways the masses could protest looting of public funds
by the leaders is by evading and avoiding the payment of tax.
c. Lack of Experienced and Suitably Qualified Personnel
Most tax officers lack the requisite experience and knowledge of tax law to appropriately assess the
self-employed to tax (The ICAN Examiner, 2007). In his contribution, Berlin (2006), states that
investigation and assessment of taxpayers demands that the investigation should not only possess
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adequate knowledge, but also be versed and interested in tax matters. According to Berlin (2006), he
must be conversant with his working environment and jurisdiction in order to be highly efficient.
d. Inadequate Penalties/Absence of Enforcement of Tax
In Nigeria, the penalties for non-compliance with relevant tax provisions are too lenient to compel
the self-employed to pay tax (ICAN Examiner, 2007). There is also a general lack of enforcement of
existing penalties sometimes ridiculous for tax defaulters do not serve as deterrent to others. They
are also not strict enough to encourage compliance. According to Berlin (2006), enforcement actions
of the tax authorities in form of written notices are not being responded to even when such letters
have been delivered.
e. Lack of Public Enlightenment
Jacqueline (2006:3) opines that payment or compliance with tax by the self-employed is a conscious
practice and therefore they should be adequately educated, enlightened and informed to enhance total
compliance
Level of Corruption
Some tax officials collude with taxpayers to defraud the government. Also the level of embezzlement
of public funds by public officials has created apathy among the general public (The ICAN Examiner,
2007). Due to poor rate of voluntary compliance and the very degree of honesty, most taxable persons
hide from the authorities and if possible would give fake addresses to conceal their identities (Lekan
and Kazola, 2006).
f. High Cost of Tax Collections
According to Igwe (2007). There is high cost a tax collection in Nigeria. Sometimes problems,
language barriers and cultural differences pose difficulties in collecting tax. The procedure for paying
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certain taxes are cumbersome and do not encourage prompt payment to taxes by individuals. In some
instances, they go scot-free by bribing tax officials (Lekan and Kajola, 2006).
2.2 THEORITICAL FRAMEWORK:
2.2.1 Benefit Theory
According to this theory, the state should levy taxes on individuals according to the benefits conferred
on them. The more benefits a person derives from the activities of the state the more he should pay
to the government. The principle has been subjected to severe criticism on the following grounds:
Firstly, if the state maintains a certain connection between the benefits conferred and the benefits
derived it will be against the basic principle of the tax. A tax as we know is compulsory contribution
made to the public authorities to meet the expenses of the government and the provisions of the
general benefits. Secondly: most of the expenditure incurred by the state is for the general benefit of
its citizens, it is not possible to estimate the benefit employed by a particular individual every year.
Thirdly: if we apply this principle in practice then the poor will have to pay the heaviest taxes, because
the benefit more from the services of the state. If we get more the poor by way of taxes, it is against
the principle of justice.
2.2.2 The Cost of Service Theory
Some economists were of the opinion that if the state charges actual cost of the service rendered from
the people, it will satisfy the idea of equity or justice in taxation. The cost of service principle can no
doubt be applied to some extent in those cases where the services are rendered out of prices and are
a bit easy to determine e.g postal, railway services, supply of electricity, etc. but most of the
expenditure incurred by the state cannot be fixed for each individual because it cannot be exactly
determined. For instance, how can we measure the cost of service of the police, armed forces,
judiciary, etc. to different individuals.
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2.2.3 Ability to Pay Theory
The most popular and commonly accepted principle of equity or justice in taxation is that citizens of
a country should pay taxes to the government in accordance with their ability to pay. It appears very
reasonable and just that taxes should be levied on the basis of the taxable capacity of an individual.
For instance, if the taxable capacity of a person A is greater than the person B the former should be
asked to pay more taxes than the latter. It seems that if the taxes are levied on this principle as stated
above, then justice can be achieved but our difficulties do not end here. The fact is that when we put
this theory in practice, our difficulties actually begin. The trouble arises with the definition of ability
to pay. The economists are not unanimous as to what should be the exact measure of a person’s ability
to pay.
2.3 Empirical Review
Some of the empirical researches on tax compliance and evasion undertaken from various angles in
the context of the business and economic environments of the developed countries of the world
include those of: Andreoni, et al., (1998); Torgler (2003); Wenzel (2002); Diego and Luca (2011);
Serdan et al. (2011) and Coskun et al. (2009). It has been argued that the findings of these works
could not be favourably applied within the context of developing countries due mainly to the
noticeable differences in the socio-political, cultural and even demographic constitution of the
developed and developing economies (Alabede et al., 2011). Likhovsk (2010) also criticized some
of these studies for their reliance on risk based neoclassical economics approaches to model the
compliance decisions of individuals, particularly with reference to: (i) the level of actual income (ii)
tax rate (iii) audit probability, and (iv) the magnitude of fines. Kircher et al. (2007) and Young et al.
(2013) both faulted the economic approach to assessing tax compliance for its inability to provide
extensive empirical explanations regarding tax compliance decisions on the one hand, and the
constraint in methodology and the narrow scope applied to explain complex compliance behavior on
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the other hand. The most empirical studies on the impact of tax rates support the assumption that high
tax burdens have negative impact on compliance. However, the strong connection of income and tax
rate makes final conclusions difficult (Andreoni, Erard şi Feinstein, 1998). In experimental studies it
is hard to separate the effects of tax rates and income, if both variables differ at the same time. In
field studies, a similar critique as in the discussion on income effects can be made, i.e., opportunities
for tax evasion or avoidance and source of income are likely to interact with tax rate (Kirchler et al.,
2007).
Regarding the source of income, Boylan and Sprinkle (2001) report that participants in their
experiment reacted to a tax rate increase with lower compliance if they were endowed with income
by the experimenters, but reacted with higher compliance to a tax rate increase if they had to earn
their income by performing in an one‐hour multiplication exercise. Findings by Moser, Evans III and
Kim (1995) seem to suggest that perceived fairness of the tax rate is more important than its absolute
level. Judging the fairness of taxation, however, requires comprehensive knowledge and correct
interpretation of the tax law, and complex tax rate structures, such as progressive taxation, that are
not perfectly understood by taxpayers. Roberts, Hite, and Bradley (1994) showed that taxpayers’
preferences for progressive, flat, and regressive taxation depend on the form the respective tax rates
are presented, e.g., if tax rates are described as abstract concept or in concrete terms by giving
hypothetical examples. McCaffery and Baron (2004) asked their participants to indicate what they
consider a fair tax for different levels of income. Preference for progressive taxation was stronger
when the amount of taxes had to be indicated in absolute amounts. Such effects suggest that tax
policies are hard to understand and can easily be misinterpreted. Knowledge about effects could help
authorities in promoting changes in tax policy such as tax rate increases without undermining
taxpayers’ compliance (Kirchler et al., 2007).
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Having reviewed all assessable related work on this topic, the researcher observed that the spurousity
of opinion of the tax payers on the possible factors that necessitate the evasion of tax by the self
employed tax payers neither was any strategy recommended that will improve the collection of tax.
This work is targeted towards getting information and utilizing the information to improve the
generation of tax collected in Abia State
3.0

RESEARCH METHODOLOGY

3.1

Research Design

A survey research design involving individual income earners and residing at Umuahia North
metropolitan area was conducted. A structured questionnaire containing a 4 point scale test items was
applied in soliciting the opinions of individuals on strategies for improving the assessment and
collection of tax from self-employed tax payers who are engaged in active medium and small scale
business. The study fundamentally adopted two research designs; survey research design (primary
source data) expo facto research design (secondary source) which targets to find out the strategies for
improving the assessment and collection of taxes from self-employed tax payers in Nigeria. It is a
field survey research design and experimental survey.
3.2 Method of Data Analysis
The data collected for this study for the period of ten (10) years will be presented and analyzed using
Simple regression model and T-test. Simple regression will be used to analyze HO2 and HO3
Coefficient of the regression while T-test will be analyzed using HO1 for questionnaire.
The formula for T-test is given as;
T-test=

𝑥1 −𝑥2
2

2

𝑠 +𝑠
√ 1 2

𝑁1 +𝑁2
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3.3

MODEL SPECIFICATION

Based on the theory and research hypotheses, the following statistical model of
formulated:

regression was

ER = f (RTA)…………………………(1)
ATG = f (ATR)………………………….(2)
The econometric model is formulated as follows;
ER=BO + B1RTA + e………………(3)
ATG=BO + BORTA + e……………(4)
Where: ER=estimated revenue
ATG=Actual tax generated
RTA=Relevant tax authority
ATR=Actual tax revenue
B0=Constant term
B1=Slope intercept
e=Stochastic term.

4.0.

DATA ANALYSES AND DISCUSSION OF RESULTS

4.1

Data Presentation and Descriptive Analysis

Table 1: Presentation of Approved Estimated Taxes and Actual Taxes Collected in Abia State
Years

Approved
Tax Actual Tax
Estimate(₦)
Collected(₦)
6908100231
5456210239
2007
7002234012
6124234980
2008
7132515994
6762692282
2009
9338602187
6882559491
2010
11200288344
10491120400
2011
22202318470
11141467399
2012
37964633410
11784131564
2013
40785897567
12784131564
2014
40980454567
14673786890
2015
48540000000
14393522813
2016
Source: Abia State Internal Revenue Service 2017
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The secondary data shown in table 1 above were also analyzed descriptively and the results are
contained in table 2 below.

Table 2: Descriptive Analyses of Actual and Approved Estimated Taxes
Descriptive Statistics
Actualtax
N
Minimum
Maximum
Mean
Std.
Deviation
Skewness

Statistic
Statistic
Statistic
Statistic
Statistic

10
143935228.10
14673786890.00
8624427003.71
4325751361.118
93
Statistic
-.552
Std. Error
.687
Kurtosis
Statistic
.101
Std. Error
1.334
Source: Researcher’s SPSS Output 2018

Estimatedtax
10
480000000.00
40980454567.00
18399504478.20
15819250038.37
814
.666
.687
-1.479
1.334

Valid
N
(listwise)
10

From the results in table 2 above, it can be summed up that the behaviors of actual and estimated
taxes are alike. First, the minimum actual taxes collected of ₦143,935,228 is lesser than the minimum
approved estimated tax of ₦480,000,000; in likewise manner the maximum actual tax is also less
than the maximum estimated taxes.
There is also a considerable level of spread observed in the positive standard deviation obtained in
the two variables. Hence, one can conclude that both variables are similar in their flow and spread
but the further analysis in the subsequent sections will be applied in the assessment of their
relationship towards each other.

4.2

TEST OF HYPOTHESES

4.2.1

Hypothesis I

Ho1: There is no significant difference between approved tax estimates and actual tax revenue of
Abia State government
Table 3 below contains the t-test analysis of estimated and actual taxes of Abia state government
from 2007 to 2016 tax years. The purpose of conducting a paired sample t-test of these variables is
to ascertain possible difference which may have existed in the variables.
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Table 3: T-test Analysis of Estimated and Actual Taxes
Paired Samples Test

Paired
Differences

Mean
Std. Deviation
Std. Error Mean
95%
Confidence
Interval
of
the
Difference

Lower
Upper

T
Df
Sig. (2-tailed)
Source: Researcher’s SPSS Analysis 2018

Pair 1
Estimated tax
– Actualtax
9775077474.
49000
12193090080
.54526
3855793637.
01289
1052666280.
24954
18497488668
.73045
2.535
9
.032

The results show that there is significant difference between actual and estimated taxes of the state
in these selected years. The difference in mean for the two variables is positive showing that estimated
taxes are consistently larger in magnitude compared to actual taxes collected and overall results are
significant according to two-tailed significance coefficient of 0.032 implying significance of the
variance in means at 5% level.
The above result spells huge implication for the taxation system of the state and the compliance rate
of its citizens who are dominantly self-employed business people. Practically, the estimated taxes
represent the amount of taxes expected from the citizens based on their demographics, income levels
and other relevant factors. It is granted that these estimations should not be perfect but the variances
are not expected to be huge as to warrant statistical significance. Hence, for the Abia state government
there are possible causes of this observed huge gap in the estimated and actual taxes which includes;
poor/unrealistic estimations, non-compliance by citizens, poor accountability by officials in charge
of administration and other challenges. This observed difference can also be summarily referred to
as tax evasion where like we obtained in the above table; there is significant and consistent variance
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between collected taxes and estimated taxes. So the conclusion there the state is experiencing tax
evasion in the selected years of this study may not be wrestled.
On the basis of the above findings and the consequent implications, we reject the null hypothesis and
accept its alternative which supports that there is significant difference between estimated and actual
taxes of Abia state government.
4.2.2

Hypothesis II

Ho2: There is no significant relationship between approved tax estimates and tax collected in Abia
state
The essence of estimating the coefficient of correlation between estimated taxes and actual taxes is
to assess whether there is linear association between these two variables at all; and in so doing
appraise the direction and extent of such relationship.
According to the results obtained in table 4 below, there is found a direct correlation between
estimated and actual collected taxes. This finding implies that all along, actual taxes collected move
in the same direction consistently with approved tax estimates. It also implies by extension that tax
evasion has been on increase in Abia state as is observed in the continuous increase in the approved
tax estimates over and above the actually collected taxes each year.
Table 4: Relationship between Estimated and Actual Taxes
Correlations
Estimatedtax
Actualtax
Pearson
1
.879**
Correlation
Sig. (2-tailed)
.001
N
10
10
Actualtax
Pearson
.879**
1
Correlation
Sig. (2-tailed)
.001
N
10
10
**. Correlation is significant at the 0.01 level (2-tailed).
Source: Researcher’s SPSS Analyses 2018
Estimatedtax
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The extent of the positive association between estimated and actual taxes in Abia state is also
statistically significant at 1%. It follows that estimated and actual taxes in Abia state associates
strongly with each and also tend behave in like manner. Hence as estimated taxes increases each year
based on the relevant observable logistics and developments, actual taxes collected in such year also
increases. This portends that the governmental agency responsible for estimation of these taxes is not
totally wrong but the obvious causation for the shortfall – possibly tax evasion and avoidance
activities have simply remained consistent overtime.
Having established through statistical analyses that estimated taxes have significant correlation with
actual taxes collected by the Abia state government; we reject null hypothesis and accept its
alternative assertion which posits that estimated taxes has significant relationship with actual taxes
collected.
4.2.5. Hypothesis III
Ho3: Adequate enforcement of self-employed tax policies has no significant effect on tax compliance
in Abia state.

Table 5: Regression of Enforcement on Tax Compliance in Abia State
Variables
Constant

Results
20.29
(28.72)***
0.19
Tax Enforcement
0.571
0.004
R2
0.33
F-statistics
1.89
Durbin-Watson
t-values are parentheses; *=10%,
***=1%levels of significance

**=5%

and

Source: Researcher’s SPSS Analyses 2018
Table 5 above contains the result of the regression of tax enforcement policies in Abia state on the
tax compliance rates as observed by our respondents. The results obtained in the analysis shows that
tax enforcement policies in the state has no statistical influence on the rate of compliance obtained
from the tax payers. The direction of the association between tax policies enforcement and
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compliance is positive; however the tax enforcement appears to have no significant influence on the
compliance levels of self-employed persons in the state based on the significance level of 0.57.
Further, R2 also attest to the fact that the two variables do not correlate as there is observable very
correlation coefficient of 0.4%. The F-statistics implies that the level of tax policies enforcement in
the state as opined by our respondents cannot explain the variations or changes that exist in the
compliance levels of the self-employed persons within the state. However, the Durbin-Watson
statistics which very close to 2 indicates that the series for tax policies enforcement and compliance
levels are without serial correlations, hence the regression estimate is reliable. We therefore accept
the null hypothesis and conclude that tax policies enforcement have no significant effect on tax
compliance in Abia state.
The implication however, is that the government of the state has failed to apply and enforce tax
policies that are capable of eliciting adequate compliance rates from the self-employed persons and
therefore this condition has led to wide and consistent gap between the estimated and actual collected
taxes observed in the prior sections of this chapter.
5.0

SUMMARY OF FINDINGS, CONCLUSION AND RECOMMENDATION

5.1

Summary of Findings

Based on the data analysis and interpretation the following are the summary of the findings made in
the study.
i.

There is a significant relationship between approved Tax estimate and actual tax collected in
the state. This implies that on the average, increase in approved Tax estimate raises the actual
tax collected in the state.

ii.

There difference between Taxes collected and tax estimate in Abia state is significant, the
margin of variation between the two is highly significant with values.

iii.

There is Tax avoidance and evasion in Abia State which is largely caused inadequate
information about Tax, lack proper accounting records and improper orientation.

iv.

The government agencies are also held responsible for not conducting proper orientation on
the step required for one to comply with Tax payment in the market and in the language of
the market.

v.

Assessment and collection of self-employ Taxes are enhance by adequate provision of social
amenities, use of qualified and experience personnel, Tax payer enlighten and education.

vi.

The opinion of people in Abia state as regards strategies for improving tax compliance among
self-employed persons is different among various individual owing to certain reasons.
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5.2

Conclusions

Taxation generally constitutes an Indispensable Avenue through which government generate revenue
especially in this economic crisis. This informs the relevance of the self-employed sector given its
economic size to the estimated tax revenue, the Nigeria economy would record a sharp growth if
greater percent of her taxable adult hidden in the underground economic sector would willingly or
forcefully pay their taxes. In view of the above situation the concerned governments should therefore
play their own roles efficiently. In addition to adopting this and other veritable strategies for
improving tax compliance from the self-employed; government should also ensure that these
strategies are implemented to the letter. It is only when this is done that the expected improvement
in tax revenue would be achieved.
5.3

Recommendations

i.

A special Tax court should be introduced by government in order to enhance quick
dispensation of justices and prosecution of Tax defaulters. This would equally serve as
deterrent to intending tax defaulters and thus, improve government tax revenue

ii.

Government should not only train and retain proven tax disciplined staff, but also make the
key and sensitive positions in the board constantly rotating in the order to minimize the
incidence of bribery of Tax officials by the Tax payers.

iii.

Government should live up to its responsibility by providing adequate basic amenities such
as good road, electricity, hospitals etc. for the people especially those in the rural areas.

iv.

Presentation of Tax clearance certificate (TCC) should be made a requirement for any form
of transaction with government. This would compel more self-employed persons to pay Tax
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PART SIX: ACCOUNTING ETHICS AND SPIRITUAL ACCOUNTING
SPIRITUAL ACCOUNTING AND ITS ROLE IN SUSTAINABLE GOVERNANCE OF
NIGERIA
Udo, Ekubiat John, PhD
Department of Accountancy, School of Business Management
Akwa Ibom State Polytechnic, Ikot Osurua, Ikot Ekpene, Nigeria

Abstract
Nigeria has experience a breakdown in governance since democratic government. Politicking for
political offices rather than sustainable governance has become the order of the day. Spiritual
accounting and its role in sustainable governance was examined. Descriptive and Exploratory Crosssectional Survey designs were adopted in this study. The population for the study consisted of 886
professional accountants (financial members) in Akwa Ibom State as August 31, 2018. Taro
Yamane’s statistical formula was used to determine a sample size of 133 at 0.08%. Purposive
sampling technique was used to select the 133 respondents. Data were obtained from questionnaire
and were analysed using descriptive statistics and related t-test statistics. The findings revealed that,
spiritual accounting will play a significant role in sustainable governance of Nigeria if put to practice
to include: measuring of government performance; better use of public resources; reduce flaws, fraud
and corruption of all forms in government as shown in the weighted means scores of 4.42 and t cal.
24.87; and those leaders must be guided with spiritual accounting effective models to ensure
sustainability of good governance in Nigeria. It was recommended among others that, all heads of
governments and those in governance of Nigeria at different tiers should be acquainted with spiritual
accounting for sustainability of governance and all leaders should be well trained on spiritual
accounting core values while making provision in the citizenship education syllabus as well as NYSC
and civil service trainings among others for spiritual intelligence upbringing.
Keywords: Spiritual accounting, sustainable governance, leaders, role, spiritual intelligence.

1.

Introduction
The political, economic, social, technological, environmental, legal and even religious crises

experience in Nigeria since democratic government, without doubt made it very clear that there been
a breakdown in the governance of Nigeria. It has been reported that, from 1996 to 2016, Nigeria’s
indices has been growing badly and the country tagged with the worst indicators – country with the
poorest people, corrupt nation, high migrants along Saharan Desert, insurgent and militancy nation,
high cost of living/business operation, high inflation, high unemployment rate, high foreign exchange
rate, lack of electricity, income/wealth inequality, high of cost of business operation among others
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(Sahara Report, 2016). It seems that those in governance have used their government to enrich
themselves while the massive are suffering despite the abundant natural resources. Everything has
become politicking for political offices rather than governance.
According to Oxford Advanced Leaner’s Dictionary, governance is the way in which a
country is governed or controlled and managed by those elected to represent the people. Osinbajo
(2017) affirmed that Nigeria is disputed by poor leadership and bad governance, and that bad
governance in Nigeria has made the youth growth to a misled and feeling that there is total absence
of ideology and faith in the future. Today, people celebrate unaccountability, poor leadership and bad
governance, political corruption, abuse of rule of law, absolute power among others, provided they
too benefited from it or are from the region.
UNDP (1997) added that, governance is the exercise of economic, political and administrative to
manage a country’s affairs at all levels. It comprises the mechanisms, processes and institutions
through which citizens and groups articulate their interests, exercise their legal rights, their
obligations and medicate their difference. Thus, good governance involves citizens’ participation,
transparency, accountability, service, effectiveness and is people-oriented. It promote the rule of law,
ensures that political, social and economic priorities are based on broad consensus in society and that
the voices of the poorest and the most vulnerable are heard in decision-making over the allocation of
resources. Politicking for political offices is not governance.
UNDP (2009) noted that there are three keys for good governance namely; economic, political
and administrative. Economic governance entails decision-making processes that affect a country’s
economic activities and its relationships with other economics. It clearly has major implication for
equity, poverty and quality of life. Political governance is the process of decision-making to
formulate policy while administrative governance is the system of policy implementation. In societal
terms, a good governance must possess the following characteristics to include participation of all
men and women directly or through legitimate representatives; rule of law frameworks enforce with
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fairness and impartially; transparency and responsive to all stakeholders; consensus orientation in the
best interest of all groups, equal opportunities to improve or maintain well-being of men and women,
resources effectiveness and efficiency, accountability as well as having a strategic vision (UNDP,
2009). The 21st century governance in Nigeria needs sustainability.
Sustainable governance is a country’s ability to respond to current political, economic, social,
technological environmental and legal challenge (OECD, 2011). It means fostering a positive change
for the good of the whole citizens today and for the future. An ordinary Nigerian with expect
sustainable governance would be free and fair elections, quality investment in education, effective
public service delivery rooted in public financial management, creation of employment opportunities,
reduction in the cost of living and business operation, access to basic infrastructure, security of lives
and properties and timely dispensation of justice (Waziri, 2009).
All over the world, it is servant leaders with spiritual core values that can make difference in
the lives of their people and advanced their government over time through vigorous and sacrificial
of positive change. According to Sheep (2003), leaders that want to serve their people must
understand, adopt and practice spiritual accounting which is connected life for a higher purpose.
Tower (2016) opined that spiritual accounting involves keeping track of the number of times an
individual do something each day. Spiritual people sense that there is a connectedness to something
greater than self, they are concerned with making a difference and desire to make the world a better
place. Spiritual accounting practices give assurance to these values. According to Diamond (2015)
there are some life lessons to learn form a spiritual accountant which include striving each day to
uplift all those around by focusing on helping and serving them in some way.
For years, electricity has been a failure, many public firms malfunctioning, corruption up
high, election rigging and votes buying, lack of due process and so on. This is embarrassing in a
country of over 190 million people with highly educated people, of which many have travelled across
nations of the world and had seen how sustainable governance is executed. It takes the great efforts
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of a servant leader to achieve good governance. Despite the ugly situations in Nigeria, Nigerians still
believe that sustainable governance can still be offered by leaders to yield a positive change. The
problem lies on how will sustainable governance be achieve. Spiritual accounting has recently been
discussed in articles as a solution of over 80 several challenges of bad governance and for overcoming
increasing leadership problems as observed by spiritual accounting gurus with expectations of it to
be an answer to failing governance for sustainability but investigation in this domain is still scarce
specially in Africa.
Against the background, the main aim of this study is to examine the spiritual accounting and
its role in sustainable governance of Nigeria. Sub-objectives are to: explore the role of spiritual
accounting in the process of sustainable governance in Nigeria; and to justify of spiritual
accountingeffective models for sustainable governance in Nigeria.
Therefore, this Research Question (RQ) was raised to guide the study: What are the roles of
spiritual accounting in the process of sustainable governance of Nigeria? Research Hypothesis
(Ho):There is no significant role of spiritual accounting in sustainable governance of Nigeria.
2.

Review of Related Literature

Conceptual/Empirical Review
Spiritual accounting is from the Jewish’s word “Cheshbon Hanefesh” which simply means making
an account of one’s service; a process of stocktaking and introspection with regard to one’s divine
service or keeping track of one’s activities each day with the aim to improve (Tower, 2016). Spiritual
accounting is the application of spiritual core values – (accountability, servant-leadership, discipline,
hardworking, compassion, courage, character, attitude, commitment, integrity among others) in
governance to protect and care for the needs of others, create and maintain successful society so that
the citizens prosper and of good well-being. It is the account and balance sheet of every servant
leader. Those who rule themselves with spiritual core values are those that practice spiritual
accounting; and without spiritual accounting, people are likely to remain in a state of default, drifting
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with the winds, the precious time and attention constantly diverted (Hercker, 2018). Spiritual
accounting involves concretising a practical plan to keep an individual focused on the aspirations and
motivations and ensuring that one’s actions align with set goals. Spiritual accountant regularly
revisits these fundamental questions: (i)What am I elected for? Why does my personality matter?
(ii) Do I have a plan to attain the people fulfillment? (iii)Are my actions on track? (iv)What really
make people happy? (v)What are my future plans?
Spiritual accounting involves exploring the principles and techniques of positive change and
spiritual values and constantly putting them into practice for the success of all. Mehta and Moonat
(2017) defined spiritual accounting as a way of being and experiencing that comes about through
awareness of a transcendent dimension that is characterised by certain identifiable values in regard
to self, others, nature, life and whatever one considers being the ultimate. Hertz and Friedman (2015)
opined that spiritual accounting is connected with a practice of making a positive difference, desire
to make people lives meaningfully, respect for the creativity of everyone as well as businesses.
Spiritual accounting helps a servant leader to be a good manager that involves in loving and caring
for the people that labour for the good of all. It ensures that the administrator or head of government
and those in head of affairs are not concerned with personal aggrandisement. The servant-leader is
the antithesis of the autocratic, authoritarian, dictatorship, nepotism; leader not primarily concerned
with power and wealth but cares about people and wants them all to be successful (Sheep, 2003;
Spears, 2004). Spears (2004) opined that a servant leader follows spiritual values and that there some
effects of spiritual accounting on a servant leader in leadership; which include ability to listen intently
and receptively to what the people say, which means that one has to be accessible; empathy for other
and trying to understand them, the ability of healing the emotional hurts of others, awareness of
almost all situations of the economy, possessing the power of the persuasion; influencing there by
convincing them and not coercing them; creating ability to conceptualise and to communicate ideas;
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instill foresight due to past and future records; accountability and stewardships as well as
commitment to building nation.
Hertz and Friedman (2015) examined why spirituality belongs in the finance and accounting
curricula. The main aim was to revisit the objective of “maximising shareholder” value” to
“maximising stakeholders”. Findings revealed that it is reasonable to incorporate spiritual values such
as making work meaningful, respect for the creativity of employees, and making the world a better
place for everyone and into business courses. It was concluded that people without spiritual
accounting background believe in maximizing their own pleasure and minimizing their pain, all that
matters to them is money, fame, and/or power. Ribeiro, Pereira and De-Benedict (2013) examined
the role of accounting in public governance process in spiritual accounting perspective for the
development of public governance in Brazil. Findings revealed that the contributions of spiritual
accounting in public governance to include: measurement of performance; strengthen democracy;
contribute to social participation; provide power to the citizen; promote accountability; stimulate
social implication of this process are better use of public resources; increase in the quality of the
services provided; facilitates the interaction between servant-leaders or author of public governance
and reduce flaws, fraud and corruption. Machado and Holanda (2012) disclosed that spiritual
accounting has a direct relationship between public politics, resources activities and cost objects. The
authors opined that the data from accounting will empower the servant leader/spiritual accountant to
function in democratic processes and these data have the potential of changing public spaces and
empowering citizens as well as promoting accountability to the society. Nakagawa, Relvas and Dias
(2007) opined that accountability to the people is the reason spiritual accounting exists and
accountability through spiritual accounting includes the power to impose sanctions to people that
violate their obligations.
However, spiritual accounting should not be confused with religion or being a professional
accountant or ethics. It is quite possible for an individual to be spiritual leader/accountant or servant
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leader and yet is not being affiliated with any particular religious group or accounting profession. A
key part of spiritual accounting is the understanding that life has a higher purpose than selfaggrandizement (Ribeiro et al., 2013). Spiritual people sense that there is a connectedness to
something greater than themselves (McClung, Grossoehme, & Jacobson, 2006). Spiritual people are
concerned with making a difference, ensuring the people’s satisfactions and desiring to make the
world a better place.
Theoretical Review
A number of different theories of socioeconomic and sustainability accounting were adopted
and adapted to form sound foundation to substantiate spiritual accounting and sustainable
governance. These are:
Agency Theory: This theory was first introduced independently by Stephen Ross in 1973 and Barry
Mitnick in1974. This theory arise from the distinction between the citizens (nationals) called “the
principals” and the executives/appointees/administrators (elected leaders/representatives) called “the
agents”. Agency theory argued that the goal of the agent should not conflict with that of the principals
and that the agents should properly manage the affairs of the nations/offices occupied by them, make
good decisions and be accountable to the citizens so that citizens suffer no loss on their mandates.
Agency theory assumes that managers/leaders at any managerial position are assumed to act in their
own self-interest at the expense of the citizenry. Thus, the agency theory focuses on checks-andbalances type of governance.
Stewardship Theory: First developed by Donaldson and Davis (1991 &1993). It is a new perspective
to understand the existing relationship between citizens and leaders. It is an alternative view of
agency theory. It is a theory that assumes that those in governance should shun their own interest and
act as responsible stewards of the assets they control. An example of the stewardship theory is where
a president practices a governing style based on ideology. The leaders have the duty to do whatever
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is necessary in the national interest, unless prohibited by the constitution. Stewardship theory helps
to contrast the governance styles and strategies best suitable to obtain the needed success. It requires
the leader to be trustworthy and willing to put personal gains aside for the good of the national society.
The objective of the stewardship theory is citizenry satisfaction of needs.
Resource-Dependence Theory (RDT): Jeffrey Pfeiffer and Gerald R. Salancik (1978) publicized
RDT. RDT is underpinned by the idea that the nation’s resource is paramount to its success and that
access and control over resources is a basis of power. The theory is important to this study because
it helps to measure the nation and its leader(s) ability together with ability to exploit resources (both
human and materials) faster, effectively and efficiently than other nations for a fundamental success.
Nigeria is blessed with blessed with human and natural resources. There is a clarion call for
sustainable governance in Nigeria.
Stakeholder theory was developed by Freeman R. in 1984. The theory started that good governance
are as a result of the pressure from stakeholders - citizens, corporations, religious, international
bodies, foreign nations among others. That government will respond to the concerns and expectations
of powerful stakeholders and some of the responses will be in the form of strategic governance.
Stakeholder theory provides rich insights into the factors that motivate leadership behaviours in
relation to sustainable governance. The theory will help postulate a positive influence of spiritual
accounting on sustainable governance in Nigeria.
Accountability Theory: This theory was originally developed by Tetlock P. E. in 1983.
Accountability theory assumed that there is a relationship between groups, individuals, organisation,
and the rights to information that such relationships bring about with the leaders/representatives.
Accountability is an act of being responsible or answerable for one’s own decisions or actions with
the expectation of explaining and justifying them when asked to do so. Accountability theory helps
to provide account of the actions for which one is held responsible (Gray, Owen & Adams, 1996).
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3.

Methodology
Descriptive and exploratory cross-sectional survey designs were adopted. The design were

considered most appropriate as it allowed discussion of issue that is new and, difficult in data
collection as well as seeking the views of knowledge individuals on certain aspects of spiritual
accounting and sustainable governance (behavioural accounting), which provide generalised
opinions and statistics from the number of individual cases. The population for the study consisted
of 886 Professional Accountants (financial members) in Akwa Ibom State of Nigeria as at August
31, 2018 (ICAN members, ANAN members and ACCA members) who served in different sectors of
the economy. Taro Yamane’s statistical formula was used to determine sample size of 133. Purposive
sampling technique was used to select the 133 respondents for the study. This sampling technique
was adopted based on the ease with which the data can be collected as well as those versed with the
knowledge of the subject matter. Data were obtained specifically from the respondents using a
structured questionnaire tagged “Spiritual Accounting and Its Role in Sustainable Governance of
Nigeria Questionnaire (SARSGQ)”. All items were set on the positive and were scored from strongly
agree (5), agree (4), disagree (3), stronglydisagree (2) and undecided (1). This instrument was
validated by experts and authorities in the field of public and behavioural accounting based on content
(face validity) and the Cronbach’s Coefficient Alpha (RC) reliability test was adopted. The data
obtained was analysed using descriptive statistics and related t-test statistics.
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4.

Data Analysis and Findings

This section is the analyses of data collected and discussion of findings.
4.1

Descriptive statistics showing rating of the role of spiritual accounting in
sustainable
governance of Nigeria
S/N
What are the Perceived Roles:
N Mean
SD
Rank Remarks
1.
Measuring government performance
133 4.86
0.40
1
SA
2.
Strengthen democracy and
133 4.46
0.92
7
A
empowerment of the citizens
3.
Contribute to social participation
133 4.20
1.09
12
A
4.
Return power to the citizens
133 4.25
1.03
11
A
5.
Promote accountability and
133 4.40
0.95
8
A
transparency
6.
Stimulated social control
133 4.15
1.10
13
A
7
Influence social transformation
133 4.05
1.15
14
A
8.
Ensures better use of public resources 133 4.80
0.45
2
SA
9
Enhances increase in the quality of
133 4.30
1.01
10
A
the services provision
10.
Facilitates the interaction between
133 4.95
1.24
15
A
authors of public governance
11.
Reduces flaws, fraud and corruption
133 4.78
0.50
3
SA
of all forms in government
12.
Ensures respect for the rule of law
133 4.37
0.99
9
A
13.
Promote peace, security and safety of 133 4.70
0.68
4
A
both human and property
14.
Supports in making the country a
133 4.66
0.76
5
A
better place
15.
Aids prioritising people’s life
133 4.50
0.84
6
A
toughing projects and making life
meaningful
Overall
133 4.42
0.87
A
SA = Strongly Agree, A = Agree

Table 4.1 show that the descriptive analysis of the perception of the roles of spiritual accounting in
sustainable governance of Nigeria. Result obtained shows that respondents strongly agree that
spiritual accounting roles include: measuring of government performance; better use of public
resources; reduce flaws, fraud and corruption of all forms in government. The result also reveals that
the respondents agree on the other perceived roles of spiritual accounting as indicated in Table 4.1.
In overall, the weight means score of 4.42 was obtained which is above the cut-off point of 3.0 for
five points rating scale. This implies that spiritual accounting was perceived to be beneficial in
sustainable governance. Table 4.1 also shows that measuring performance, better use of public
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resources as well as reduces flaws, fraud and corruption of all forms in governance were most rated
perceived roles of spiritual accounting in sustainable government of Nigeria.
Table 4.2: Descriptive Statistics of Effective Models of Spiritual Accounting
For Sustainable Governance in Nigeria
S/N
What are the Effective Models:
n Mean
SD
Rank
1.
Putting talkings to workings
133 4.64
0.48
1
2.
Servant leadership for high performance
133 4.06
1.03
6
3.
Spiritual intelligence and audit
133 4.11
0.99
5
4.
Governing style based on manifesto and
133 4.38
0.65
4
ideology
5.
Spiritual values checks-and-balances
133 4.39
0.65
3
6.
Public accountability and transparency
133 4.41
0.72
2
7
Self-accountability /assets declaration
133 3.82
1.09
8
8.
Visionary and consciousness leadership
133 3.95
1.24
4
Overall
133 4.20
0.85
SA = Strongly Agree, A = Agree

Remark
SA
A
A
A
A
A
A
A
A

Table 4.2 is the descriptive analysis of the effective models of spiritual accounting for sustainable
governance in Nigeria. Result obtained shows that respondents strongly agree that putting talkings to
workings. The result also reveals that the respondents agree on the other perceived effective models
of spiritual accounting as indicated in Table 4.2. In overall, the weight means score of 4.20 was
obtained which is above the act-off point of 3.0 for five points rating scale. This implies that spiritual
accounting effective models are necessary for sustainable governance in Nigeria.
4.3:

Result of Test of Hypothesis on Role of Spiritual Accounting for Sustainable Governance in
Nigeria
Variable
N
X
SD Hypothesised mean
tcal
Remarks

Spiritual
133
4.20 0.55
3.00
Accounting
df = 132, * = Significant at 0.05 (P<0.05), tcri = 1.98

24.87

*

Result in Table 4.3 shows that the calculated t (24.87) is greater than the critical value of t at 0.05
level of significance. Therefore, the null hypothesis is rejected. Hence, there is significant role of
spiritual accounting in the process of sustainable governance of Nigeria. This result is in supports of
the studies of Ribeiro et al. (2013), Hertz and Friedman (2015) as well as Hecker (2018). In summary,
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the result shows that 121 respondents representing 91 percent of the respondents opined that Nigeria
Governments/leaders will benefit from practicing spiritual accounting for sustainable governance.

5.

Conclusion and Recommendations

Spiritual accounting and its role in sustainable governance of Nigeria was examined. All the heads
of governments and those delegated with such responsibities as the accounting officers must
understand the role of spiritual accounting in the process of sustainable governance of the country.
The findings revealed that, the practice of spiritual accounting by government of Nigeria will be of
greatest benefits as showed in the weighted means scores of 4.42 and teal of 24.87; that for sustainable
governance in Nigeria, the spiritual accounting effective models must be put into the practice. It was
concluded in this study that the practice of spiritual accounting by any successive government is the
solution to governance challenges in Nigeria and the country will know no good governance until
spiritual accounting is fully practice by the leaders.
Based on this conclusion, the following recommendations are made:
(i)

All heads of governments and those in governance of Nigeria at different tiers should fully
practice spiritual accounting for good governance.

(ii)

Professional spiritual accountants should seek for positions in governance to fully practice
spiritual accounting values that will bring successful governance.

(iii)

Political leaders should be evaluated in line with spiritual accounting core values by the
citizens knowing that Nigeria will know no good governance until spiritual accountants are
in affairs of the country.

(iv)

Our leaders should be well train on the benefits of spiritual accounting to obtain spiritual
intelligence and it should be embedded in our school syllabus, NYSC trains among others.
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ABSTRACT
This study examines business ethical dimensions and clients’ perception of firms operating in Cross
River State, Nigeria. The study investigated business’s product efficacy and honest advertising as it
affects brand patronage and customers’ loyalty. Descriptive survey research design was adopted for
the study. Two stage sampling procedure involving purposive and simple random sampling
techniques was used in the sample element selection. The Ordinary Least Square regression
statistical tool was utilized in the test of hypotheses. The study identified dishonest and unethical
business practices in product quality and scam advertising by Nigerian business organisations as
factors militating against clients’ (customers’) positive or favourable perception and preference for
made in Nigeria products to foreign made products. The study established that products’ efficacy
and honest advertising have a significant influence on clients’ perception of brand patronage and
customers’ loyalty. The study recommended that firms should stop meddling with product efficacy
and use of deceptive advertising but to continually thrive wholly for high quality, scrupulous, decent,
moral and fair business ethical best practices for products efficacy and advertisings as this has
multiplier effect of boosting firm’s sales turnover, sales revenue, profitability and market share.
Key words: Business ethics, clients’ perception, product efficacy, advertising, brand patronage,
customers’ loyalty.
INTRODUCTION
In nations and cultures worldwide, ethics is seen as the central mechanism that forms the basis
of beliefs about what is good and right. The concept of what is right or wrong emanates from the
cultural, social, political, religious and ethnic norms by which every child is raised. This is the moral
code by which businesses are also conducted. In management, ethics connotes good corporate
behavior. Ethical standards are known to be dynamic as opposed to the misconceived view that they
are static ideals (Ntekop & Umoren, 2010). Manakkalathil and Rudolf (1995:30) opined that
“business ethics applies to the personal behavior of individuals who make decisions that affect the
welfare of other with whom they do business.” Imperatively, it is on this notion that the study of
ethics facilitates managers’ capacity to clarify their thoughts about the ideas that govern individual
and organizational conducts in all areas of corporate life. Sequel, since there is no unified system of
values, the philosophy of ethics provides the system of values that guides individual and
organisations in their attempts to determine that which is right or wrong, in order to optimize
decisions that are mutually beneficial (Ntekop & Umoren, 2010)
Business ethical issues are complex and have a lot of gray areas such as client’s privacy,
product efficacy, information honesty, impartially, equity and due process, protection of the
environment among others. Observably, most businesses have very stringent ethical codes especially
on such things as favoritism in promotion, acquiescence to a dangerous design flaw, infringement on
copyrights, misleading financial reporting, misleading advertising etc.
The concept of ethics broadly and simply defines the study of how individual or group
decisions affect other people. Ethics comes from the Greek word meaning ‘custom; ‘thus, “ethics is
the field that studies human behaviour in relationship with others on the basis of rightness or
445

Proceedings of the 8th International Conference of Accounting and Finance
Research Association (AFRA), held 4th – 6th November, 2018
wrongness”. Morality, on the other hand, is the inner mental or psychological conviction which
forms the basis of human’s behaviour, making people to decide whether their actions in relation to
the others that they have interactions with, is premised on rightness or uprightness (Adeleke,
Ogundele & Oyenuga, 2008; Ebitu, 2015).
Also ethics and morality fall within the discipline of axiology, a branch of philosophy that deals
with the theory of human values. In particular, axiology is concerned with what is good, what is
beautiful and what is desired or preferred human conduct (Etuk, 2009). Tsalikis and Fritzche (1989)
cited in Ibok and Umoh, (2009) defined ethics as the field of philosophy that studies systems, norms
or values that distinguish what is good and bad and or right and wrong. It is the study of people’s
rights and duties, the moral rules that people apply in making decisions, and the nature of the
relationships among people. Aluko, Odugbesan, Gbadamosi and Osuagwu (2012) says ethics is
concerned with contemporary norms or standards of conduct that govern the relationship among
human beings and their institutions. Thus, ethics is a set of moral principles or values, used by
organizations to steer the conduct of the organization itself and its employees, in all their business
activities both internal and in relation to the outside world, (Cole, 2002).
Explicitly, business ethics connotes the application of ethical consensus to business
relationships, activities and actions, with clients (customers) in order to survive, stabilize and grow.
Customers expect a level of acceptable conduct from business organizations, in terms of product
efficacy, avoiding deceptive and misleading advertising, product safety and fairness in all dealings,
environmental protection and sustainability etc. Business ethics therefore require compliance with
the moral principles and values that govern the actions and decisions of people involved in business
decision making. There are several factors regarding ethical compliance by individuals and business
organizations. On this regard, Etuk (2009) posited that “ethical systems emanate from a myriad of
sources, including, customary beliefs, religious convictions and the concept of social responsibility.
Other factors include legal standards, mode of punishment and personal intuition”. It is on this
background that this study investigates business ethical dimensions of product efficacy and honest
advertising, and clients’ perceptions of brand patronage and customers’ loyalty of firms operating in
Cross River State, Nigeria.
Statement of the problem
Deceptive practices within the Nigerian business organizations has caused the Nigerian
business environment to be less attractive to enviable investors in the global business environment.
Business activities have deviated from accepted standards, the transactional exchange process has
broken down, resulting in clients’ (customers) dissatisfaction, lack of trust, and law suits. In fact,
most clients avoid certain businesses or products because of negative perceptions about the
organizations involved. Unethical practices within the Nigerian business organizations cause clients
to prefer foreign made products instead of made in Nigeria goods and services. This adversely affects
the Nigerian GDP and overall position in the global ranking. Therefore, this study sought to examine
the association between business ethical practices (product efficacy and honest advertising) and
clients’ perception of firms operating in Cross River State, Nigeria.
Objectives of the study
1.
to investigate the extent to which product efficacy affect clients’ perception of brand patronage
of firms operating in Cross River State.
2.
to examine the relationship between honest advertising and clients’ perception of customers’
loyalty of firms operating in Cross River State.
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Research hypotheses
Ho1 There is no significant relationship between product efficacy and clients’ perception of brand
patronage of firms operating in Cross River State.
Ho2 There is no significant relationship between honest advertising and clients’ perception of
customers’ loyalty of firms operating in Cross River State.
Theoretical framework:
Teleology, Deontology and Contextual ethics theories.
Theologians, ethicists and philosophers have developed numerous philosophical constructs
on ethics. However, three basic philosophical categories of ethical thoughts namely Teleology,
Deontology and Contextual ethics theories would be tinted in this study’s discuss.
Teleology Ethics theory
This philosophical construct of teleology considers that the morality of an act or behavior is
based upon the extent of good that is produced in the end (Trewatha & Newport, 1976). The construct
rests on two pillars: egoism, and utilitarianism. The teleological philosophy of egoism concerns itself
with that which is good and capable of producing optimal pleasure for the individual or corporate
citizen. In other words, for as long as it satisfies the individual or corporate body concerned, the
consequences on others is ignored. While the construct of utilitarianism relates to the benefits that
accrue to the greatest number of people in effect, rather than concern itself with individual’s or
corporate body’s satisfaction, the satisfaction of the larger society is advocated. Ntekop and Umoren
(2010) buttressed that in an attempt to answer the question, “does the end justify the means”? These
two ethical philosophical ideologies are at log ahead with one another. Thus whereas egoism
advocates the breaking of rules and dishonesty for as long as the desired outcome is achieved,
utilitarianism opposes this concept and emphasizes that general rules should not be broken in an
attempt to decide a cause of action.
Deontology Ethics theory
The core ideology of deontology is its emphasis on principles, law, rules and duties should
form the basis of behavior and actions, and not the consequences or the end result of such action.
This theory’s tenet is that it is unacceptable to violate the rules, or engage in dishonorable activities,
particularly if such an action would infringe on the rights of others. Consequently, this theory’s
philosophical construct denounces the notion that the end justify the means (Ntekop & Umoren,
2010). Deontologists believe that within the conscience of every individual, there are moral
principles, and that this allows the human race acquire and sustain a sense of duty. In their view
therefore, a true professional or a good corporate citizen should first, play by the rules, while see the
outcome as secondary.
Contextual Ethics theory
Contextual or situational ethics believes in the existence of qualified moral principles. This
philosophical ideology advocates that every ethical issue must be considered within the context of
the prevailing circumstance. In this regard, every ethical concern must be evaluated in its peculiar
context, and not confined to any predetermined boundaries. This will allow for the employment of
the intellect to determine the most appropriate cause of action under a specific situation (Ntekop &
Umoren, 2010). The obvious implication is that situation-induced actions are ethical to the extent
that such decision are compassionately intellectualized. From this ethical philosophical construct
therefore, it is argued and must be believed that predetermined positions on issues concerning ethics
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would amount to a rush to judgment because prevailing circumstances may demand differing
measures of ethical behaviour.
John Stuart Mill and Jeremy Bentham’s Utilitarian theory (1843)
The study is anchored on the utilitarian theory. The proponent of this ideological school of
thought are John Stuart Mill and Jeremy Bentham. Utilitarianism ethical theory holds the tenet that
the best action is the one that maximizes utility and utility is conceptualize in terms of the well-being
of sentient entities. According to Bentham (1843), utility is the difference between the total pleasure
resulting from an action, and the suffering of anyone involved in the action. Utilitarianism is a version
of consequentialism, which states that the consequences of any action are the only standard of right
and wrong. Unlike other forms of consequentialism, such as egoism and altruism, utilitarianism
considers the interests of all beings equally.
The utilitarian theorist posit that “pleasure and no pain are the only inherently good things in
the world and expands on it by saying that actions are right in proportion as they tend to promote
happiness, wrong as they tend to produce the reverse of happiness. By happiness is intended pleasure,
and the absence of pain; by unhappiness, pain, and the privation of pleasure”.
The utilitarian theory insists that an action is considered to be right or wrong based on the
consequences of the action and its effects on majority of the people (West, 2004). This means that an
action or practice is ethically correct when it produces more positive consequences in comparison to
negative ones to those who are involved. Therefore, utilitarianism goes by the rule that an action is
evaluated to be ethical based on a set of rules or principles that can bring the greatest usefulness to
the greatest amount of people (Mill, 2004). This is the total opposite to deontological ethics whereby
utilitarian believes that there should not be any compromising when it comes to determining the stand
point of morality. Tools such as cost benefit analysis and risk assessment are often depended on by
utilitarian for decision making purposes. However, there are some arguments regarding ‘the greatest
happiness principle’ that is set forth by utilitarianism. This is due to the difficulty in measuring unit
of happiness or in order to determine an action that will bring the most benefit comparing to other
actions (Mill, 2004).
Conceptual framework
Concept of product efficacy
Product efficacy has been a strategic weapon used by firms to penetrate market and build a
competitive advantage. Firms whose products have efficacy possess propensity to have increase
patronage and market share above its competitors as their product efficacy also meet customers’
expectancy and satisfaction. Consequently, many business organizations have realized the
importance of product efficacy in their strategic plan of quality management. There are different
ways of defining quality, as there is no universal definition of quality. Thus, while some people view
quality as performance to standards, others view it as meeting the client’s expectations and needs or
satisfying the clients (R’Dan & Nada, 2010).
Product denotes goods and services or “anything that can be offered to a market for attention,
acquisition, use, or consumption that might satisfy a want or need. It includes physical objects,
services, persons, places, organization and ideas (Kotler & Armstrong, 2013). Product efficacy
(quality) refer to the ability of a product to perform its functions which include the product’s overall
durability, reliability, precision, ease of operation and repair and other valued attributes” (Kotler &
Armstrong, 2013). Quality that is not apparent to clients usually does not produce a pay off in
improved sales, profits or market share.
The achievement of quality in product offering and in business/client relationship has become
a key corporate objective in most organizations. Managements have come to appreciate the
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importance of the perceptions or opinions of those with whom the organization relates, to the ongoing success of the organization (Olayinka & Aminu, 2006). Conformance to standards is
absolutely necessary for quality, but client’s perception of quality include more. Taking clients’
viewpoint, quality can be defined as “the totality of features and characteristics of a product or service
that bear on its ability to satisfy stated or implied needs” (Kotler & Keller, 2007). The idea of quality
is no doubt, consistent with pure business marketing concept. It is ironic that marketing identified the
need to focus on the clients and consumers, but it took an engineering based approach to achieve the
totality of depth of understanding, involvement and action to achieve the client (customer) and quality
focus (Olayinka & Aminu, 2006).
Quality is an important feature of product, and buyers make choices among competing
product on the basis of the ratio of quality to price. This implies that organizations must establish
clients’ requirements and specifications (Palmer, 2009). Quality is the perceived expected
performance of a product or service and it is important factor in determining its long-run market share
and profitability (Ugorji, 2014). Product quality should also be determined by how clients view the
product. From a marketing perspective, quality means a product ability to satisfy customers’ needs
or requirements (Perreault, Cannon & McCarthy, 2008).
Satisfaction will also depend on products (goods or services) quality. A seller is said to have
delivered quality whenever the seller’s products (goods or services) meet or exceed the clients’
exceptions. A firm that satisfy its clients’ expectations and needs all or most of the time is called a
“quality firm” (Kotler & Keller, 2007). Product efficacy is the key to value creation and clients’
satisfaction and brand patronage. Business managers who fail to learn the language of quality
improvement, manufacturing and operations, will become obsolete and out of touch of clients
expectancy and needs. Businesses can no longer afford to think as corporate researchers, advertising
agents, direct marketers, productions and operations strategist, but must think of the firm as clients’
satisfier, and advocate focused on the entire business processes (Kotler & Keller, 2007).
According to Leon and Kanuk, (2007) the economic factors which tend to favour clients’
(customers’) preference for foreign products centers around product efficacy, price and product
availability. Thus in Nigeria, there is a popular “belief” among most Nigerians that the efficacy
(quality) of local products (made in Nigeria) are lower than those of their imported counterparts.
There is evidence from empirical literature to substantiate this point. Empirical studies have
postulated that most clients considered locally produced products inferior to the imported ones.
Researchers have shown that in the developing countries for example there exists a strong bias against
locally manufactured goods (Aire, 1973; Okechuku & Onyemah, 1999;Agbonifoh &Elimimian,
1999; Ogunnaike, 2010; Kalegha, Okechukwu & Soyeye, 1983 in Opoku & Akorli, 2009). Scholars
also postulated that the degree of bias towards a range of products from the same country may be
vastly different depending on the product under consideration or perceived quality (Okechukwu,
1994 in Opoku & Akorli, 2009). Oladele and Arogundade (2011), also posited that clients do not
believe that the Standard Organization of Nigeria (SON) is adept and capable of enforcing adherence
to prescribe standards in the manufacturing sector of local products.
Sobowale, (1997) and Oladele and Arogundade, (2011), however asserted that although
imported products are superior in quality to homemade ones, there are much cheaper products from
developing countries like Nigeria. A point worth noting here is that, in terms of the evaluation of the
product dimension, the clients (customers) most preferred product dimension is quality, followed by
branding, style, design, packaging and price in that order (Asen, Eke, & Kalejaye, 2011). Udoekpo
(1981) in Asen, et. al. (2011), also asserted that customers preferred imported clothing, shoes,
handbags and other products. The customers claim that made-in-Nigeria products were of lower
quality, both in “physically” and in value than the imported products.
From this study discuss, it is pertinent and explicit that client (customer) focus is the
fundamental principle and idea of total quality management because quality effort emanates from
449

Proceedings of the 8th International Conference of Accounting and Finance
Research Association (AFRA), held 4th – 6th November, 2018
client’s expectancy and needs and ends with client’s product acceptance. Remarkably, if Nigerian
products efficacy and standards, together with price and availability meet clients’ expectancy,
requirements and needs, then Nigerian customers’ perception and attitude will tilt towards Nigerian
products having good quality. Indeed, Nigerian clients often underscore efficacy (quality) during
purchase decision making for products (goods or services).
Concept of honest advertising
The quest for satisfying consumers’ needs more effectively and efficiently have contemporary
become the focus point of business organization contemporary due to the dynamic and complex
business environment which features consumers with discretional purchasing power, high rate of
competition, uncertainty and risk (Effiong & Ekpenyong, 2010).Business/marketing concepts start
with the premises of consumer sovereignty. Sequel, the product itself, its promotion, its price and its
distribution all are adapted to consumer motivations to attract brand patronage and customers’
loyalty. It is on this premises of delivering the desired satisfaction more effectively and efficiently to
the firms’ clients than its competitors that promotional strategy evolved. Advertising is one of the
tools of promotional strategy.
Advertising as any paid form of non-personal presentation and promotion of ideas, goods or
services by an identified sponsor (corporate or individual). Advertising offers ‘reason’ to buy the
brand product (goods or services), it state reason why a particular product should be preferred and
purchased instead of rival brands by laying emphasis on its benefits, efficacies and prices. (Iganiga
& Ikharehon, 2004). Advertising attempts to condition, entice, induce, or persuade customers to
adopt favourable perceptions or viewpoints towards a promotional message. Effective advertising
can enhance customer perceptions of efficacy in a product, leading to gains in brand patronage,
customer loyalty, repeat purchases, and protection against price war. Notably however to mention
here is that Advertising expenditures vary among industries and firms in relation to the chosen target
market (Effiong & Ekpenyong, 2010).
Honest advertising not only convey the literal truth but also avoids conceivable deception
through subtle implication or omission (Freeman & Phillips, 1999). Firms, through advertisement as
a promotional tool available communicate with prospective clients showcasing and making their
product known to the public and enticing them to buy the firm’s products. Observably in fulfilment
of this effort, today’s advertisements are chock-full with scam and false claims that are sometimes
too difficult to believe. Many alleged deceptive claims nowadays are implicitly manipulative rather
than outright false (Hastak & Mazis, 2005; Shanahan & Hopkins, 2007). For example, worst culprits
of this phenomenon are celebrity endorsements, who never make use of such products, but appear in
products advert promising clients the same “looks” (skin or hair) as the celebrity, when in actual fact,
the skin glow was entirely due to makeup artist’s skills.
According to Zakhem (2015:1), “having honesty and integrity in advertising means
possessing a strong disposition for telling the truth or at least avoiding lies and deception in
producing advertisements. Although honesty and integrity tend to go hand-in-hand, the concept
of integrity as a virtue often includes additional formal and evaluative characteristics. As is
noted, there has been significant and interesting philosophical work done on the relationship
between the virtues of integrity and honesty in the recent past. Some of the central questions
include: is integrity a virtue at all? If it is a virtue, what are its characteristic motivations? Are
these motivations merely formal or do they entail some sort of moral and/or epistemic
responsibilities? Responses to these questions should have a distinct impact on advertising
ethics in particular. In short, much of the research in normative and metaethics in these areas
have yet to be applied to advertising ethics. Alternatively, would a wide and encompassing
conception of integrity, which a “cluster” concept is, lack sufficient focus and create problems
at theoretical and practical levels?”
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Sometimes the firms over exaggerate about the product’s efficacy and benefits in such a tactful
manner that clients go psychologically under the pressure of advertising persuasiveness and
intentionally decides to buy the advertised product (Smith, Chen & Yang, 2008). In the point of view
of most clients, they often avoid the advertisement, because they consider them, just annoying and
misleading (Bishop, 1997). Advertisements have been attacked on psychological, sociological,
aesthetic and political grounds. Some critics even criticize and consider advertising very harmful to
the collective behaviors of the society (Barbara, 1997). But defenders of advertising always give a
strong argument in its favor that basic aim of advertising is to sell the products, rather than its effects
on cultural values of the society (Gold, 1987).
Based on meticulous observations and analyses, it is this study sincere opinion that virtually
the evils and ills of modern society stem from one root cause: the ever-reducing level of honesty and
justice in society. While the dishonesty and/or unreasonableness on the part of corporate body or an
individual affects the society to a comparatively lesser degree (in the advertisement context), the
dishonesty and/or unreasonableness of a leader or a public official has far reaching consequences and
wider ramifications to the society, this of course affecting the society to a very large extent.
Mortification of honesty and justice is a virulent, lethal and contagious disease that may gradually
even infect people of honesty and integrity to look towards dishonesty and unreasonableness. Even
good-minded citizens have begun to question the value ethics, advisability and even the meaning of
honesty and justice when they see dishonest and unreasonable corporate/individual seemingly
prospering with culpability from the State leaders, government enforcement agencies etc. Such
diminution of honesty and justice in any society culminates in ever increasing problems of business
ethics, socio-cultural norms and besides increasing crimes, insanity and “ethics/norms terrorism” in
the business community. Noticeably, there is incessant attenuation of values in the society, making
the life of citizens miserable. This indeed call for concern, it becomes pertinent and inevitable that
all efforts and hands most be on deck to salvage this vital cultural, societal, religious etc., norms and
ethics that has great impact on business life as well as the wellbeing of humanity for sustainable
development.
The dwindling of honesty and justice in society has its roots in two avoidable traits of the human
mind: unjustifiable desire & unjustifiable fear. While lack of honesty arising out of unjustifiable
desire is a well-known and obvious phenomenon (e.g. corrupt officials, criminals, etc.), what is
sometimes ignored is the fact that unjustified fear is an equally important and dangerous cause of
dishonesty and injustice/unreasonableness. The unjustified fear that honest corporate firms or
individuals have in upholding honesty and justice disqualifies such firms or individuals from being
classified as honest, besides making them equally guilty of endangering justice/reasonableness and
well-being of the society to the same extent as the obviously dishonest firm/person. With regards to
these predicaments, the attitudes and thinking of business owners/managers, political leaders, policymakers and law enforcement officials have a disproportionately high influence in the shaping of
honesty and justice in society.
Concept of clients’ perception
Every business ultimate goal is to boost profit through increase sales by satisfying clients’
product needs (Effiong, Usoro, & Ekpenyong, 2017; Effiong, Usoro, & Odongwo, 2018). Achieving
this fit, requires finding out the factor that drive client’s buying decisions (consumer behaviour).
Clients’ perception is the expression of innermost feeling, emotion, expectancy, notion, attitude or
satisfaction about something, this ofcourse is the link between a product and the clients. Favourable
clients’ perception of a product provokes, motivates, striggers or induces clients’ buying decision to
give attention to such products, while unfavourable perception, the reverse is the case.
Several internal and external conditional variables moderate clients’ perception. Internal
variables comprise clients’s lifestyle, personality, attitude, knowledge, affordability etc. These
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variables integrate culture, values and norms, family and friend circle, social status, family, reference
groups, etc. (Sjo’berg & Engelberg, 2005). The external conditional variable consists of both
physical and social elements. Physical elements, also known as macro factors, this comprise
demographic, economic, changes in technology, political elements and globalization (Mourali
Laroche & Pona, 2005).
Concept of brand patronage
Brands encompass the logo, graphic, symbol, the pictorial representation and signature of a
firm. According to the American Marketing Association a ‘brand’ is a name, term, sign, symbol or
design or a combination of them intended to identify the product (goods and services) of one seller
or group of sellers and to differentiate them from those of competitors (Keller, 1998). Today brands
are also represented by a personality and a signature tune to capture the hearts of clients and entice
their loyalty.
Brands assist the clients locate and identify products and evaluate their quality and makes it
easier for them to develop attitudes and expectations (De Pelsmacker, Geuens, & Van den Bergh,
2001). Branding also makes shopping more efficient as it tends to reduce the amount of decisionmaking time required and the perceived risks of purchase since a brand promises a constant level of
product efficacy (De Pelsmacker et. al., 2001). Well-known brands are capable of developing clients’
favorable attitudes and perceptions leading to brand patronage and increase sales.
In a competitive business environment, brands are not just symbols that serve as identifiers but have
an economic function. The value of a brand rest upon its ability to form an exclusive, positive and
in-depth meaning in the minds of clients (Kapferer, 1977). A brand can create a lasting impression
on clients that translate into brand patronage/loyalty or entice clients’ loyalty.
Brand patronage consists of a consumer's commitment to repurchase or continue using the
brand and this can be demonstrated by repeated buying of a product or service or other positive
behaviors such as word of mouth advocacy (Dick & Kunal, 2000). Brand patronage arises from
clients’ positive brand perception and affection (Chaudhuri & Holbrook, 2002). Aaker (1991) opined
that brand patronage measures the emotional bond that a client has towards a brand and that the core
of a brand’s patronage is the basis for clients’ loyalty.
Brand patronage is a client’s preference to procure a particular brand in a product category.
This occurs when clients perceive that the brand offers the right product features, specifies or efficacy
at the right price. This clients’ perception may transmute into repeat procurement resulting in loyalty.
Brand patronage thus relates with client’s perception, preference and affection to a brand. It occurs
due especially to long history of product use and trust that has developed as a consequence of the
long usage.
Concept of customers’ loyalty
Loyalty is a biased response towards a brand or product expressed over a period of time and is
defined by the purchase pattern of a decision making unit which may be an individual, a household
or a firm (Mellens, Dekimpe & Steenkamp, 1996).Therefore loyalty implies consistent repurchase of
a brand resulting from positive affinity of consumers towards the brand or the product. Jacoby,
Chestnut and Fisher (1978) argued that commitment is an essential element of loyalty.
Oliver (1999) defines customer loyalty as a deeply held commitment to re-buy or re-patronise
a preferred product or service consistently in the future despite situational influences and marketing
efforts having the potential to cause switching behaviour. Dick and Kanul (2000) define customer
loyalty as the strength of the relationship between an individual’s relative attitude and repeat
patronage.
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Research Methodology
The study adopted the descriptive research design. The eighteen local government areas of
Cross River Statewere covered in the study. The population of the study consists of clients of firm’s
products (goods and services). The reliability of the instrument was estimated by the Cronbach’s
Alpha coefficient which gave a result of 0.8 using the SPSS statistical software. A two stage multiple
sampling procedure involving purposive and simple random sampling technique was used in the
selection of sample elements. The data estimation was done using the ordinary least square regression
statistical technique. The sample size was determined using Topman formulae as follows:
n
where
n`
Z
P
1–P
e
n

= Z2 P ( 1 – P)
e2
=
=
=
=
=
=

Sample size.
Z – Score 1.96
Positive responses 0.6
Negative responses 0.4
Tolerable error 0.5
(1.96)2 x 0.6 x 0.4
= 3.8416 x 0.6 x 0.4
2
(0.5)
0.25

n = 389

Model specification: CLP = αo + β1PEF + β2HAD + ε
Where CLP = Client Perception; PEF = Product efficacy; HAD = Honest Advertising; ε = stochastic
error term.
Result of the research model
The result of the research model is presented on table 1 below
Table 1
Model Summary
Model R
R Square
Adjusted R Square Std. Error of the Estimate
a
1
.516
.266
.259
1.000
a. Predictors: (Constant), products efficacy and honest ad.
ANOVAa
Model
Sum of Squares Df
Mean Square
1
Regression 136.862
4
34.215
Residual
376.963
377
1.000
Total
513.825
381
a. Dependent Variable: Client perception
b. Predictors: (Constant), products efficacy and honest ad.
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F
34.219

Sig.
.000b
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Table 2
Coefficientsa

Model
1
(Constant)
Product efficacy

Unstandardized
Coefficients
B
Std. Error
5.091
.392
.096
.014

honest ad
.057
a. Dependent Variable: Client perception

Standardized
Coefficients
Beta

.011

.362

T
12.987
6.647

Sig.
.000
.000

.236

5.298

.000

Model interpretation
The results show thus: the value of R in table 1 is .516 and R-square which is coefficient of
determination is .266 which indicates that the changes in client’s perception is accountable for by
26.6 percent change in the independent variables, that is, product efficacy and honest advertising.
The table shows that the independent variables statistically significantly predict the dependent
variable, f(4,377) = 34.215, p<0.005 (that is, the regression model is a good fit of the data). Two
independent variables (that is, product efficacy and honest advertising) added statistically
significantly to the prediction, P < .05.
Unstandardized coefficient, B1 for product efficacy is equal to .096. This means that for each
one increase in products efficacy, there is an increase in client perception brand patronage of firms’
products by 9.6 times. Beta value for products efficacy is .362 which contributes significantly in the
model. B2 for honest advertising is equal to .057. This means that for each one increase in honest
advertising, there is an increase in client perception customer loyalty of firms’ products by 5.7 times.
Beta value for honest advertising is .236 which contributes significantly in the model.
Test of hypotheses
Hypothesis one
Ho1 There is no significant relationship between product efficacy and clients’ perception of brand
patronage of firm’s operating in Cross River State.
HA1 There is a significant relationship between product efficacy and clients’ perception of brand
patronage of firm’s operating in Cross River State.
Decision rule: Accept Ho, if p<0.05 and reject Ho if P>0.05.
From the result in table 2 above, the co-efficient of determination is .096, the value of magnitude is
positive. The calculated t-static 6.647 is greater than the t-critical at 5% level of significance. We
accept the alternative hypothesis and therefore reject the null. This indicates that there is a positive
significant relationship between product efficacy and clients’ perception of brand patronage of firm’s
operating in Cross River State. This result corroborates the study of Oyeniyi (2009); Hastak and
Mazis, (2005); Ogunnaike, (2010); Okechuku and Onyemah (1999); Opoku and Akoli, (2009);
Bishop (1997) and Barbara (1997)
Hypothesis two
Ho2 There is no significant relationship between honest advertising and clients’ perception of
customers’ loyalty of firm’s operating in Cross River State.
HA2 There is significant relationship between honest advertising and clients’ perception of
customers’ loyalty of firm’s operating in Cross River State.
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Decision rule: Accept Ho, if p<0.05 and reject Ho if P>0.05.
From the result in table 2 above, the co-efficient of determination is .057, the value of magnitude is
positive. The calculated t-static 5.298 is greater than the t-critical at 5% level of significance. We
accept the alternative hypothesis and therefore reject the null. This indicates that there is a positive
significant relationship between honest advertising and clients’ perception of customer loyalty of
firm’s operating in Cross River State. This result corroborates the study of Oyeniyi (2009); Hastak
and Mazis, (2005); Ogunnaike, (2010); Okechuku and Onyemah (1999); Opoku and Akoli, (2009);
Bishop (1997) and Barbara (1997)

Discussion of findings
The above results revealed that products efficacy and honest advertising as basic ethical
dimensions are statistically significant to clients’ perception of brand patronage and customers’
loyalty. This result corroborates the study of Oyeniyi (2009); Hastak and Mazis, (2005); Ogunnaike,
(2010); Okechuku and Onyemah (1999); Opoku and Akoli, (2009); Bishop (1997) and Barbara
(1997). The analysis of Nigerian clients’ perception revealed that product efficacy, branding, design,
packaging, price, influenced product purchase, from the overall rating given by the respondents on
allthe dimensions showed efficacy as the most preferred, followed by branding while the least
preferred is price. The findings also showed that Nigerian clients rate foreign products highest on
efficacy, branding, style, design, packaging and price. This has influence their perception and buying
behaviour towards domestic products. On the other hand, client avoid most advertisements, because
they consider the scam advertisement just annoying and misleading. Clients consider deceptive
advertising very harmful to the collective behaviour of the society, and in their opinion government
should intervene with needful regulations and policies.
Conclusion
The study concluded that dishonest and unethical business practices in product efficacy and
deceptiveadvertising were the main factors militating against clients’ perception and preference for
made in Nigeria products to foreign made products. Scam advertising, in the most blatant of contexts,
is illegal and unethical in Nigeria. However, firms still find ways to deceive clients in ways that are
legal, or technically illegal but unenforceable. Moreover, the achievement of quality in product
offering has become a corporate objective in an ever increasing number of firms in Nigeria and
worldwide. Business owners/managers have come to realize and appreciate the importance of clients
opinions with whom they relates to the success of the firm. It’s so unfortunate today that most
business marketers have just one aim in mind – sell as much as possible to as many as possible. They
do not mind using unethical practices, for them, meeting their target and reaching the end is more
important than the means.
Therefore, the time is now for government agencies and institutions to wake up and enforce
effective strategies and laws to reprimand culprits in this unethical behaviour. Also, there is a call for
watchdog agencies to scientifically study and analyze advertisements to validate their claims.
Recommendations
1. Firms should stop meddling with product efficacy and use of deceptive advertising but to
continually thrive wholly for high quality, scrupulous, decent, moral and fair business ethical
best practices for products efficacy and advertisings, as these would stimulate positive clients’
perception and behaviour towards brand patronage and customers’ loyalty, which indeed has the
multiplier effect of boosting firm’s sales turnover, sales revenue, profitability and market share.
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3.

Government “weak” agencies and institutions saddled with business ethical practice compliance
should be strengthen with legislations and bye-laws to make them more effective and efficient
in the discharge of their roles and function in identifying business defaulters.
Also Government should institute an annual award for business ethical best practices in the
different industrial sector as this would serve as motivation to businesses that could boost their
corporate image.
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ABSTRACT
Though creative accounting came as a result of reporting necessity, modern day practices seem to deviate
from the spirit of ‘true reporting’, which has had many adverse effect on investors, stakeholders and the
corporate world at large. This time, which is reported to be the dark night of the soul of businesses is
associated with wide ranging unethical accounting practices, necessitating a spiritual overhaul, a spiritual
reawakening to arrest unprecedented unethical practices in the accounting profession, a conscience discipline
in the part of professionals and an ethical system adequate to withstand the moral dilemmas of our times.
Thus, spiritual accounting which is a spiritual reawakening and conscience rebirth will enhance ethical
sensitivity thereby reducing the need to manipulate accounting numbers by accountants. The accountant
who follows his conscience and is sensitive to the needs and values of financial information users does not
need to practice accounting manipulations, thus, increased ethical behavior is an organizational benefit of
spirituality.
Keywords: Creative Accounting, Spiritual Accounting, Conscience, Ethical sensitivity
1.0

INTRODUCTION

Periods of crisis represent tests for firms and managers who are tempted to use questionable and ingenious
methods to improve the presentation of their financial statements. There has been a growing trend and a
vicious desire to manipulate the accounting figures, financial statements and performance reports of
financial organizations, which distort the true image of the operations and performance of these
organizations. The consequence of this is that investors are misled to investing in ‘failing firms that look
robust from the papers’ as result of unnoticed financial malpractices and unethical reporting. Few examples
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such as Enron phenomenon, Parmalat, WorldCom, Xerox, Ahold Royal are accounting manipulations and
scandals that have left traces in the history of the accounting profession due to their strong impact.
Hidayat (2012) underscores that such manipulations can occur within the parameters of the law, and outside
it. When it occurs within the law, it is generally referred to as creative accounting, aggressive accounting,
cosmetic accounting or window dressing. However, if it occurs outside the ambits of the law, it is referred to
as fraud. This paper focuses on creative accounting, which is the unethical manipulation of financial numbers
usually within the parameter of the law, but very much against legal spirit and conscience, and certainly fails
to provide the true and fair view of corporate organizations. Karim, Fowzia & Rashid (2014) accentuate that
a common indicator of creative accounting manipulation is profit figures inflation, which involves both
human effort and a bias towards reporting objectivity. Most popular incidences of creative accounting
include, inflated profits, inflated asset values, understated liabilities, and overstated shareholder value, with
benefits of bonuses, promotion, and salary rises being the motivation of management and accountants.
Wikipedia describes it as a euphemism “referring to accounting practices that may follow the letter of the
rules of standard accounting practices, but certainly deviate from the spirit of those rules”. It is further
described as synonymous with cooking the books, which is a systematic misrepresentation of the true
income and assets of corporations or other organizations, as proclaimed as the root cause of many
accounting scandals.
Citing examples with some Nigeria Banks that have failed as a result of Lack of Ethical Sensitivity on the part
of corporate managers, let us take a look at firstly;
Spring Bank Plc; Spring Bank Plc came into being on the 1st of February, 2006 after the merger of ACB
International Bank, Citizens International Bank, Fountain Trust Bank, Guardian Express Bank, Omega Bank,
and Trans International bank, which was brought about by government driven consolidation in the banking
sector. The combined entity took off with a shareholders’ fund in excess of N32b, total assets and contingents
of over N152 billion, 183 functional branches and a core staff of over 2,000. The bank had a mission ‘to build
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a global retail brand delivering with passion, innovative financial solutions in every neighbourhood’. The core
values formed the acronym SPRING:
S

-

For Service with Passion

P

-

For professionalism

R

-

For Respect for the individual;

I

-

For Integrity

N

-

For Innovation, and

G

-

For Group Work and Team Spirit.

Today as we speak, Spring Bank is no more. It is a failed Bank not withstanding the lofty, ideas of the Founding
Fathers of the Bank. This could be traced to the lack of ethical sensitivity in the management of the Bank.
Another good example is that of Intercontinental Bank Plc. Intercontinental Bank was established as a
Merchant Bank in 1989, and has grown to become the world’s second fastest growing bank and the highest
rated bank in Nigeria.
Inter-continental Bank was the first Nigerian bank to hit the billion mark in share capital, and in July, 2007,
the bank became the first and only Nigeria Bank to be ranked among the world’s top 500 banks by the Banker
magazine; the bank was ranked fifth out of all the banks in Africa.
In August 2007, Intercontinental Bank became the first bank in Nigeria to cross the US $1 billion capital mark;
yet as we speak today, the bank is no longer in existence and the Chief Executive Dr. Erastus Akingbola and
some former Directors; are facing court cases brought upon them as a result of misappropriation,
misapplication and financial impropriety in the management of the affairs of the Bank.
Besides, these two examples, it is also important to draw a lesson from the case of Oceanic Bank. The Bank
was established in 1990 and was rated as one of the largest banks in Nigeria with a fast growing network of
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online, real time business offices comprising 320 branches. The bank grew under 17 years into a full-fledged,
one-stop financial solution powerhouse. It boasted of a record of excellent and superlative financial
performance. Its assets plus contingencies were N1.3 trillion (over $10 billion). Shareholders funds increased
by 5.87% steadily and this significant growth rate in many areas of its business boosted its shareholders’
confidence, spurred rising share price, and earned the bank an array of international industry accolades, not
least of which was The Banker Award for ‘Bank of the year-Nigeria (2006) and Dr. Cecilia Ibru, managing
Director/CEO, “Banker of the year’s (2007).
All these, further validated the Banks growing stature as a respectable financial institution and a brand with
distinct competitive edge in the financial market.
The principal activity of the bank was the provision of comprehensive universal banking services to
corporate, commercial and individual customers within and outside Nigeria. Its focus was, but not limited to,
Oil & Gas, Real Estates, Manufacturing Investment management, public sector, Retail Banking, Corporate
Finance, and Agriculture.
The bedrock of the Bank’s performance was embedded in its corporate vision: Think banking... Think
Oceanic, which was reinforced by its core values; TEAMS: Transparency, Equal opportunities, Accountability,
Merit and Service Excellence.
Considering a bank of this standing, one would have thought that a world-class standard of Accountability
and Transparency was the stock in trade on a continuous basis. However, the contrary was the case, giving
rise to the collapse of the Oceanic Bank Empire. This collapse is traceable to the lack of absence of
Accountability and Transparency in the management of the Bank.
As we have seen from the cases of these banks, there is rote in the values of Accountability and Transparency
in the private sector in Nigeria, the same is also true of the public sector.
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Lack of Accountability and Transparency in the conduct of government affairs have forced the Nigerian
government since 1999 to withdraw from direct participation or involvement in the provision of goods and
services which were before this time provided by government owned companies. This shift in direction in
what government now calls privatization and commercialization or sometimes public private partnership
(PPP).
Most of these enterprises required annual subsidies to remain afloat, and these direct payments were only
part of the story. Tax exemptions and soft loans, many of which were never repaid, more than double the
cost to the National treasury. The Adam Smith institute in the UK had estimated that the Nigerian Ports
Authority for example, cost the government US 558m between 2000 and 2003 in direct subsidies and other
lost revenues.
In 1999, president Obasanjo announced a three-phase programme under the new high-level National Council
on privatization, chaired by Vice-President Abubakar Atiku. Under the programme, the government had to
sell off government shares remaining in companies listed on the Nigerian stock exchange Government also
offloaded its hotel and vehicle-assembly plants, and finally dispose of larger enterprise such as the Power
Holding Company of Nigeria (PHCN), the Nigerian National Petroleum Corporations oil refineries, and the
state carried Nigeria Telecommunications (NITEL). Between 1999 and 2006, the government succeeded in
selling of 116 loss-making companies across a range of sectors, including aluminium, telecommunications,
petrochemicals, insurance and hotels.
From the above, it can be seen that failure of the public sectors institutions was largely because of lack of
ethical sensitivity, transparency and accountability in the conduct of government business.
The violations of Accountants reflected in their reporting distortions can be reduced by conscience
accounting, which is referred to as spiritual accounting. Fraud and breach of professional ethics code in the
accountant occurs due to a lack of awareness within the accountant to take responsibility for their work. So
that the accountant is expected have spiritual connection and intelligence that can influence their
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acceptance of, and practice of dysfunctional accounting and reporting behavior, thus, reducing the desire to
do fraud or breach of ethics code through accounting numbers manipulation, otherwise termed as “ethical
sensitivity” (Hidayat, 2012).
Thus, the paper provides a theoretical discourse of the link and relationship between creative accounting,
spiritual accounting and ethical sensitivity.
1.1

STATEMENT OF THE PROBLEM

Financial Reporting is based on regulatory framework which may be national, international or industry
specific. In recent times, there has been among other issues an advocacy for the adoption of international
financial accounting standards across the globe. This moves have given credence to the adoption of
(IAS/IFRS), International Public Sector Accounting Standard (IPSAS) both in the private and public sectors
entities respectively.
The essence of these standards was to encourage preparers of financial statements to rely on a common
framework for treatment of similar economic and financial transaction in their reports to as to achieve
uniformity of treatment as well as interpretation by users.
This notwithstanding, it can be maintained that reporting that reporting entails much more that quantitative
aspects. Reliability and other qualitative characteristics of financial statements can sometimes be viewed
from the ethical sensitivity perspective of the preparers.
Therefore, this paper seek to take a critical look at ethical sensitivity of financial reporting which more or less
is described as spiritual accounting or conscience accounting.
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2.0

LITERATURE REVIEW

2.1 Conceptual framework
To present a better, yet distorted view of the enterprise, accountants can use their knowledge of accounting
rules to manipulate figures reported in the financial statements of corporate enterprises. This process as
earlier mentioned is known as “accounting innovation, cosmetic accounting, creative accounting” in the
United Kingdom (Naser, 1993), and “earnings management” in the United States of America (Fisher &
Rosenzweig, 1995).
Diana and Madalina (2008) posit that advancements in corporate economic and social activities, as well as
the stress of financial information users made the accounting innovation a necessity, hence, the
development of creative accounting. The researchers noted that the development of creative accounting
was encouraged by the alternative treatments permitted for solving one issue. Generally, an accounting issue
can be solved in at least two methods, each of them with different effects on the company’s financial position
and performance. Cyril (2007) and Omurgonulsen & Omurgonulsen (2009) suggest that though creative
accounting came as a result of reporting necessity, modern day practices seem to follow the letter of the
applicable accounting standards but deviate from the spirit of those standards, with the motivation to
indulge in these practices being the anticipation of rewards which may include higher share prices, improved
credit rating resulting in lower borrowing costs and higher incentive compensation for executive
management. Gabriels & Vans (2008) underscore that some of the creative accounting schemes perpetrated
by companies include improper revenue and expense recognition, faulty accounting in connection with
business combinations, and wrongful use of off- balance-sheet arrangements, which are fraudulent schemes
capable of causing devastation to users like shareholders, lenders, employees, board of directors and other
stakeholders.
Trotman (1993) advanced that creative accounting is a communication technique adopted by accountants
and managers, aimed at providing the investors with information that is beyond ‘the normal realities of
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business operations’. Stated differently, the firm presents to the investors or to the prospective investors
financial reports and statements that have passed through the filter of some techniques capable of
generating a more favourable image on the market, but also the illusion of some more attractive results than
the normal (Balaciu, Bogdan & Vladu 2009).
Fowzia & Rashid (2011) indicated that the level of window-dressing of company financial statements in many
developing countries, has drastically desecrated all known ethical standards, as creative accounting practices
are now universal, with no limitation as to its application. This is especially prevalent among developing
nations, as the accounting regulators or watch dogs of the accounting rules and policies are best described
as ‘sleeping’, and ‘mute’.
From the foregoing, the idea behind creative accounting practices is often to emphasize the positive aspects
of the company’s financial situation, while downplaying any negative factors. To an extent, accounting
irregularities of this type can be misleading to potential investors, and thus are often considered to be
unethical, even though the strategy may remain within the parameter of the law. As with most types of
misrepresentation, the most effective examples of creative accounting are the ones that tell a portion of the
truth, but downplay any elements that could alter the perception that the company wishes to convey to
others.
2.2

Spirituality and Spiritual Accounting

Spirituality is not the same as religion. An individual can be spiritual and yet not affiliated with any particular
religious group. A key part of being spiritual according to Pandey & Gupta (2008) is the understanding that
life has a higher purpose, with the sense that there is a connectedness to something greater than the self.
This sense drives the need to make a difference, and desire to make the world a better place. On the other
hand, religion refers to communally held beliefs and dogmas that are expressed publicly (McClung,
Grossoehme, & Jacobson, 2006). By extension, religion is associated with an organization or institution,
spirituality is connected with individuals and persons. According to Karakas (2010), “spirituality is
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distinguished from institutionalized religion by being characterized as a private, inclusive, nondenominational, universal human feeling; rather than an adherence to the beliefs, rituals, or practices of a
specific organized religious institution or tradition.”
Iannaccone (2003) underscores that those who are not spiritual (i.e. rational men) are only concerned with
maximizing their self-interests, they believe in maximizing their own pleasure and minimizing their pain. All
that matters to them is money, fame, and/or power, sounding much more like the idea of maximizing utility
or maximizing profits that is key in many business and economics courses. Fogel (2000) stresses the
importance of spirituality in the new economy as he identified fifteen vital spiritual resources that include
such concepts as “a sense of purpose, a sense of opportunity, a sense of community, a strong family ethic, a
strong work ethic, and high self-esteem”. By adopting spirituality, self-interest can be moderated for the
greater good of the society.
Spirituality in Accounting is applied in many perspectives. This paper highlights just two perspectives:
First, it is a perspective on action and decision making that emphasizes performing one’s deeds without
attachment to the fruits thereof, and where both action and fruits are offered to the divine. An accountant
and manager who behaves in accordance with this perspective is grounded in wisdom and in a state of
equanimity. This perspective is in stark contrast to the current emphasis upon unbridled materialism, growth
and competition, and the resultant high level of stress characterizing many corporations and their leaders.
The accountant who follows his conscience and is sensitive to the needs and values of financial information
users does not need to practice accounting manipulations. He follows his conscience, acts in accordance with
basic concepts of ethics in organizations, “walk his talk” via values-based leadership and promotes corporate
social responsibility via his respect and reverence for the organization’s stakeholders. His motivation for such
behavior is, however, slightly different than that provided by a modern perspective on ethics; the underlying
reason for his behavior is not business “success” but his own spiritual progress as well as that of all those
affected by his behavior.
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The underlying idea is that instead of pursuing egos and gratifying activities by the payoffs that result,
accountants can act without attachment to the fruits of their manipulative efforts. From this perspective, all
work can be transformed into selfless service. This should not be confused with indifference to the work
itself; rather, the work is to be performed with detachment. Accountants must follow their inner voice, their
conscience, and act ethically and morally to the best of their abilities. But such action is selfless in that it is
performed with indifference to the outcomes, be they success or failure.
Second, it is a concept which, although, developed by the American Robert Greenleaf, is clearly inspired by
an “eastern” concept of duty and leadership. The leader who gains the trust and good will of his employees
and his other stakeholders is the antithesis of the power – seeking manager who gives orders and controls
their effectuation. He is sensitive to the needs of others and realizes the interrelation between himself and
those he serves by leading and leads by serving. In so doing he earns their trust as a person of deep integrity.
And he gains their confidence in his ability to elicit and effectively promote organizational values that are in
harmony with individual values, especially those of the shareholder. He is, thus, able to coordinate and
motivate employees who seek meaningful work that contributes to their personal and spiritual
development. He performs his work as worship and he inspires others to follow his example and to serve.
It is a fundamental concept to one’s relationship with others. It complements the notion of “servant
leadership” with its focus on one’s duty to others and is in stark contrast to the current western focus on
rights. For example, a western understanding of the concept of freedom based on an “eastern” approach to
human development might typically include searching for a clarification of one’s duty in relation to one’s
position in life and behaving in accord with that duty. In the modern “western” organization, characterized
earlier by such terms as “flat”, ‘learning” “self-organization”, traditional power is becoming powerless, it is
increasingly difficult and counter-productive to control creative and independent employees and expect
them to be enthused, productive and loyal, their commitment and sense of obligations obtained in a work
place that lends meaning to their lives, promotes those values they adhere to, and contributes to their
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personal development. In such environments, a leader who selflessly performs his duty is a trustworthy
source of inspiration (Hawley, 1992).
2.3

Spiritual Accounting Implications: Empirical Evidence

There is ample evidence in the literature that spirituality may help to explain increased ethicality in the
workplaces (Zinnbauer, Pargament and Scott, 1999; Garcia-Zamor, 2003). Examples include:


Maclagan (1991) argues that increased ethical behavior is an organizational benefit of spirituality.



Gull and Doh (2004) argue that spirituality can be the basis for ethical conduct in business.



Bouckaert (2010) sees spirituality as a source of business ethics and governance.



White, Jr. (2003) argues that, “Spiritual health leads people to experience ethical and governance
consciousness at a deeper level, improves their intuitive skills, encourages teamwork, develops more
purposeful and organisational vision, and boots innovation”



Enhanced leadership was also found to be positively related to spirituality (Conger, 1994).



Jurkiewicz and Giacalone (2004) found that organisations may benefit from spirituality in terms of
ethics, improved quality of decisions, effective business leadership, trust and public confidence.



Agbim, at el (2013) found that there is a relationship among the behavioural characteristics of a
spiritual person, spiritual values, spiritual virtues, ethical behaviour and ethical business.



Benefiel et al (2014) found that commitment towards the organisation, reduced inter-role conflict,
and ethical behaviour are associated with workplace spirituality.



There is no doubt that even to this day “Michael Douglas’s academy award winning performance in
claiming that ‘Greed is Good’ in the movie Wall Street still appears to be the mantra of businesses
big and small” (Fry, 2005).



All signs of our time signal that corporate accounting, governance, and ethics clean up to the point
that organizations have a corporate conscience and culture built around an ethical set of moral
principles and values (Fourie,, 2014) is more urgent than ever before.
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Lee (2016) and other scholars emphasized that this time happens to be our dark night of the soul of
businesses, which requires us to create corporate ‘spiritual skyhooks’ that give us leg up when we
seem to be spiralling out of control as the Panama Papers scandal, and other corporate ethics
scandals in the recent past indicate.

2.4

Spiritual Accounting and Effect on Ethical Sensitivity

Ethical sensitivity is a fundamental element of human moral conduct. According to Weaver et al (2008)
ethical sensitivity is the capacity to decide with intelligence and compassion, given an uncertainty in a care
situation with additional ability to anticipate consequences and then have courage to act. Fahimeh and
Mahdi (2013) consider it as the ability to recognize the ethical nature of a situation in a professional context.
Tirri and Nokelainen (2007) assert that to respond to a situation in a moral way, a person must be able to
perceive and interpret events in a way that leads to ethical action. Consequently, ethical sensitivity is the
ability of the decision-maker in recognizing existing ethical issues. It is also the attention to ethical values,
and considering them in decision-makings, taking into cognizance its role and purpose.
Ethical sensitivity therefore is based on the premise that a dilemma is recognized as an ethical issue, or at
least containing an ethical component. Ethical sensitivity connotes the ability to identify and recognize
ethical issues when they arise. It could also refer to the moral reasoning judgment relating to how and why
ethical decisions are made. If professionals are sensitive to ethical issues, then the decision-maker is likely
to use moral dimensions in resolving the dilemma, rather than take a heuristic approach (Hooks and Tyson,
1995). Therefore, the professional must recognize the ethical component in a dilemma before an ethical
decision can be made (Armstrong et al., 2003; Jones, 1991). The problem for professionals is that ethical
issues are often hidden (Bebeau et al., 1985) and they often lack the ethical sensitivity to recognize ethical
dilemmas when they arise.
The need for ethical sensitivity in the present business environment cannot be overemphasized. In today’s
competitive economic world, the auditing profession has had a fair share of unethical scandals bringing to
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question its core values of independence, integrity and objectivity. Financial scandals such as those of Enron,
WorldCom and Arthur Anderson, have tarnished public trust in auditors in performing comprehensive,
trustworthy and objective auditing tasks .These financial scandals have increased organizational,
congressional, and educational awareness regarding ethical sensitivity of auditors - the direct result of which
has been the enactment of series of laws and regulations and existing ones becoming stricter while the
profession itself too is now under great scrutiny. It is no doubt that auditors are faced with ethical dilemma
on a daily basis that calls for increased ethical sensitivity. It is therefore imperative that appropriate
professional behaviour be ingrained to allow for proper decision- making in the environment in which they
work.
In performing the audit function and expressing expert opinion about financial statements, accountants cum
auditors have a responsibility to users of financial statements and managers. This obligation creates an
ethical responsibility between auditors and the organization managers. Because of these ethical obligations,
performing auditing tasks always involves contradictions. These contradictions stem from the obligations the
auditor has for the public on one hand and for managers on the other. Hence the ability to make ethical
judgments and behave ethically, presupposes the accountant’s ability to recognize an ethical issue when it
arises. If professional accountants are ethically sensitive to the issues they face, then the decision maker is
more likely to use ethical principles in resolving the dilemma. Accounting professionals must not only be
adept with the technical aspects of their responsibilities but they must also be able to deal with situations
where the facts are ambiguous or stakeholders’ interests conflict. Therefore, accountants must not only
recognize ethical issues but they must also be committed to take actions which are ethically sound (IFAC
2005).
Ethical sensitivity is therefore an imperative for every professional accountant cum auditor as it creates in
them the ability to recognize an ethical threat or issue when it occurs and being aware of alternative courses
of action leading to an ethical solution and how each alternative course of action affects the parties
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concerned. Enhancing ethical sensitivity through spiritual accounting will enable accountants to more readily
identify predicaments, which they must then resolve (IFAC, 2005; Asif, 2010).
3.0

METHODOLOGY

Arising from the nature of the subject matter in this paper, theoretical variables were used to x-ray and
discuss pertinent issues of spiritual accounting.
4.0

CONCLUSION

We need a spiritual rebirth to facilitate a search for new “skyhooks” for an abiding faith around which life’s
experiences can be integrated and given meaning especially at work. We need to search for an ethical system
adequate to withstand the moral dilemmas of our times. There is need for spiritual reawakening to arrest
unprecedented unethical practices in our personal life, family life and business activities, and above all the
abysmal performance of government laws, law enforcement agencies, and regulatory commissions in
arresting the situation.
In his book “Religionless Spirituality”, Patrick Mooney (2013) believes that spirituality can save world by fixing
the broken corporate business world. Bouckaert (2015) believes spirituality is the missing link in the
governance and ethics of the corporate business world. In Corporate Spirituality in South Africa, Katherine
Lee (2016) believes that, spirituality is an activity that ethically minded companies and executives in the
business world simply cannot afford to neglect. Thus, spiritual accounting, otherwise conscience accounting
is the solution to the unethical practices in the accounting profession because every man would surely give
account to the Lord for all manipulations, as Ecclesiastes 12:14 puts it “God will judge us for everything we
do, including every secret thing, whether good or bad”
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PART SEVEN: BANKING, FINANCE, INVESTMENT AND OTHERS
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ABSTRACT
The study set out to examine the effect of lease financing on corporate performance of Deposit Money
Banks in Nigeria. The study employed the Ex-post facto research design. Four research objectives
and hypotheses were respectively formulated for the study. And these were accordingly tested at 5
percent significance level and 9 degree of freedom. The data for this study were collected from the
annual reports of the various Deposit Money Banks through on-line and manual retrieval methods.
The data were analyzed using Ordinary Least Square multiple regression technique. The findings
from this study revealed that there is positive and significant relationship between finance lease;
operating lease; equity finance; debt finance and corporate performance respectively. Based on these,
it was concluded that lease financing is one of the major sources of financing any asset as this option
of financing ensures improved corporate performance.

Therefore, it was recommended that,

Equipment Lease Association of Nigeria should carry out more sensitization on the importance of
lease financing to encourage those banks seeking for funds to use either finance lease or operating
lease taking into consideration the benefits of the two methods in terms of improved corporate
performance.
KEYWORDS: Finance lease, operating lease, capital reserve, debt financing, lease broker,
direct/indirect lease.
1.1

Introduction
Corporate entities exist in environment that is very competitive, and they continuously find

means to ensure that they lead in their business activities. This is due to the fact that the quest for
effective management strategy is prima for any business to do well because companies seek for means
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that will ensure regular cash flow that will enable them to purchase all the equipment’s and
machineries needed for effective operation (Alan, 2008). Over the years, leasing has been an
alternative means of financing some facilities such as: equipment, plant and business vehicles that
are needed by organization because they always seek for ways of reducing costs of operations
especially when it comes to the purchase of assets (Osaze, 1993). Leasing is one of the means of
financing some equipment that are very expensive and some assets that are finance through finance
lease requires straight-up purchase if the firm that is seeking for such assets enter into the contract
through finance lease which will give the entity concern, the opportunity to purchase the asset or
equipment after the terms of the contract. Since it is a financing decision, corporate managers need
to examine their decision critically before implementing the decision of lease financing or debt
(Mohammed &Shamsi, 2008).
Leasing is another means of financing some expensive equipment needed by organizations
and as such, it is referred to “as asset based financing” (Burgress, 2002). This is because leasing
decision is center on the ease of securing the needed asset or equipment on time and the cash flow
that the asset will generate (Berger &Udell, 2005). This obviously showed that in a leasing contract,
there is a separation between the owners of an asset (the lessor) from the economic use. Possession
of the asset/equipment through lease contract may or may not pass to the lessee at the end of the lease
period. But the main duty of the lessor is to finance the purchase of the equipment needed by the
lessee after the selection of the equipment by the lessee by determining it performance and the
suitability to their business activities (Salam, 2013). With reference to the requirement of the
International Financial Reporting Standards 17, lease accounting deals with the appropriate criteria
for the recognition and the measurement of lease assets with consideration to the lessee and the lessor.
This is because the distinction between a finance lease and operating lease must be clearly stated and
the accounting treatment must be applied appropriately through International Accounting Standard
(IAS) 17.
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Since 1950 leasing has been on and prior to this period it was mainly connected with real
estate such as: land and building, but now it is possible for firms to lease all kinds of assets to carry
out their operations effectively (Hassan, 2009). In this era, firms can lease all types of assets and
equipment like: Machines, computers, photocopy machines, printers, Trucks, vehicles, aircrafts, slips
and even vessel. Business organizations operations are organized in such a way that it will generate
enough cash flows to meet their obligations by expanding existing business, acquisition of new assets,
replacement of assets, payment of salaries and maintenance of existing facilities- the need for
adequate financing is imperative to meet their obligations(Hassan, 2009). Corporate managers are
confronted with various challenges daily as they strive to maximize shareholders wealth, as such, the
decision to either use finance lease or operating lease to obtain the assets that are needed is a decision
that entails proper planning taken into consideration stream of income that the asset/equipment will
generate within the period (Alan, 2008).
Financial performance is a vital element that is widely used to evaluate organizations because
it clearly showed how managers were able to utilize the resources entrusted in their hands by the
owners through increase in income, profits, increase in the wealth of shareholders through
appreciation in the entity total values (Asimakopoulos, Samitas & Papadogonas, 2009). Measure of
financial performance like profit after tax and interest is crucial to all stock holders because it enhance
both existing and prospective investors to make sound decision concerning their wealth. As such, it
is one of the prima variables that are widely used to access the performance of an organization
irrespective of the location or size (Alan, 2008).
The financial ratios that are used by both analysts and investors to measure the performance
of firms are grouped into three categories that help to provide a review of the entirety of the financial
position of any firm (Fulblier, Silva & Pferdhirt, 2008). The various accounting ratios used to
measure performance are used based on the requirement of the user because there are ratios that is
used to determine the structural change in an organization, ratios that are used to measure profitability
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of a company, and ratios that are used to evaluate companies from market position within the business
environment that they operate. Financial performance for decades has always been measured by
researchers using various ratios but the most widely used ratio is profitability (Radut &Bicksamu,
2008). Considering the complexity of the business environment and most times the inability of firms
to purchase the asset/equipment needed to facilitate their operations effectively. Corporate managers
need to be very scrupulous by ensuring judicious use of their lease asset/equipment in order to take
care of the lease fees and at the same time boost their profitability.
In Nigeria, leasing is one of the major means by which some financial institutions obtained
some of the assets and equipment that are needed for effective operations. Despite financial
institutions like: banks, discount houses, insurance firms are mostly engage in leasing, other firms
and even government are getting involve in leasing. From available records, the equipment leasing
association of Nigeria was established in June, 1983 with just six registered members but at present
there are more than 350 established firms that carry out the business of leasing in Nigeria (Equipment
Leasing Association of Nigeria, 2012). However, despite the fact that there is proliferation in the
number of leasing companies, business organizations still encounter some difficulties. This work
critically examine four means of financing such as: finance lease, operating lease, equity and long
term debt to see the degree of correlation between lease financing and components of financial
performance.
1.2

Statement of the problem
For corporate managers to make decision concerning financing activities is always very

Herculean due to the fact that the economic benefits which is to enhance financial performance is the
same irrespective of the type used, but there are various costs implications depending on the one that
a firm intend to use because all the sources ranging from finance lease, operating lease, equity finance
and debt finance comes with various financial implications but the ultimate goal of any source is to
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enhance the wealth of shareholders. The rationale for leasing is based on the fact that leasing provides
customized means of financing assets/equipment with potentially unique cash flows and tax features.
Financing of some essential assets/equipment is one of the major challenges that firms in
Nigeria are facing and because of stringent requirements of leasing firms, corporate organizations
finds it hard to generate enough funds to maintain the terms of condition in the lease contract which
at times result to litigation between the lessor and the lessee and also, the high interest rates on loans,
collateral requirements and lack access to secure long-term funds are some of the constraints
encountered by managers which has in turn hindered financial performance(Batra, Kaufmann &
Stone, 2004). Because of these, firms are unable to obtain a better means of financing some
equipment that are needed to enhance productivity and improve the flows of income. The end result
when firms find it hard to operate is to retrench the workers or to go into Moribund. The high stringent
requirements by leasing firms are also affecting firms either through the inability to ensure regular
payment of the rental income to the lessor. This problem has caused many firms to close down their
operations permanently or temporary because of litigations arising between the lessor and the lessee
due to inability for the lessees to meet up the lease terms.
However, financing assets or equipment through lease agreement has been in practice for
years, because despite the challenges associated with lease financing decision, it is one of the easiest
means of financing any business activities and it has been very helpful especially to existing financial
institutions in distress or new ones that find it hard to secure loans to acquired their assets or
equipment. Therefore, the researcher find it pertinent to evaluate the relationship between lease
financing and firm’s performance and provide answers that will help address the challenges of lease
financing.
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1.3

Objectives of the study
The main purpose of this study is to determine the effect of lease financing on the financial

performance of selected deposit money Banks in Nigeria. Specifically the study examines the
following objectives:
1.

To determine the relationship between finance lease and the Return on Assets (ROA) of
selected deposit money banks in Nigeria;

2.

To evaluate the relationship between operating lease and the profitability of selected
deposit money banks in Nigeria;

3.

To determine the relationship equity finance has with total dividend of selected deposit
money banks in Nigeria;

4.

To evaluate the effect of debt finance on interest income of selected deposit money banks
in Nigeria.

1.4

Research hypotheses
In order to measure the extent of the relationship between the independent variables and the

dependent variables, the following research null hypotheses were formulated:
1.

There is no significant relationship between finance lease and the Return on Assets (ROA) of
selected deposit money banks in Nigeria;

2.

There is no significant relationship between operating lease and the profitability of selected
deposit money banks in Nigeria;

3.

There is no significant relationship between equity finance and the total dividend of selected
deposit money banks in Nigeria;

4.

There is no significant relationship between debt finance and the interest income of selected
deposit money banks in Nigeria.
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2.1

Theoretical framework
The main thrust here is the review of the relevant theories propounded by scholars that

provide an insight on the theories that underpinned the study. However, the main theory this work is
anchored on is the theory propounded by Myers and Majluf (1984) which holds that when there is
information asymmetry firms adopt a pecking order approach in arranging their capital structure.
2.1.1

Pecking order theory (Myers and Majluf, 1984)
The pecking order theory that was put forward By Myers and Majluf (1984) opines that when

there is information asymmetry firms will adopt a pecking order approach to financing any project
that they intend to embark on. This is as a result of the asymmetry information available to business
managers relative to external parties or outsiders, corporate managers will consider it optional to
maintain reserve borrowing level and disdain external equity market. These obviously show that
firms preferred retained earnings when considering the means to finance a project before debt
financing and the consideration to use new stock offering will be the last option. And in the selection
of the source to finance an asset using the array of sources available, the best sources that will
generate enough cash flows are considered first (Donaldson, 1961).
The pecking order theory is one theory that is widely used and as such, the implication is that
for capital structure consideration, each individual capital structure will show historical profitability
and growth not the predetermined optimal mix of equity and debt. Baskin (2002) and Toy, Arthur,
Lee, Richard and Theo (2001) stated that there is strong correlation between debt ratios and growth
and negatively related to the availability of internally generated revenue/profitability. The lacuna
created by previous literatures which omit the impact of leasing on Profitability and growth on leasing
from the models resulted to potentially serious misspecification issues and causes significant tests
questionable.
However, the pecking order theory holds that leasing is assumed to be positively related to
Profitability over some period and positively related to asset growth. But from available studies,
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there is no certain models of the determinate of lease used, some scholars holds that there are certain
factors that need to be taken into consideration , the tax bracket of lease has been considered by
researchers as one factors when firm use lease. This is due to the fact that leasing give organizations
with zero or low marginal tax rates to transfer unusable tax shields to tax paying lessors in exchange
for lower or small payments for the lease assets or equipment. The tax bracket is assumed to be
negatively related to leasing (Toy et al, 2001).
2.2

Literature review
Lease financing is one of the measures corporate entities use as a sources of finance to execute

medium and long-term projects. This can be secured when the owner of the assets (the lessor) gives
the firm/the individual that want to use the asset (the lessee) the right to use the assets based on terms
of agreement between the parties. The periodical payments that the lessor is entitle to for given out
the assets is known as “lease rental” and the lessor duty is to finance the acquisition of the equipment
or the assets (Salam, 2013). Lease financing has been a major source of financing for a very long
time and entrepreneurs considered it more convenient. But the level of patronage using this source
is still relatively low in Nigeria compared to other countries like: South Africa, Ghana, Uganda,
Tanzania etc (Oko & Essien, 2014). Lackerath-Rovers (2006) opine that leasing is considered as a
cheaper source of financing a project because firms can choose either using finance lease or operating
lease. In traditional corporate financing, the decision of buying and leasing is mostly discussed in
the context of the Modigliani ad Miller theory of world of frictionless or perfect capital market, a
situation they considered that the capital structure is not important for the determination of the worth
or value of firms. But in real financial market there exist market imperfection that hindered firm’s
capital structure (Akerlof, 1970, & Arrow, 1985). Leasing is mostly preferred as the best alternative
mechanism to facilitate access to financing some equipment because its enable companies to have
access to some preferred equipment’s and even for young enterprises that lack credit facilities to start
operation with ease. This is based on some empirical evidence that showed that leasing exposures
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are associated with relatively low risk against other form of financing (Schmit, 2005, and DeLaurentis
& Mattei, 2009). Leasing contribute higher to the performance of firms because it is easier to access
because the presence of physical collaterals contribute adversely towards handling some production
challenges that need immediate attention to avoid break down in production (Schmit, 2005). Kurfi
(2009) concluded based on his study that examine lease financing practices and capital structure of
manufacturing companies in Nigerian using survey method from 1993 to 2002 that lease is very
important for alternative capital structure. This is because it is a veritable means for capital assets
acquisition and lease is made up of about 50% of their fixed assets of the companies that were
selected. One good thing about lease contract is that, some of the contracts are structured with
provision for ultimate purchase by the firm (the lessee) after the expiration of the lease term.
Goodacre (2003) stated that there is a positive and significant relation between operating lease
and the performance of firms. This assertion was drawn from the research work he carried out on the
potential impact of lease accounting reform in oxford. Operating leases represent a major source of
finance for many companies in generally but it is mostly popular with companies in the retail sector.
Thomson (2005) also stated that there is significant evidence that there is a strong relationship
between leasing and firm size. This was based on the study he carried out using UK and US firms.
UK outcome suggests that companies that are operating at both extremes of size range adopt less
leasing against companies of medium size. But based on the study, a positive relationship was
discovered between liquidity and finance leasing for some of the US companies that were used as
sample, but the relationship showed that there is no correlation based on the UK companies that were
sample. It was observed that in the US, companies with high tax position or with substantial cash
flows seem to employ less operating lease. The higher level of leasing in the US companies seem
to connected with operating in an international or national environment, having a higher proportion
of fixed assets in relation to total assets a higher financial distress potential and large proportion of
managerial ownership.
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Finance leases to a large extent influence the sales turn over because companies that use
financing lease in the UK male larger turnover in terms of sales and exhibit increase in gearing ratios
and market to book ratios. This is due to the fact that leasing were discovered to have impacted on
growth levels measured by increase to other tangible fixed assets. In some bigger companies,
financial gearing, profitability and taxation were discovered to be positively related with leasing,
while in small firms the leasing decision did not appear to be driven by profitability or taxations
reasons, but due to growth opportunities (Lasfer & Levis, 2008). Evidences have shown that leasing
is very important for all companies despite the kind of goods or services firms are into. Gavazza
(2006) based on his study that was carried out in 2006 and 2008 shows that lease financing contribute
immensely to the liquidity of firms that engage in the operation of aircraft in Europe. The finding is
in the studies he conducted between the periods 2006 to 2008. Since companies that are into this
business in Europe find it difficult to raise the funds needed to commence operation, they used both
operating lease and finance lease to obtain the needed assets for prospered operation. But in contrast,
the study that was carried out by Gate (2013) revealed that there is no positive relationship between
lease financing and the performance of Airline industry in Florida.
Vasantha (2012) in the study in carried on capital market frictions, leasing and investment
concluded that companies with enough information leased more and then those with less information
or low agency costs leased less and also found out that companies with significant tax-loss carry
forwards were not able to take full opportunity of tax benefits of asset ownership which always result
to leasing more. This findings was drawn from the study he carried out using data collected from
S&P 400 and S & P 600 which he used ratio of rental expenses with net PPE as a comprehensive
measure of lease ratios. Operating lease ratio was calculated as rental commitments/net PPE (rental
commitments variable only includes non-cancellable leases), net cash flow, i.e.; net income in
addition with depreciation and amortization as measure of cash flow, liquidity measured as the
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average ratio of daily absolute return to the dollar trading volume on that day, for credit rating was
market based.
Leasing financing measured by size, net investment in lease finance and liquidity had been
discovered to have significant positive influence on profitability. This findings is based on the study
that was carried out using Pakistan companies from 2006 – 2008. The study used pool data of 28
companies. The relationship between leasing and performance of firms irrespective of the sector the
firms are operating need to be taken into consideration with adequate care because it is a variable that
contribute to economic development in a long run and short run (Muhammad, Naveed & Hammad,
2012). Tarus (1997) concluded that many companies used lease finance due to the fact that it helps
in the conservation of cash flows and also helps firms against obsolescence. This assertion is based
on the research he carried on the factors that impact on the growth of lease in Kenya. The study
adopted descriptive research design and data was collected through structured questionnaire and all
the population were made up of companies that were listed on the Kenya Stock Exchange. Salam
(2013) also did a study on the casual correlation between firm performance using return on capital
and return on equity of 23 medium firms and 30 small firms and discovered that the medium firms
showed statistically significant relationship and even the small firms also showed significant
relationship between the variables that were used in the study. Lease financing is also very helpful
in the agricultural sector because evidence have shown that there is significant relationship between
lease financing and firms that are into agricultural business.
The study that was carried by Letoluo (2003) on the influence of farmland leasing on
household livelihood in Narok with a survey of eighty respondents which was randomly selected
further buttress this assertion because it was discovered that leasing farmland enhance revenue to the
farmers who later moved from pastoralism to doing business with their crops. The most importance
economic benefit of leasing can be derived from the point of choice because firms have the
opportunity to decide either to use finance lease or operating lease which is quite different from
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borrowing and acquisition when firms find it hard to provide collateral to borrow the funds needed
for the acquisition of the assets and even the tax differential effect also make lease more preferable
for companies in distress that need some assets urgently (Miller & Upton, 1976). Batra, Kaufmann
and Stone (2004) stated that some firms operating in African used lease financing because of lack of
access to long term funds, high interest rates and stringent requirements for collateral are big
constraints for companies that are operating in Africa. Also Mehran and Taggart (1999) opines that
leasing is part of financing contract that enable firms to choose a financing option that will mitigate
risk and increase return on investment. In pecking order theory of capital structure, leasing is
considered the first means of external financing and as such, there is need to evaluate its impact on
the performance of firms (Manston & Harris, 1988, and Krishnan& Moyer, 1994). Kelly, Khayum
and Price (2013) stated that lease financing play significance role in enhancing the performance of
community banks because community banks that use lease financing increase in profitability and
total assets and better operations of modern banking system.
2.3

Review of empirical studies
Many studies have been carried out on the effect of lease financing on the performance of

companies in different sectors both local and international studies, but it is pertinent to summarize
some of these studies that have been carried out by various scholars on the effect/impact of lease
financing on the performance of companies. In the study of Mungami (2013) that was conducted on
the effect of lease financing decision on financial firms that were listed on Nairobi Stock Exchange,
Kenya using Pearson Correlation, Mann-Whitney test and logit model showed that costs of capital,
size financial distress, management compensation, share ownership, executive share ownership and
debt ratio were found to be very relevant in explaining lease decision concerning operating lease and
size, management compensation, cost of capital, performance and executive share ownership were
important variables in determining the impact of leasing decisions. It was also noted that just like in
developed societies tax rate and firms size are important variance in making leasing decision, but
487

Proceedings of the 8th International Conference of Accounting and Finance
Research Association (AFRA), held 4th – 6th November, 2018
financial distress and leverage are not major variables for firms when making leasing decision. The
variable that were used in the study are: debt capacity, size, level of Profitability, cash flows, legal
environment, share ownership structure, accounting treatment, institutional investors ratios, liquidity
and chief executive share ownership.
Kurfi (2009) noted in his study that was carried out on the evaluation of lease financing
practices and corporate capital structure of selected manufacturing companies in Nigerian from 19932002 that leasing is an important variable for alternative capital structure when considering asset
acquisitions and that lease financing constituted about 50% of their total fixed assets due to the fact
that some of the lease contracts are organized with provision for ultimate purchase by the companies
(the lessees after the duration of the primary lease term to finance capital assets acquisition). The
study used survey method in choosing a sample of some of the manufacturing companies that were
listed on the Nigerian Stock Exchange and financial statement of the related firm were analyzed in
addition with structured questionnaires and interviews were also granted to the various financial
managers to elicit some vital information from them concerning lease financing.
Lackerath- Rovers (2006) study on operating lease of 251 companies that were listed on the
Dutch security market using ordinary regression and explanatory variables like size, performance,
leverage, growth asset structure, investments opportunity, tax ownership structure concluded that
corporate leasing is a function of management, size, leverage and performance showing that good
companies we lease less because they can have access to other cheaper funds to finance capital assets
and the ownership structure of a firm also influence its decision of using lease finance or not to use.
The study of Meziane (2007) on financial drivers and impact of leasing on real estate’s assets of
companies that were listed on UK stock market from 1989-2002 with a total sampled of 2, 343
companies indicates that own real estate are likely to be mature by value companies, while that of
own real estate tend to be growth in stage. He adopted time series and 16 cross-sectional observations
and the total sampled of the firms was first divided into leasing propensity defined by the ratio of
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leased assets (i.e. leased hold and operating leases on real state divided by the total sum of the leased
real estate. This is in agreement with the study of Lasfer and Levis (1998) which showed that high
growth companies are in a better chance to lease plant and Machinery. Orabi (2014) investigates the
effects of lease finance on the financial performance of industrial firms that were quoted on the
Nigerian stock market from 2002-2011 and discovered that lease finance enhance Profitability of
firms and also contribute to the reduction of corporate risk of firms. It was also discovered that lease
finance contribute immensely to increase on Profitability and liquidity of the firms that were used for
the analyses.
Also, in the study of Alazzam (2015) finding showed that the presence of motives for
contracting firms in Irbid city to adopt lease financing is very clear because financial leasing gives
tax savings which also contribute adequately to Profitability ratios. The study was aimed at evaluating
the impact of the presence of the motives of the contracting firms in Irbid city to rely on finance lease
and to note the most vital hindrances which prevent its viability. Samila (2009) study on the effect
of finance lease on the Profitability of Conglomerate firms that were quoted on the Nigeria stock
market between the periods of 2005-2006 revealed that financial lease is significant and positively
related to the performance of conglomerate firms. The data was analyzed using simple regression
analysis. To further buttress this fact, the study of Siam and Quatishat(2007) on the impact of
financial leasing on the profitability of charter firms in Jordan revealed that effect of leasing on the
performance of the charter firms was positive because increase in profitability, cash and the impact
on reduce risks and there benefits are propelling firms in Jordan to use finance leases as the best
source of financing capital assets and equipment.
Considering the fact that some of these studies were conducted in countries with different
economic conditions in terms of government policies and differences in local accounting standards
and industry peculiarity with few studies in Nigeria where companies in the oil and gas sector,
agriculture sector, manufacturing and conglomerate were used. This work used deposit money banks
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to examine the impact of lease financing on four components of performance measures of selected
deposit money banks in Nigeria.
3. Research Methodology
In this study, the Ex-Post facto research design along with descriptive method were employed.
This is because it is systematic empirical study in which the researchers do not in any way control or
manipulate the independent variables because the condition for studying already exists or has already
taken place (Asika, 2006).
3.1 Population of the study
The target population of this study is made up of 15 Deposit Money Banks that are
continuously listed on the Nigerian Stock Exchange from the period of 2005-2016. The actual
number of banks that are quoted on the Nigerian Stock Exchange based on 2015 statistics are 15
Deposit Money Banks. mhtml:file://R.Download|c&etheory.mhtml.
3.2

Model Specification
The model of this study is anchored on the pecking order theory propounded by Myers and

Majluf (1984). The theory holds that when there is information asymmetry firms adopt a pecking
order approach in arranging their capital structure. In such situation only the best method of financing
capital assets will be selected because the choice of any method of financing has a direct correlation
with the performance of the company measured by the profitability or any other accounting variable.
The pecking other theory take into consideration the various types of financing that made-up the
capital structure of any firm like: lease financing, debt and equity because of their impact on the
performance of firms.
The models are stated thus:
CP

=

f (FL, OL, EQ, DT) -------------------------------- (1)
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Where: CP

= Coporate Performance measured in terms of: Return on

Asste(ROA), Profit

Before Interest and Tax (PBIT), Total Dividend (TD), and interest income (IC). FL = Finance lease,
OL

= Operating lease, EQ = Equity, DT = Debt

The Ordinary Least Square of the equation is stated thus;
ROA =

bo+ b1 FL + b2OL + b3 EQ + b4 DT + e----------- (2)

Where: ROA = Dependent variable. FL, OL EQ & DT = Independent variables
b1+b2

and +b3 +b4 = Unknown coefficient to be estimated, b = constant term, e = error term.

4.

Results and discussion of findings
Based on the data that were analyzed and tested using the various statistical indicators to

measure the level of correlation and significant relationship as shown in the respective appendixes
attached, it was discovered that from the adjusted R2 which is more considered as the best indicator
to test the degree of correlation in multiple regression analysis that there is a high level of correlation
between the independent variables and the dependent variable. This is clear indication that the four
variables (finance lease, operating lease, equity and debt) of the seven deposit money banks that were
used for the analysis shows that there is positive correlation between the explanatory variables and
the dependent variable. The t-statistics of: finance lease, operating lease and equity finance and debt
shows that there a significant relationship between the explanatory variables and the dependent
variables used in this study. The F-statistic further buttressed the result of the t-statistic because it
shows that there is significant relationship as per the entire variables. From the results of the study
that were analyzed, based on the seven banks it was observed that finance, operating lease and equity
and debt finance all indicates positive correlation with ROA, profit, dividend and interest income.
Also, the t-statistics that were used to test for the significance of the estimated coefficient shows that
finance and operating lease has significant impact in enhancing the performance of corporate entities
in the banking sector and also the f-statistic result further affirmed that the variables are the main
determinate of corporate entities financing options( see attached appendixes).
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The findings of this study are in conformity with findings of the study that was carried out by
Hassan (2009) which examined the impact of finance lease on the Profitability of Nigerian banks that
are quoted on the Nigerian Stock Exchange between the periods of 2005-2006. The researcher
adopted Ordinary Lease Square regression technique to analyze the data that were gathered from the
company’s annual reports. The result shows that there is the significant relationship between finance
lease and the profitability of Nigerian banks. The findings are also in line with the findings of Siam
and Quatishat (2007) whose study was aimed at the impacts of finance lease on the financial
performance of charter companies in Jordan. From the study, the finding shows that the effect was
positive due to the increase in cash flow, Profitability and also mitigates the level of risk and that
finance lease has significant impact on charter companies operating in Jordan. Also, findings from
the study of Akinbola and Otokiti (2012) which was tailored towards ascertaining the impact lease
options as a source of finance on the profitability of SME’s and whether lease options are related
with the productivity of organization showed that lease option positively impact on the Profitability
of SME’s that are operating in Lagos and lease option also influenced organizations productivity
positively. The study of Goodacre (2003) which examined the degree of the impact of lease
accounting reform in oxford also affirmed that operating leases represent a major source of finance
for companies as a whole especially companies in the retail sector.

5.

Summary
The main purpose of this study was to examine the effect of lease finance on corporate

performance of deposit money banks towards sustainable development in Nigeria from 2005-2016.
To achieve the purpose of this study, four research objectives were set and four research questions
were constructed to guide the researchers during the investigation. The four questions that aided the
researchers to carry out proper investigation were accordingly converted into null and alternative
hypotheses and tested with appropriate statistical techniques. The research design employed in this
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study was ex-post facto research design. The population of the study comprised of 15 quoted deposit
money banks on the Nigerian Stock Exchange from 2005-2016. The sample size utilized was seven
banks and the data collected for the study were analyzed using Ordinary Least Square (OLS)
technique and the hypotheses were tested using appropriate statistical tables. With reference to the
results of this study, the following findings were made:
The R2 and the adjusted R2 where highly positive and it is a clear indication that when
appropriate finance options are selected such as: finance lease, operating lease, equity and debt, this
will increase performance which will in turn increase profit. The t-statistic of the finance lease,
operating lease and equity, revealed that these three means of financing an asset are more adequate.
The debt t-statistic entered the model with positive sign but was not significant. This showed that
since loan attract a lot of interest; the high interest rate is seriously affecting banks that are using
long-term debt to finance their asset. But the F-statistic of the overall result which was used to test
the significant of the explanatory variables on the dependent variable revealed that the four variables
are significant. It is crystal clear that lease financing has a major effect on the profitability of banks
in Nigeria because the variables used have shown that there is positive correlation and significant
relationship (see attached appendixes on regression results for the study).
6. Conclusion
In the course of this research, many works were consulted both local and international works
and most of the works indicated that there is positive correlation and significant relationship. So
based on the variables that were used in this study, evidence have shown that finance lease, operating
lease and equity are major sources of finance for banks that are quoted on the Nigerian Stock
Exchange and as such, they should be taken into consideration when considering the means to finance
an asset or equipment. Purchasing the needed facilities is very important for all organizations and
management at all level needs to ensure that the best source of financing asset or equipment is
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selected because having the right facilities increase performance which will in turn impact on other
accounting variables that are as a performance indicator.
7.

Recommendations
With reference to the findings of this study and considering the effect of the explanatory

variables on the dependent variable, the following recommendations were made: Considering the
level of correlation between these variables that were used in this study, care should be taken when
companies especially those in the banking industry are considering financing an asset through any of
the four sources in terms of the cash flows within the short-term and long-term period; and the rate
of cash flows of any source of financing that is chosen should be carefully analyzed with the aid of
an expert using appropriate performance measure in order to ascertain the value that will accrue into
the company before implementation;
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Abstract
The study examined the macroeconomic impact of oil price volatility in Nigeria (1985 – 2016). The
Nigerian economy has been completely reliant on oil and also the basis upon which government
budgeting, revenue distribution and capital allocations are determined. In the face of the declining
and fluctuating oil revenue, it has become necessary to reassess the effects of oil price volatility on
major macroeconomic growth variables in the country. Therefore the study has the objectives of
determining whether there is a significant relationship between oil price volatility and economic
growth in Nigeria, to evaluate the impact of oil price volatility on industrial output in Nigeria; and
to evaluate the impact of oil price volatility on the exchange rates in Nigeria. Along these lines also,
three hypotheses will be tested to validate the results of the findings. Ex-post facto research design
was employed, and data collected from secondary sources. Ordinary Least square regression
technique was used and data was analyzed using Autoregressive Diagnostic Lag on E-view software
package. The study reveals that there is a long relationship between oil price and economic growth,
industrial output and exchange rate in Nigeria. The study recommends that government should
diversify the economy to avoid the effects of oil price changes on the growth of the nation’s economy
by maximizing benefits from agricultural and other key sectors, invest more on human capital
development and design the optimal policy mix that would help to efficiently harness the nations
natural and human resources.
Key Words: Macroeconomic, Volatility, Cointegration, Economic Growth.
Introduction
Crude oil as an energy source since its discovery in the 1800’s has been vitally important to the world
economy. According to Hathaway (2009) the importance of oil has risen to the extent that in a world
suddenly without oil, all the major distribution systems that allow economic transactions on a more
than local basis would fail and the world economy would collapse. Supporting the above assertion,
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Yuan, Liu & Huang (2014) opine that oil price shocks have attendant multiplier effect on both crude
oil production and other economic activities.
Oil price volatility has been a very controversial topic among different scholars. Shocks could come
in different forms such as a shift in the terms of trade, a slowdown in the growth of world export
demand and an increase in interest rates set by world financial markets. Oil shocks are of great
concern to most economies because a sudden hike in prices has been found to cause a fall in global
output. An oil price shock may have real effects, as a higher oil price may affect output through the
aggregate production function by reducing the net amount of energy used in the production process.
In addition, aggregate demand, of which investment is a major part, may also change in response to
energy price changes. An oil price increase will typically lead to a transfer of income from the oil
importing countries to the oil exporting countries.

It has been noticed in many corporate jurisdictions that the unstable nature of crude oil prices appear
to have great impact on economic growth, thus arousing the interest of both policy makers and
researchers. Researchers like Akpan (2009), Aliyu (2009) and Olomola (2006) argue that volatility
in the crude oil prices promote economic growth while others like Darby (1982) and Cerralo (2005)
argue otherwise. However, both empirical and theoretical studies generally support that oil price
increases negatively affect the macroeconomic activities in net oil-importing countries, while in oil
exporting countries, increase in oil prices will increase their national income (Hausmann & Rigobon,
2003; Hamilton, 1996, 2003; Mork 1989; Burbidge & Harrison, 1984; Jimenez-Rodríguez and
Sanchez 2005, 2009). With regard to net oil-exporting countries, Mork, Olsen & Mysen. (1994) and
Bjornland (2000) demonstrated that oil price volatility has a positive impact on the Norwegian
economy, whereas Abeysinghe (2001) found that Indonesia and Malaysia were negatively influenced
in the long run.
Crude oil is currently the major source of foreign exchange earnings and the dominant source of
revenue for the Nigerian government. In fact the Nigerian economy appears to be completely reliant
on crude oil and is currently the basis upon which government budgeting, revenue distribution and
capital allocations are determined.
Volatility of oil prices is concerned with the upward and downward movement of oil prices globally.
Thus the volatility of oil prices are exogenous in nature, because it is determined by external
influences not endogenous in a country nor can it be controlled by that country alone. Therefore
Nigeria being largely dependent on crude oil may not be able to moderate the causes of its price
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volatility, even when it could have some harmful effect on the local currency and the economy
generally. This is so much so when viewed from the fact that Nigeria's exports of oil at a time of peak
prices, have enabled the country to post merchandise trade and current account surpluses in recent
years. Reportedly, 80% of Nigeria's energy revenues flow to the government; 16% cover operational
costs, and the remaining 4% go to investors (Atukeren 2003). Though the huge revenue flow from
crude oil has been noticed not to have substantial impact on economic growth, as the World Bank
had previously estimated that, as a result of corruption 80% of energy revenues benefit only about
1% of the population.

The above phenomenon brings us to one of the impacts of oil price shocks on economic growth and
performance of an oil exporting country like Nigeria, which is the Dutch Disease Syndrome. The
Dutch disease in economics, is the apparent causal relationship between the increase in the economic
development of a specific sector and a decline in other sectors, in the case of Nigeria it is oil and gas
industry against other sectors of the economy. It was also noticed that windfalls from sharp surge in
oil price cannot sweep through a developing economy that is yet to be diversified and large enough
to absorb the inflow without causing inflation. Resource pull effect and spending effect result when
large inflow from oil export hits a less diversified economy (Mieiro & Ramos, 2010). The booming
export sector (trading internationally) experiences rise in marginal productivity and thus pay factors
employed relatively more than other sectors do. As a result, factor inputs/resources are pulled to the
booming sector (oil/export sector) at the expense of other tradable sectors (agriculture and
manufacturing) and the non-tradable sector. This results in direct de-industrialization of the economy.

The current declining oil price and the daunting challenges it poses to the Nigerian economy, has
brought to the fore, the need to reconcile theory with practical realities. It is upon this fact, that the
researchers are examining the macroeconomic impact of oil price volatility in Nigeria. With the
objectives of determining whether there is a significant relationship between oil price volatility and
economic growth in Nigeria, to evaluate the impact of oil price volatility on industrial output in
Nigeria; and to evaluate the impact of oil price volatility on the exchange rates in Nigeria. Along
these lines also, three hypotheses will be tested to validate the results of the findings. The hypotheses
to be tested therefore are: (1) there is no significant impact of oil price volatility on economic growth
in Nigeria; (2) oil price volatility has no significant impact on industrial output in Nigeria; and (3) oil
price volatility has no significant impact on exchange rate in Nigeria.
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Given the empirical literature on the recent shocks, this study fills an important research gap by
clarifying our understanding of the recent volatile nature of oil prices on some Nigerian economic
indicators in terms of magnitude of the impact of the shock.

Nature of Oil and the Oil Market
Crude oil is a naturally occurring substance which is found in widely differing amounts in various
countries throughout the world. Oil is not used directly for any important purpose, rather it is refined
and split into different products which are either used directly for final consumption or are in turn
further processed. Different crude oils yield different proportions of these refined products, and since
the value is related to the end uses, those crude oils yielding higher proportions of valuable byproducts (premium motor spirit, diesel fuels, jet fuels, petroleum gas etc.) will tend to sell at a
premium relative to other crude oils.
Heavy crudes tend to sell at a discount because of the negative effects on the efficiency of refining
process. A given crude oil price determined on a particular day varies by location and date of delivery.
Since crude oil is expensive to transport (long distance trade has to take place since most of the major
consumers produce little or no crude oil), the price at the point of production and at the point of
import are quite different. Nakamura (2008), in a study of oil refining and markets, shows that the
margin for transport cost, insurance and handling cost can be substantial as long hauls may take
several weeks and holding large inventories can be very expensive. Therefore, firms facing uncertain
future demand often wish to purchase ‘forward’ that is, to pay a price determined now for delivery
later (e.g. in one month’s time). Such a price can be quite different from the price for immediate
delivery (spot) in the same market. However, over lengthy periods (using quarterly or annual average
prices) the whole term structure of prices tends to move closely together.
Conventionally oil prices are quoted in US dollars per barrel whatever the point of delivery.
According to Fattouh (2007), the oil pricing regime is based on formula pricing, in which the price
of certain crude is set as a differential to a certain reference price. He outlined three crudes that have
tended to be the reference points, which are: Arab Light (API 340), Brent Crude (API 380), and West
Texas Intermediate (API 400), and each having their peculiarities based on weight and the sulphur
content.

Drivers of Crude Oil Prices
The price of crude oil are driven mainly by three factors which are both economic and political in
nature, these are: supply side and demand side dynamics, and geopolitical push factors. Each of this
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factors play major roles in the price volatility of the product. The supply side dynamics are
determined by the two main blocs of crude oil suppliers, the OPEC and NON-OPEC suppliers.
Decisions from any of the blocs is capable of affecting the price. For instance the declaration of
production cuts in 1973 by OPEC, and subsequent oil embargo against the United States and other
industrialized nations of the West, which supported Israel in the Yom Kippur War caused the first
major volatility in oil prices with ripples of multiplier effects (see for instance Jabber, 1978). On the
supply side, as nations industrialize, their demand for oil to power most of their industrial needs
increases (Dunlap, Swan & Fowler, 2009). This also exerts pressure on the global price of crude oil.
In spite of developments in renewable energies and other alternative energy sources, the demand for
crude oil is still very high, because it appears to be one of the cheapest energy sources. Finally, factors
such as Population growth, subsidies, taxes and other regulations play a role in the overall demand
for petroleum. Investors, traders, hedgers, speculators also affect oil demand.

On geopolitical push factors, Oil prices are always vulnerable to short-term disruption caused by
strikes and political conflicts. For example, the combination of the Iranian revolution and the IranIraq War caused a spiral increase in oil prices from $14 per barrel in 1978 to $35 in 1981. Again
when Iraq invaded Kuwait in 1991, oil prices rose from $21 to $44 per barrel within five months.
The earlier Yom Kippur war mentioned still fall within the geopolitical push factors that drive crude
oil prices.

Literature Review
The Structuralist Theory: The structuralist theory argues that structural shocks such as sudden large
changes in the prices of food and oil could be attributed to macroeconomic fluctuations (Sommer,
2002). A sharp disagreement exists among the structuralist theorists, on the notion one school argues
that supply shocks are in the short-run and have only transitory effect on the macro-economy (Ball
and Mankiw, 1995). They further argue that since the role of policy makers is to ensure favorable
economic environment in the long run, policy makers should not respond to adverse pressures from
food and oil prices that are highly volatile in the short-run, in order not to drive the economy into
recession (Armando, 2009). They opine that policy makers should rather, focus on mitigating “the
second round effect”, which is likely to be more prolonged and could result in economic recession
(Inflation Report, 2006). Fischer (1985) argues that as long as there is no real wage resistance by
workers, supply shock by themselves do not require policy response.
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According to Keynesian theory an increase in exports is one of the factors that can cause increase in
demand and thus surely bring about increases in output all other things being equal (see for instance,
Lin & Li, 2007). Most people believe that the major constraint of modern economic growth lies on
the supply side instead of the demand side. In other words they believe that only increases in factor
inputs and improvements in economic efficiency can stimulate economic growth. However
proponents of the demand oriented analysis disagree with the above view and argue persuasively that
it is growth in exports that is the major stimulant of aggregate economic activity and economic growth
(ibid).

Another school documented extensive evidence from Latin America and developing countries to
show that structural shocks could be persistent, and are rooted in bottlenecks of inelastic supply in
the agricultural and oil sectors (Watcher, 1979). In their view, agriculture, oil, foreign trade, and
government sectors suffer from institutional rigidities that cause prices to rise with economic
developments. They advocated for the elimination of such institutional rigidities by the fiscal
authorities as a measure for curbing the adverse effects of structural shocks.

Empirical Review
Extant literature suggests that volatility in oil price affect different countries differently, depending
on whether the country in question is an exporter of crude oil or an importer. For an importer or a
consumer nation, rise in price of oil, raises the cost of production, and hence can lead to (cost-push)
inflation, lower economic growth, and can even trigger a recession (see for instance, Sauter &
Awerbuch, 2003; Barsky & Kilian, 2004; Mordi & Adebiyi, 2010). On the other hand, a rise in oil
price is beneficial to oil exporting countries as export receipt from a given quantity of oil increases,
Deaton (1999). On the other hand, decline in oil price may hurt them in terms of decline in foreign
revenue, economic recession, and sometimes political instability (Zhang, Lai & Wang, 2008). Most
literature in this area suggests that, the oil economies have enjoyed economic growth since they began
exporting oil. However it would be valuable to show the studies from different oil economies and
determine whether oil revenue leads to real economic growth.

Meanwhile there is a surfeit of empirical works relating to oil price volatility and its effects on the
macro economy of different nations. First, Berument, Ceylan & Dogan. (2010), investigated the
impact of petroleum price shocks on a number of North African and Middle Eastern economies. The
authors applied vector autoregressive model. Their results show the positive effects of oil price on
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the GDP for most selected countries. Yang & Lam (2008), examined the causal relationship between
economic growth and oil price in seventeen oil developing countries applying co-integration
methods. Their results conclude that oil booms often followed by increases in investment and GDP
per capita
Mideksa (2012) investigated the economic impact of oil resource endowment using quantitative
comparative method and focusing on the Norwegian economy. The study results indicated that on
the average, about 20% of the growth in GDP per capita since 1974 has been due to the petroleum
endowment. In Sudan, a few studies examine the impact of oil production in economic growth.
Hassan (2010) highlighted the case of Oil, Peace and Development. The author attempted to describe
how oil is a core player on the national economy, peace and development issue. This research
investigates the impact of oil revenue and the service GDP of Sudan for the period 2000 to 2012. To
achieve this goal, secondary data were collected and analyzed using regression methods. The results
reveal a causal relationship between oil revenue (independent variable) and service GDP (dependent
variables). Regression analysis result suggests that oil revenue affects the service GDP positively.
Oil revenue is estimated to have contributed to 78.8 percent of variation in GDP between 2000 and
2012.
Another study conducted by Samia (2011) examines the effect of oil revenue and the opportunities
and challenges for economic development in Sudan. The study used recent secondary data in order
to provide a comprehensive analysis and clarify negative and positive impact of oil on economic
development in Sudan. The research explains that the various positive impacts of oil and the
opportunities for enhancing development in Sudan's economy include the impacts of oil in satisfying
domestic consumption and achievement of self-sufficiency, increasing government and public
revenues, rapid and impressive economic growth as measured by the growth in the GDP and its
composition and structure, increasing foreign direct investment (FDI) and increasing the volume of
foreign trade as measured by the volume and structure of exports. The recent heavy dependence on
oil may lead to negative impacts and serious challenges for the Sudan since oil is an exhaustible
resource and because of the instability of oil prices in the international market the revenue from oil
is uncertain and volatile and may lead to instability of economic growth. Moreover, the increasing
dependence on oil leads to increasing debate for and against the incidence of the Dutch Disease in
Sudan economy, the lack of diversification and the challenges related to potential north-south conflict
and division of the country.
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Moreover, there have been very large and sharp swings in the nominal price of oil since the collapse
of oil price in 1986 (Sauter and Awerbuch, 2003). These shocks have been traced to many sources
or origins. Understanding these origins will help in policy making against oil shocks. Giraud (1995)
highlights political and economic decisions in the oil industry as causes of oil price movements.
While many writers focus on the economic factors, Mabro (1991), as reported by Giraud (1995),
states that the day-to-day prices of oil may be determined by free market forces, but sharp shifts in
price level are essentially motivated by political factors, an example of which is the politically
motivated civil strives and unrests in the Middle East from where the bulk of crude oil supply
emanate.
Hamilton (2009) agrees with Mabro (1991) that supply disruptions are a significant factor of oil price
volatility. He points out that politically-induced historical oil shock events such as the Yom Kippur
War in 1973, Iranian Revolution in 1978, Iraq’s invasion of Iran in 1980, and Iraq’s invasion of
Kuwait in 1990 have all spiked up oil prices despite increased production from non-OPEC countries
to compensate for decline in OPEC’s production. For example, the 1980 and 1990 events resulted in
jump in oil price by 25% and 75% respectively (Hamilton, 2009).
From an economic point of view, Baumeister & Peerman (2009) explain that oil price shocks results
from low price elasticity of demand and supply. The result of this is that large price variation is
required to clear the market, that is, to restore the market to equilibrium. Hamilton (2008) and Fattouh
(2007) agree that crude oil price elasticity is very low especially in the short run. This is due to
technology lock-up; that is, it takes some time before energy-consuming appliances/capital stocks
are replaced with more energy-efficient substitutes. Similarly, supply of crude oil is price inelastic.
This results from time lag between exploration and production activities, making supply less
responsive to price changes (Fattouh, 2007).
Besides the decreasing elasticity of crude oil demand function, Baumeister & Peerman (2009) further
posit that shifts in demand for oil explain some of the price volatility. These shifts result from
economic growth in oil-importing countries, but Kilian (2009) notes that the shifts in global oil
demand, and consequent surges in oil price, in the past few decades have been mostly due to
shocks/changes in inventory/precautionary demand planning (against probable future oil scarcity) by
oil importers.
Hamilton (2009) however disagrees with Kilian (2009) that shifts in global oil demand and price is
not due to precautionary demand for oil; rather, he argues that precautionary/inventory demand
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declines in periods of price increases, thus helping to moderate price surges rather than aggravating
it. He concludes that positive inventory (a precautionary demand identified by Kilian (2009) occurs
after oil price rise has dissipated: firms replenish their stock that had been earlier depleted during
period of price rise. Thus, it prevents excessive price plunge and invariably moderates volatility.
Studies done on Nigeria’s cases show different results. Along that line, Nweze & Edame (2016) notes
that there empirical studies examining oil revenue and economic growth in Nigeria between 1981
and 2014. In the course of empirical investigation, various advanced techniques like Augmented
Dickey Fuller Unit Root Test, Johansen Co-integration Test and Error Correction Mechanism (ECM)
were employed and the result reveals that Government should use the revenue generated from
petroleum to invest in other domestic sectors such as Agriculture and manufacturing sector in order
to expand the revenue source of the economy and further increase the revenue base of the economy.
Apere & Ijomah (2013) further view oil price shocks and its translative effect on inflation among
developing countries like Nigeria causing a slowdown in economic growth and performance. They
utilized structural co-integration VAR model in order to study the shocks and considered the period
of 1970 - 2010. The result of the study revealed that unexpected oil price shocks are followed by an
increase in inflation rate and a decline in exchange rate and interest rate. The study also revealed that
oil price shocks response and Treasury bill rate has an inverse relationship.
According to Fasanya & Onakoya (2013) whose research examines the impact of oil price
movements on real output growth in Nigeria during the period 1970 to 2011 making use of annual
time series data. The empirical analysis rests on dynamic VAR analytical framework. To capture the
possible channels reflecting the fluctuations in the oil prices. The findings indicate the lagged effects
of the VAR model are not able to capture any significant impact of changes in oil prices, and oil price
shocks are therefore not found to contribute directly to output, exchange rate or inflation in the short
run but show a positive significant relationship to output growth in the long run. Following the VAR
model results, the generalized impulse responses reaffirm the direct link between the net oil price
shock and growth, as well as the indirect linkages.
Another study conducted by Uwubanmwen & Omorokunwa (2015) with an empirical estimate model
observed the behavior of stock price volatility in oil price and exchange rates using Error Correction
Mechanism (ECM) and the Bi-Variate GARCH model using quarterly data from 1990 to 2012. The
study revealed that oil price volatility generates and stimulates stock prices volatility in Nigeria. The
suggested that oil revenue should be transformed to physical capital and infrastructure rather than
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distribute the windfalls among states and local governments a situation that ensures easy transmission
of oil price into the Nigerian economy.
Ani, Ugwunta, Oliver & Eneje (2014) also investigated the causal relationship between oil price and
key macroeconomic variables in Nigeria in a multivariate framework using time series data from
1980 to 2010. The study adopted Granger causality and OLS respectively. The research revealed that
there is no significant relationship between oil price on real GDP and exchange rate in Nigeria. They
also suggested that Nigeria has a special case of Dutch disease where a country’s seeming good
fortune proves ultimately detrimental to its economy.
Taiwo, Taiwo & Olowookere (2012) analyzed the impact of crude oil price, stock price and some
selected macroeconomic variables and adopted Johansens co-integration unit root test and error
correlation model from 1980 - 2010. The study revealed that oil price, stock price and exchange rate
have significant influence on the growth of the Nigerian economy. The researchers recommended
that the Central Bank should manage the dwindling nature of the interest rate, ensure transparency
and accountability in stock exchange market to boost the confidence of investors and thus urgently
diversify the Nigerian economy from reliance to gainful manufacturing so as to minimize negative
effects of shocks.
According to Cantah & Asmah (2015) the further researched on the integral part of crude oil in the
Ghanian economy. The employed the ARPL approach co-integration to examine the relationship
between crude oil price and Ghana’s economic growth using annual data set from 1967 to 2011. The
study controlled the effect of fiscal policy in the relationship. The research revealed the existence of
a long run relationship between crude oil price and economic growth in both short run and long run
and this was re-enforced by increase in government expenditure in response to the oil price.
According to Ogundipe & Ogundipe (2014) there research employed a multivariate VAR analysis
using impulse response functions variance decompositions and Granger causality test to examine the
interrelationship among the variables: The research revealed that oil price shocks does not have a
direct impact on Real GDP but oil price shocks influence other variables that significantly influence
Real GDP like investments and savings.
According to Odularu (2008) the study analysed the relationship between crude oil sector and the
Nigeria economic performance. Using the OLS regression method from 1970 - 2005, the study
revealed that crude oil consumption and export have contributed to the improvement of the Nigerian
economy. Supporting this result was that of Ogbokor (2001) whose study focused on the effect of oil
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exports and foreign capital inflows on Nigeria’s economic growth performance. Using the OLSQ
regression technique to analyse data from 1980 – 2000. The result show that oil exports have
contributed more significantly to the growth of the Nigerian economy.
According to Ogundipe, Ojeaga and Ogundipe (2014) they examined the effects of oil price, external
reserves and interest rate volatility in Nigeria using annual data covering the period 1970 to 2011.
The long run relationship among the variables was determined using Johansen co-integration
technique while the vector correction mechanism was used to examine the speed of adjustments of
the long run equilibrium. It was observed that a proportionate change in oil price leads to a more than
proportionate change in the exchange rate is susceptible to change in oil price.
Furthermore, Madueme & Nwosu (2010) the study utilized the Generalized Auto Regressive
Conditional heteroskedasticity (GARCH) model to test the volatility of financial time series from a
period of 1970 – 2008. The ADF test employed was utilized to test the unit root and the study revealed
that crude oil prices during the period under review contributed positively to the Nigerian economic
growth. It also shows that oil price irrespective of shocks and volatility continued to become the
mainstay of the nation’s economy.
According to Ibeh (2013) the research adopted the ordinary least square (OLS) regression technic
was employed considering the impact of time on changes in economic variables the study revealed
that GDP and oil revenue did not have any significant impact on growth performance of the Nigerian
economy. Also Nwanna & Ayenajeh (2016) having employed multiple regression found a similar
result showing that there is no positive and significant relationship between oil price volatility and
economic growth. This research also is a contribution to the existing literature.
Knowledge Gap
Crude oil has remained the main engine of economic growth in Nigeria in spite of the volatility of
the world oil market and its declining share in GDP (Agbajule 1987). An oil price increase will
typically lead to a transfer of income from the oil importing countries to the oil exporting countries.
The current declining oil price and the daunting challenges it poses to the Nigerian economy, has
brought to the fore, the need to reconcile theory with practical realities. It is upon this fact, that the
researcher is considering the impact of crude oil price volatility on Nigeria’s economy. Given the
empirical literature on the recent shocks, this study fills an important research gap by clarifying our
understanding of the declining oil prices on Nigerian economic indicators in terms of magnitude of
the impact of the price volatility.
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Data and Methodology
This study relied on data from different data bases, like the Bloomberg data base, the CBN statistical
bulletin, the office of the Accountant General of the Federation, and the Federal Ministry of Finance
for yearly secondary data covering period 1980 – 2016. Data collected for the study is presented and
analyzed using suitable statistical tools. They are also presented in tabular and graphic forms, and
analyzed using statistical ratios and other descriptive statistics. The ordinary least square (OLS)
multiple regression models was adopted. And because the estimation of regression equations by
ordinary least square technique may yield spurious regression results, if the variables are not
stationary, all the variables were subjected to the unit root test in order to determine the time series
properties.
This study therefore employed the Augmented-Dickey Fuller (ADF) unit root test and the Phillips–
Perron Unit Root tests on all the variables of interest. This is because testing for the existence of unit
roots is a key pre-requisite in the study of time series models and co-integration.The co-integration
test measures the long run relationship between the variables, which shows that the variables do not
have the tendencies to drift apart or show different results with expiration of time. After testing for
unit root, the condition for testing for co-integration would been met. The idea behind co-integration
is that even if some variables are not stationary their linear combination may be stationary after all.
The existence of co-integration confirms co-movement among the variables and consequently long
run relationship may exist among the variables. The Eview9 statistical package was used for the
analyses and the validation of the hypotheses.
Description of Research Variables
The variables used for this study is classified into dependent, independent and controlled variables.
Independent Variable (Oil Prices)
Extant studies on oil price traditionally adopt one of the three reference crude oil prices, which
include Brent, West Texas Intermediate Cushing (USD/barrel) and OPEC basket (Vu & Nakata,
2018; Prest, 2018; and Newell and Raimi, 2018). Nigeria’s crude oil is the Bonny-light, which is
low in sulfur, is broadly classified under the Brent. On the basis of this and consistent with similar
studies along this line, the study adopted the Brent price (see Su et al., 2014; and Timilsina, 2016).
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Dependent Variables
Growth
The study adopted the growth rate of gross domestic product per capita as a proxy for economic
growth. This indicator measures the consistent change in the standard of living of a particular country
and has been widely used as a measure of economic growth.
Economic Growth (Growth) = Growth Rate of Income per Capita ---------------------- (1a)
Industrial Production
The study adopted the natural logarithm of industrial production as a proxy for industrial production.
The mathematical definition of industrial production is represented as follows:
Industrial Production = Natural Logarithm of Industrial Production --------------------- (1b)
Exchange Rate
The study adopted the interbank and BDC rates since these two rates are market determined.
Exchange rate was measured as a unit of domestic currency to a unit of the US dollar. This was
measured in real term as the real effective exchange rate and considered the most appropriate measure
for real exchange rate for a study of this nature given its ability to capture and measure the
international competitiveness of countries (Yanga, Caib & Harmoric, 2017),
Exchange Rate = Real Exchange Rate series ------------------------------------------- (1c)
Controlled Variables
Foreign Direct Investment
Foreign direct investment is when a company from one country makes physical investment into
building a factory in another country. It is direct investment in buildings, machinery and equipment
is in contrast with making a portfolio investment, which is considered an indirect investment. Phillips
et al (2008) explored the linkage between exchange rate volatility and foreign direct investment using
the risk aversion and production flexibility approaches. For the production flexibility approach, it is
argued that manufacturers commit to local and foreign capacity ex ante and commit to employment
decisions ex post, after the realization of real shocks. Thus, the model argued that movements of
exchange rate play no role in explaining the level of foreign portfolio investment, based on the
assumption that firms can adjust their variable factors after the realization of exchange rate shocks;
as a consequence, it would not be held if factors were fixed.
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However, the risk aversion approach, adopted the concepts of exchange rate steadiness - which argue
that the stability of a currency corresponds with a rise in the level of total investment inflow and
documented evidence to show that international investments would be driven partly by volatility in
exchange rate – and marginal revenue and cost channel - which focuses on the impact of exchange
rate on differentiating investment decision based on the loss and profit from investment – to
demonstrate the impact of exchange rate volatility on foreign portfolio investments (Gyntelberg,
Loretan & Subhanij, 2014).A priori, foreign direct investors are usually unwilling to move-in fund
into countries with volatile exchange rates because of the fear of currency crisis, variations in the
price of intermediate products and capital transfers.
Human Capital Development
The concept of human capital refers to the abilities and skills of human resources of a country, while
human capital development refers to the process of acquiring and increasing the number of persons
who have the skills, education and experience that are critical for economic growth and development
of a country’s economy (Okojie, 2005). Also, Ejere (2011) posited that human capital refers to the
human factor in the production process; and consists of the combined knowledge, skills or
competencies and abilities of the workforce. Of all factors of production, only human beings are
capable of learning, adapting or changing, innovative and creative. Among the generally agreed
causal factors responsible for the impressive performance of the economy of most of the developed
and the newly industrializing countries is an impressive commitment to human capital development
(Adedeji and Bamidele, 2003; World Bank, 1995, Barro, 1991).
Furthermore, It has been stressed that the differences in the level of socio-economic development
across nations is attributed not so much to natural resources and endowments and the stock of
physical capital but to the quality and quantity of human resources (Dauda, 2010). Oladeji &
Adebayo 1996) opined that human resources are a critical variable in the growth process and worthy
of development. They are not only means but, more importantly, the ends that must be served to
achieve economic progress. In line with the works of Dauda (2010) and Ejere (2011), the study
adopted Human Capital Development as the proxy for the size of human factor in the production
process; and consists of the combined knowledge, skills or competencies and abilities of the
workforce in the economy.
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Human Capital Development = Education as an Index of Human Capital Development.
Economic Size
Extant literature has established the theoretical and empirical link between oil price volatility and the
size of the economy. From empirical view point, Bevan and Estrin (2004) develop an eclectic
empirical framework, which shows that large and diversified economies are insulated from oil price
shocks. Their results showed that in small economies, oil price volatility could result in increased
country risk, higher unit labour costs, macroeconomic imbalance and gravity factors. Therefore,
economy-size was adopted as a controlled variable in the model. In line with the works of Bevan and
Estrin (2004), the study adopted gross domestic product as the proxy for the size of the economy.
Economic Size = Natural logarithm of gross domestic product. ------------------------- (1)
Gross Fixed Capital Formation (CapInc)
Gross fixed capital formation (GFCF) is a macroeconomic concept used in official national accounts.
Statistically it measures the value of acquisitions of new or existing fixed assets by the business
sector, governments and "pure" households (excluding their unincorporated enterprises) less
disposals of fixed assets. GFCF is a component of the expenditure on gross domestic product (GDP),
and thus shows something about how much of the new value added in the economy is invested rather
than consumed. GFCF is called "gross" because the measure does not make any adjustments to deduct
the consumption of fixed capital (depreciation of fixed assets) from the investment figures Udude,
Odo, Ituma and Elom (2017). For the analysis of the development of the productive capital stock, it
is important to measure the value of the acquisitions less disposals of fixed assets beyond replacement
for obsolescence of existing assets due to normal wear and tear.
Therefore, Gross Fixed Capital Formation was adopted as a controlled variable in the model. In line
with the works of Jawad (2013) and Jawad and Niazi (2017) the study adopted gross capital formation
as it impacts on oil price volatility as a proxy for public and private investments.
Gross Capital Formation = Natural logarithm of gross fixed capital formation. --------- (1)

Model Specification
The following models were used for the various hypotheses in line with the general regression model
earlier stated (it should be borne in mind that a set of control variables is proposed to be introduced,
in addition to the oil price volatility variables, in an attempt to hold constant other factors affecting
the dependent variables.
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Growth = a0 + b1oilprice1i + B2GOR2i(ctrl)+ B3CapInc3i(ctrl)+ B4HCD4 + Ui …… (2a)
Where, Growth is Economic Growth proxy by GDP per capita growth; oilprice is crude oil price
volatility; GOR= Government Oil Revenue; and CapInc = Capital Income; HCD = human capital
development.
INDOP = a0 + b1oilprice1i + B2GOR2i(ctrl)+ B3CapInc3i(ctrl)+ B4HCD4 +Ui …….. (2b)
Where INDOP is Industrial Output, other variable remains as defined earlier.
EXRATE = a0 + b1Fdi1 + b2oilprice2i + B3Ez3i(ctrl)+ B4CapInc4i(ctrl) + B5HCD5 +Ui …
(2c)
Where EXRATE is change in exchange rate; FDI is Foreign Direct Investment; oilprice is crude oil
price volatility: and EZ is the size of Nigerian economy proxy by the GDP, and CapInc is as defined
above.
The a priori expectations for the stated hypotheses is predicated on the omnibus effect of crude oil
prices on the economy of Nigeria, which appears to be solely dependent on the revenue from the
crude oil. Therefore, oil price volatility is expected to have significant impacts on the dependent
variables. Any deviations may be explainable by time specific shocks on the variables.
Table 1a: Descriptive Statistics
Variables

GROWTH

ESIZE

FDI

973.656
1.52E+11
3.07E+09
Mean
379.1193
4.64E+10
1.87E+09
Median
3221.678
5.68E+11
8.84E+09
Maximum
153.6467
1.58E+10
1.93E+08
Minimum
990.7261
1.78E+11
2.66E+09
Std. Dev
1.12713
1.188833
0.87352
Skewness
2.706189
2.83933
2.429975
Kurtosis
6.675355
7.33552
4.362054
Jarque-Bera
0.035519
0.025534
0.112926
Probability
31
31
31
Observations
Source: Authors calculations using E-View statistical package (2018)
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GCF
2.97E+10
1.78E+10
7.03E+10
1.20E+10
1.96E+10
0.934274
2.247165
5.241884
0.072734
31
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Table 1b: Descriptive Statistics
Variables

GORev

HCD_RATE INDOP

2703.063
0.431392
5265609
Mean
1591.68
0.444
1964892
Median
8878.97
0.527
18402191
Maximum
8.11
0.322
51080.91
Minimum
2850.454
0.054576
6248528
Std. Dev
0.651492
-0.15403
1.006394
Skewness
2.006568
2.358798
2.475706
Kurtosis
3.467701
0.653643
5.588005
Jarque-Bera
0.176603
0.721213
0.061176
Probability
31
31
Observations 31
Source: Authors calculations using E-View statistical package (2018)

OILPRICE
43.83065
26.21
113.03
13.14
32.86343
0.97886
2.546608
5.216052
0.07368
31

The above tables 4.1a & b show the descriptive statistics of the variable used in the analysis of this
study. All the statistics are calculated using the observations of 31 years, which is data sets from 1986
to 2016. Below are the interpretations:
Mean is the average value of the different variables, obtained by summing up the variables and
dividing by the number of observations. While the Median is the middle value (or average of the two
middle values) of the series when the values are ordered from the smallest to the largest. The median
is a robust measure of the center of the distribution that is less sensitive to outliers than the mean.
The maximum and minimum value in the data series shows the limits of the values within the sample
period this is necessary because both the mean and median may actually not represent any period’s
data. Std. Dev, which stands for standard deviation, is a measure of dispersion or spread in the data
series, it measures the variability in the series.
Skewness is a measure of asymmetry of the distribution of the series around its mean, while
Kurtosis measures the peaked-ness or otherwise of the data distribution. The kurtosis of a normal
distribution is 3, therefore once its above 3 the distribution is regarded peaked (leptokurtic) relative
to the normal; otherwise the distribution is regarded flat (platykurtic) relative to the normal. On other
hand, Jarque-Bera is a test statistic used in testing whether the data series is normally distributed.
The test statistic measures the difference of the skewness and kurtosis of the set with those from the
normal distribution. Under the null hypothesis of a normal distribution, the Jarque-Bera statistic is
distributed as x2with 2 degrees of freedom. The reported Probability is the probability that a JarqueBera statistic exceeds (in absolute terms) the observed value under the null hypothesis – a small
probability value leads to the rejection of the null hypothesis of a normal distribution.
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From the tables 1a&b above, it could be seen that the mean of growth (proxy by per capita income)
for years 1986 to 2016 is $973.656 with a maximum and minimum per capita income for the study
period being US$3221.68 and US$153.65 respectively. The standard deviation, the skewness and the
kurtosis all point to the fact that there is not much deviation from the mean value of per capita income
during the study period (1986 - 2016), the data set is normally distributed, thus fulfilling a major
condition of an OLS test. The Jarque-Bera test and the adjoining probability of 6.68 and 0.04
respectively, all support the fact that the data set on growth is normally distributed, since a small
probability value leads to the rejection of the null hypothesis of a normal distribution. Thus if the null
hypothesis is rejected, the alternative hypothesis of a normal distribution is accepted.
The variable ESIZE (size of the economic), proxy by the GDP, also shows a normal distribution
having a kurtosis below 3, a standard deviation not far from the mean (the mean being US$1.52
trillion and the standard deviation US$1.78 trillion) and a skewness below 1.2 being close to the
mean also. The maximum size of the economy during the study period was US$5.68 trillion, while
the minimum size was US$15.8 billion. When checked against the backdrop of the Jarque-Bera
statistic, with its adjoining probability, they support the normality of the ESIZE data set, having a
small probability of 0.03.

The mean of FDI for the study period is US$3.07bn, with a maximum and minimum foreign direct
investment for the study period being US$8.87bn and US$193mn respectively. The standard
deviation, the skewness and the kurtosis all point to the fact that there is not much deviation from the
mean value of foreign direct investment during the study period (1986 - 2016) being US$2.66bn,
0.87 and 2.43 respectively, the data set is normally distributed, thus fulfilling a major condition of an
OLS test. The Jarque-Bera test and the adjoining probability of 4.36 and 0.11 respectively, all support
the fact that the data set on foreign direct investment is normally distributed, since a small probability
value leads to the rejection of the null hypothesis of a normal distribution.
The next dependent variable of interest is gross capital formation (GCF), also shows a normal
distribution having a kurtosis below 3 (2.25), a standard deviation not far from the mean (the mean
being US$29.7bn and the standard deviation US$19.66bn) and a skewness of 0.93 being close to the
mean also. The maximum FDI during the study period was US$70.3bn, while the minimum size was
US$12 billion. When checked against the backdrop of the Jarque-Bera statistic, with its adjoining
probability, they support the normality of the FDI data set, having a small probability of 0.07.
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Government oil revenue (GORev), has a jarque-Bera statistic value of 3.47 and an adjoining
probability of 0.18 showing a normal distribution. Its kurtosis of below 2.0 (being below 3), and
standard deviation not far from the mean (the mean being N2.7 trillion and the standard deviation
N2.85 trillion) and a skewness 0.65 being close to the mean also. The maximum revenue got from
oil during the study period was N8.88 trillion, while the minimum was N8.11 billion. When checked
against the backdrop of the Jarque-Bera statistic, with its adjoining probability, they support the
normality of government oil revenue data set, having a small probability of 0.18.
It could also be seen from the table that the mean of human capital development (HCD), which is an
index, for years 1986 to 2016 is 0.4314 with a maximum and minimum indices for the study period
of 0.5270 and 0.3270 respectively. The standard deviation, the skewness and the kurtosis all point to
the fact that there is not much deviation from the mean values of HCD during the study period (1986
- 2016) though skewed negatively, the data set however is normally distributed, with the Jarque-Bera
test and the adjoining probability of 0.6539 and 0.77 respectively. This by implication shows a high
probability value leading to the acceptance of the null hypothesis of a normal distribution.
The mean of Industrial Output (INDOP) for the study period is N5265609, with a maximum and
minimum industrial output for the study period being N18402191 and N51080.91 respectively. The
standard deviation, the skewness and the kurtosis all point to the fact that there is not much deviation
from the mean value of INDOP during the study period (1986 - 2016). Also the data set is normally
distributed, thus fulfilling a major condition of an OLS test. The Jarque-Bera test and the adjoining
probability of 5.59 and 0.06 respectively, all support the fact that the data set on INDOP is normally
distributed, since a small probability value leads to the rejection of the null hypothesis of a normal
distribution.
Additionally, it could be seen that the mean of oil price for years 1986 to 2016 is US$43.83 with a
maximum and minimum per capita income for the study period being US$113.03 and US$13.4
respectively. The standard deviation, the skewness and the kurtosis all point to the fact that there is
not much deviation from the mean value of oil price during the study period (1986 - 2016), the data
set is normally distributed, thus fulfilling a major condition of an OLS test also. The Jarque-Bera test
and the adjoining probability of 5.22 and 0.07 respectively, all support the fact that the data set on
growth is normally distributed, since a small probability value leads to the rejection of the null
hypothesis of a normal distribution. Thus if the null hypothesis is rejected, the alternative hypothesis
of a normal distribution is accepted.
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A further first pre-test statistic was also carried to show the correlation of the different independent
variables to the dependent variable and amongst themselves, and the result presented below on table
1c.

Table 1c: Correlation Matrix

GROWTH
ESIZE
FDI

GROWT
H
1.000
0.998
0.722

ESIZ
E

FDI

GCF GORe
v

HCDRAT
E

INDO
P

OILPRI
C

1.000
0.692

1.00
0
0.959
0.958
0.76 1.00
GCF
2
0
0.905
0.886
0.86 0.85 1.000
GORev
8
5
0.763
0.57 0.72 0.733
1.000
HCDRAT 0.751
2
6
E
0.993
0.991
0.76 0.95 0.928
0.792
INDOP
1
4
0.841
0.89 0.83 0.947
0.609
OILPRIC 0.873
5
4
E
Source: Authors calculations using E-View statistical package

1.000
0.882

1.000

From the table 1c above, it could be seen that the variables are highly correlated, excepting for the
stock market variable that has about 23% correlation with the dependent variable. This could be
explained by the fact that the stock market is a secondary market, where the factors that drive its
activities are other exogenous variables. It could also be seen that economic growth and the size of
the economy is correlated to the tune of 99.8% followed by industrial output (99.3%) and gross
capital formation (95.9%). Government revenue and oil prices are also highly correlated with
economic growth.
The correlation between independent variables were also strong. The correlation results show that
the variables have some level of influence on the dependent variable.
Validation of Hypotheses
In this chapter, the various regression results used in validating the hypotheses set forth for this study
are presented and discussed. Four hypotheses were formulated, to validate the impact of oil price
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volatility on some major economic variables – like economic growth, industrial output exchange rate
and stock prices. The Eviews9 statistical software was used for the various tests.
Since the estimation of regression equations by ordinary least square technique may yield spurious
regression results if the variables are not stationary, therefore in order to overcome this problem, all
variables were subjected to the unit root test in order to determine the time series properties. This
study employ Augmented-Dickey Fuller (ADF) unit root test and the Phillips–Perron Unit Root tests
on all the variables of interest. This is because testing for the existence of unit roots is a key prerequisite in the study of time series models and co-integration. The Augmented Dickey-Fuller (ADF)
test adjusts appropriately for the occurrence of serial correlation.
Below are the different unit root tests.
Table 2a: Augmented Dickey-Fuller Unit Root Tests
Variable

Constant

Growth
Esize
FDI
GCF
GOR
HCDrate
INDOP
OilPric
Stock

-0.360970
-2.343387
-1.439778
-2.697100*
3.365203**
-0.488318
-1.228800
-2.262578
-3.3018***

Level
Trend &
Constant
-1.851276
-2.630810*
-1.613680
-2.436492
1.399136
-2.443860
-1.347124
-2.421348
-3.4519**

None

Constant

1.040777
-0.219032
0.521529
-1.150373
3.057715**
-0.984044
-0.984044
-0.835699
0.1929*

-6.093836***
-12.57201***
-8.766411***
-7.805880***
-2.408215
-6.876628***
-6.8176***
-8.8518***
-12.41103

First Difference
Trend
&
Constant
-6.180354***
-12.54419***
-8.356251***
-7.911789
-3.097197**
-6.830839***
-6.770279***
-8.782396***
-12.47524

None

Remarks
Decision

-5.963576***
-12.59757***
-8.375700***
-7.820657
-0.858834
-6.835991***
-6.830780***
-8.889599***
-12.37670

1(1)
1(1)
1(1)
1(1)
1(1)
1(1)
1(0)
1(1)
1(0)

Source: Author’s Eview9 calculations
Test critical values:
1% level
5% level
10% level

-3.521579(***)
-2.901217(**)
-2.587981(*)

The above table 4.3a presents the result of the augmented Dickey fuller {ADF} unit root test for all
the variables of interest. As could be seen all of the variables are stationary at first difference
excepting for industrial output and stock market index which are stationary at levels, at the 99%, 95%
and 90% levels of significance, as indicated above. However, when tested using the Phillips-Perron
unit root tests (as shown on table 4.3b below), only industrial output was stationary at levels, while
other variables were stationary at the first difference.
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Table 2b: Phillips-Perron Unit Root Tests

None

-5.944164***
-13.75904***
-8.851768***

Trend
&
Constant
-5.953544***
-13.81169***
-8.782396***

-5.886270***
-13.34111***
-8.889599***

Remark
s
Decisio
n
1(1)
1(1)
1(1)

-7.790616***
-4.376189***
-6.817578***
-12.41103
-5.944164***
-13.75904***

-7.886657***
-5.663140***
-6.770279***
-12.47524
-5.953544***
-13.81169***

-7.806582***
-1.489529
-6.830780***
-12.37670
-5.886270***
-13.34111***

1(1)
1(1)
1(1)
1(0)
1(1)
1(1)

Level
Variable

Constant

Growth
Esize
FDI
GCF
GOR
HCDrate
INDOP
OilPric
Stock

First Difference
None

Constant

0.473251
-4.296061***
-2.262578

Trend
&
Constant
-1.193111
-4.698666***
-2.421348

1.738914
-0.615243
-0.835699

-2.697100**
3.928961***
-0.611807
-3.301777***
0.473251
-4.296061***

-2.495068
1.544629
-2.612945
-3.451895**
-1.193111
-4.698666***

-1.137484
9.276122***
-0.984044
0.192853*
1.738914
-0.615243

Source: Author’s Eview9 calculations
Test critical values:
1% level
5% level
10% level

-3.521579(***)
-2.901217(**)
-2.587981(*)

By this result, the condition for testing for contegration has been met. The idea behind cointegration
is that even if some variables are not stationary their linear combination may be stationary after all.
The existence of cointegration confirms co-movement among the variables and consequently long
run relationship may exist among the variables. Therefore the autoregressive distributed lag (ARDL)
cointegration was used for this purpose. The ARDL cointegration technique is preferable when
dealing with variables that are integrated of different order, I(0), I(1) or combination of the both and,
robust when there is a single long run relationship between the underlying variables in a small sample
size (Nkoro & Uko, 2016).
Below therefore is the lag selection criteria results using different measures.
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Table 2c: Lag Length Selection Criteria
12

LogL

LR

FPE

AIC

SC

-1015.325
NA
2088950.
28.74155
28.90089
0
-552.0382
848.2716
9.098197
16.39544
17.35150*
1
-532.0508
33.78148
10.58920
16.53664
18.28942
2
-503.6191
44.04908
9.874375
16.43997
18.98947
3
-483.6507 28.12455*
11.98200
16.58171* 19.92793*
4
-429.3661
68.81143
5.729779*
15.75679
19.89973
5
* indicates lag order selected by the criterion
LR: sequential modified LR test statistic (each test at 5% level)
FPE: Final prediction error
AIC: Akaike information criterion
SC: Schwarz information criterio
HQ: Hannan-Quinn information criterion

HQ
28.80491
16.77564
17.23367
17.45383
17.91239*
17.40431

Lag Length Selection Criteria
The stability of the ARDL depends on the choice of the lag length selected. Too short a lag length
may exclude relevant information while too long lag length may create loss of degrees of freedom.
Therefore, parsimony should apply in the selection of lag length. However, Eviews provide a formal
menu and criteria for selecting lag length. The result of the application of the lag length selection
criteria is presented in table 4.3c above. The lag length selected based on the four criteria is four (4)
lag, thereby showing a long-run cointegration relationship.
Lag Structure/Stability of the VAR
Usually, the principal objective of the autoregressive distributed lag (ARDL) Model is to predict the
future direction of the key variable. To achieve this goal the model must be stable. The test for
stability of the ARDL was conducted using the Autoregressive roots table and graph. The result also
showed that model is stable as all the eigenvalues lies within the unit root circle.
Cointegration test
In order to establish the existence of a long run equilibrium relationship among the variables, the
Johansen Cointegration test based on trace and maximum eigen values test statistics was conducted
and the results presented in Table 4.3d below. The results for both the maximum eigen values and
trace test statistics show that at least one test statistic which are greater than the 5% critical value
thereby, rejecting the null hypothesis of no cointegrating variables. Hence, we conclude that there
are three cointegrating vectors.

523

Proceedings of the 8th International Conference of Accounting and Finance
Research Association (AFRA), held 4th – 6th November, 2018
Table 2d: Johansen Cointegration Test Based on Trace and Maximum Eigen Values of the
Stochastic matrix
Trace Test

Maximum Eigen Value

0.05
0.05
H0 :
Ha :
Critical
Critical
Rank r
Rank = r Statistics
Value
Value
r=0
r=1
84.68859 69.81889 r = 0
r=1
39.85148 33.87687
r <= 1
r=2
44.83710 47.85618 r <= 1
r=2
25.59544 27.58438
r <= 2
r=3
19.24166 29.79707 r <= 2
r=3
14.87035 21.13162
r <= 3
r=4
4.371317 15.49471 r <= 3
r=4
4.189725 14.26460
r <= 4
r=5
0.181593 3.841466 r <= 4
r=5
0.181593 3.841466
Note: Trace tests indicate 1 cointegrating equations at the 0.05 level, while the Max-eigen value also
indicates 1 cointegrating equation.
Source: Author's Compilation using Eviews
H0:
Rank r

Ha :
Rank = r

Trace
Statistics

Hypothesis One
Ho: There is no significant impact of oil price volatility on economic growth in Nigeria.
Ha: There is significant impact of oil price volatility on economic growth in Nigeria.
To validate the above hypothesis, the regression equation below is used, and the description of the
variables as earlier stated.
Growth = a0 + b1oilprice1i + B2GOR2i(ctrl)+ B3GCF3+ B4HCD4 + Ui …………. 1
An autoregressive distributed lag (ARDL) bound test was carried out to determine whether the
variables cointegrated short run or long run, with the Null Hypothesis that a long-run relationship
does not exist. Below is the result.
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Table 2e: ARDL Bounds Test
Date: 03/10/18 Time: 06:45
Sample: 1990 2016
Included observations: 27
Null Hypothesis: No long-run relationships exist
Test Statistic
Value
K
F-statistic
6.680879
4
Critical Value Bounds
Significance
I0 Bound
I1 Bound
10%
2.45
3.52
5%
2.86
4.01
2.5%
3.25
4.49
1%
3.74
5.06
Source: Author’s Computation Using Eviews9

The null hypothesis is usually rejected if the calculated F-statistic is greater than the asymptotic
critical value bounds for the cases. From the above test, the F-statistic is 6.274049 while the critical
values both for level bound and for the first difference bound are less than the calculated F-statistic
at the significance levels of 1% - 10%. Therefore the Null Hypothesis is rejected, meaning that the
variables cointegrate long-run at 1% level of significance.

Table 2f: ARDL Long Run Coefficients
Variables
Coefficient
Std. Error
Oil Price
0.123188
0.355316
GOR
0.194125
0.156383
GCF
0.879793
0.441929
HCDRATE
7.655598
66.612898
C
9.434380
32.630446
CointEq(-1)
-0.297643
0.530754
Source: Author’s Calculation Using the Eviews9.

t-statistic
0.346700
1.241345
1.990803
0.114927
0.289128
-6.213125

Prob.
0.7348
0.2382
0.0698
0.9104
0.7774
0.0249

From the above it could be seen that the independent variables impact on economic growth. It could
also be seen that constant (C) has a very high coefficient, meaning that there are some other factors
that impact on economic growth, not accounted for in the regression equation, factors like agriculture
and other natural resources, energy and power, etc. The t-statistic for all the variables show that at
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both the 5% and 10% critical values, they are less than the degree of freedom (df) t- statistic values,
meaning that the Ho should be rejected. The table values of the t-statistic at (df 26) at 5% critical
value is 2.779, while at 10% critical value it is 2.479.
The error correction term (-0.297643) here is negative and significant meaning that there is a long
run causality running from independent variables to dependent variable. It also confirms that all the
variables are cointegrated or have long run relationship.

Hypothesis Two
Ho: Oil price volatility has no significant impact on industrial output in Nigeria.
Ha: Oil price volatility has significant impact on industrial output in Nigeria.
To validate the above hypothesis, the regression equation below is used, and the description of
variables as earlier stated.
INDOP = a0 + b1oilprice1i + B2GOR2i(ctrl)+ B3GCF3+ B4HCD4 +Ui -------- 2
An autoregressive distributed lag (ARDL) bound test was carried out to determine whether the
variables cointegrated short run or long run, with the Null Hypothesis that a long-run relationship
does not exist. Below is the result.
Table 3a: ARDL Bounds Test
Date: 03/10/18 Time: 06:54
Sample: 1990 2016
Included observations: 27
Null Hypothesis: No long-run relationships exist
Test Statistic
Value
K
F-statistic
10.40959
4
Critical Value Bounds
Significance
I0 Bound
I1 Bound
10%
2.45
3.52
5%
2.86
4.01
2.5%
3.25
4.49
1%
3.74
5.06
Source: Author’s Calculation Using the Eviews9.

As had earlier been noted, the null hypothesis is usually rejected if the calculated F-statistic is greater
than the asymptotic critical value bounds for the cases, while carrying out the Bound tests. From the
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above test, the F-statistic is 10.40959 while the critical values both for level Bound and for the first
difference Bound are less than the calculated F-statistic at the significance levels of 1% - 10%.
Therefore the Null Hypothesis is rejected, meaning that the variables cointegrate long-run at 1%
significant value. Therefore using the long-run ARDL cointegration test, below is the result.

Table 3b: ARDL Long Run Coefficients of Hypothesis Two
Variables
Coefficient
Std. Error
Oil Price
0.416803
0.290360
GOR
0.209443
0.162343
GCF
0.147995
0.326640
HCDRATE
-250.940533
64.136737
C
135.258708
33.693886
CointEq(-1)
-0.296183
0.255346
Source: Author’s Calculation Using the Eviews9.

t-statistic
1,435469
-1.290123
-0.453084
-3.912587
4.014340
-5.076182

Prob.
0.2876
0.3260
0.6949
0.0595
0.0568
0.0003

From the above it could be seen that the independent variables impact on Nigeria’s Industrial Output.
It could also be seen that constant (C) has a very high coefficient, meaning that there are some other
factors that impact on industrial output, not accounted for in the regression equation. The t-statistic
for all the variables show that at both the 5% and 10% critical values, they are less than the degree
of freedom (df) t- statistic values, meaning that the Ho should be rejected. The table values of the
t-statistic at (df 26) at 5% critical value is 2.779, while at 10% critical value it is 2.479.
The error correction term (CointEq) was also seen to be negative and significant, having a value of
(-0.296183) and a significant value of (0.0003), meaning that there is a long run causality running
from independent variables to dependent variable. It also confirms that all the variables are
cointegrated or have long run relationship.
Hypothesis Three
Ho: Oil price volatility has no significant impact on exchange rate in Nigeria.
Ha: Oil price volatility has significant impact on exchange rate in Nigeria.

To validate the above hypothesis, the regression equation below is used, and the description of the
variables are as earlier stated.
EXRATE = a0 + b1oilprice1 + b2Fdi2 + b3Ez3 + b4GCF4 + b5HCD5 + Ui
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An autoregressive distributed lag (ARDL) bound test was carried out to determine whether the
variables cointegrated short run or long run, with the Null Hypothesis that a long-run relationship
does not exist. Below is the result.
Table 4a: ARDL Bounds Test
Date: 06/18/18 Time: 16:05
Sample: 1992 2016
Included observations: 25
Null Hypothesis: No long-run relationship exist
Test Statistic
Value
F-statistic
2.875973
Critical Value Bounds
Significance
I0 Bound
10%
2.45
5%
2.86
2.5%
3.25
1%
3.74
Source: Author’s calculation using Eview9

k
4
I1 Bound
3.52
4.01
4.49
5.06

As had earlier been noted, the null hypothesis is usually rejected if the calculated F-statistic is greater
than the asymptotic critical value bounds for the cases, while carrying out the Bound tests. From the
above test, the F-statistic is 2.875973 while the critical values for level Bound is less than the
calculated F-statistic at the significance level of 5%, but not for first difference Bound. Therefore the
Null Hypothesis is rejected, meaning that the variables cointegrate long-run at 5% significant value.
Therefore using the long-run ARDL cointegration test, below is the result.

Table 4b: ARDL Long Run Coefficients of Hypothesis Three
Variables
Coefficient
Std. Error
Oil Price
-0.001238
0.061855
Fdi
0.208986
0.263204
EZ
0.000000
0.000000
HCD
-59.814018
150.635916
GCF
39.463372
34.193245
C
43.167404
61.630765
CointEq(-1)
-0.530493
0.205361
Source: Author’s Calculation Using the Eviews9.

t-statistic
-0.020016
0.794006
3.454243
-0.397077
-1.154128
0.700420
-2.583219

Prob.
0.9843
0.4381
0.0030
0.6963
0.3320
0.4931
0.0193

From the above it could be seen that the independent variables impact on exchange rate, though not
statistically significant. It could also be seen that constant (C) has a very high coefficient, meaning
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that there are some other factors that impact on exchange rate, not accounted for in the regression
equation. The t-statistic for all the variables excepting for economic size (EZ) show that at the 5%
critical value, they are less than the degree of freedom (df) t- statistic values, meaning that the Ho
should be rejected. The table values of the t-statistic at (df 26) at 5% critical value is 2.779.
The error correction term (CointEq) was also seen to be negative and significant, having a value of
(-0.530493) and a significant value of (0.0193), meaning that there is a long run causality running
from independent variables to dependent variable. It also confirms that all the variables are
cointegrated or have long run relationship.
Conclusions
In conclusion therefore, this study has been to find out that there is a long run cointegration
relationship between oil price volatility and economic growth.
It was also found that there is a significant long run coitegration relationship between oil price
volatility and industrial output in Nigeria.
Further in the study, it was found that oil price volatility has significant impact on exchange rate,
though this impact was not strong.
Finally, it was found that they were other variables that influence economic growth, industrial output,
and exchange rate, other than the independent variables in the equation
Recommendations
In a study of this nature, the recommendations that will be proffered will appear to address policy
issues rather than palliatives. To this end, the research recommendations will be directed more on
policy issues.

1. Since oil price volatility was found to have a long run cointegration relationship with economic
growth, no matter the extent of the relationship, this study recommends that government should
diversify economy away from depending much on oil, as to reduce its impact on economic growth.
2. Government should invest more on human capital, since there is a high correlation between human
capital development rate and economic growth. Substantial amount of government budgetary
allocation if directed towards the education sector which in turn will supply the necessary man power
with skills and capacity to produce more output for economic growth, will reduce the impact oil price
volatility will have on the economy.
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3. With the above recommendations noted policy makers should design the optimal policy mix that
would help to efficiently harness the nations natural and human resources as to improve the industrial
output of the country.
References
Abeysinghe T (2001) “Estimation of Direct and Indirect Impact of Oil Price on Growth”,
Economics letters 73: 147-153.
Adedeji, S.O. & Bamidele R.O. (2003). “Economic Impact of Tertiary Education on Human
Capital Development in Nigeria” Selected Papers for 2002 Annual Conference, Nigerian Economic
Society, Ibadan, 499-522.
Akpan, E. (2009), “Oil Price Shocks and Nigeria‘s Macro Economy”, Journal of Economics, 4(2):
12-19
Aliyu, S. (2009), “Impact of Oil Price Shock and Exchange Rate Volatility on Economic Growth in
Nigeria: An Empirical Investigation”, Journal of international studies, 11(1): 4-15
Ani, W., Ugwunta, D., Oliver, I., & Eneje, B. (2014). “Oil price volatility and economic
development: Stylized evidence in Nigeria”, Journal of Economics and International Finance, (6),
125-133.
Apere, O. T & Ijomah A. M. (2013) “Effects of Oil price shocks on monetary policy in Nigeria”.
International Review of Social Sciences and Humanities 5, (1): 58-66.
Atukeren, A. (2003) Oil Prices and the Swiss Economy. [Online]. Available from:
http://www.eefs.eu/conf/Athens/Papers/593.pdf
Barro, R. (1991). “Economic Growth in a Cross-section of Countries”. The Quarterly Journal of
Economics (2): 407-43.
Baumeister, C. and Peersman, G. (2009), “Sources of the volatility puzzle in the crude oil market”.
Accessed from http://www.feb.ugent.be/FinEco/christiane/documents/BP2_dec09.pdf
Berument, M. H., Ceylan, N. B., and Dogan, N., (2005), “The Impact of Oil Price Shocks on the
Economic Growth of Selected MENA Countries”, The Energy Journal, 31.
Bjornland HC (2000) The Dynamic Effects of Aggregate Demand, Supply and Oil Price Shocks – A
Comparative Study. Manchester School 68: 578-607.
Burbidge J, Harrison A (1984) “Testing for the Effects of Oil-Price Rises using Vector
Autoregressions”, International Economic Review 25: 459-484.

530

Proceedings of the 8th International Conference of Accounting and Finance
Research Association (AFRA), held 4th – 6th November, 2018
Cantah, W. G. and Asmah, E. E. (2015) "Crude Oil Price and Growth of Output: The Case of
Ghana". International Journal of Economics, Commerce and Management, III (5)
Cerralo, J. (2005), “Do Oil Price Shocks Matter? Evidence from Some European Countries”, Energy
Economics, 25(2): 137-154
Chen S, & Hsu K. 2012), “Reverse Globalization: Does High Oil Price Volatility Discourage
International Trade?” Munich Personal RePEc Archive, MPRA Paper No. 36182.
Darby, M.R. (1982),” The Price of Oil and World Inflation and Recessions”, American Economic
Review, 72(4): 738-751
Dauda, R.O. (2010). “Role of Human Capital in Economic Development: An Empirical Study of
Nigerian Case”. Oxford: Oxford Business and Economics Conference Program.
Ejere, S.I. (2011). “Human Capital Development as Catalyst for National Development: Nigeria in
Perspective”. International Business and Management, 2(2), 98-104.
Fasanya, I. O.and Onakoya, A. B. O (2013) “Oil Price Fluctuations and Output performance in
Nigeria: A Var Approach”.Romanian Economic Journal, 16 (49): 47-59.
Fattouh, B. (2007) “The drivers of oil prices: the usefulness and limitations of non-structural model,
the demand–supply framework and informal approaches”. [Online]. Available from:
http://www.cefims.ac.uk/documents/research-64.pdf
Fattouh, B. (2007) The drivers of oil prices: the usefulness and limitations of non-structural model,
the

demand–supply

framework

and

informal

approaches.

[Online].

Available

from:

http://www.cefims.ac.uk/documents/research-64.pdf
Giraud, P. (1995). The equilibrium price range of oil Economics, politics and uncertainty in the
formation of oil prices. Available from http://www.cerna. mines- paristech.fr/ Documents/PNGEnergyPolicy.pdf
Hamilton J (1996) “This is What Happened to the Oil Price-Macroeconomy Relationship”, Journal
of Monetary Economics 38: 215-220.
Hassan A. G. (2010) Oil, peace and development: The Sudanese Impasse Bergen Chr. Michelsen
Institute Sudan Working Paper SWP 2 (31)
Hathaway, T. (2009) "Oil’s Importance to the World’s Economy" Online article posted in suite 101
.com, Accessed on the 14th of June, 2011.

531

Proceedings of the 8th International Conference of Accounting and Finance
Research Association (AFRA), held 4th – 6th November, 2018
Jabber, J (1978), “Conflict and Cooperation in OPEC: Prospects for the Next Decade”,
International Organizations, 32(2): 377-399, Accessed from https:// www.jstor.org/stable/2706269
on 28/10/2018.
Jawad M, & Niazi G.N (2017) “Impact of Oil Price Volatility and Macroeconomic Variables on
Economic Growth of Pakistan”, Review of Innovation and Competitiveness 3 (1): 49-74.
Jawad, M. (2013) “Oil Price Volatility and its Impact on Economic Growth in Pakistan”, Journal of
Finance and Economics 14: 62-68.
Kilian, L. (2009), “Comment on ‘Causes and Consequences of the Oil Shock of 2007-08’ by James
D. Hamilton,” Brookings Papers on Economic Activity, 1, Spring 2009, 267-278.
Mabro, R. (1991). A Dialogue Between Oil Producers and Consumers: The Why and the How?
Oxford Institute for Energy Studies Working Paper. Available from: http://www.cerna. minesparistech.fr /Documents/PNG-EnergyPolicy.pdf
Madueme, S. & Nwosu, O.C. (2011). “Oil price Shocks and Macroeconomic Variables in Nigeria”.
Society for Research and Academic Excellence. Available: http//academicexcellence
society.com/oil price shocks and macroeconomic variables.pdf.
Mideska, T.K. (2012). The Economic impact of natural resources. Journal of Environmental
Economics and management. Vol. 65 ISS 2 Pg. 277-289.Available from:
https://www.researchgate.net/publication, accessed May 1, 2017.
Miero, S. and Ramos, P. N. (2010). Dutch disease in Macau: diagnosis and treatment. [Online].
Mork K (1989) “Oil and macroeconomy when prices go up and down: an extension of Hamilton’s
Results” Journal of Political Economy 97: 740-744.
Mork K, Olsen OH, Mysen (1994) “Macroeconomic Responses to Oil Price Increases and
Decreases in Seven OECD Countries”. The Energy Journal 15: 19-35.
Nwanna, I.O. and Ayenajeh, M. E. (2016). “Impact of Crude Oil Price Volatility on Economic
Growth in Nigeria (1980 -2014)” IOSR Journal of Business and Management 18 (6) 1: 10-19
Nweze, P. N. and Edame, G. E, (2016). “An Empirical Investigation of Oil Revenue and Economic
Growth in Nigeria” European Scientific Journal September 12 (25): 857 – 7881.
Odularu, G. O. (2008). “Crude Oil and the Nigerian Economic Performance”, Oil and Gas Business
Journal, Accessed http://www.ogbus.ru/eng/authors/odularo/odularo_1.pdf.
Ogbokor, C.A. (2001), “Oil and Economic Growth: An Econometric Analysis”, Journal of
Development Alternatives and Area Studies, 20 (Nos. 2 & 3).

532

Proceedings of the 8th International Conference of Accounting and Finance
Research Association (AFRA), held 4th – 6th November, 2018
Ogundipe, A., Ojeaga, P. and Ogundipe O. (2014), “Oil Price and Exchange Rate Volatility in
Nigeria”,IOSR Journal of Economics and Finance, 5: 2321-5933.
Oladeji, S.I., and Adebayo, A.A. (1996). “The Scope for Human Resource Development under the
Adjustment Programme in Nigeria”. Nigerian Economic Society Annual Conference Ibadan, NES,
441-460.
Olomola, P. (2006), “Oil Price Shocks and Aggregate Economic Activity in Nigeria”, African
Economic and Business Review, 4(2): 40-45.
Sun, C; Kim, M; Koo, W; Cho, G. & Jim, H. (2014). The Effect of Exchange Rate Volatility on
Wheat Trade Worldwide, Centre for Agricultural Policy and Trade Studies Working Paper, North
Dakota University.
Taiwo, M., Taiwo, A. & Olowookere, D (2012), “Crude Oil Price, Stock Price and Some Selected
Macroeconomic Indicators: Implications on the Growth of Nigeria Economy”,Research Journal of
Finance and Accounting, 3 (2): 42-48.
Timilsina, G.R. (2016), “Oil price and the global economy: A general equilibrium analysis”,
Energy Economics, 49: 669 - 675
Udude C. C., Odo S. I. , Ituma S. O. & Elom-Obed O. F. (2017) “Investigating the Impact of Oil
Export on Gross Capital Formation in Nigeria”. Asian Research Journal of Arts & Social Sciences
2(4): 1-12.
Uwubanmwen, A.E. & Omorokunwa, O.G.(2015), “Oil Price Volatility and Stock Price Volatility:
Evidence from Nigeria”, Academic Journal of Interdisciplinary Studies 2281-4612.
Vu, K.T. & Nakata, H. (2018), “Oil price fluctuations and the small open economies of Southeast
Asia: An analysis using vector autoregression with block exogeneity”, Journal of Asian Economics,
54: 1 – 21.
World Bank (1995) Indonesia: Sustaining Development. Washington, DC: World Bank.
Yang, B. and Lam,Y. (2008). "Resource booms and economic development: the time series
dynamics for 17 oil-rich countries”. Applied Economics.
Yanga, L; Caib, X.J. & Harmoric, S. (2017), “Does the crude oil price influence the exchange rates
of oil-importing and oil-exporting countries differently? A wavelet coherence analysis”,
International Review of Economics and Finance 49, 536–547.
Yuan, Y; Zhaung, X; Liu, Z. & Huang, W. (2014), Analysis of the Temporal Properties of Price
Shock Sequences in Crude Oil Markets; Physical A, 394: 235-24
Zhang, X., Lai, K. K., & Wang, S. Y. (2008). “A new approach for crude oil price analysis based
on empirical mode decomposition”. Energy Economics, 30(3), 905-918.
533

Proceedings of the 8th International Conference of Accounting and Finance
Research Association (AFRA), held 4th – 6th November, 2018
EFFECT OF INTELLECTUAL CAPITAL COSTS ON FINANCIAL PERFORMANCE OF
LISTED COMMERCIAL BANKS IN NIGERIA.
1ONUCHE,

SARAH ELEOJO VICTOR AND 2JONES, EBIERI Ph.D., FCIB
Corresponding Author: Jones, Ebieri

Department of Accounting, College of Management Sciences, Michael Okpara University of
Agriculture Umudike, P.M.B. 7267 Umuahia, Abia State. Nigeria.
1
Email: sarah.edibo@gmail.com&2ebierijones@yahoo.co.uk Phone no: 107038061139
&208033386822
Abstract
The study investigated effect of Intellectual Capital Costs on Financial Performance of listed
Commercial Banks in Nigeria during the period 2007 to 2016. The choice of the period was
predicated on establishing the relationship of the variables during the Sub-Sector’s post consolidation
era in Nigeria. It employed ex post facto research design and extracted data from cross section of
three banks from ten (10) years annual report. The data were purposively selected based on
availability. The study adapted the Value Added Intellectual Capital Coefficient Model as proxy for
Intellectual Capital Costs while Return on Equity was adopted as proxy for Financial Performance.
Engaging the Ordinary Least Squares based balanced Panel data regression technique in a
longitudinal data framework of thirty (30) observations, the results established how Intellectual
Capital Costs affect Return on Equity of the selected Banks in line with a priori expectation. It
provided evidence that 52.8% of the total variation on Return on Equity of the listed Banks on Nigeria
Stock Exchange is attributable to variations in Intellectual Capital Costs proxies included in the
model. The study proved that individually, Human Capital Efficiency has positive significant
relationship with Return on Equity while Structural Capital Efficiency and Capital Employed
Efficiency individually, has positive but insignificant relationship with Return on Equity. The paper
therefore substantiated that Intellectual Capital Costs significantly affect Return on Equity and
concludes that Intellectual Capital Costs has significant effect on Financial Performance of listed
Commercial Banks in Nigeria. It recommends that regulatory authorities should set benchmark of
training standards for staff of banks so as to enhance skills not just in banking operations and earnings
generation but also in effective and efficient relationship management.
Key Words: Intellectual Capital Costs, Return on Equity, Listed Commercial Banks, Nigeria.

1. Introduction
It is incontrovertible that information is pivotal to corporate development and what enhances business
success is the capability of firms to be innovative, adaptive to changes in technology and,
improvements in employee skills and knowledge to meet challenges in the dynamic business
environment. What therefore distinguishes flourishing companies from those that flounder is the
intellectual capital. Sullivan (1999) described intellectual capital as the conversion of knowledge to
profit by utilizing the non-financial and non-physical resources of a firm.
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Organization for Economic Cooperation and Development (2008) defines intellectual capital as the
economic value of an organization’s capital. It noted that businesses improve employee skills through
training, research and development and also invest in customer-supplier relations, technology and
information system for value creation.
Kristand and Bontis (2007) posited that intellectual capital is a portfolio of strategic firm’s resources
that enable it to create sustainable value.
In knowledge-based economy, modern and high tech enterprises not only focus on innovation of new
products, services, and marketing, research and development activities but also devote particular
attention to the development and management of organization intellectual capital (Mohtar, Rahman
& Abbas, 2015).
In today’s fast moving economy with rapid growth in knowledge and technological innovation, the
goals of organization has changed in order to cope with the changing environment. With notable
changes in the global economy, intellectual capital has become the hub for organizations to sustain
the competitive operating business environment and to create more values (Bontis, 2001).
Intellectual capital has been widely acknowledged as that innate attribute usually acquired by a firm
which drives it on the wheel of value creation, value addition and value sustainability. Onyekwelue,
Okoh and Iyidiobi (2017) opined that value created by intangibles are not always reflected in financial
statements and forward looking companies have realized that these are an integral part of fully
understanding the performance of their business.
Foray (2004) noted that in the knowledge based economy, the contribution of intangible asset is
greater than tangible assets; adding that in knowledge based economy, intellectual capital is the most
critical asset of the organization that enhances value and performance.
Intellectual capital is the group of knowledge assets that are attributed to an organization and most
significantly contribute and improved the competitive edge of the organization by adding value to
defined key stakeholders (Marr & Schiuma, 2001).
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Consequently, the framework of intellectual capital for value addition, generation of profits and
wealth maximization has cost implications. The motivation for this study is to ascertain if intellectual
capital has been efficiently explored to maximized return to shareholders particularly during the post
consolidation era of the banking sector. It is on this backdrop that the study investigates whether
intellectual capital cost has effect on financial performance specifically, return on equity of listed
commercial banks in Nigeria. The study therefore hypothesized that intellectual capital costs have no
significant effect on return on equity of listed commercial banks in Nigeria.
2.0 Review of Related Literature
2.1 Conceptual Framework
2.1.1 Intellectual capital as knowledge assets
The changing trends from traditional economy (land, labor and finance) to knowledge intensive
economy during the last two centuries have made service based industries take the major share in the
value creation process especially in developed societies. Intellectual Capital(IC) has been widely
acknowledged as that innate attribute usually acquired by a firm which drives it on the wheel of value
creation, value addition and value sustainability. To this end, many definitions have been propounded
by different scholars and researchers. The concept generally emanated from describing the dynamic
effects of individuals: the 'Intellect' (Sveiby, 1998).
This dynamic nature of IC means that its individual components are often not valuable by themselves
but work only as a system. In other words, it is the intellectual capital elements interacting that
generates value for companies (Onyekwelu,& okoh, 2017) . For example, a company may have good
programming skills that enable it to build software. However, they might be worth little unless
accompanied by a strong distribution network, loyalty and commitment from its employees and a
powerful brand name. This dynamic combination of intangibles is often the recipe for success in
companies such as Microsoft, where the value of its intellectual capital is more than the sum of its
individual parts. Intellectual capital and Knowledge Management (KM) should not be confused. It is
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essential for all companies to maintain and grow their IC stocks –rather than simply measure them –
and knowledge management is one way of helping them to do this. But the two are quite distinct:
KM is a process within a company, whereas IC covers its whole operations (Khalique, 2011).
2.1.2 Components of intellectual capital
In recent years many authors, researchers, journalists and business people (i.e. Edvinsson & Malone,
1997; Rastogi, 2000; Stewart, 2001; Sveiby, 1997) have formed a general definition of intellectual
capital. All these people had one thing in common: which is, how to increase the competitiveness
and performance of organizations. Intellectual capital is mainly based on human capital, relational
(customer) capital, and structural capital.
2.1.2.1 Human capital
The resources of a business otherwise called the 4-ms including men. Men in this context refer to
human asset employed in the production of goods and services. The success or failure of every
enterprise is based on the effective utilization of the entity’s resources (Obara & Gabriel, 2013).
Micah, Ofurum and Ihendinihu (2013) noted that Human Resources (HR) are the energies, skills,
talents and knowledge of people which are or which potentially can be applied to the production of
goods or rendering useful service.
Human capital can be described as the competencies and capabilities of employees (Bontis, 1998;
Edvinsson & Malone, 1997; Sveiby, 2000).
By looking at human capital’s description above, one could agree that in a learning organization,
human capital increases and that an organisation therefore “owns” this asset. This, however, is not
necessarily the case, as pointed out by Edvinsson & Malone (1997), who notes that in a free society
an organisation cannot own, but only rents its human capital. Sveiby (2000) reiterates Edvinsson et.al
(1997) statement by arguing that all tangible and intangible assets in an organisation depend on
people for their continued existence. This dependency on people highlights the fact that human
capital cannot be owned by an organisation but is actually “owned” by the minds of people that
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entertain their thoughts. It is therefore extremely important for organisations to retain their human
capital to prevent them from being uncompetitive in the knowledge economy. This is also referred to
as preventing the “brain drain”, which is one of the major challenges facing Africa in the knowledge
economy.
In the words of Rahin, Atan and Kamaluddin (2017), Human capital is the most important asset that
exists within a firm. It represents the human factor in an organization where by combination of
intelligence, skills, knowledge, aptitudes and expertise that gives the organization its distinctive
character which those traits contributing to production and profitability, thus improve organizational
performance. Additionally, Yusuf (2013) argued that the ability of a corporate organization to
successfully implement business strategies solely depends on efficient use of intangible assets,
particularly human capital.

2.1.2.2 Structural capital
Structural capital is the business infrastructure. It comprises the systems and tools that augment the
customer and human capital on which a company is built. It has two purposes. First, it takes what
exists inside your brain and turns it into a transformable form. These are your best practices that can
be purchased and repurposed. The second purpose is to capture the knowledge assets in the company,
converting that mental process into company property and make it transferable. It is What enables
your team to do the things that make them so special, allows them to meet and exceed customers’
expectations and enables them to build and sustain lasting and recurring relationships.
Bontis et al. (2000); Wu and Tsai (2005) stated that Structure capital (SC) of organization represent
all the non-human storehouses of knowledge including database, organizational chart, strategies
routines, process manuals and policies. Therefore, structural capital is “what remains in the company
when employees go home for the night” (Roos et al., 1998).
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Edvinson et al. (1997) Structural capital is everything that is left, after the employees have left. For
this reason Edvinson (1997) defines structural capital as the result of all intellectual activities that
were captured in data and knowledge bases, documents, models and drawings. Knowledge is thus
rooted in things such as data and knowledge bases, documents, models and drawings. All this
embedded knowledge makes structural capital identifiable in an organization and provides the means
to measure and build intellectual capital in an organization. It is argued by Bontis (1998) that an
organization with strong structural capital will create an environment where individuals can try new
things, make mistakes, learn from these mistakes and try again and be innovative. Innovation will
therefore ensure that the organization stays competitive in the knowledge economy. It is, however,
extremely important that these efforts be captured in order to prevent making the same mistakes over
and over again. In order to ensure that employees have easy and fast access to captured knowledge
in the knowledge economy, structural capital systems must make provision for access to information
on three levels, as noted by (Lank ,1997). These information levels include: Referencing, Expertise
and Networking.
2.1.2.3 Relational / customer capital
Customer capital (CC), otherwise referred to as Relational capital is one of the most important
components of intellectual capital. It is pointed out based on knowledge embedded in the marketing
channels and customer relations with organizations that develops in conducting business (Bontis,
Chua & Richardson, 2000). However, customer capital is mainly based on the relationship between
the organization and its customers (Edvinsson & Malone, 1997) as cited in (Shahimi, Intan, Mazhar
&Virkus, 2015, Shaari et al., 2010 and Tai-Ning et al., 2011). Even though, relationship with
customers is very important for organization because customers buy products or services from the
enterprises; customers are the main source for revenue generation of organization and it is very
important for organizations to satisfy their customer needs (Shahimi et. al, 2015). Therefore,
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customer capital is an important component of intellectual capital and it is based on customer
satisfaction, loyalty and engagement.
Virkus (2014) illustrated that if an organisation wishes to thrive and survive in the knowledge
economy, i.e. become more strategic innovative, its structure, systems, people and culture need to be
realigned. This will allow the organisation to be competitive at the following levels: price, quality,
flexibility and product innovation. It was illustrated that an organisation needs to adopt a structure of
networking, i.e. relationship building, and its culture needs to be highly customer focused. Duffy
(2000) in Virkus (2014) supports this view by arguing that organisations today are challenged to get
to know their customers intimately. Organizations do not just need to know about their customers but
they need to assess what contribution the relationships with their customers are making towards the
achievement of the overall goals.
From Bontis (1998) perspective, the main resource of customer capital is the knowledge of marketing
channels and customer relationships. He further states that managers often forget that they can tap
into a wealth of knowledge from their own customers; noting that customer capital gets more valuable
over time and that it is more expensive to retain a customer than to get a new one. This is because
the customer is much closer to the organization today than in the past. A very important point that
Bontis (1998) makes, especially for the purpose of this study, is that the knowledge workers who
look after these customers need special attention.
2.1.3 The Relationship between intellectual capital components
As stated above, the components of intellectual capital collective create value for an organization,
thus making an organization more knowledge productive. There is therefore a strong relationship
between these components. Trek Consulting (2005) adopted from the work of Virkus (2014),
summarizes these relationships as seen below:
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“People to create innovation. People are the source of the thinking that creates breakthrough
ideas as well as the incremental improvements that lead to continuous improvement”, i.e.
human capital.



“Mechanisms to record and share these ideas in the form of instructions, formulas and
processes. Sharing ideas enables their value to be replicated throughout an organization—
raising the level of everyone‘s performance. It also increases the potential for future
improvement as more minds are focusing on the same issues”, i.e. structural capital.



“Customers to inspire. Value is only created if there is a willing customer for your ideas. But
the relationship with customers in a knowledge company is often more interactive. Instead
of being the source of current value, customer needs can be an inspiration for future
innovation”, i.e. relationship capital.



“Partners to complement and expand your capabilities. Partners can be suppliers,
distributors or service providers. As companies develop a greater understanding of their
strongest competencies, many make a choice to outsource non-core functions to other
organizations”, i.e. relationship capital.

2.1.4 Intellectual capital (IC) and financial performance
There are so many methods available to measure the success of physical capital and assess its impact
on financial performance. For measuring the effectiveness or efficiency of the use of the physical
capital the well-known conventional tools like profit, return on investments (ROI), return on equity
(ROE), and return on assets (ROA) can be used. Tan et al. (2007) reported a positive association
between intellectual capital of firms and their financial performances.

The study of Riahi-Belkaoui

(2003) found a positive relationship between Intellectual Capital (IC) and financial performance,
while Bontis et al. (2000) concluded that, regardless of industry, the development of structural capital
has a positive impact on business performance. On the other hand, Firer and Williams (2003)
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examined the relationship between IC and traditional measures of firm performance (ROA, ROE)
and failed to find any relationship, while Chen et al (2005), using the same methodology, concluded
that IC has an significant impact on profitability.

2.1.5 Return on Equity (ROE)
Return on equity ratio measures firm’s profitability by revealing how much profit a company
generates with the money shareholders have invested. ROE = earnings after tax scaled/company’s
capital employed during the year multiplied by 100/1.
2.0 Theoretical Framework
2.1 Value Added Intellectual Coefficient (VAICTM) theory
Value Added Intellectual Coefficient referred to as the value added of intellectual capital as a result
of the combination and or summation of the two sub-indicators of intellectual capital which is capital
employed efficiency and Intellectual Capital Efficiency that is sub divided in human capital
efficiency and structural capital efficiency used as a measure for the valuation of intellectual capital.
Value added is the extra amount on the cost for intellectual capital. It is the enhancement/ increase
the bank gives to its products or services before offering the product to customers.
The two sub-components of VAIC form the independent variables in this study. The VAIC is stated
algebraically

as:

VAIC

=

CEE

Where:
VAIC = Value added intellectual coefficient of the banks,
CEE = capital employed efficiency coefficient of the banks,
HCE = human capital efficiency coefficient of the bank and
SCE = structural capital efficiency of the banks.
VA = Value Added by each year for the banks.
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Pulic (1998) states the higher the VAIC coefficient, the better the efficiency of VA by a firm’s total
resources.
The first step in calculating CEE, HCE and SCE is to determine a firm’s total VA.
This calculation is defined by the following algebraic equation:
VA = I + DP + D + T + M + R + WS
Where: VA(value added) for the banks are computed as the sum of interest expenses (I); depreciation
expenses (DP); dividends (D); corporate taxes (T); equity of minority shareholders in net income of
subsidiaries

(M);

and

profits

retained

for

the

year

(R)

wages

and

salaries.

Pulic (1998) further states that CEE is the ratio of total VA divided by the total amount of capital
Employed (CE) where capital employed is defined as the book value of a firm’s net assets.

2.1.1 Capital employed efficiency (CEE)
Capital employed efficiency is a measure of the value added of Relational capital which is the third
component of intellectual capital. It measure the value added as a result of the inter relationship
between the organizations employees and its customers.
The equation below presents the CEE relationship algebraically:
CEE=VA/CE
Where: CEE = capital employed efficiency coefficient of the banks,
VA = VA of the banks; and
CE = book value of the net assets of the banks. (ie total assets less intangible assets less current
liability).The other sub component ICE is sub divided in to Human capital Efficiency and Structural
capital efficiency.
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2.1.2 Human capital efficiency (HCE)
It is the major component/indicator of intellectual capital. It measures the value added by the human
resource of an organization.
Consistent with views of other leading Intellectual Capital researchers (for example,
Edvinsson, 1997; Sveiby, 2001), Pulic (1998) argues total salary and wage costs are an indicator of
a firm’s human capital (HC).
HCE, therefore, is calculated as the ratio of total VA divided by the total salary and wages
spent by the firm on its employees. HCE relationship is expressed algebraically as follows:
HCE = VA/HC
Where: HCE = human capital efficiency coefficient of the banks,
VA = VA of the banks. And
HC = total salary and wage costs of the banks employees.
2.1.3 Structural capital efficiency (SCE)
This is the measure of value added of the component of intellectual capital that is left in the
organization after employees return home at night (structural capital).
In order to calculate SCE, it is first necessary to determine the value of a firm’s structural capital
(SC). Pulic (1998) proposes a firm’s total VA less its human capital is an appropriate
proxy of a firm’s SC. That is:
SC = VA – HC
Where: SC = Structural capital of the banks,
VA = VA of the banks and
HC = total salary and wage expenditure of the banks.
SCE = SC/ VA
Where: SCE = structural capital efficiency coefficient VA of the banks,
SC = Structural capital of the banks; and
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VA = VA of the banks.
Recently, VAIC method gain popularity among researchers to measure intellectual ability of
companies. Schneider (1999) as cited in Ekwe (2013, 2014) supports the adoption of this technique
as an effective method of measuring intellectual capital efficiency because:
(a) VAIC places an emphasis on the value of employees, a key component of intellectual capital;
(b) VAIC enabled the collection of evidence of intellectual capital leverage to key success processes;
(c) VAIC was easy to calculate using information already accounted for by a firm and reported in
annual reports thus minimizing any additional costs to the preparer and stakeholder;
(d) The methodology used in the calculation of VAIC is relative straight forward that enable greater
understanding.
2.3 Empirical Review
The empirical literature reveals that intellectual capital (IC) encourages business performance of
organizations. Ofurum and Aliyu (2018) revealed a mixed result on some of the components of IC
were not significantly related to growth in revenue and return on investment.It further depicted that
Human Capital Efficiency Index significantly related to return on investment. This study concluded
that intellectual capital has not fully related to the financial performance of quoted commercial banks
in Nigeria. It is recommended that International Accounting Standards Board (IASBs) should
incorporate intellectual capital elements in standards as capital investments instead of being merely
expensed in income statement. The study also endorsed the implementation of the International
Integrated Reporting Council (IIRC) for full disclosure of intellectual capital in financial statements
so as to avoid misleading information and to enhance the quality of financial performance.
Allam (2018) undertook a study to determine intellectual capital and firm performance,
differentiating between accounting based and market based performance. The study was conducted
on 198 firms for two gulf cooperation council countries; Kingdom of Saudi Arabia and Kingdom of
Bahrain for the period 2014 -2016. The VAIC model was adopted along with two performance
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measures: accounting based is return on asset and market based performance which is Tobin’s Q.
Random effect regression test was conducted and the findings revealed that there is a positive
relationship between IC and accounting based performance but a negative association was found for
IC and the market based performance.
Onyekwelu, Okoh and Iyidiobi (2017) carried out a study on Effect of intellectual capital on financial
performance of banks in Nigeria. The study adopted an ex-pose facto research design and made use
of the value Added Intellectual Coefficient (VAIC TM) to ascertain the extent that intellectual capital
indices affect financial performance of three Nigerian banks. Data were collected from the published
annual reports and account of the selected banks and analyses using regression tools. The result of
the study showed that Human capital has a positive and significant effect on banks financial
performance but CEE and SCE are not significant and further indicated that the banks with high IC
also showed high financial performance. They recommended that banks in Nigeria should invest
vigorously in development of their human capital which is the key driver of firm’s performance.
Ogbodo, Amahalu and Abiahu (2017) investigated the impact of intellectual capital on financial
performance of quoted deposit money banks in Nigeria from 2010-2015 to compare the performance
of intellectual capital indices among firms in the banking sector. The employ the VAIC TM model to
measure the efficiency of value added of tangible and intangible assets used by the firm in its
operations; data obtained were subjected to statistical analysis using Pearson coefficient of
correlation, ordinary least square regression, hetroscedasticity test and Hausman test. Their findings
revealed that the three components of intellectual capital are all significant at 5% level of significant.
They recommend the recognition of intellectual capital as an important business resource.
Ali (2015) carried out a study to determine the effect of intellectual capital components on the
financial performance of deposit money banks in Nigeria. The study adopted a descriptive statistic
technique and employed the VAIC model. Secondary data was employed using a purposive sampling
technique to select a sample of eight banks from the total population of banks listed on the NSE for
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a period of eight year spinning from 2006-2013. Correlation analysis and Multi-linear regression
techniques were used for data analysis. The result revealed that intellectual capital component have
positive and significant effect on the financial performance of deposit money banks in Nigeria.
Ekwe (2014) carried out a comparative assessment on the relationship between intellectual capital
and financial performance indices of deposit money banks in Nigeria. The study adopted ex-post
facto research design. It was systematically conducted using longitudinal time series data generated
from the Nigeria Stock and from annual reports and accounts of the sampled banks spanning from
2000-2012. The Duncan Multiple Range Test (DMRT) of ANOVA was adopted to test for
hypotheses. Result of the findings revealed that there were significant deviations in both the financial
performance indicators and in the intellectual capital variables among the six banks studied. He
further stated that banks with high intellectual capital records high financial performance and
recommends that banks should embrace this new intellectual based technology in order to enhance
their financial performances and returns to their different stakeholders as well as in their service
delivery to their customers.
In the new knowledge economy, where intellectual capital plays a key role in the value-creating
processes (Guthrie et al, 2012; OCDE, 2008; Zeghal & Maaloul, 2011), some studies focus on the
voluntary information regarding this hiden capital. Singh and Van der Zahn (2007) examine
empirically the association between underpricing and intellectual capital disclosures using a sample
334 Singapore IPO prospectuses between 1997 and 2004. Contrary to theoretical predictions, they
find

a

positive

association

between

underpricing

and

the

extent

of

intellectual

capital disclosure.
In other study, Bontis (2013) performed a study using data from 200 banks from Belgium and
Luxembourg the empirical results found that human capital was both a direct and an indirect
contributor to business performance. Structural and relational capitals were found to be positively
related to business performance; however results suggested statistically insignificant relationship.
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Consistent results were found by Mohiuddin, Najibullah & Shahid, (2006) in the study of 17 sampled
commercial banks operating in Bangladesh for the period from 2002 to 2004. Similarily, Mavridis
(2004) found that Japanese banks with the greatest performance were those who were most efficient
in the use of their Human capital, whereas efficiency in physical assets utilization was less important.
3.0 Methodology
3.1 Research Design
Plili and Dibua (2009) define ex-pose facto research as a research that is undertaken after the events
have taken place. The research design adopted in the study is ex-post-facto research design. The
choice of using the design is informed by the fact that the data is already in existence and the
researcher starts with the observation of a dependent variable and then studying the independent
variable in retrospect for the possible relationships and effect on the dependent variable (Fraid, 1973).
The design of this study is geared towards the attainment of the broad objectives of the study which
hopes to determine the effect on intellectual capital cost on financial performance of listed
commercial banks in Nigeria.

3.2 Method of Data Collection
The researchers extracted relevant data from annual reports of a cross section of 3 listed commercial
banks namely; Guaranty Trust Bank plc, Zenith Bank plc and Diamond plc from 2007 to 2016found
in theirincome statement, statement of financial position, statement of cash flows and the notes.
The choice of the cut-off period is based on determining the relationship of the variables during the
post consolidation era in the banking sector. The sector was selected in view of the stiff competition
that requires high utilization of intellectual capital to create value and enhance performance.
Balsley and Clover (1988) stated that 10% of a research population is appropriate in selecting a
research sample, therefore the purposively selected three (3) banks are above 10% of the total
population of 21 listed commercial banks.
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3.3 Method of Data Estimation
The longitudinal nature of the data extracted made the study to adopt balanced panel data regression.
The study therefore conducted the fixed effect, random effect and the diagnostic Hausman test.
Hausman test helps in selection of the regression between fixed and random effect depending on the
Chi square probability value. The fixed effect is favored if the Hausman test result is significant at
5% level of significance.

3.4 Model Specification
The study adapted Pulic (1998) Value Added Intellectual Coefficient (VAIC) model as proxy for
intellectual capital cost. We therefore specified our model as follows:
ROE=f (HCE, SCE, CEE)… (1)
Where:
ROE=Return on Equity
HCE= Human Capital Efficiency
SCE= Structural Capital Efficiency
CEE= Capital Employed Efficiency
The above model is presented in econometric form as:
ROE it = β0 + β1HCEit + β2SCEit + β3CEEit+eit… (2)
Where:
β0= constant or Intercept term
β1- β3= Slope coefficients
e = Stochastic disturbance term
t=Time period of data
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i=Cross section of banks

4.0 Results and Discussion
4.1 Effect of Intellectual Capital Costs on Return on Equity
The study conducted the fixed and random effect regression and also the Hausman test as presented
on the abridged table 1 with details on the appendix.
Table 1: Fixed, Random Regression and Hausman Test Results
Parameter

Fixed Effect

Random Effect

Constant

0.2331

- 0.1282

HCE

0.0037

0.0319

SCE

-0.2311

0.0934

CEE

0.2548

0.0865

F Statistic

68.483

11.827

F statistic (Prob)

0.0000

0.0000

Chi Square

Hausman Test

4.876 (Prob. 0.1811)

Source: Extracted from Results in the Appendix.
The Hausman test result indicates Chi square coefficient of 4.876 with probability value of 0.1811
which is not significant. This confirms that the random effect regression is favored. The random
effect result as shown on table 2 of the appendix has intercept coefficient of -0.128. This means that
it is the average change in return on equity when intellectual capital cost proxies included in the
model are data sets equal to zero. The t statistic coefficient is however not significant.
Human capital efficiency has positive slope coefficient of 0.0314. This is the change in return on
equity per unit change in human capital efficiency holding the values of structural capital efficiency
and capital employed efficient in the model constant. It has t statistic coefficient of 3.4576 with
probability value of 0.0019 or 0.19%. This implies that human capital efficiency has positive
significant relationship with return on equity of the listed commercial banks studied.
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Structural capital efficiency has coefficient of 0.934 which suggests that it is the change in return on
equity per unit change in structural capital efficiency holding the values of human capital efficiency
and capital employed efficiency in the model constant. The probability of the t statistic coefficient
indicates that there is insignificant positive relationship between structural capital efficiency and
return on equity.
The result further revealed that capital employed efficiency has positive insignificant relationship
with return on equity based on the t statistic probability. The slope coefficient of 0.0865 is the change
in return on equity per unit change in structural capital efficiency holding the values of human capital
efficiency and structural capital efficiency in the model constant.
Though only human capital efficiency was found to significantly affect return on equity on a positive
note, the model used is well specified and had best of fit with an adjusted R squared of 52.8%. It
implies that 52.8% of the total variation in return on equity is attributable to changes in intellectual
capital costs of the banks studied.
The Durbin Watson d statistic of 0.657 is low compared with the lower and upper bounds of 1.214
and 1.650 of the d statistic table where k = 3 and n = 30 at 5% level of significance. The value is an
indication of positive first order serial correlation in the variables. However, this could be as a result
of the diversities in the selected listed commercial banks.

4.2 Test of Hypothesis
Ho: Intellectual capital costs have no significant effect on return on equity of listed commercial banks
in Nigeria.
To test the hypothesis that:
Ho: β1 = β2= β3 =0 (All slope coefficients are simultaneously equal to zero)
H1: β1 = β2= β3 =0 (All slope coefficients are simultaneously not equal to zero)
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The F statistic probability was adopted to test the overall significance of the model. The random
effect regression has F statistic coefficient of 11.82 with probability value of 0.00% which is
sufficiently low at 5% level of significance. We therefore not accept the null hypothesis and conclude
that Intellectual capital costs have significant effect on return on equity of listed commercial banks
in Nigeria. The result is in agreement with the works of

Onyekwelu et al. (2017), Ogbodo

et..al (2017) and Ali (2015). However, it is contrary to the work of Firer and Williams (2003).

4.3 Discussion of Findings
The findings revealed that intellectual capital costs significantly affect return on equity of the banks
studied. It indicated that 52.8% of total variation in return on assets is attributable to variations in
intellectual capital proxies included in the model. This means that the model is well specified.
It is instructive to state that intellectual capital is the hub and key critical success factor as reflected
on the negative constant coefficient of -0.218. The coefficient explains that without intellectual
capital, there would be a negative return on equity of the banks. It implies that banks should
effectively exploit its total resources to create value, generate profits and ensure sustainable growth
for the benefit of stakeholders.
The results established that only human capital efficiency has positive significant effect on return on
equity. This suggests that, from the banks total resources it is only the employees that had added
value significantly to boost return on equity positively. It infers that employee of banks have
sufficient training, skill and knowledge that has impacted on their operations to enhance return on
equity. It could be as a result of the level of competition in the industry. This result is in line with a
priori expectation.
The findings also revealed that banks are not very innovative in the utilization of their facilities or
perhaps that there is under-utilization of their facilities to its full potential in a manner that would
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significantly influence return on equity. This must have accounted for the observed positive but
insignificant effect of structural capital efficiency on return on equity.
Based on the result obtained for capital employed efficiency, it infers that the banker-customer
relationship in the banks studied is not at a sustainable level sufficient enough to affect return on
equity. The study found this worrisome as maintaining a mutually beneficial banker-customer
relationship is fundamental to the success and sustainable growth of a bank. However, the reasons
for this might be occasioned by the diversities of the selected banks and the period covered.

5.0 Conclusion and Recommendations
5.1 Conclusion
The findings have implications for management of banks, shareholders, regulatory authorities and
depositors. Collectively, the result substantiated that intellectual capital proxies significantly affect
return on equity of the selected commercial banks but the individual variables had differing influence.
The slope coefficients for human capital efficiency, structural capital efficiency and capital employed
efficiency indicates positive relationship with return on equity but only human capital efficiency has
positive significant relationship. The study therefore infers that there was capacity under-utilization
of their facilities and the banker-customer relationship was insufficient to significantly affect return
on equity. This could pose grave consequencies in the banking industry if there is no improvements
in structural capital and relational capital.
Nontheless, it was identified that the gradient for human capital efficiency of 0.0314 is lower than
that of 0.0934 and 0.0865 for structural capital efficiency and capital employed efficiency
respectively. The reason for the insignificant nature of these proxies may be due to the individual
gradients of the selected banks on return on equity. However, in view of the consistent F statistic
coefficient and adjusted R squared, the study concludes that intellectual capital costs have significant
effect on return on equity of listed commercial banks in Nigeria.
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5.2 Recommendations
Based on the findings, we recommend that:
1. Regulatory authorities should set benchmark of training standards for banks employees so as
to enhance skills and knowledge not just in banking operations and earnings generation but
also in effective and efficient relationship management.
2. Banks should endeavor to explore and utilize the facilities to its potential in order to increase
return on equity.
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Abstract
This study has examined the impact of Enterprise Risk Management (ERM hereafter) on life
insurance financial performance in Nigeria. Using purposive sampling technique, the study used
secondary data from annual report from thirteen (13) of the fifteen (15) life insurance companies
with 78 observations between 2012 and 2017, and analyzed this using Pearson product-moment
correlation coefficient on such ERM variables as return on assets, retention, underwriting, cost to
income, leverage, claims, contingency reserve, liquidity ratios. The data obtained was analyzed using
descriptive statistics and a regression analysis was used to estimate any significant influence between
life insurance companies ERM adoption and their financial performance. The findings revealed that
there is a joint cause relationship between ERM variables and financial performance, as each
variable predicted the dependent variable although individual predictors differ. It also indicated
that ERM implementation is not robust so as to effectively mitigate risks. Regulatory agencies should
enforce its directives on the industry to improve ERM framework and attract more investment in the
industry. Further studies could also be done to ascertain the impact of ERM on insurance firm’s
stocks and equity, and the effect on investors’ confidence.

KEYWORDS: Enterprise risk management, insurance company

1.1

INTRODUCTION

Businesses are more international than ever before and so are the regulations needed to drive the
global brand of companies due to its interrelatedness. Standards are thus set which are adopted by
the international community to drive equitable and fair business relations. Business dealings are laden
with risks which ought to be maximized to achieve desired business ends. The Nigerian life insurance
industry is fraught with these risks and thus implementing international standards is necessary to
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stem the tide. Enterprise Risk Management (referred to as ERM here in after) is currently most
effective comprehensive strategy the financial services industry use to mitigate risks. This research
is designed to assess the role and impact of ERM in mitigating these risks and its effect on the
financial performance of the Nigerian life insurance industry.

Several studies have been carried out on the active implementation of ERM in the organization, its
setup, functions roles and manner of the application by all members of the organization. This risk
culture coupled with an effective risk appetite drives the implementation of ERM to mitigate potential
harmful risks while harnessing positive risk opportunities to not only sustain the business existence
but make it a going concern (profitable). Hitchcox, et al. (2010) posited that there is a need for
insurance companies to implement ERM. This is because risk mitigation in insurance companies
from a historical point of view was practiced in silos and thus needed a holistic perspective in
managing the myriads of risks. Madhusudan and Johnnie (2006) added that each department handles
its risks independently, thus the need for an enterprise-wide approach to risk (Obalola, Akpan, and
Abass, 2014). Available research on the function of ERM in the field of insurance have catered for
the needs of insurance as a whole (Deloitte, 2014) and some, in particular, have focused on general
insurance (Obalola, Akpan, and Abass, 2014; Atokey and Abor, 2011) leaving life insurance behind.
This research will address this gap.

This research study is, therefore, significant in assessing in a combined and synergised manner, the
critical ingredients in ERM in the life insurance industry especially in Nigeria. It will help address
the lack of sufficient empirical research on the life insurance industry and bridge the gap. Other
research work in the industry has not paid particular attention to the life insurance sector; hence, this
study brings out the richness and uniqueness of life insurance with respect to general insurance
companies.
This research will highlight relevant philosophies and theories linked with the purpose and
significance of ERM in life insurance companies. Most especially the ones in Nigeria and more
precisely the role of ERM and the holistic view of risks in the organization and its effective
management as it applies to life insurance in Nigeria and its performance and impact on the economy.

This study seeks to understand clearly the types and degree of risks life insurance industry faces.
Many factors affect the life insurance companies; these increase the effect and severity of their
vulnerability, they include the following: the complexity, scope, and scale, volume of business and
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line size of the company. The industry is faced with other risks which include, liquidity, underwriting,
strategic, reputation, credit, operational, systematic, regulatory, actuarial, and market risks (Obalola,
Akpan and Abass, 2014; Kenny, Omowunmi and Faderera, 2014). This research will use these
performance indicators to ascertain the strength of risk management in the industry.

This research will evaluate the effect of ERM and the implementation of IFRS on the financial
performance of life insurance companies in Nigeria before and after its adoption in 2012. This will
give further insight into the success and failure rate after the implementation of ERM. This study
shall also identify areas in which the Nigerian life insurance industry can be enhanced through the
holistic approach of ERM techniques and to appraise how life insurance companies can manage their
risks effectively and attain a sustainable, efficient, profitable and competitive advantage in the
industry.

This research will thus try to find the impact that the implementation of the ERM has on the life
insurance sector performance. It shall also ascertain the difference in performance levels before and
after its implementation. This research will further add to the already existing literature on insurance,
risk, accounting, and management, with particular emphasis on the life insurance industry in Nigeria.

The rest of this study is organized in the following manner. Section two would highlight a brief
analysis of the relevant literature on the strategies and techniques of ERM and its adoption, Insurance
regulators role in ensuring effective implementation of ERM principles in mitigating risks, and other
critical areas that aid the understanding of the research work, then followed by section three where
the research methodology used in gathering data, the population of the study and instruments
employed in the analysis, then comes the penultimate analyzes of the data used in the research in
section four and finally, the research work makes a summary and conclusion of the findings,
concerning existing literature and proffers some recommendations that would be of benefit to the
insurance companies, industry, and the economy in section five.

2.0 LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT
The life insurance sector faces several critical risk decisions which ought to be managed effectively
and efficiently. ERM is a real tool that could be used to manage holistically, all the various risks
attached to the life insurance company. Scholars have agreed that a holistic approach is needed to
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tackle the different risks laden in all areas and departments of an organization. Thus, relevant
literature to this effect has been extensively analyzed and selected for review.

2.1

RISKS IN NIGERIA LIFE INSURANCE INDUSTRY

Insurance companies are in business purely because they accept the risks of clients in exchange for a
premium; these risks also increase their own risk as a business (Acharyya and Johnson, 2006;
Jabbour, 2011). In Nigeria, the industry is classified into life, non-life, composite and reinsurance.
For the purpose of this research we would be limited to discussions on life insurance. Due to the risks
in this industry, regulations are set to guide their transactions. In Nigeria, NAICOM and the Nigerian
Insurance Association (NIA) is responsible for setting out such rules and guidelines.

These

regulations are meant to protect policyholder from possible insolvency on the part of the company
(Jabbour, 2011). Thus, insurance companies need to have risk mitigating and optimizing mechanisms
in place to remain buoyant and profitable. The life insurance sector attracts huge premiums, pensions
and annuity which is invested in regulated markets that are highly risky yet, a measure of liquidity
would be maintained in the event of claims. Thus, the sector is risk-laden and highly regulated.

In Nigeria, the insurance sector is fraught these risks strategic, underwriting, liquidity, compliance,
reinsurance, reserving, reputational, market, operational, credit, systematic, actuarial, regulatory,
bankruptcy, default, currency, political, legal, counterparty, foreign exchange, interest rate risks,
(Kenny, Omowunmi and Faderera, 2014; Deloitte, 2014; Obalola, Akpan and Abass, 2014; Koller,
2011; Acharyya and Johnson, 2006; COSO, 2004). Wawera and Kisaki (2012) posit that the more
risky the venture, the higher the profit and that attempt to avoid risks would be tantamount to avoiding
profit. Hence, the need for managing of these increasingly interrelated risks.

Previously, risk management has been in silos; this system of management has been dubbed
traditional risk management (Acharyya and Johnson, 2006; Jabbour, 2011). The various insurance
company departments view risks differently and from different perspectives. For example the
underwriting, claims and reinsurance departments focus mainly on pure risks; the finance and
investment departments may be more concerned with speculative risks; a similar orientation applies
to the technical and operations department (Acharyya and Johnson, 2006). This means that each
department faces different risks as they carry out their respective functions. The Nigerian insurance
industry has been using traditional risk management. But the management of risks has grown beyond
the isolated treatment of the individual risks. An enterprise-wide, strategic and holistic approach is
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thus needed to effectively manage these risks. This is what is been termed as ERM (Acharyya and
Johnson, 2006) also named integrated risk management (Hoyt & Liebenberg 2008), and strategic,
holistic, and business risk management (Manab et al., 2006; D'Arcy, 2001). Thus, with ERM the
difficult and interrelated risks affecting each department in the insurance industry can be handled in
a holistic manner. Under NAICOM's directive, ERM began to be implemented in 2012 (Deloitte,
2014).

2.2

THEORY, FRAMEWORK AND CONCEPT OF ERM

(Merton & Bodie, 1995) posited that under the growth theory, effective utilization of savings,
investment and innovation can promote economic growth. Thus, performance indicators like return
on assets can stimulate firm’s growth potentials. The corporate governance theory hinges on strict
regulations of the insurance companies board, structure, activities and management (Grace & Klein,
2008; Podder, Skully, & Kym, 2013). The insurance industry is a highly regulated industry from
both local and international organizations. Also, under the agency and stakeholder theory, there are
diverse interests represented in the company and as a result there could be conflict of interest and
risks (Najjar, 2012;Tzafrir, 2005; Jensen & Meckling, 1976). In view of this, effective and holistic
risk management is essential in the insurance companies in order to satisfy these various interests.

Several scholars have tried to conceptualize ERM. For example, Kleffner, Lee & Mc Gannon (2003)
describe ERM as a risk mitigation mechanism within the organizations risk appetite and tolerance.
This definition takes cognizance of the operational and financial risks, but it is not holistic enough as
it fails to address the strategic and reputational risks the organizations face (Waweru and Kisaka,
2012). Thus, an effective framework for mitigating risk would be holistic comprising all departments
in the organization. The following perspectives of ERM give us wide-eyed view of what ERM should
entail. The Casualty Actuarial Science (CAS) looks at ERM from a strategic perspective. The
organization should be able to use its internal mechanisms (control and finance) to achieve its short
and long term objectives to add value to the shareholders fund and other stakeholders (CAS, 2003).
The Committee of Sponsoring Organization of the Tradeway Commission (COSO) further delineates
ERM as:
Process effected by an entity's board of directors, management and other personnel, in
strategy setting and across the enterprise, designed to identify potential events that may
affect the entity, and manage risk to be within its risk appetite, to provide reasonable
assurance of entity objectives (COSO, 2004 p. 2).
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This definition saddles the entire staff from top to bottom and all the rank and file of the organization
with the responsibility being involved with the risk mitigation process. It, therefore, behoves on all
departments to work together integratively to maximize risks so as to achieve the organization's
objectives. In time, this approach becomes a culture, whereby members can identify risk causing
events that would affect the establishment having known the company's risk appetite (Walker et al.,
2003). Thus, this would

allow effective decisions to be reached in record time and promote the

organization's objectives.
It is therefore imperative for the company to coordinate all the kinds of risks facing the organization,
articulate its risk appetite and translate that into proactive activities that would not only minimize but
maximize risks, Yazid et al. (2012) adds.
Figure 1

Interrelated parts of ERM
ERM
Internal Environment

Event Identification

Objective Setting

Risk Assessment

Information and
Communication

Risk Response

Monitoring

Control Activities

Source: Adapted from COSO, (2004)
ERM is made up of eight interconnected components (figure 2) that work synergistically to achieve
corporate objectives (COSO, 2004). The structure of COSO's ERM is to assist managers to act in
accordance with standards, regulations and guidelines. Thus, regardless of their size, technical ability,
expertise, experience, etc, managers would be able to adapt the COSO's ERM framework into their
company, posits Ballou and Heitger (2005).

2.3

ADOPTION AND IMPLEMENTATION OF ERM

Many insurance firms have adopted and are implementing ERM in their organizations. Standards and
Poor's, Fitch, A.M. Best and Moody's have set certain criteria of which ERM place an important role
in their ratings (Acharyya and Johnson, 2006; Jabbour, 2011). Corporate company catastrophe
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(Acharyya, 2008; Baranoff, 2004; Walker et al. 2003), recent regulations on ERM, corporate
governance and economic benefits (Lam, 2006) have served as drivers for the adoption of ERM. For
example, the New York Stock Exchange pressured its listed companies to begin adopting ERM in
2004. In 2005, rating agencies like Standards and Poor's and A.M. Best began including ERM in their
criteria for their ratings and by 2008, S&P's officially began its implementation on management
teams (Cole, 2008; Jabbour, 2011).
However, Pagach and Warr, (2011) opined that if regulatory reasons drove the adoption of ERM, it
would make no difference between those who adopted and those who did not. And Jabbour (2011)
added that unless there are some economic benefits, companies might not be interested in its
adoption. Furthermore, Hoyt and Liebenberg (2011) and Beasley, et al. (2005) in their respective
studies, established that the size of the company will affect ERM adoption positively. Deloitte's
survey in 2011 revealed that more and more financial companies are creating a different risk
department with the CRO as head and taking the more strategic role; although they have had
difficulties implementing it or complying with regulations (Deloitte, 2011).
In another survey, Deloitte (2014) investigated the state of ERM practice in Nigeria insurance
industry. They came up with a five stage risk management maturity model: ad hoc, fragmented,
comprehensive, integrated and strategic levels with ad hoc as the least efficient and strategic as the
most efficient way of risk management. In their view the Nigerian insurance industry was hovering
between adhoc and comprehensive levels of maturity. Thus, the need for these firms to have a stable
and ‘robust ERM structure, which will make it easier for businesses to maximize value from risk
management activities' (Deloitte, 2014, p5). NAICOM who is responsible for the regulation of the
industry issued guidelines on the implementation of ERM, which took effect in 2012 (Deloitte, 2014).

2.4

DETERMINANTS OF ERM IMPLEMENTATION

Several factors have been put forward to serve as drivers or motivators and determinants of ERM
implementation. Acharyya and Johnnie, who examined the development of ERM in Europe,
identified these factors as the leadership of the CEO and CRO (as the main driving force), internal
regulation (corporate governance), external control (Solvency II) and the dynamic risk horizon
(Acharyya and Johnnie, 2006). Ishaya and Siti referred to these as "internal audit effectiveness,
human resource competency, regulatory influence and top management commitment" (Ishaya and
Siti, 2015, p750). Even though there is regulation and economic resource, it finally boils down to
the attitude of the personnel (board, CRO and CEO) towards implementing ERM in the organization.
Deloitte's risk survey in Nigeria revealed that the CEO, CRO and board are taking active involvement
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in driving ERM. Over 50% have set up risk committees both at management and board levels, with
over 80% having a designation for CRO. However, a meager 19% reported that the CRO's
recommendations are fully implemented. This shows the extent of the challenge involved in actually
implementing ERM in the industry. Though there is regulation on the issue from NAICOM,
enforcement is lacking and the motive is compliance based and not strategic, relates Deloitte (2014).

2.5

THE RELATIONSHIP BETWEEN ERM AND ORGANIZATIONAL
PERFORMANCE IN INSURANCE INDUSTRY.

Rating agencies and other financial institutions and agencies like A.M. Best, Fitch, Standards and
Poor's and Moody's have set certain criteria of which ERM place a significant role in their ratings
(Acharyya and Johnson, 2006; Jabbour, 2011). For example, the New York Stock Exchange
pressured its listed companies to begin adopting ERM in 2004. In 2005, rating agencies like
Standards and Poor's and A.M. Best began including ERM in their criteria for their ratings and by
2008, S&P's officially began its implementation on management teams (Cole, 2008; Jabbour, 2011;
Standards and Poor's, 2016). A.M. Best for example, "uses both quantitative and qualitative analysis
as well as the firm's balance sheet strength, operating performance and business profile"(A.M. Best,
2014, p16). Thus, they use available risk data in the financial statements of these firms to generate
ratings which reflect on the organization’s performance. IFRS risk disclosure and financial reporting
also reflects on ERM as a tool to mitigate and optimise risk.

2.6

GAPS IN THE LITERATURE AND RESEARCH HYPOTHESIS

Recent studies on ERM have been revealing, yet some gaps exist that this research would try to
address. Available research on ERM mostly has focused on the surveys and the use of primary data
which is more qualitative than quantitative; though some have derived numerical data from those
surveys to quantify behaviors, attitudes and opinions. However, some researchers have focused on
the use of secondary and historical data to quantify and analyze. Qualitative and quantitative research
are rather complimentary than in opposition
Acharyya and Johnnie's (2006) study on ERM in 4 major European insurance companies was mainly
exploratory, as it sorts to understand the performance of ERM in those organizations. This study
reveals that there are challenges in implementing ERM in institutions (cultural and communication
obstacles) because each department has a peculiar risk and their levels of understanding risk vary and
that affects the implementation of ERM. More so, the study employed a case study approach; this
approach is difficult to generalize. Also, it focused on European countries and not emerging nations
like Nigeria.
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The Deloitte (2014) survey examined the state of ERM implementation in the Nigerian industry. It
also used the questionnaire survey approach administered to 34 of the 41 insurance companies
surveyed. Using a capability maturity model, the ERM into five stages ad hoc, fragmented,
comprehensive, integrative and strategic (ad hoc stage is more reactive than proactive and lack
modest understanding of ERM and risk measurement while the diplomatic stage is marked for robust
ERM processes and continuous development of the process). Their survey revealed that Nigerian
insurance companies lie in between ad hoc and comprehensive stages and that they need to improve
upon their ERM structure and framework to include a proper governance framework, and the use of
risk tools for precise measurement and testing (stress test and risk models). Not only did this study
use the questionnaire survey approach, but it is also a more general survey as its scope covers the
whole insurance industry and is more qualitative than quantitative. The lack of experimental
substantiation that the effect of ERM on insurance companies hampers the development of ERM
states Hoyt and Liebenberg (2011) and Jabbour (2011). This research will complement some of these
investigations as it focuses on the use of quantitative techniques and secondary data (empirical) from
the life insurance industry.
A near similar research on the Nigerian insurance industry was conducted by Obalola, Akpan and
Abass, (2014). They investigated the relationship ERM has on organization’s performance. Using
panel data approach and a regression model, they examined 10 out of 49 general insurance companies
(secondary data) and compared the most successful and the least successful general insurance firms.
They found a significant correlation between both ERM and organization’s performance. This
research study differs from that of Obalola, Akpan and Abass, (2014) in that it seeks to analyze the
impact IFRS risk reporting and ERM has on life insurance in Nigeria. It shall examine the data from
the adoption of IFRS in 2012 to date to determine its impact on the life insurance organizations.
The majority of existing studies are mainly in surveys form. Several scholars have used surveys on
ERM and organizations (DeFond, et al., 2014; Deloitte, 2014; Okpala, 2012; Liebenberg and Hoyt,
2003; Kleffner et al., 2003; Beasley et al., 2005). These researches are valuable in exploratory and
explanatory information and do not explicitly discuss ERM in the life insurance industry. This
research will address and compliment this by focusing on quantitative research that would link
available data with organization’s performance. This leads to the following hypothesis:
Ho1: There is no significant relationship between ERM variables and organizational
performance in the life insurance sector for the period of 2012 and 2017.
This hypothesis when tested will give insight into the aims and objectives of this research. It will
help ascertain the effect of ERM has on the financial performance of life insurance companies in
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Nigeria. This will give further insight into the success and failure rate after the implementation of
ERM. This study shall also identify areas in which the Nigerian life insurance industry can be
enhanced through the holistic approach of ERM techniques and to appraise how life insurance
companies can manage their risks effectively and attain a sustainable, efficient, profitable and
competitive advantage in the industry.

3.0

DATA AND RESEARCH METHODOLOGY

3.1

DATA COLLECTION METHODS AND SAMPLE

Secondary data were obtained from websites and annual reports of the thirteen (13) life insurance
companies and NAICOM which provided information on ERM. The data obtained was a balanced
panel data. The essence of this grouping is to find out if there is any impact of implementation of
ERM strategies in risk mitigation.
The population for this study is the fifteen (15) life insurance companies licensed and operating in
Nigeria. Thirteen (13) out of the fifteen (15) life insurance companies were selected using purposive
sampling method. The researcher selected this type of sampling because quantitative research design
guides the research. Thus, data was sourced from the internet (annual reports of the life insurance
companies that have an ERM framework and employ the IFRS reporting system. Some researchers
have used data derived from annual reports (Obalola, Akpan and Abass, 2014; Jabbour, 2011). Thus,
this research thus uses this method.

3.2 METHOD OF DATA ANALYSIS
The method used data analysis for this study was chosen due to its relevance to the positivist research
paradigm. There are several quantitative techniques used in analysing secondary data. Panel data
was selected and used to analyze the data. The use of a regression model is widely used by scholars
(Obalola, Akpan and Abass, 2014; Acharyya, 2009). Thus, IBM SPSS Statistics 21 was used to run
a regression on the data. Several variables are employed in the measurement of ERM. Standards and
Poor’s and A. M. Best use industry, strategic, operational, liquidity, financial, underwriting risks as
measures for analyzing and rating commercial organizations (Standards and Poor’s, 2016; A.M. Best,
2014). Furthermore, Acharyya (2009) put forward that ERM is a function of financial risk, insurance
risk, hazard risk and operational risk. Life insurance business in Nigeria focuses on pensions, annuity
and life funds. Its goal is to provide protection for clients against loss of income and provide a
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measure of security. Thus, life insurance firms must ensure sufficient funds are available to pay for
maturity, claims and annuity when they become due.
Since profitability on investments is vital to the industry’s growth and sustainability. Hence, the gross
premiums, net premiums, contingency reserves, underwriting expenses, claims expenses and
operating expenses were used. From these performance indicators, ratios were obtained which were
used as ERM variables (claims ratio, underwriting expense ratio, liquidity ratio, the cost to income
ratio, contingency reserve ratio and retention ratio). Return on asset was used to evaluate the
performance of the life insurance firms before and after the adoption of ERM.

3.3

MODEL SPECIFICATION

The functional form of the linear model is stated as follows:
ROA = ƒ (RETR, UNDR, CONR, CLMR, LEVR, LIQR, CIR)

(1)

Where:
ROA = Return on Assets (Net Income/Total Assets)
CIR = Cost to Income Ratio (Operating Expenses / Gross Premium)
CONR= Contingency Reserves Ratio (contingency reserves / Gross premium)
LEVR=Leverage Ratio (Total Liability/Total Equity)
CLMR=Claims Ratio (Claims expenses/Gross Premium)
RETR= Retention Ratio (computed as Net premium/Gross Premium)
UNDR=Underwriting Ratio (underwriting expenses / Net Premium)
LIQR = Liquidity Ratio (Liquefiable Assets/Qualifying Liabilities)
The model in an econometric form is:
ROAi = β0 + β1RETRi + β2LIQRi + β3CIRi + β4UNDRi + β5CONRi + β6CLMRi + µ (Ho1)
The formulated hypotheses were also tested using statistical techniques of two samples Pearson
product-moment correlation analysis and multiple regression analysis available on IBM SPSS
statistical 21 software. The study adopts Multiple Linear Regression Technique in establishing a
relationship between ERM variables and organizational performance of the insurance industry for
the period of 2012-2017. The statistical techniques used alongside the multiple regression techniques
include the coefficient of determination (R2), Anova (F), standard error test, test of correlation (T),
multicollinearity test of Variance Inflation Factor (VIF) and Tolerance Values. Also, two-sample
ANOVA was also used to establish and understand the nature of the relationship that exists between
organizational status and organizational performance.
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4.0 DATA ANALYSIS, PRESENTATION AND FINDINGS
4.1

DATA CHARACTERISTICS AND RELEVANCE

The data used were secondary data sourced from the annual reports of the companies investigated,
the Nigerian Insurance Digest and from NAICOM. Several performances indicators were utilized for
this study and they include: return on assets, liquidity ratio, leverage ratio, underwriting ratio,
retention ratio, claims ratio, the cost to income ratio, combined ratio and contingency reserve ratio.
These were used as ERM variables, as they represent strategic, financial, insurance, liquidity, credit,
operational, underwriting and hazard risks (Standards and Poor's, 2016; A.M. Best, 2014; Acharyya,
2009). The research employed the use of panel data for a six year period of 2012 to 2017.

4.2

DESCRIPTIVE STATISTICS

The table (2) below shows the descriptive statistics for the data used in this paper. The return on
assets for the sampled life firms has a mean average of 0.0340 with a minimum and maximum value
of 0.0000 and 0.2182 respectively, which justify the standard deviation value of 0.0477. Thus, this
implies that the profitability ratios for the sampled life firms clustered around the mean value of
0.0340. Further, the mean values for return on assets are only about 3.40% and this indicates that the
profitability of the life firms sampled is low and reveals that more risk management is needed to
reduce the adverse effects of their risks while maximizing it so as to get the most on returns.
Table 2: Result of descriptive statistics
Descriptive Statistics

Retention Ratio

N

Minimum

Maximum

Mean

Std. Deviation

78

0.0000

1.0000

0.6075

0.4244

-0.3589

2.0702

0.2302

0.4448

Contingency Reserve 78
Ratio
Underwriting Ratio

78

0.0000

1.8417

0.3151

0.3984

Liquidity Ratio

78

0.0000

13.5266

1.6725

2.3414

Cost To Income Ratio

78

0.0000

11.6678

0.4344

1.3376

Claims Ratio

78

0.0000

1.2010

0.2568

0.2657

Leverage Ratio

78

-2.8178

38.9579

1.3859

4.4767

Return On Assets

78

0.0000

0.2182

0.0340

0.0477

Valid N (listwise)

78

Source: Research data computed
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4.3

DATA PRESENTATION

A panel of time series data from 13 sampled life insurance company's financial statements over a sixyear period was examined. Based on financial statements, indicative performance ratios were derived
and used as ERM variables as shown in Table 3. We notice performance indicators that were used as
the variables for this study. Life insurance performance is measured by return on assets. Due to its
kind of products: (savings, annuity, pensions and term products), premiums accumulated need to be
invested in profitable returns so as to meet their claims and maturity obligations. Return on assets
maintained its steady increase over the period. Return on assets gives an idea as to how efficient
management is at using its assets to generate income. It can be observed that there has been a
sustained increase in returns on assets over the six-year period, with a mean average of 121.09%. The
spike in 2012 may have been as a result of the figures distortion due to the new accounting standards.
Nevertheless, ROE a 28% increase in 2014 after IFRS implementation.
Nevertheless, ROA a 27% increase between 2015 and 2017 after IFRS implementation.
The percentages for 2015 and 2016 are low due to lack of an effective risk management framework.
This corroborates the finding of Deloitte (2017) about the Nigerian insurance industry. Their survey
revealed that Nigerian insurance companies lie somewhere between ad hoc and large stages and that
they need to improve upon their ERM structure and framework to include a proper governance
framework, and the use of risk tools for precise measurement and testing (stress test and risk models).

Table 3 Performance indicators used as ERM variables
2012

2013

2014

2015

2016

2017

Retention Ratio

2.935

3.836

7.987

19.645

11.209

9.763

Contingency

0.681

0.736

1.552

6.802

5.584

4.149

Underwriting ratio

1.353

1.550

2.545

9.042

7.222

5.409

Liquidity Ratio

0.893

39.369

29.325

49.006

22.040

19.145

Income 1.895

13.396

5.694

9.618

5.033

3.937

Reserve Ratio

Cost

to

Ratio
Claims Ratio

0.927

0.666

2.235

7.679

5.960

4.801

Leverage Ratio

4.964

7.697

12.984

20.304

18.347

56.787

Return on Assets

0.002

0.051

0.350

0.953

0.823

0.823

Source: Research data
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Moreover, there is a dearth of available data from some of the companies between 2009 and 2010,
which may have skewed the data. There is a steady increase in percentage over the period which may
indicate how well the life insurance firms convert their assets and equity into cash. This increases
their ERM ratings and investor confidence as well as their teaming stakeholders.

4.4

RESULTS, ANALYSIS AND DISCUSSION OF FINDINGS

A bivariate correlation analysis was conducted on all variables to explore the relationship between
the variables; this is found in Table 4. The Pearson product-moment correlation coefficient was
performed to evaluate the null hypothesis (Ho 1) that there is no relationship between ERM variables
and organization performance (N=78). There were no problems with normality, multicollinearity or
homoscedasticity (see figure 3: scatter plot and figure4: histogram)
Figure 3 below, shows that the line of best fit is pretty straight and the scores are clustered on both
sides of the line which indicates a proper distribution of the data along the regression line.
Figure 3

Scatter plots of the data showing its linearity

Source: Research data computation
Figure 4

Histogram showing the normality of the data
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Source: Research data computation

There was significant evidence to reject the null hypothesis (H0), and conclude that there is a
relationship between ERM variables and organization performance in the sampled life insurance
firms, with a mean of 0.340 and standard deviation of 0.364, R (77) =.762, R2 = 0.580, p < 0.01.
Table 4 shows the Pearson correlation results and Table 5 shows a summary of the model. The
analysis was subject to two tailed tests at 0.01% and 0.05% levels of significance.
The analysis revealed that ROA has a strong positive significant relationship with ROE (p-value =
0.000, a moderate positive significant relationship with leverage ratio (p-value = 0.000), and a weak
positive significant relationship with retention ratio and liquidity ratio (p-value = 0.014 and 0.009
respectively).However, contingency reserve, underwriting, and claims ratios had a positive
relationship with ROA, except the cost to income ratio which had a negative relationship, but were
not statistically significant (see Table 4).
The Pearson product-moment correlation analysis of the ERM variables show a generally positively
relationship indicating that a holistic ERM approach is vital and should be proactively adopted in
tackling the risks of the life forms while maximizing returns so as to meet the obligations (claims,
maturity, annuity and pensions).
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Table 4

Pearson Correlation results
Return

Reten Contingenc Underw Liquid Cost

Claims Leverag

On

tion

Ratio e Ratio

Assets

Ratio Ratio

y Reserve riting
Ratio

ity

To

Ratio

Income
Ratio

Return On Assets

1

.365

.131

.207

.292

-.023

.248

-.040

Retention Ratio

.365

1

.359

.465

.105

.234

.654

.124

.359

1

.563

-.009 -.002

.356

-.039

Contingency Reserve .131
Ratio
Underwriting Ratio

.207

.465

.563

1

-.036 .174

.337

-.052

Liquidity Ratio

.292

.105

-.009

-.036

1

.102

-.108

-.023

Cost To Income Ratio -.023

.234

-.002

.174

.102

1

.019

-.044

Claims Ratio

.248

.654

.356

.337

-.108 .019

1

.023

Leverage Ratio

-.040

.124

-.039

-.052

-.023 -.044

.023

1

Source: Research data computation
Further, Table 5 indicates that the Durbin –Watson result (1.691) indicates the data regressed is ok
and there is the independence of observations since the value is between 1 and 3. There is no
significant change in the R square (0.580) and adjusted R square (0.531) so the model is a good
indicator of our effect size. Thus, 53.1% of the variation in ROA is explained by the variation of the
independent variables.
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Table 5 Model summary showing the regression and coefficient of determination
Model Summaryb
Model

R R Square Adjusted

Std. Error

R Square of

Change Statistics

the R

Estimate

F

Square

Durbindf1 df2 Sig.F

Change

Watson

Change

Change
1

.762a .580

.531

.032677

.580

11.912

8 69

.000

1.691

a. Predictors: (Constant), Return On Equity, Cost To Income Ratio, Contingency Reserve
Ratio, Liquidity Ratio, Claims Ratio, Leverage Ratio, Underwriting Ratio, Retention
Ratio
b. Dependent Variable: Return On Assets
Source: Data computation results

Table 6 Anova Table showing the significance of the model
ANOVAa
Model

Sum

of

df

Mean

Squares
1

F

Sig.

11.912

.000b

Square

Regression

.102

8

.013

Residual

.074

69

.001

Total

.175

77

a. Dependent Variable: Return On Assets
b. Predictors: (Constant), Return On Equity, Cost To Income Ratio, Contingency
Reserve Ratio, Liquidity Ratio, Claims Ratio, Leverage Ratio, Underwriting Ratio,
Retention Ratio
Source: Data computation results

The Anova table indicates that we have an F-value of 11.912 and for the degree of freedom (8 and
69), the P-value (0.000) is a extremely significant. Table 7 below, shows a summary of each of the
predictor variables contribution in the regression model.
It is noted that the model does not have a problem of multicollinearity as indicated in the values in
the collinearity section of table 7; the tolerance coefficient do not exceed 0.90 and VIF values further
validates this. Comparing the individual variable contributions, it is observed that in the
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unstandardized beta coefficients, the variables do not vary considerably except for the return on
equity. However, in the standardized beta coefficients, the variables are significantly variable and
reveal each variable's contribution to the model.
Table 7 Coefficients and Collinearity statistics result
Coefficientsa
Model

Unstandardised Standardised
Coefficients
B

Std.

T

Sig.

Correlations

Collinearity

Coefficients

Statistics

Beta

Zero-

Error

Partial Part

order

(Constant)

.000

.007

Retention

.025

.013

.219

-.004

.010

-.033

Toler

VIF

ance

.003 .998
1.829 .072

.365

.215

.143

.426 2.350

.736

.131

-.041 -.026

.639 1.565

Ratio
Contingency

-

Reserve Ratio
Underwriting

.338
.004

.012

.029

.285 .776

.207

.034

.022

.575 1.738

Liquidity Ratio .002

.002

.089

1.043 .301

.292

.125

.081

.836 1.196

Cost

.003

-.061

-.023

-.088 -.057

.868 1.152

.248

.032

.508 1.970

-.040

-.414 -.295

Ratio

To -.002

-

Income Ratio
Claims Ratio

.467

.731
.005

Leverage Ratio -.003

.020

.029

.001

-.327

.268 .790
-

.000

.021

.813 1.230

3.780
Source: Data computation results

In comparison, the largest standardized beta coefficients have a significant impact on the design. In
this case, we have, return on equity and leverage ratio (0.689 and -0.327 respectively) that have a
positive and negative significant influence on the dependent variable ROA respectively. Retention
ratio is the closest that may have an impact on ROA with a near significant value of 0.072. However,
the other variables may not have any real influence on the dependent variable as also indicated in
their respective p-values. Hence, in this case, each of the variables does predict the model but only
returns on equity and leverage ratio have a significant influence on the dependent variable. It should
be noted, however, that the number of years used may not give a precise prediction of the results
outcome.
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5.0

SUMMARY OF DATA ANALYSIS AND FINDINGS

The research determined to ascertain and test the hypothesis using IBM SPSS Statistics 21. Firstly,
to ascertain if a relationship exists between ERM variables and organizational performance in the life
insurance sector for the period of 2012 and 2017. Several ratios depicting the risks in life insurance
firms were used in the study. It was found that retention, underwriting, the cost to income, leverage,
claims, contingency reserve, and liquidity ratios as well as return on equity predicted the dependent
variable return on asset. It was found that 53.1% of the variation in ROA is explained by the variation
of the independent variables. The findings seemed to show that there is a positive relationship
between ERM variables and organization performance, thus rejecting the null hypothesis (H0) and
accepting the alternate.

However, limited financial data was used to test ERM variables, so the results though looks good
cannot be trusted. For example, the change in profitability could simply be because of a change in
accounting or because stock markets and bond markets were strong. These findings have thus solved
the research problem and hypothesis. It shows that with this new regulation, life insurance firms can
meet their obligations (claims, maturities, pensions, annuities and term contracts), attract investors
and build goodwill and reputation, ultimately remaining viable in business. This study thus adds to
the empirical research on the life insurance industry and academic literature.
Various limitations were encountered in this paper. One primary limitation is the time allocated for
this study. Resources available for the study were also limited. The data collection process also
problematic as some company data was not available online or incomplete as the life firms were not
internet connected in the previous years, hence, the use of data for a six-year period. More so, due to
the change in accounting standards, this may have distorted some figures. Also, mergers and
acquisitions in the industry have rendered some of the firm's data obsolete and unavailable, which
have contributed to the research limitation.

Further, life firms should transcend from a regulatory view of ERM to a strategic one. This view will
improve upon their implementation rate and quality. This is necessary as the corporate existence of
a company is not just measured regarding profitability but on goodwill and reputation which will in
turn translate into a sustainable business outfit.
The findings of this study will have a positive impact on the industry and academic literature. It thus
adds a new perspective to the existing literature on accounting, insurance and risk management. The
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findings revealed that the implementation of a holistic approach to risk management can influence
organizations to perform better, manage risk efficiently and maintain sustainability.

It should be noted however; that this paper is drawn from a thesis work submitted to a university for
the award of a degree and may be available online as the author wishes to publish this at this time
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Abstract
Firms are not always in competition sometimes, they cooperate with each other to circumvent the
growing complexity of business environments. The pulling of resources to synergize may be the way
out for firms with perceived challenges to sell their core competence. The study focused on strategy
alliance as an approach to business growth and stability with reference to Nigerian Breweries Plc. It
is a theoretical research that explored qualitatively the concept of strategy alliance. Data were
sourced from journals articles and company annual reports. The analyses revealed that strategy
alliance is an innovative way for firms to tap into other firms’ technology, managerial competency
and resources. Therefore, strategy alliance provides firms with the opportunity to stay in business,
cut cost and generate revenue for growth and stability. Alliance is healthy for partners as well as the
environment as it minimizes waste and seeks new ways to improve on factor input through research
and development. However, alliance is susceptible to instability and failure if not properly articulated
and implemented. Therefore, managers should not be afraid to create alliances with firms even their
core rivals because such alliance may yield many strategic benefits, expand markets and increase
growth prospects but the choice of strategic partners must be made carefully because it is a major
determinant of stability of the partnership.
<

Keywords: Strategy alliance, business growth, business stability

1.1

Introduction
No individual or group is self-sufficed. This insufficiency is evident when the individual or

group is confronted with challenges. Often challenges call for collaboration to overcome. The
nuclear threat from Saddam Hussein showed the weakness of the world power and led to their
cooperation with the United Kingdom and Australia in the 2001 Afghan war. Similarly, threat from
the militant group - Islamic State called for global coalition to counter the threat. Organisations that
form alliances believed that strength is might and lies not only in the prudent application of their
resources but in joint forces with firms that complement their capability (Ekpudu, Aigbepue &
Olabisi, 2013). Strategy alliance is the cooperation between two or more organisations to pull
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resources together to achieve some strategic goals while still maintaining their independence
(Rambo, 2012).
The business environment can be unassuming for firms to operate without some forms of
interdependence. The business environment is becoming complex and resources are becoming
scarce. Competition is on the increase and firms are trying endlessly to outdo the other. All these
activities can make it difficult for firms to achieve their strategic goals without some forms of
collaboration. In recognition of this, Nigerian Breweries (NB) Plc had aligned its strategies with
others firms and benefited from their competencies and expertise. By cooperating with other firms,
NB had over 60 years, used patents through franchises and licenses to grow its business and expanded
to what it is today. The collaborations had help reduce tensions in the industry and increase market
placidity. Thus, through partnering with other firms, NB had grown with less competition until
recently when other firms adopting same strategy are thriving.
Alliance does not guarantee automatic firm’s growth but it creates the conditions for firms to
thrive (Ogbor & Ogbor, 2009), and this can culminate in firm’s growth and stability when manage
harmoniously. This paper is a theoretical assessment of strategy alliance as an approach to business
growth and stability with particular reference to Nigerian Breweries Plc. It portrays strategy alliance
as pivotal for business growth and stability. The findings of the study are discussed with implications
for firms in Nigeria.
1.2

Objectives of the study

1. To examine the effect of strategy alliance on business growth.
2. To assess the influence of strategy alliance on business stability.
1.3

Statement of the problem
Firms in Nigeria tend to cluster around specific product lines with low capital requirement

and less technical competence whereas they can form partnership to overcome some of their
challenges. Aun (2014) remarked that Nigerian firms develop at slow pace because they do not seem
583

Proceedings of the 8th International Conference of Accounting and Finance
Research Association (AFRA), held 4th – 6th November, 2018
to collaborate. As a result, they tend to suffocate their growth potentials in already saturated and
turbulent markets competing for limited opportunities. Not many firms have realized they can form
strategy alliances and still remain independent to enable them reach their potentials. Consequently,
the firms’ growths are stunt and many do not survive their first decade.
Strategy alliances do not guarantee automatic benefits but well-articulated alliance with
meticulously chosen partners may create stability and growth for the partners (Thomas, 2014; Nagel,
2015; Ogunkoya, Hassan, Elumah & Kareem, 2015). On this premise therefore, there is need to
assess the performance of firms that have over the years employed the strategy and enquired how
strategy alliance influence firms’ growth and stability?
2.1

Theoretical framework
The concept of strategic alliance is supported by cooperation and system theories.

Cooperation theory suggests that firms that cooperate with each other have higher advantages than
firms in competition with each other (Robotka, 1947). Competition results in win-lose advantage
whereas cooperation yields win-win benefits.

Competition creates domineering and lopsided

benefits, whereas cooperation is synergistic. Thus cooperation theory recommends cooperation over
competition. System theory suggests that the outcome of two or more acting in synergy is higher
than the sum of the outcomes of the firms acting alone.
2.2

Conceptual framework
When two firms form alliance, they complement the weaknesses of each other. Figure one

shows the alliance of two firms A and B. Such alliance can result in synergy that may yield benefits
greater than the sum of what the firms may benefit acting alone.

Growth

A

AB

B

Stability
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FIG. 1: Strategic alliance and business growth and stability
Source: Author’s computation

2.2

Concept of strategy alliance
Business organisations regardless of their age, size, strength and experience can form alliance

at any level to achieve whatever goals they set for themselves. Such linkage may require the firms
to pull resources (capital, technology, personnel, idea, or other resources) to achieve some strategic
goals (influence government policy, enter new market, overcome some environmental constraint,
float a new venture, reduce competition, expansion or other objectives). Strategy alliance is a
cooperative agreement between two or more firms to do some tasks that will be mutually beneficial.
According to Raue and Weiland (2015), strategy alliance is a top level management agreement to
partner with other firms towards achieving specific aims. Mokhtar (2013) defined it as a deliberate
contract entered into by two or more separate entities that forms part of their overall objectives and
contribute to its accomplishment through cooperation that is mutually beneficial. Mowery, Oxley and
Silverman (1996) described it as an explicit agreement between firms to achieve some objectives
while remaining distinct entities.
According to Pellicelli (2003) exchange of core competence is what constitutes strategy
alliance. By this description, Pellicelli excluded all forms of firms’ partnership from strategic alliance
except is has to do with exchange of core competence. For Todeva and Knoke (2005), strategy
alliance can take any form inasmuch as the autonomous firms remain legally independent, they can
share benefits, managerial control and contribute in any strategic areas. By these definitions, strategy
alliance is a wide spectrum of cooperative collaboration between firms where the partnering firms
contribute in their core areas and derive benefits in exchange while maintaining their individual
identities. Alliance results in relationships where firms inter-depend on each other to achieve goals
that are mutual.
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2.3

Types of strategy alliance
Plethora of inter-organisational relations and interdependent exist in literature with diverse

opinions on what should or should not constitute strategic alliance. Pellicelli (2003) categorised
strategy alliance in terms of relationships between firms regarding assets management, assets
separability and assets appropriability. This form of classification of alliance clearly shows the level
of cooperation between the firms, the governance structure and the level of integration. By this
classification, network alliance, market relations, industry standard groups and cartels are forms of
alliances with weak relationship. Resources do not have to be jointly managed in pursue of causes
that cannot be separated and, risk of one or more firms appropriating resources is high. Sub
contracting, licensing and franchise relationship are also contractual with closer ties than the
aforementioned. Resources can be isolated and separated and the risk of appropriation of resources
by other firms is quite low. Joint venture, consortia, strategic cooperation and equity investments are
based on ownership of capital in which firms concerned own percentages of equity stake in the firm’s
capital structure. All these are illustrated in the figure below.

Weak relationship

Relation based
on contracts

Formalized relation based
on ownership of capital

Formalized
integration

Form of alliance

Network alliance;
action sets, market
relations; industry
standard groups, Cartel

Subcontractor;
licensing;
franchise

R&D Consortia; Joint
venture; Strategic
Cooperative; Equity
investment

Merger &
acquisition

Factors that
influence assets
management

Resources that do not
have to be managed
jointly

Resources that
can be isolated

Resources that must be managed jointly

Assets
separability

Resources that cannot
be separated

Resources that can be separated

Assets
appropritability

High risk that one or more partner could
appropriate resources

FIG. 1: Forms of strategic alliances
Source: Pellicelli (2003)
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Raue and Wieland (2015) typified strategy alliance in terms of horizontal, vertical and
diagonal alliances. Horizontal alliance is a kind of linkage where firms in the same industry
collaborate. This type of alliance helps them overcome some market conditions such entry into new
market, expansion of existing products and avoid competition. This type of partnership is common
in electronic industry. The alliance of Apple, IBM and Motorola in early 90s is a typical instance of
horizontal alliance. IBM, an enterprise computing firm and Apple, a consumer computing firm along
with Motorola teamed up against Microsoft the market leader. Similarly, Total Nigeria, Taxaco,
National Oil and Chemical Marketing Company and Mobil joined alliance and installed Joint User
Hydrant Installation Depot in Murtala Mohammed airport to hold fuel for Jets (Ekpudu, Aigbepue &
Olabisi, 2013). The multimillion naira depot is still profitably serving the firms. Such alliance creates
healthy competition and helps avoid waste of funds.
Vertical strategy alliance occurs when firms engage in forward or backward integration. Firm
can move forward to combine with its product distribution networks or align their strategy with
suppliers of their inputs in backward integration. These forms of integration enable firm to leverage
on the resources of the partnering firm. According to Gold (2015), it is useful for growing or
developing firms. Vertical alliance reduces the rigor involve in procuring inputs and eliminates
product handling and distribution related problems. Diagonal alliance is linkage between firms in
different industries.
According to Das and Teng (2000), strategic alliances can be contractual based on general or
specific agreement across a given period. In this regard, Estelyiova (2012) mentioned equity, nonequity and minority alliances. Equity alliance is an investment partnership where firms jointly posses
the equity capital of a firm. The investing firms hold percentages of the total equity capital of the
firm. This gives them right to jointly manage the firm and share all benefits and risks involved. Nonequity or contractual alliance is a linkage where the partner firms team up without equity share
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capital. Dominance alliances of this type are formed for negotiation, lobbying, research and
development and other specific roles. Minority alliances are cooperative partnerships where
concerned firms take up minority equity positions in the equity structure of the other firms. The
intent may not be to leverage on the resources of the partnering firm or control the operations but to
earn additional income from the firm.
2.4

Strategy alliance as pivotal for business growth
Business organisations are devising ways to circumvent the growing complexity of the

environments. One way firms mitigate the challenges of today business environment is through
strategy alliances. Strategy alliance offers partnering firms the opportunity to join forces to take
advantage of opportunity in the environment (Aun, 2014), or overcome constraints (capital
formation, process or managerial) in firms’ way of meeting strategic aim (Tugores-Grarcia, 2012).
Such partnership offers synergy which the individual firms cannot achieve acting in isolation (Hamel
& Prahalad, 2005). When firm adopts a form of strategic alliance, painstakingly select partners and
carefully implement the agreement, the prospect is that the firm reaps from the many benefits of the
alliance which Ogbor and Ogbor (2009) listed as leading to the attainment of competitive advantages,
gaining access to sources of supplies of inputs, achieving distribution opportunity, brand recognition,
shared risks, access to new or specific market and gaining technical knowhow or manufacturing
capability.
No one business possesses all these market and environmental feats but firms with
complementary strength can join partnership toward achieving them (Todeva & Knoke, 2005;
Rambo, 2012). A firm with market potentials but without manufacturing ability can partner with
firms that posses such expertise through license, franchise or some other alliance to use such
exclusive rights in exchange for royalties. For same reason, United African Company (UAC) and
Heineken incorporated Nigerian Breweries Plc in 1946. Nigerian Breweries is an enduring legacy of
strategic alliance. The Company had over the years formed several alliances that have proven
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successful. For instance, 18 years after its incorporation, NB entered into franchise with Schweppes
International to market Schweppes products in Nigeria. Two years after, NB entered into another
alliance with L. Rose and Co. Limited to produce range of squash drinks.
The success of the alliances let NB to expand its market, established Breweries in Aba, Ibadan
and expanded Lagos Brewery between 1955 and 1982.

Consequently, several other strategic

alliances were made with Guinness Nigeria in 1983 to promote the search for the cultivation of barley
around Lake Chad Basin and, with Cadbury Beverages International UK in 1996 to reintroduce
Schweppes range of products. In the 90s, NB partnered with Music Stars to promote range of
products through Mega Jam & Star Trek concerts and, in 1999 it entered into joint value partnership
with French Company PerierVittel MT. In 2011, NB acquired Sona Breweries. Previously in 2005
it entered into agreement with management of National Arts Theatre to refurbish the facilities.
Usually under such agreement no products other than NB products would be sold or consumed at
events held in the Theatre during the tenure of the agreement.
All these strategic alliances helped NB grow in profit and in market coverage with 19 brands
in its portfolio and 59 stock keeping units in its catalogue. This confirmed Tugores-Grarcia (2012)
assertion that when properly managed strategic alliance can deliver growth. Within the span of 70
years, NB have had several feats to show for it prowess. In 1998 NB won the Diamond Award for
Excellence in recognition for outstanding performance in bottling and marketing Schweppes range
of products in Nigeria. In 2001 it won for the second time Performance Earning and Return
Leadership Award (PEARL) and, was pronounced Quoted Company of the year in Nigeria Stock
Exchange. In 2002, it won Heineken World Business Challenge Award, Industrial Training funds
(ITF) Merit Award and trophy for Best Cost Saving Company in Heineken Group in 2005. In all,
NB has become a giant to contend with in production and marketing of a wide range of products.
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2.5

Influence of strategic alliance on business stability
Strategy alliance can influence business stability in variety of ways. Stability refers to

continuous and consistent growth overtime. In environment characterised by turbulent and hostility,
business operations may experience seasonal fluctuations during which growth may surge and stunt
intermittently. Strategic alliance may prove to be a useful strategy to stabilise firm’s operations and
growth. The need for aligning strategy may be obvious during firm’s low periods. At such times, it
is necessary for the firm to audit itself and seek ways to form alliance with firms that can help it
achieve its strategic objectives. A firmed partnership with organisations that not only supplement
but complement its expertise may help a business avoid low periods.
According to Shaoling, Jiabao, Xinyan and Xiaowei (2013), the performance of strategic
alliance promote business stability. This means that the benefits derived from strategic alliance can
help sustain the firm. Thus a firm that is vest with its cyclical conditions can fully utilise its
downturns profitably if it partners with firms that have their upturns within the same period.
Continuous alliances with different companies like the ones maintained by Nigerian Breweries may
help the firm develop robust financial based that can help sustain growths.

3.0

Methodology
The study is purely conceptual. It adopts a theoretical approach to explore the concept of

strategic alliance using qualitative research design. The emphasis is to assess the strategic alliance
as an approach to business growth and stability. The study uses secondary data published in scholarly
articles and textbooks on the field of strategic management from the Internet.
4.0

Findings
1. Strategy alliance is a growth strategy that provides opportunity for firms to tap into the
expertise of other firms that complement their strength.
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2. Strategy alliance provides an innovative way for firms to use resources, technology,
managerial competency or other advantages which they cannot afford on the interim.
3. Strategic alliance provides firms with the opportunity to cut cost, increase revenue and make
profit.
4. Alliance is healthy for the partners as well as the environment as it minimises waste and seeks
new ways to improve on factor input through research and development.
5. Alliance is susceptible to instability if not properly articulated and implemented.
4.1

Discussion of findings
The essence of strategy alliance is to complement the core competence of a firm and makeup

for its weakness. Strategy alliance provides an innovative way for firms to tap into the core
competence of other firms that may be their rivals and derive advantages from their expertise.
Therefore it makes sense if firms align their strategy with firms that complement their strength. In
this way, the firms involved will benefit and make the alliance workable. To select the right partner
will entail a careful analysis of the strength, weakness, opportunities and threats of identified potential
partners in order to determine the firms with complementary strengths and opportunities. This finding
supports the justification for firms to adopt strategic alliance as portrayed in Ekpudu, Aigbepue and
Olabisi (2013) and Aun (2014) that the alliance of firms with complementary strength is stable with
high prospect for growth.
Strategy alliance serves as platforms for firms to join forces to overcome environmental
constraints and creates enabling environment for firms to grow. Partnership like market relations,
action set and industry standard groups serve as linkages between regulatory authorities and the firms
they represent. They negotiate standard prizes, quotas, lobby to influence public policies and issues
that affect the industry. Thus through these alliances the firms are able to mitigate negative
environmental influences and stabilize market conditions for them to strive profitably. This supports
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the finding of Shaoling, Jiabao, Xinyan and Xiaowei (2013) that the performance of strategy alliance
promote firm stability to the extent of the quality of the commitment created by the relationship.
Successful alliance is healthy for the environment and for the partners as it minimizes waste
and, works in the interest of the firms involved. Strategic alliance tends to set order in the system
where firms are compelled to cooperate. One of such cooperation is in research and development
where the organizations become committed to replenish the sources of the inputs and invest in areas
that may not yield immediate benefits but create conditions for stability. This finding finds support
in the work of Wenwen and Bayu (2015) that found that alliance behaviours such as willingness and
level of collaboration in research and development affect alliance stability and the growth and
stability of the business enterprises.
Alliance is susceptible to instability if not properly articulated and implemented. Strategy
alliance should be carefully thought out before it is contracted because any item of the agreement not
carefully considered and communicated may lead to collapse of the alliance. This deduction
confirmed those of Cheng and Fan (2006)and Umukoro, Sulaimon and Kuye (2009) that 30 -40
percent of sampled strategy alliances failed to pull through.

5.0

Recommendations
1. Managers should not be afraid to create strategic alliances with firms even their core rivals
because such alliance may yield many strategic benefits.
2. Business organisations should embrace strategic alliance to help them expand their markets
and increase their growth prospects.
3. Firms should choose their strategic partners carefully because the choice of partners is a major
determinant of stability of the partnership.
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6.0

Implications of the study
A study on strategic alliance has implications for management practitioners and strategic

management theorists. First it implies that competitors are not enemies as it may seem, joining forces
with carefully selected competitors may yield benefits to both firms than when they operate
individually. This may be healthy not just for the firms involved but the entire industry since such
cooperation has the capacity to create a stable condition for business growth and stability. Theories
on strategic alliance are still being built and need verifications. Attempt like this is a step in that
direction.
7.0

Limitation of the study
The absence of empirical evidence to verify the finding is a limitation.

8.0

Conclusion
Strategy alliance is an innovation strategy by which business organisations can overcome any

shortcomings in core expertise by joining alliance with firms that possess the competency they desire.
The strategy requires that firms cooperate with each other to achieve whatever they desire. This type
of strategy yields strategic advantages for the firms including creating environment for them to grow
and stabilise.
REFERENCES
Aun, I. I. (2014). Effect of strategic alliance on performance of manufacturing Companies in Nigeria.
Jorind, 12(2), 99-111.
Cheng, F. & Fan, L. (2006). Analysis of stability of strategic alliance: A game theory perspective.
Journal of Zhejiong University of Science
Das, T. K. & Teng, B. (2000). A resource-based theory of strategic alliance. Journal of Management,
26(1), 31-61.
Ekpudu, J. E., Aigbepue, S. & Olabisi, J. O. (2013), Appraisal of strategic alliance and corporate
effectiveness. International Multidisciplinary Journal, 7(1), 155-164.
Estelyiova, K. (2012). Governance structure of strategic alliance: Evidence from South Moravian
Region. Journal of Competitiveness, 4(2), 172-184. Doi: 10.7441/joc.2012.02.12
Gold, R. (2015).The partnership route to growth. Profitguide. www.profitguide.com/businesscast/th.
593

Proceedings of the 8th International Conference of Accounting and Finance
Research Association (AFRA), held 4th – 6th November, 2018
Hanel, G. &Prahalad, C. K. (2005).Strategic intent. Harvard business Review, July-August
Mokhtar, N. F. (2013). Choice of business aims and strategies by small business enterprises in
developing countries. International Journal of Business and Social Science, 4(9), 247255.
Mowery, D. C., Oxley, J. E. Silverman, B. S. (1996). Strategic alliances and inter-firm knowledge
transfer. Strategic Management Journal, 17(2), 77-91.
Nagel, J. (2015). Strategic alliance: The future of small business growth.
Synnoratawww.synorata.com/strategicalliance
Ogbor, J. O. &Ogbor, J. O. (2009).Entrepreneurship in Sub-Sahara Africa: A strategic management
perspective. Bloomington: Author House
Ogunkoya, O. A., Hasan, B., Elumah, L. O. & Kareem, Q. (2015). Network process, strategic
alliance and performance: Empirical evidence from Nigeria. Information and Knowledge
Management, 5(5), 107-114.
Pellicelli, A. C. (2003). Strategic alliances. EADI Workshop on cluster and global value chains in
the North and third world held on 30-31st October, 2003.
Rambo, C. M. (2012). Risk factors influencing the survival of strategic alliance: Evidence from
Kenya. International Journal of Management and Marketing Research, 5(2), 77-88.
Raue, J. S. & Wieland, A. (2015). The interplay of all types of governance in horizontal cooperation:
A view on logistic service providers. International Journal of Logistics Management,
26(2), 1-16.
Robotka, F. (1947). A theory of cooperation. American Journal of Agricultural Economics, 29(1),
94-114. https://doi.org/10.2307/1232938
Shaoling, F., Jiabao, L., Xinyan, H. & Xiaowei, W. (2013). The alliance performance and stability
“a company+farmers”: From the perspective of company. Journal of Applied Sciences,
13(2), 1281-1288.
Todeva, E. & Knoke, D. (2005). Strategic alliances & models of collaboration. Management
Decision, 43(1), 1-22.
Tugores-Garcia, A. (2012). Analysis of global airline alliances as a strategy for international network
development. A master thesis submitted to MIT Engineering System Division and
Department of Aeronautics and Astronautics. Massachusetts Institute of Technology.
Umukoro, F. G., Sulaimon, A. A. & Kuye, O. L. (2009). Strategic alliance: An insight into cost of
structuring. Serbian Journal of Management, 4(2), 215-226.
Wenwen, L. & Bayu, L. (2015). Understanding the impact of inter-organisational communication on
strategic alliance performance and stability. African Journal of business Management,
9(21), 735-740. Doi: 10:587/AJBM20757898

594

Proceedings of the 8th International Conference of Accounting and Finance
Research Association (AFRA), held 4th – 6th November, 2018

LEASE FINANCING AND PROFITABILITY FOR NATIONAL DEVELOPMENT:
EVIDENCE FROM NIGERIAN QUOTED CONGLOMERATES
1

Atseye, Fidelis Anake, Ph.D
Mboto, Helen Walter Ph.D

2

1

&2 Department of Banking and Finance
Faculty of Management Sciences
University of Calabar, Calabar, Nigeria

E-mail: anakefidel@yahoo.co.uk
Telephone: +2348037903486, +2348052362248

ABSTRACT
Decisions to finance the operations of Nigerian quoted conglomerates are contingent upon the level
of development of the Nigerian domestic financial market. Firms in developing countries like Nigeria
often utilize bank loans and leases as sources of debt financing. Asset-based debt financing such as
lease offers a firm convenience and flexibility of fixed assets acquisition and disposal; shift of risks
of obsolescence and maintenance cost. The paper examined the impact of lease financing on
profitability of Nigerian quoted conglomerates for the period spanning 2012 – 2017. The study
focused on 6 conglomerates that are quoted on the Nigerian Stock Exchange as at 2017. Data were
collated from published accounts of the affected companies. Data were analysed using descriptive
and pooled OLS multiple regression statistics. Unit Root Test was conducted using Augmented
Dickey –Fuller.. Estimated panel results indicated a negative and insignificant impact of Fixed Assets
Turnover (FAT) on Return on Assets (ROA), Lease Financing (LFN) had a positive and insignificant
impact on ROA, and Debt Ratio (LTDR) had a negative and insignificant impact on ROA. Firm size
was used to control possible problem of non-linearity and heteroskedasticity. Based on these findings,
leasing option was recommended as one of the sources of debt financing to boost the capital of
Nigerian conglomerates to enable them to absorb losses, multiply fixed assets and grow continuously,
thus providing employment and income in terms of tax revenue, profits, dividends, and wages and
salaries to households for national growth and development.
Keywords: Leasing Financing, Profitability, Quoted Conglomerates

1.0 INTRODUCTION
Government’s macroeconomic objectives of increased gross domestic product, price stability,
exchange rate stability and employment for the citizenry cannot be achieved in a vacuum. The
productive capacity of the private sector must be utilized for maximum result. Accelerating the
growth potential of the private sector and achieving sustainable economic growth and development
is important. Quoted and unquoted firms constitute the engine room of private sector growth, hence
national development. Abor (2008) pointed out that corporate sector growth is vital to economic
growth and development. Therefore, it is imperative for firms in developing countries to be able to
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finance their activities and grow overtime if they are ever to play an increasing and prominent role
in providing employment as well as income in terms of profits, dividends and wages/salaries to
households. Conglomerates are business units contributing to economic growth and development of any
country. With a gargantuan capacity, they can limit excessive competition, diversify business risks and
overcome stagnant growth and profitability. In some countries, governments often provide financial

assistance to micro, small and medium scale enterprises as well as startups to enable them to kick–
start and sustain their operations and overcome teething problems. Such assistance may take preeminence during economic recession which is often characterized by low level of disposable income,
falling gross domestic product; massive business failure and loss of jobs (Atseye, Obim & Awara;
2014).
Financing decisions are one of the most contentious areas in finance. Such decisions are taken based
on the level of development of individual domestic financial markets. According to Amjed (2010)
financial markets are complete almost perfect in developed countries. For instance, the instruments
of financing are well-structured and sophisticated. The parameters for making financing decisions
are mainly the costs and benefits of a particular source of financing in these countries. Whereas in
developing countries, financial markets have inadequate capacity to meet the financial needs of the
corporate sector. Non-conventional securities particularly debt securities are not warmly welcomed
by the markets. Therefore, firms rely on commercial bank loans and lease financing as sources of
debt financing (Amjed, 2010 and Atseye, et al 2014).
The decision to use debt and equity to finance firm’s activities is known as capital structure decision.
On the other hand, the decision to use both long-term and short-term debts and equity in financing a
firm’s activity is financial structure decision. According to Pandey (2000), capital structure refers to
the mix of long-term sources of funds, such as debentures, long-term debts, preference share capital
and equity share capital including reserves and surpluses (i.e. retained earnings). The mix of debt
and equity must be specific in terms of short-term debt or long-term debts, commercial banks loans
or lease finance.
According to William (1991), the use of debt and equity can be compared with respect to the
characteristics of control and property rights. The debt instrument carries fixed rules and conventions
that usually monitor the lending process. The repayment schedule of the principal loan amount and
the interest payment as in the case of commercial bank loan are stipulated in the contract with debt
holders having primary claims over the firm’s cash flow from the assets. In a lease contract, interest
as well as some element of principal is paid in form of periodic rent. The firm is often required to
meet liquidity tests to ensure that the lender’s investment is not in jeopardy. Equity owners on the
other hand, have a residual claimant status over the cash flow from assets, earnings and liquidation
(William, 1991). Thus, debt increases creditor’s claims and equity increases ownership claim over
the assets.
In Nigeria, the Federal Inland Revenue Service (FRIS), Information Circular (2010) observed that
leasing has become an attractive means of financing the acquisition and use of fixed assets; this
attraction is heightened by the very high cost of fixed assets, the scarcity of foreign exchange to pay
for imports, and the relative ease of access to credit facilities through leasing. The Statement of
Accounting Standard (SAS II), 1991 defined lease as a contractual agreement between an owner
(lessor) and the other party (the lessee) which conveys to the lessee the right to use the leased asset
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for a consideration usually periodic payments called rents. Periodic rents accrued to the lessor as
stream of income, while the lessee incurs the rents as expenses or debt obligations.
Leasing is an alternative means of financing plant, equipment and property, and a contract between
an owner of equipment and another party to whom the asset is to be given, possession and use in turn
for payment of specific rentals over an agreed period (Bello, 2016) The lessee may or may not be
entitled to acquire title to the goods through the exercise of an option to purchase, usually at the end
of the lease term. The lessor’s role is to finance the acquisition of equipment required by the lessee
who would have selected the goods and dealt directly with supplier in determining their performance
attributes and suitability (Salem, 2013). According to the International Accounting Standard (IAS17),
a lease is an agreement whereby the lessor conveys to the lessee in return for a payment or series of
payments the right to use an asset for an agreed period of time. A finance lease is a lease that transfers
substantially all the risks and rewards incident to ownership of an asset.
A common decision faced by firms is whether to buy an asset by issuing debt to finance the purchase
or simply lease the asset. These alternative financing have attracted a lot of studies and empirical
models. In a lease framework, the debate become enshrined in the phrase, lease or borrow, and lease
or buy. Now more than ever before, all types of assets and equipment such as computers, printers,
typewriters, photocopy machines, buses and vehicles, trucks, crane, generators, aircrafts, shops and
vessels, satellites and general plant and machinery of different kinds (Bello, Ahmed & Aliyu, 2016).
Leasing option concerns whether the firm should lease fixed assets or borrow funds from lending
institutions and purchase the assets. The inclusion of debt in a firm’s capital to enhance its
profitability is not acceptable to all scholars and researchers alike. There are two schools of thought
in this controversy. The issue in contention revolves around appropriate mix of debt and equity that
guarantees an increase in the market value of the firm. The first school of thought called the
traditional theory holds that judicious use of debt and equity can maximize the value of the firm. The
second school of thought led by Modigliani and Miller (1958) contend that financing decision does
not affect the value of the firm because the value of the firm is contingent upon the underlying
profitability and investment risk. That is under the perfect capital market assumption of no
bankruptcy cost and frictionless capital markets; if no tax, the firm’s value is independent of the
financing decision.
In the light of the above, the paper attempted to investigate the appropriate combination of debt
(including lease) and equity to support the operations of Nigerian quoted conglomerates, hence the
aggregate value of the firms for national development.
1.1
Objectives of the study
The specific objectives are to:
(a) Examine the impact of fixed assets turnover on profitability of Nigerian quoted
conglomerates
(b)
Examine the impact of capital structure (long-term debt ratio) on profitability of
Nigerian quoted conglomerates
(c) Examine the impact of lease financing on profitability of Nigerian quoted conglomerates
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1.2

Research hypotheses
Ho: fixed assets turnover does not have a positive and significant impact on profitability of
Nigerian quoted conglomerates
(i)
Ho: long-term debt ratio (capital structure) does not have a positive and significant
on profitability of Nigerian quoted conglomerates
(ii)
Ho: lease financing does not have a positive and significant impact on profitability
of Nigerian quoted conglomerates

2.1
2.1.1

2.0 LITERATURE REVIEW
Theoretical framework
The paper is anchored on the following contentious theories of capital structure.
Traditional theory (1963)
The Traditional Theory was propounded by Ezra (1963). The theory states that a
firm’s capital mix of debt and equity increases the value of the firm and reduces the cost of
capital. Therefore, the optimum capital structure is the point at which the value of the firm is
highest and the cost of capital is at its lowest point. In other words, the theory holds that up
to a certain point, debt-equity mix will cause the market value of the firm to rise and the cost
of capital to decline. According to this school of thought, optimum capital structure is
relevant. According to Pandey (2000), the traditional approach suggests that the cost of capital
declines and the value of the firm increases with leverage up to a prudent debt level and after
reaching the optimum point (minimum cost or maximum value of the firm), coverage causes
the cost of capital to increase and the value of the firm to decline. The existence of optimum
capital structure as a point where cost of capital is minimum and the value of the firm is
maximum is a relevant argument (Ezra, 1963). The traditional theory has implications for this
current research;
(i)
Lease option increases the debt stock of companies with attendant effect on
finance and the value of the firms. The extent to which lease financing as one
of the sources of debt financing affects the profitability of quoted
conglomerates is contentious.
(ii)
Capital structure which can be defined mathematically as the ratio of longterm debts to total assets as a determinant of profitability is a subject of
investigation
(iii) At what point will long-term debt be judiciously combined with equity capital
to stimulate profitability of conglomerates?

2.1.2 Modigliani and Miller Hypothesis (1958)
In a pioneer paper titled, “The cost of capital, corporate finance and theory of investment,” Nobel
Laureates Merton Miller and Francisco Modigliani provided the formal proof of their famous MM
irrelevant propositions. The Modigliani – Miller theory holds that financing decision of debt and
equity does not affect the value of the firm because the value of the firm depends on the underlying
profitability and investment risk of the firm. In other words, under the perfect capital market
assumptions of no bankruptcy and frictionless capital market, if no taxes, the firm’s value is
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independent of the capital structure. Thus, it assumes that Earnings Before Interest and Tax (EBIT)
would not have been related to the use of debt. The Modigliani – Miller hypothesis considers the
existence of optimum capital structure irrelevant. The MM hypothesis has two propositions:
(i)
The market value of the firm is independent of the proportion of debt-equity mix; and
(ii)
Shareholders expect more and more returns as debt-equity ratio increases.
The basic assumptions of the MM hypothesis are:
The MM hypothesis is relevant to this study in the following ways:
(i)
Lease finance is a source of long-term debt, hence a component of capital structure.
Therefore, the proposition that the market value of the firm is independent of the capital
structure ie the proportion of debt-equity mix is a subject of investigation.
(ii)
Leasing decisions are financing decisions which affect fixed assets. This study tested the
impact of fixed asset turnover on financial performance of quoted conglomerates in
Nigeria
2.1.3 Trade-off theory (1973)
The theory was developed by Krans and Litzenberger in 1973. The trade-off theory states that the
optimal capital structure is a balance (trade-off) between interest tax shield and cost of financial
distress. Therefore, the value of the firm is equal to the value of all equity finance plus present value
of tax shield or tax deductible interest expenses less present value of cost of financial distress.
Trade-off theory holds that a company chooses how much debt finance and how much equity finance
to use by balancing the costs and benefits.
The theory when applied to this study poses a question of how much debt including lease option
should be traded-off for equity and vice versa, thus enhancing the value of the conglomerates and
national development?
2.2
Empirical review
Many empirical studies have been conducted in different countries as well as different business
environments. For instance, Meziane (2007) studied the financial drivers and implications on real
estate assets using a sample of 2,343 UK quoted companies. Pooled time series and cross – sectional
data or observation of 17,862 were used. Results showed that companies that own real asset estate
are likely to mature, ie value companies, while firms that lease their real estate tend to be at growth
stage. Therefore, leasing encourage growth while purchase of fixed tangible assets eventually results
in maturity, hence enhanced market value of companies.
These findings are corroborative of Lasfer and Levis (2008) who showed that high growth firms are
more likely to lease plant and machinery. Granted that these companies were likely to suffer assets
substitution problem, the results implies a reduced agency conflicts. The results also showed that
leasing can be relied upon to finance asset growth because high growth companies are less likely to
find cheap sources of borrowing to acquire assets.
Mohammed, Naveed and Hammed (2012) studied the factors influencing profitability of leasing
firms in Pakistan, using a sample of 28 companies for the period 2006 – 2008. The study applied
Ordinary Least Square (OLS) with Logit model. Results showed the size, net investment in lease
finance and liquidity had a positive relationship with profitability, whereas leverage and age had a
negative relationship with profitability of leasing companies.
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Debt substitutability has been advanced as the rationale for use of lease financing. Eric (2012) studied
a sample of French SMEs 11,436 for the period 1999 – 2005. The variables used were long-term
debt, leasing, equity, short-term assets, short-term liabilities, financial fees, fiscal debt and age of
firm. Results showed that SMEs use leasing more at a young age, leveraged, less solvent when they
are small size and present a strong likelihood of bankruptcy. Thus, leasing pushed back the limits of
banking debt for firms that have no access to debt. Result also implies a strong and significant
relationship between credit rationing and the use of leasing. Salem (2013) investigated the casual
relationship between firm performance using ROA and ROE with different SMEs on lease finance.
The results showed that an increase in the proportion of operating lease leads to an increase in firm
performance of leasing companies.
In traditional corporate finance, the decision of buying versus leasing is mostly discussed in the
context of the Modigliani, & Miller, (1958) world of perfect capital markets, where in general the
capital structure is irrelevant for the determination of the company value. But in real financial
markets, there are market imperfections. In the area of access to finance for SMEs, a market
imperfection/failure is not only present during a deep recession or a financial crisis but also on an
on-going basis as a fundamental structural issue Swath, (2009) asserted that the value assigned a
company and its equity can be affected by how we account for operating lease. Popa, & Mirela (2011)
concluded that the economic growth of developed countries was mostly due to the encouragement of
any type of leasing.
In general therefore, leasing can be said to be an alternative mechanism to facilitate access to finance.
It enables the use of capital equipment in particular new/young enterprises without credit track record
and with limited possibilities to provide collateral. Further, it can be argued that leasing is a tool to
mitigate market weaknesses in SME lending. Empirical results showed that leasing exposures are
associated with relatively low risk compared to other forms of financing (Schmit, M., 2005); (De
Laurentis, & Mattei, 2009). The presence of physical collaterals contributes very largely to this
reduced risk profile (Schmit, 2005).
Several studies were conducted on the impact of leasing on financial performance of businesses. For
instance, Alazzam, (2015) examined the extent of the presence of the motives of the contracting
companies in Irbid city to rely on finance lease and to identify the most important obstacles which
restricts its viability. The most important findings of this study are the existence of motives for
contracting companies in Irbid city to resort to lease financing, financial leasing gives tax savings
system provides adequate liquidity and profitability ratios reassured and can cover the cost of fixed
assets profitably. Furthermore, Orabi, (2014) assessed the impact of leasing decision on the financial
performance of industrial companies listed on the Amman stock exchange in the period 2002-2011.
The study revealed that lease financing has statistically significant effect on the liquidity, and
profitability of the companies. The study finally concluded that lease financing increases the
profitability of companies, but raises the corporate risk of companies accordingly. Moreover, Salam,
(2013) examined the effects of lease finance on the financial performance of SME's located in
Bangladesh. The study established that firms performance depend on lease finance activities,
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signifying that SMEs in Bangladesh should be consistently involved in their lease finance practices
because lease finance has a momentous impact on improving their financial performance.
Furthermore, kinbola & Otokiti (2012) ascertained the effects of lease option as a source of finance
on the profitability performance of SME's and whether lease option has a relationship with the
productivity of organizations. A cross sectional survey research method with the use of questionnaire
instrument was adopted using a multi-stage random sampling population of 300 respondents who are
managers of SME's in Lagos State. Analysis of Variance and correlation analysis was used in
analyzing the data. The study discoverd that lease option has positively affected the profit of the
SME's. Also that lease option has influenced organizational output of the companies.
In the other hand, Aurangzeb & Shujaat (2012) determined whether any relationship exists between
financial lease and low profitability. However the researchers find out that the relationship of
profitability with change in fixed assets due to financial lease are inversely related i.e. when
profitability of the companies decreases they tend to move to finance their fixed assets through
financial lease and vice versa.
In addition, Jabbarzadeh, Motavasel & Mohammad (2012) studied the effect of off-balance sheet
financing on the profitability and leverage ratios. The results of the study indicated that, off-balance
sheet financing do not increased profitability and leverage ratios of businesses.
Nevertheless, Hassan, (2009) examined the impact of finance lease on the profitability of Nigerian
banks from the period 2001-2008. The study employed the use of OLS regression to analyse the data
obtained from annual financial statements of Nigerian banks and result of the study established that
finance lease has significant positive impact on the profitability of Nigerian banks.
Moreover, Samaila (2009) analysed the impact of finance lease on financial performance of
conglomerate companies listed on the floor of the Nigerian stock exchange from 2005 to 2006. The
data for the study was analysed using simple regression analysis and the result of the study established
that finance lease have positive impact on the financial performance of conglomerate companies in
Nigeria.
Joseph (2009) assesses the relationship between leasing competence and perceived performance of
SMEs and also examined the relationship between lease structure and perceived performance of SME
in Uganda. The study results revealed that there are significant positive relationship between leasing
competence and perceived performance and also lease structure and perceived performance
maintained a significant positive relationship.
Siam & Qutaishat (2007) study aimed to describe the effects of financial leasing on the financial
performance of charter companies in Jordan, and the study found that the effect was positive by
increasing cash, profitability and reduce risk and this is what such an incentive for some companies
to come somewhat on the use of financial leasing in Jordan. And the most important recommendation
by the study is encouraging companies to depend heavily on financial leasing because of its
importance.
Moreover, researches on lease financing and liquidity showed a negative relationship in most cases.
Bello and Almustapha (2016) examined the impact of lease financing on the liquidity of companies
in the Nigerian oil and gas. The result revealed that leasing does not have positive impact on the
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liquidity of the companies. The reviewed researches showed a positive relationship between leasing
and financial performance with the exception of the research by Jabbarzadeh, Motavasel and
Mohammad which shows a negative relationship but it is realized that the reason for the negative
relationship is because they study only operating lease, while other researches uses finance lease.
Also studies by Bello and Almustapha and that of Kurfi were on liquidity. It is against this that this
research is set out to examine the impact of lease financing (both finance and operating leases) on
financial performance of companies in the Nigerian oil and gas industry.
The arguments for effects of leasing on the financial performance of a company have focused mainly
on four elements including tax differential, debt substitutability, agency costs and free cash flows.
There are many studies that have been conducted on lease financing globally. Kurfi, (2009) examined
lease financing practices and corporate capital structure of selected Nigerian manufacturing firms.
The study sought to determine the extent to which the firms employ lease financing as a means of
digital assets acquisitions and the effect on corporate capital structure. A survey method was adopted
in selecting a sample of manufacturing firms listed in the Nigerian Stock Exchange. The financial
statements of the sampled manufacturing firms for ten year period (1993-2002) were analyzed and
also structured questionnaires and interviews were granted to the financial managers of the firms.
The findings of the study reveal that: leasing is a veritable alternative for capital assets acquisitions
and that lease constitute about 50% of their total fixed assets because most of the lease contracts are
structured with provision for ultimate purchase by the lessee (the firm) after the primary lease term
to finance capital assets acquisition.
Erickson, and Trevino, (2004) investigated the determinants of both short-term and long-term leasing
in the airline industry. By examining leasing within a pecking order framework, profitability and
growth are introduced as potentially important determinants of leasing. Financial leases were found
to substitute for debt and to be used relatively more by firms with higher credit risk. On the other
hand, short-term operating leases do not substitute for debt. Operating leases are used by smaller
firms, non-tax paying firms and firms experiencing more rapid sales growth.
Duke, Franz, and Hsieh, (2012) studied the effect of the proposed new lease standard by the Financial
Accounting Standards Board and the International Accounting Standards Board on existing
outstanding operating leases. Specifically, the case examined the effect of the proposal that all firms
report existing operating leases as capital leases upon the initial adoption of the proposed standard.
By applying a constructive capitalization model to two firms who rely on operating leases for
financing, FedEx and UPS, the study found that both companies would have to record billions of
dollars of liabilities that had only appeared in the footnotes of their financial statements under the
current lease standards. In addition, the firms would experience a decline in retained earnings and
key financial ratios, such as the debt-to-equity, return-on-assets, and interest coverage ratios, by
reporting operating leases as capital leases under the new proposed standard. Furthermore, the
magnitude of the lease capitalization effect is much smaller for UPS than for FedEx.
McCue,(2007) conducted a study and in contrast to capital leases, which are reported on the balance
sheet as debt, operating leases are a form of off-balance sheet financing only reported in the notes to
the financial statement and have limited disclosure requirements. Following the perpetuity method
of corporate finance, this study developed a capitalized operating lease value for hospitals. Evaluating
the substitutability between lease and debt financing, the findings show a marginal displacement of
debt by lease financing. Assessing the relationship of market, mission, operating, and financial
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factors on lease financing for all short-term, acute-care hospitals across the United States, the results
indicated that investor-owned hospital management companies and hospitals located in markets are
less likely to lease and that smaller hospitals with fewer unoccupied beds, higher proportion of
government payers, low liquidity, and lower capital expenditures are more likely to lease. A study
by Vasantha, (2012) on capital market frictions, leasing and investment, revealed that firms with high
information leased more than those with low agency costs. Also firms with significant tax-loss
forwards were unable to take full advantage of tax benefits of asset ownership, hence they leased
more. The coefficient on size was positive and size squared was negative indicating that largest firms
used less lease financing .The coefficient on Q is positive as higher growth firms leased more.
In summary, there is some evidence that the review of literature presented the need to carry out the
study. The studies undertaken in this area of leasing ignore the emerging markets and their specific
needs; in fact no study reviewed above considers factors such as institutional and corporate
governance which are keys to an efficient market in developing countries. Overall, academic
literature underlines the advantages of leasing as an additional source of finance for enterprises. It is
an alternative mechanism to facilitate access to finance. Empirical results show that leasing exposures
are associated with relatively low risk compared to other forms of financing and the presence of
physical collaterals contributes very largely to this reduced risk profile (Schmit, 2005). (Schmit,
2005); (De Laurentis, & Mattei, 2009). Lease financing is a factor that has been discussed in several
studies and also in general literature. There are still lacunas in the knowledge concerning lease
financing as one of the sources debt financing and its implications for the firm financial operations..
3.0 RESEARCH METHODOLOGY
The paper adopted ex-post facto research design to analyse lease financing and profitability of
Nigerian quoted conglomerates during the period 2008 – 2017. The design is apt for this study
because historical data on leasing and profitability of quoted conglomerates have already existed in
the annual reports and statement of accounts of the affected companies.
3.1
Model specification
The popular models in empirical literature are stated as follows:
ROA = f (Leasing Index, Total Asset Turnover Index, Fixed Asset Turnover,
Debt Ratio, Equity Ratio, Lease Expense, Size of Firm)
ROE = f (Liquidity, Leverage Ratio, Interest Coverage Ratio, Firm Size,
Debt/Equity Ratio, Operating Lease or Finance Lease)
These models have been modified into one equation:
ROA = f (LFN, TAT, FAT, FSE, LTDR)…………………(1)
ROA =

ᵝ0 +ᵝ1LFN

+

ᵝ2FAT

+

ᵝ3FSE

+

ᵝ4LTDR

+ Ɛ0….(2)

Logging the variables in order to avoid heteroscedasticity, thus,

logROA=bo+b1logLFN+b2logFAT+b3logFSE+b4logLTDR +vt………(3)
3.1.1Description of variables
ROA = Return on Asset (proxy profitability of quoted conglomerates)
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LFN = Proxy for lease financing measured by lease expenses divided by total assets
or operating lease finance divided by total asset.
FAT = Fixed asset turnover (another proxy for leasing) = Sales divided by
Net fixed Assets
FSE = Firm size which is the natural logarithm of total assets = logTA
LTDR = Long-Term Debt Ratio (proxy for capital structure) = Total of longterm debt to long-term assets + long-term debt
LTDR = TLD
LTA

ᵝ0 = Constant term
ᵝ1, ᵝ2, ᵝ3, - - - -

-

ᵝ5

= Regression parameters or coefficient of
explanatory variables

Ɛ0

= Stochastic error term

3.1.2 Technique of data analysis
Data will be analysed using descriptive statistics and Ordinary Least Square (OLS) multiple
regression model. The multiple regression model is given by:
Y = b0 + b1x1 + b2x2 + b3x3 + - - - - bnxn
Where Y is the dependent variable, b0 is constant term, b1, b2 - - - - bn regression
coefficients and x1, x2 - - - - xn are independent variables
In this study, Y = ROA = dependent variable
x1, x2, x3, x4 and x5 are independent variables represented by LFN, FAT, FSE,
LTDR respectively.
4.0 EMPIRICAL RESULTS AND DISCUSSIONS
Pre-Estimation Test
Table 1-Unit-RootTest Result by Augmented Dickey Fuller Method
Variables
5% critical level First Difference Order of Integration
-3.1003
-5.354241
I(0)
logROA
-4.0691
-10.38406
I(1)
logLFN
-2.9527
-4.967311
I(1)
logFAT
-2.9527
-3.327148
I(1)
logFSE
-2.9499
-3.237393
I(0)
logLTDR

The study tested the variables for unit root problem using Augmented Dickey Fuller Test.
The result of the stationary test showed that ROA and LTDR were stationary at level as
shown in table-1- above, while LFN, FAT and FSE were stationary at first difference .
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Table -2- Regression Estimation
Coefficient
Variable
C
-0.200997
LOGLFN
-0.002407
LOGFAT
-0.030498
LOGFSE
0.013464
LOGLTDR
-0.298169
AR(12)
0.115228
R-squared
0.831093
Adjusted R-squared
0.662187
S.E. of regression
0.016175
Sum squared resid
0.001308
Log likelihood
34.09514
Durbin-Watson stat
1.848022

Std. Error

t-Statistic

Prob.

0.116769
-1.721324
0.005338
-0.450901
0.033578
-0.908274
0.005093
2.643481
0.153314
-1.944822
0.166683
0.691302
Mean dependent var
S.D. dependent var
Akaike info criterion
Schwarz criterion
F-statistic
Prob(F-statistic)

0.1458
0.6709
0.4054
0.0458
0.1094
0.5202
0.041773
0.027830
-5.108208
-4.891174
4.920432
0.042557

The result of table-2- indicates that approximately 83% (R-square) of the systematic
variation in the dependent variable (ROA) is explained or accounted for by the independent
variables (LFN, FAT, FSE and LTDR).This is endorsed by the R-bar square which is 66% .
The result also showed that at least or all the independent variables are significant with the
probability of the f-statistic (0.042557) less than 0.05. The result of the DW statistic (1.85)
approximately “2” indicates the absence of serial autocorrelation in the model. Outside the
independent variables, the ROA will operate at a negative units of-0.200997.
The result of LFN shows that a one unit increase in LFN will retard ROA by 0.002407
units and has an insignificant impact on the ROA because the p-value (0.6709) is greater than
0.05. For FAT, the result shows that a one unit increase in FAT will negatively affect ROA by
0.030498 units and has an insignificant impact on the ROA because the p-value (0.4054) is
greater than 0.05, and also, for FSE, a one unit increase in FSE will positively affect ROA by
0.013464 units and has significant impact on the ROA because the p-value (0.0458) is less than
0.05.Lastly, for LTDR the result shows that a one unit increase in LTDR will negatively affect
ROA by 0.298169 units and has an insignificant impact on the ROA because the p-value (0.1094)
is greater than 0.05.
Result revealed that lease financing positively and insignificantly impacted on
profitability of quoted conglomerates. This finding is corroborative of previous findings. For
instance, Siam and Qutarishat (2007) found that leasing option has a positive impact on
profitability. See also for instance, Bello and Mustapha (2016), Hazan (2009) found similar
results. Lease financing positively affects profitability. Finding also indicated that long term
debt ratio as a proxy for capital structure negatively impacted on profitability. However the
impact is insignificant. The implication is that prudent level of debt can support a firm
financial activities without reducing the profit on account of finance cost. Fixed asset turn605
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over also has a negative and insignificant impact on profitability of quoted conglomerates.
This result is new and increases the knowledge gap. Judicious use of debt to boost
profitability is in line with the theoretical prediction by the traditional theorist.
4.1 Conclusion and recommendation
The study empirically examined the impact of leasing option on the profitability of Nigerian
quoted conglomerates with a view to promoting economic growth and development. The
paper established that leasing suits the level of development of the Nigerian financial market
and should be utilized as debt financing in order to boost the capital of firms for enhanced
financial operation. Judicious application of debt enhances profitability, hence our
recommendation of prudent use of debt in a firm’s capital structure,
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Abstract
Profits of banks are often under pressure of huge nonperforming loan portfolios and this creates
weaknesses in the financial strength of banks, and sometimes leads to distresses and collapse of such
entities with negative consequences on stakeholders. This study investigates the effects of risk asset
management on the profitability of commercial banks during the post consolidation era in Nigeria.
Cross- sectional research design was adopted and panel data on three proxies of risk assets and
financial performance indicators were collated from the audited annual report of selected banks.
Data were analysed using descriptive and multiple regression techniques. Results indicate that loans
and advances, derivative assets and liquidity have no significant effect on ROA, ROE and EPS during
the post consolidation era. With the risk assets accounting for less than 3% of the variations in the
three financial performance measures, the study concludes that regulatory measures introduced
during the post consolidation banking era have positive trade-off effects on banks performance. This
study, therefore recommends that bank executives should improve and sustain high level of prudence
in management of their risk assets while maintaining efficient liquidity level in the banking sector.
Keywords: Derivative assets, nonperforming loans, derivative liabilities, liquidity, return on assets,
earnings per share, return on equity.

1.1 Background to the Study
The banking system remains the engine of growth in any economy considering its function in
financial intermediation. Through this function, banks use resources mobilized from surplus
economic units to finance deficit economic units in the economy, and thereby facilitating capital
formation, lubricating the production engine turbines and promoting economic growth (Adeyemi,
2014). Banks operate largely with customers’ deposits since shareholders’ fund constitute only a
small proportion of their total liabilities, and this informs the need for closer monitoring and
regulation of the sector to ensure the safety of depositors’ money while meeting the needs of other
stakeholders. Thus, at the mid of 2004, the Central Bank of Nigeria (CBN) announced a 13-point
reform agenda aimed at positioning banks to play active developmental roles in the Nigerian
economy (lemon, 2005).
One of the key elements of this agenda is consolidation of banking institutions through mergers and
acquisition. Other salient ingredients of the agenda include raising the minimum capital base of banks
to N25 billion with a deadline of 31st December, 2005; phased withdrawal of public sector funds
from banks, beginning from July, 2004; adoption of a risk-focused and rule-based regulatory
framework; as well as zero tolerance for weak corporate governance, misconduct and lack of
transparency.

610

Proceedings of the 8th International Conference of Accounting and Finance
Research Association (AFRA), held 4th – 6th November, 2018
These measures are expected to translate into more transparent process of creating market value and
increasing shareholders wealth in the banking industry through effective management of risk assets.
This process however, does not come easy given the risks associated with their operations.
These risks include credit risks, interest rate risk and liquidity risk and these are associated with
banks’ lending activities that form the base for their profitability. Poor management of these risks
may be adversely reflected on the performance of the banking institution and thus increase the overall
risks of the bank by threatening the capital or funds deposited in the accounts of depositors. Banks
currently maintain a variety of ways to measure risk, especially with regard to self-risk assessment
system. Weak financial performance on the general level of the bank may be due to the presence of
risk in operations which requires correction within a specific and clear path (Rompho, 2011). The
continuity, success and improvement of their performance in the market depends on the institution’s
risk management ability and its dependence on plans that are consistent with its goals (Al-Tamimi
and Al-Mazrooei, 2007). Crouhy et. al. (2006) noted that risks that affect performance in banks
include market risk, credit, liquidity, operational risk, business risk, strategic risk, reputational risk
as well as internal and external risks affecting the banking sector.
A risk asset is any asset that carries a degree of risk and generally refers to assets that have a
significant degree of price volatility, such as equities, commodities, high-yield bonds, real estate and
currencies. Specifically in the banking context, risk asset refers to an asset owned by a bank or
financial institution whose value may fluctuate due to changes in interest rates, quality, and
repayment. The term may also refer to equity capital in a financially stretched or near-bankrupt
company, as its shareholders’ claims would rank below those of the firm’s bondholders’ and other
lenders.
Risk is closely related to uncertainty of adverse outcomes that do not reach the expected profit rate.
Credit risk is a loss for bank because debtors cannot pay interest and principal instalments in
accordance with a predetermined time period. It can reflects lower asset quality, increasing nonperforming assets when it is high. Conversely, a low credit risk reflects adequate asset quality, and
the efficiency of performing assets is increased. Therefore market value of equity (MVE) and market
value of asset (MVA) tends to increase as a result of low risk. Usually, different classes of assets
have different risk weights associated with them. The calculation of risk weights is dependent on
whether the bank has adopted the standardized approach under the Basel II framework. Some assets,
such as debentures, are assigned a higher risk than others, such as cash or government
securities/bonds. Since different types of assets have different risk profiles, weighting assets
according to their level of risk primarily adjusts for assets that are less risky by allowing banks to
discount lower-risk assets. In the most basic application, government debt is allowed a 0% "risk
weighting- that is, they are subtracted from total assets for purposes of calculating the current assets
ratio (Basel committee, 1988).
Risk accounting in the form of Risk-weighted assets (RWA) represent an aggregated measure of
different risk factors affecting the evaluation of financial instruments including cash. All the risk
components are considered together to correct the nominal value of financial assets. In this way, a
proper measure of the extent to which the underlying risk is increasing or decreasing the accounting
value of financial assets is generated. This assessment attributes a high weight-coefficient to highrisk financial assets, and a low-weight coefficient to low-risk ones. Major risk components of the
RWA calculation are Credit risk, Market risk, and Operational risk. Assets, weighted by these
components and taken altogether, represent the RWA.
Generally, the lender implements actions to reduce credit risk. For example, he may want to
incorporate the risk directly into the transaction price (risk-based pricing) which consequently
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increases to account for borrower’s probability of default (John, 2016 and Sanusi, 2012). Similarly,
he can also ask for transaction collaterals, or he can eventually buy an insurance policy to protect
himself from the credit risk (credit default derivatives). Despite all these possibilities, if the lender
evaluates that he is not sufficiently covered against risk, then negative effects on lending activity
could arise, such as credit crunch effects, resulting in either the provision of a smaller amount of
money to the borrower vis-à-vis the required amount, or the request for a higher collateral.
The Basel Committee (I & II) defines risk assets in threefold; operational risk as “the risk of loss
resulting from inadequate or failed internal processes, people and systems, or from external events.
In other words, it represents the probability that the value of a financial asset is influenced by
unpredictable factors, resulting from running the bank activity. Other risks belonging to this category
involve all legal issues (clients, products, & business practice), as well as the loss of physical goods
underlying any transaction (damage to physical assets). The final aim is that of evaluating the size of
operational risks to be included into the RWA calculation, and mitigate the risk as much as possible.
This study aims at assessing the effects of risk assets management in the context of operational risk
environment such as loans and advances, nonperforming loans ratio to total loans, derivatives assets
to derivative liabilities ratio and liquidity ratio and how each of these affects banks profitability in
Nigeria.
1.2 Statement of Problem
Risk management practices are indispensable for organisations that aim at sustaining customer and
shareholder patronage which are critical to their operational and market performance. Before now,
risk management was not seen as a central component to the operations of most organisations in
Nigeria; rather, it was relegated to an office space at the corporate headquarters (John, 2016).
In the Nigerian banking system, inadequate risk management accounts for huge nonperforming loans
portfolio eroding the ability of banks to make profits. In the 1990s and beyond many Nigerian banks
became weak and highly unprofitable due to excessive nonperforming loans portfolio accumulated
by bank promoters and management, which led to their demise. Insider dealing was the major cause
of large nonperforming loan portfolio in Nigeria, involving over-extension of loans to promoters,
directors and significant shareholders that became bad and irrecoverable. Prior to 2004 banking sector
reforms in Nigeria, total nonperforming loans in the Nigerian banking system rose from N21.27bn in
2002 through N260.19bn in 2003 to N350.82bn in 2004. Nonperforming loans as a percentage of
total loans declined from N59.38bn in 2002 to N21.59bn in 2003 and marginally rose to 23.08bn in
2004. Nonperforming loans as a percentage of shareholders’ funds rose from 89.17bn in 2002 through
N91.99bn in 2003 to N107.82bn in 2004, indicating that shareholders’ interests in the banking sector
were wiped off by nonperforming loans (Nnamdi and Nwakanma, 2011). In view of the dangerous
situation, the CBN in 2009 injected a whopping sum of N620billion to cushion the effect of
nonperforming loans of about N1.0trillion fraudulently perpetrated by bank executives (Sanni, 2010).
Worried at the level of nonperforming loans portfolio, the CBN set up the Asset Management
Company of Nigeria, (AMCON) in 2010 to deal with the issue of toxic assets on permanent basis in
accordance with international best practices (Onoh, 2014). Sanusi (2011) expressed the fusion of risk
management and corporate governance flaws as a major factor responsible for the financial crisis in
Nigeria. He further opined that the surge in capital put pressure on risk management frameworks.
In furtherance of the consequence of risk management, Greenspan (2016), stated that risk
management failures occur, and in two instances - the highly publicized cases of Barings and long
term capital management - they proved destabilizing, deficiencies in risk management will result in
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wide spread failures or that the failure of a very large derivative participant will impose heavy credit
losses on its counterparties and yield a chain of failures.
1.3

Research Objectives

Consequent to the above problems, this study is mainly aimed at examining the effect of risk asset
management on financial performance of commercial banks in Nigeria. The specific objectives are:
1. To determine the effects of nonperforming loans ratio – NPLR, derivative assets and liabilities
ratio – DALR, and liquidity ratio – LIQR) on the return on assets (ROA) of commercial banks
during the post bank consolidation era in Nigeria.
2. To examine whether return on equity (ROE) of commercial banks is affected by nonperforming
loans ratio (NPLR), derivative assets and liabilities ratio (DALR) and liquidity ratio (LIQR)
during the post bank consolidation era in Nigeria.
3. To identify the effect of risk asset components on Earnings Per Share (EPS) of commercial banks
in Nigeria during the post bank consolidation era in Nigeria.
1.4 Research Questions
1. To what extent do risk asset components affect return on assets (ROA) of commercial banks
during the post bank consolidation era in Nigeria?
2. How is return on equity of commercial banks affected by risk asset components during the
post bank consolidation era in Nigeria?
3. What are the effects of risk asset components on Earnings Per Share (EPS) of commercial
banks during the post consolidation era in Nigeria?
1.5 Research Hypotheses
The following hypotheses were formulated to answer the above questions
H01:

Risk asset components do not significantly affect Return on Assets (ROA) of commercial
banks during the post consolidation era in Nigeria.

H02:

Return on Equity (ROE) of commercial banks in Nigeria is not significantly affected by risk
asset components during the post consolidation era in Nigeria.

H03:

The effect of risk asset components on Earning Per Share (EPS) of Commercial banks is not
significant during the post consolidation era in Nigeria.

2.0 Review of Related Literature
2.1 Conceptual Review
2.1.1 Role of Commercial Banks in Nigeria
The retention of public confidence, through the enthronement of good corporate governance and the
establishment of a well-structured risk management system remains of utmost importance to the
players and drivers in the financial industry, given it role in the mobilization of funds, the allocation
of credit to the needy sectors of the economy, the payment and settlement system and the
implementation of monetary policy (Central Bank of Nigeria, 2006). Financial institutions are
business organizations that act as mobilisers and depositories of savings, and as purveyors of credit
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or finance (Bhole 2004). They render services such as resource mobilization and allocation, financial
intermediation and facilitation of foreign exchange transactions to enhance international trade
(Merna, and Al-thani 2008).
The financial institution can be broadly classified into banking and nonbanking financial institution.
However, this study aligned its investigation towards the commercial banking sector. Banks and
banking activities hold a pivotal role in the economy of any nation, especially in a developing country
like Nigeria; their importance serves the following purposes as opined by (Levine 2004, Khalid and
Hanif 2005). They aid industrial expansion, efficient mobilization and allocation of fund, boost
capital formation, stimulate productivity and growth and provide finance for commercial enterprises.
Banks play a dominant role in developing economic financial systems and are important engines of
economic growth (Arun and Turner, 2003). This institution cannot be handled negligently because
of its overbearing importance to the economy. Thus, critical issues such as risk which threaten the
core of their existence should be investigated.
2.1.2 Risk management and procedures
The importance of risk management has become heightened in today’s competitive economic world,
hence, cannot be underemphasized as the practice of risk management minimizes financial losses to
the firm. In a study carried out by John (2016), adopted from Ashby (1994) it is discovered that the
practice of risk management in commerce stems largely from the need to avoid contractual, tortuous
or statutory liability which has the capacity to dent the image of the organization. The danger of
capital misallocation and imprudent risk taking has become the leading source of problem in the
banking industry. This has crippled many banks in Nigeria as evidenced in the recent bank crises and
their subsequent consolidation, thus, there is need to identify, measure, monitor and control all
inherent risk in their day to day business transactions. Risk Management tend to increase
shareholders’ return signifying performance. A study carried out in Indonesia by Eduardus et al
(2007) as cited by Akindele (2012), also affirms that risk management has a significant effect on
bank performance, especially corporate governance and bank performance which are sensitive to the
type of bank ownership.
Several methods used for valuing businesses for risk reducing purposes have been highlighted
according to the US Federal Deposit Insurance Corporation (2016). The most common valuation
methods are assets, income, and market approaches. Asset valuation methods consider an enterprise’s
underlying assets in terms of its net going concern or liquidation value. Income valuation methods
consider an enterprise’s ongoing cash flows or earnings and apply appropriate capitalization or
discounting techniques. Market valuation methods derive value multiples from comparable company
data or sales transactions. However, final value estimates should be based on the method or methods
that give supportable and credible results. In many cases, the income method is generally considered
the most reliable. There are two common approaches employed when using the income method. The
“capitalized cash flow” method determines the value of a company as the present value of all future
cash flows the business can generate in perpetuity. An appropriate cash flow is determined and then
divided by a risk-adjusted capitalization rate, most commonly the weighted average cost of capital.
This method is most appropriate when cash flows are predictable and stable. The “discounted cash
flow” method is a multiple-period valuation model that converts a future series of cash flows into
current value by discounting those cash flows at a rate of return (referred to as the “discount rate”)
that reflects the risk inherent therein. This method is most appropriate when future cash flows are
cyclical or variable over time. Both income methods involve numerous assumptions, and therefore,
supporting documentation should fully explain the evaluator’s reasoning and conclusions. When a
borrower is experiencing a financial downturn or facing adverse market conditions, a lender should
reflect those adverse conditions in its assumptions for key variables such as cash flow, earnings, and
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sales multiples when assessing enterprise value as a potential source of repayment. Changes in the
value of a borrower’s assets should be tested under a range of stress scenarios, including business
conditions more adverse than the base case scenario. Stress tests of enterprise values and their
underlying assumptions should be conducted and documented at origination of the transaction and
periodically thereafter, incorporating the actual performance of the borrower and any adjustments to
projections. The institution should perform its own discounted cash flow analysis to validate the
enterprise value implied by proxy measures such as multiples of cash flow, earnings, or sales (FDIC,
2016).
2.1.3 Risk rating leveraged loans
According to Oloko (2011) the risk rating of leveraged loans involves the use of realistic repayment
assumptions to determine a borrower’s ability to de-lever to a sustainable level within a reasonable
period of time. For example, supervisors commonly assume that the ability to fully amortize senior
secured debt or the ability to repay at least 50 percent of total debt over a five-to-seven year period
provides evidence of adequate repayment capacity. If the projected capacity to pay down debt from
cash flow is nominal with refinancing the only viable option, the credit will usually be adversely
rated even if it has been recently underwritten. In cases when leveraged loan transactions have no
reasonable or realistic prospects to de-lever, a substandard rating is likely. Furthermore, when
assessing debt service capacity, extensions and restructures should be scrutinized to ensure that the
institution is not merely masking repayment capacity problems by extending or restructuring the loan.
If the primary source of repayment becomes inadequate, it would generally be inappropriate for an
institution to consider enterprise value as a secondary source of repayment unless that value is well
supported. Evidence of well-supported value may include binding purchase and sale agreements with
qualified third parties or thorough asset valuations that fully consider the effect of the borrower’s
distressed circumstances and potential changes in business and market conditions. For such
borrowers, when a portion of the loan may not be protected by pledged assets or a well-supported
enterprise value, examiners generally will rate that portion Doubtful or Loss and place the loan on
nonaccrual status. In addition, institutions need to ensure that the risks in leveraged lending activities
are fully incorporated. The Central Bank of Nigeria (CBN) has directed Banks and Discount Houses
with high Non-Performing Loans (NPLs) not to pay dividend to shareholders (CBN, 2018).
To further mitigate the high financial risk of banks, the regulations further mandated deposit money
banks with high non-performing loans to make provision as follows; substandard nonperforming
loans should be 10% when the principal and the interest are not paid in 90 days, while 50% be
provided for on doubtful debt which the borrower cannot pay both the principal and interest within
180 days. For loss or bad debt, the provision should be 100% in which case, there is no probability
of recovering such debt as it has stayed over one year.
2.1.4 Banks risk components
Banks face lot of risks, which are capable of adversely affecting their profitability. They are exposed
to a high degree of risk than any other business because they are involved in the management of
assets and liabilities in varied dimensions. These risks emerge prominently in form of credit risk,
interest rate risk, and liquidity risk because they are closely associated to the banks' lending activity
from which a lion share of banks' profit is generated. The credit risk is the possibility of losing
outstanding loan partially or totally due to credit events (default risk). Geiseche (2004) stated that
credit risk is by far the most significant risk faced by banks and the success of their business depends
on accurate measurement and efficient management of this risk to a greater extent than any other
risk. While interest rate risk which is the exposure of bank's financial condition to adverse movements
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in interest rate which results from a common characteristic of banks borrowing short and lending
long term loans leading to the maturity mismatch (Zainol & Kassim, 2010).
In liquidity risk, the sudden increase in withdrawals which may require the financial institutions to
seek to liquidate its assets in a very short time period (Saunders & Cornett, 2006). It arises from the
inability of a bank to accommodate decrease in liabilities or to fund increase in assets.
2.1.5 Determinants of banks profitability
The determinants of bank profitability vary from bank to bank because of difference in shareholder
and managerial decisions and activities. Previous studies suggest that capital size, size of deposit
liabilities, size and composition of bank’s credit portfolio, interest rate policy, and exposure to risk,
management quality including liquidity management, labour productivity, bank size, bank age,
ownership, ownership concentration, and structural affiliation among others influences bank
profitability. Level of profitability attained would depend on the variation of its determinants over
time. The determinants of profitability are empirically well-explored, although the definition of
profitability varies among studies. Disregarding the profitability measures, most of the banking
studies have noticed that the capital ratio, loan-loss provisions and expense control are important
factors in achieving high profitability (Brissimis & Delis, 2005).

2.2 Theoretical Framework
This study aligns on two main theoretical frameworks which are postulated on the concepts of finance
and risk mitigation in the quest to maximizing corporate profit and wealth.
2.2.1 The Signalling Theory of Financial Structure
The signalling theory put forth by Richard Morris (1987) postulates that firms that are most profitable
provide the market with more and better information resulting to rational behaviour. The underlying
assumptions of the signalling theory is that when firms change their capital structure, the market
value changes accordingly resulting to changes in degree of systemic risk. According to Ommeren
(2011), the signalling theory suggests that a higher capital is a positive signal to the market value of
banks and that liquidity, profitability, timing of equity issuance and financial flexibility are factors
necessary for making financing decision. This theory implies that the structure of a firm’s capital
affects its risk management and financial profitability vis-à-vis the relationship between capital mix,
(debt and equity) and liquidity ratio. The theoretical explanation for the relationship between capital
structure and profitability is based on the agency theory, first formalized by Jensen and Meckling
(1976). Their study explained why managers of entities with different capital structures have obvious
theoretical argument that capital structure and profitability arise when capital market discipline
strengthen owner’s control over management, giving banks’ management more incentives to be
efficient and profitable. It is worth noting that risk arises when management policies on key
operations of the firm are not coherent and in tandem to the overall corporate objectives.
2.2.2 The Risk-Return Hypothesis
The risk return hypothesis also known as trade-off theory, an assumption that is part of the modern
portfolio theory propounded by Harry Markowtz in 1952. The theory states that all investors are risk
averters and will choose a portfolio with lower risk between two portfolios with same rate of return.
This theory also holds that potential return increases when risk increases given a linear relationship,
provided that the investor is willing to bear more risk. Though Josefine and Jianhua (2013) suggest
that increasing risks, by increasing leverage of the firm may not totally lead to higher expected
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returns. However, if a bank expects increased returns (profitability) and takes up more risks, by
increasing leverage, the equity to asset ratio (capital) will be reduced. Risk-return hypothesis is
underpinned by the assumption that markets are efficient and that when higher returns are expected
from a portfolio, investors will rush to buy this security and the price will be push to rise. This work
opined that the quest for higher returns from risky instruments, insider dealings and poor credit risk
assessments have proven tempting to most banks executives resulting to unbearable losses.
2.3 Empirical Review
In the work of Olawale (2015) examined the effect of credit risk on commercial banks performance
having been motivated by the damaging effect of classified assets on bank capitalisation as it
addresses how credit risk affects banks' profitability. Secondary data on bank deposits, total loans
and advances as well as total non-performing loans were obtained from annual reports and relevant
literatures of banks under review. The result shows that the ratio of loan and advances to total deposit
negatively relate to profitability though not significant at 5% and that the ratio non-performing loan
to loan and advances negatively relate to profitability at 5% level of significance. The study also
shows that there is a significant relationship between bank performance (in terms of profitability) and
credit risk management (in terms of loan performance). The study recommended that management
need to be cautious in setting up a credit policy that will not negatively affect profitability.
John (2016) conducted a survey on Nonperforming Loans Portfolio and Its Effect on Bank
Profitability in Nigeria using exploratory research design was adopted. Data analyses were done
through descriptive and regression analyses using the statistical package for the social sciences
(SPSS) for the regression. Result show that nonperforming loans portfolio have negative effect on
bank profitability (with sig value of 0.279 and βof -0.206). NPLs of banks are capable of crippling
the survival of commercial banks in Nigeria if not strictly controlled. He recommended that Bank
directors require to review policies, including credit risk policies, and responsibilities that will
enables the banks to operate in a safe and profitable manner. To reduce NPLs, make profit and
survive, banks require a competent board to ensure the highest level of confidence of the members
of the public. An important way of ensuring the profitability and survival of banks is for their board
to show the highest sense of discipline, integrity, steadfastness and tenacity of purpose while Insider
dealing should be outlawed in banks in Nigeria which was a major source of huge nonperforming
loans portfolio and over extension of loans to promoters, directors and other large shareholders
should be strictly discouraged.
LI Xiaodong and Zhang (2014) tests for the determinants of corporate risk taking and the risk-return
relationship in China, with the sample of listed companies’ financial data from 2004 to 2012 in the
electric power and thermal industry in China. They use a dynamic model that included risk, corporate
performance, industry performance, performance expectations and aspirations. The results suggest
that corporate performance and past risk both have a negative influence on corporate risk (Corporate
past performance has a negative impact on risk taking and significant at 0.1 percent level r= 1974.926, while performance expectations and aspirations have a positive influence on corporate
risk. It provides evidence of the argument on the corporate risk return relations of Behavioural Theory
of Firm which was consistent with Zeng (2008) and Zeng (2011) who also found that the risk-return
association of Chinese listed companies presented negative relationships at significant levels. The
coefficient of Risk was -0.127 and its sig. value stood at 0.049, which is significant at 5 percent level.
It means that the past risk of companies in China also has a negative impact on their future
performance. Under these conditions, if a firm took greater risks in the past, its management will be
under pressure from board of directors or under the supervision of China Securities Regulatory
Commission, so it will take the initiative to reduce its risk in the future. But opined that with the rapid
development of market economy and enterprises in the country in recent years, market supervision
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system and the company governance structure such risks gradually tend to be reduced to the barest
level. They recommended that because low performance leads to high risk,which makes the firm fall
into a vicious cycle of low return-high risk, the corporate management and dominant stockholders
should strive to improve the firm’s performance and carry out risk management (efficient
assessments) through the firm’s strategic decision and daily operations, so that the firm owns a good
cycle of high return-low risk to promote its performance.
Ani, Ugwunta and Imo (2012) examined the determinants of bank profitability in Nigeria from 2001
to 2010. A sample of 15 deposit money banks (DMBs) was drawn which consisted of stand-alone
banks and banks that retained their brand names after the 2005 bank consolidation exercise. Internal
factors such as size, asset composition and quality, and capital adequacy was used. The study found
out that size has significant negative relationship and asset composition shows a significant positive
relationship with profitability.
The determinants of commercial banks’ lending behaviour in are a focus to risk management policy
efficiency in Nigerian as it affects the performance of commercial banks in Nigeria. This issue was
addressed in a study carried out by Olokoyo (2011) using loan advance (LOA) and other determinants
such as volume of deposits (Vd), investment portfolio (Ip), interest/lending rate (Ir), stipulated cash
reserve requirements ratio (Rr) and liquidity ratio (Lr) for the period; 1980 – 2005. The model
hypothesizes that there is functional relationship between the dependent variable and the specified
independent variables. From the regression analysis, the model was found to be significant at both
1% level of significance and shows long term significant impact as revealed by error estimators which
showed that commercial banks deposits have the greatest impacts on their lending behaviour. The
study recommended that commercial banks should focus on mobilizing more deposits as this will
enhance their lending performance and should formulate critical, realistic and comprehensive
strategic and financial plans that can safeguard high risk occurrence and maximize profitability.
3.0 Research Methods
Research Design
This study adopts cross-sectional research design. A cross-sectional study involves the collection of
data across firms on same key characteristics over specific time for the purpose of identifying a
common trend of behaviour amongst the firms. The design is useful in determining the prevailing
behaviours in a population at a certain point in time, and is considered appropriate for the present
study in other to evaluate the effect of specific risk asset components on selected financial
performance indicators.
Population and Sample Selection
The population of this study is comprised of fifteen (15) commercial bank that are listed on the
Nigerian Stock exchange up to June, 2018 and these are:
1. Access Bank Plc.
6. Diamond Bank Plc.
11. Eco bank Plc.
2. Fidelity Bank Plc.
7. First Bank Plc.
12.First city Monument Bank
3. GTBank Plc.
8. Keystone Bank
13. Stanbic IBTC Bank Plc.
4. Sterling Bank Plc.
9. Skye Bank Plc.
14. United Bank for Africa Plc.
5. Union Bank Plc.
10. Wema Bank
15. Zenith Bank Plc
In selecting the sample, preference was given to four major criteria: firms’ size which is measured
by the assets net-worth; firm age in terms of date of incorporation (DOI), and the age of firm as
quoted in the stock market (DOL). The following five banks met the above criteria and were
accordingly selected viz:
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BANK
DOI
DOL
AGE
NET ASSETS
UBA
1961
1970
57
USD12,300,000,000
FBN
1961
1971
49
USD18,000,000,000
ACCESS
1989
1998
29
USD12,600,000,000
GTB
1990
1996
28
USD11,770,000,000
ZENITH
1990
2004
28
USD15,700,000,000
Source: Computed with data extracted from audited financial statements of selected banks in Nigeria
3.2 Data Collection
The audited annual reports of the five banks were used in extracting data on each of the risk asset
components and the three financial performance proxies. These data were collected for a period of
ten (10) years from 2008-2017 for each bank.

3.2 Model specification
The regression model was structured to capture internal determinants and variables. Performance
represented with Return on Assets (ROA), return on equity (ROE) and earnings per share (EPS) was
stated as a function of four risk asset components, nonperforming loans (NPL), derivative assets and
liabilities ratio (DALR) and liquidity ratio (LQR).
Profitability= f (NPLR, DALR and LQR) and fitted in the stochastic model as represented below:
ROA = α + β2NPLR + β3DALR+ β4LIQR + ε….1
ROE = α + β2NPLR + β3DALR + β4LIQR + ε…..2
EPS = α + β2NPLR + β3DALR + β4LQR + ε…...3
Where:
ROA =

Return on Assets - measured by dividing net income of the bank by the total asset. It
shows what earnings have been produced from the invested asset.

ROE =

Return on Equityand thisis measured how much of profit a bank generates with each
value of shareholders' equity and is computed as Net Income/Shareholders' Equity.
ROE is sometimes called return on net worth.

EPS

Earnings per Share. This is the portion of a company's profit allocated to each
outstanding share of common stock. EPS = Net Income - Dividends on Preferred
Stock / Average Outstanding Shares.

=

NPLR =

Nonperforming Loans Ratio - A nonperforming is a loan on which the borrower is not
making interest payments or repaying any principal. The ratio is calculated by amount
of non-performing loans over total loans, expressed as a percentage.

DALR =

Derivative Assets and Derivative Liabilities Ratio - A derivative asset is a financial
instrument which derives its value from the underlying assets. It is a fair value of a
financial asset or other contract with one or more underlying, notional amount or
payment options which can be settled by means of delivery of an asset. While
derivative liability is a financial liability or contract with one or more underlying,
notional amount or payment provisions which can be settled by means of delivery of
an asset.
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The difference in the financial contract which may be as a result of pay-out
value of such contracts at delivery period constitutes the ratio, thus, benefit derived
divided by liabilities incurred.
LIQR =

Liquidity Ratio. It shows the bank’s ability to repay short-term creditors out of its
total cash. It is the ratio of current assets divided by current liabilities.

3.3 Technique of Data Analysis
Descriptive statistic was used to summarize the data collated for the study while the Ordinary Lease
Square (OLS) was used to investigate the effect of risk asset components on financial performance
proxies.
4.0

Data Presentation, Analysis and Interpretation of Results

4.1 Descriptive Statistics
Table 4.1: Descriptive Statistic of ROA, ROE, EPS, DALR, LOAV, NPLR and LIQR
Mean
Median
Maximum
Minimum
Std. Dev.
Skewness
Kurtosis

ROA
3.691000
3.155000
13.40000
-6.990000
4.093310
0.237511
5.483120

ROE
16.80400
17.85000
29.00000
-9.630000
10.77253
-0.995134
3.072577

EPS
20.19650
1.825000
305.0000
-51.00000
70.40982
3.519260
14.90181

DALR
54.09400
0.550000
760.2500
0.000000
169.3825
3.889943
16.74460

LOAV
652911.7
655572.0
1447660.
39206.00
433856.0
0.067025
2.032074

NPLR
477.7439
1.705000
6760.000
0.000000
1602.090
3.387132
13.33613

LIQR
2.101500
1.190000
8.770000
0.120000
2.539555
1.932047
5.267388

Jarque-Bera
Probability

5.326277 3.305362 159.3281 207.8673 0.795708
0.069729 0.191536 0.000000 0.000000 0.671760

127.2718
0.000000

16.72690
0.000233

Sum
Sum Sq. Dev.

73.82000 336.0800 403.9300 1081.880 13058233
318.3486 2204.900 94193.31 545118.4 3.58E+12

9554.877
48767133

42.03000
122.5375

Observations
20
20
20
20
20
20
20
Source: Computed with data extracted from audited financial statements of selected banks in Nigeria
From the descriptive statistic result, the variables (EPS, DALR, and NPLR & LIQR) show significant
probabilities at 5% level, while the means of the all the risk asset and financial performance variables
are displayed as 3.691000, 16.80400, 20.19650, 54.09400, 652911.7, 477.7439 and 2.101500. The
standard deviation of the variables were not widely dispersed from the mean values.

4.2 Test of the effect of risk asset components on ROA
H01:

Risk asset components do not significantly affect Return on Assets (ROA) of commercial
banks during the post consolidation era in Nigeria.

The result of the test on the effect of risk asset components on return on assets is shown in table 4.2.
Table 4.2: Test Results on the Effect of Risk Asset Components on Return on Assets
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Dependent Variable: ROA
Method: Least Squares
Date: 06/27/18 Time: 18:16
Sample: 2008 2027
Included observations: 20
Variable

Coefficient

Std. Error

t-Statistic

Prob.

DALR
NPLR
C
LIQR

2.321207
-0.000640
3.944375
0.265336

9.140907
0.001192
2.357428
0.727013

0.253576
-0.537215
1.673169
0.364967

0.8033
0.0990
0.1150
0.0202

R-squared
Adjusted R-squared
S.E. of regression
Sum squared resid
Log likelihood
F-statistic
Prob(F-statistic)

0.723192
0.237290
4.553134
310.9654
-55.81827
0.809035
0.028498

Mean dependent var
S.D. dependent var
Akaike info criterion
Schwarz criterion
Hannan-Quinn criter.
Durbin-Watson stat

3.691000
4.093310
6.081827
6.330760
6.130421
1.320248

Source: Computed with data extracted from audited financial statements of selected banks in
Nigeria
From the result in table 4.2, F-statistic of 0.089035 is not significant at 5% level and indicates that
the model is not properly fitted. The r2 indicates that only 72.3% of the changes in ROA are explained
by variations in the independent variables. With the probabilities of each of the t-values of the risk
assets components (proxied by DALR, NPLR and LIQR) being less than .05, we report that none of
the risk asset components significantly impacts on the financial performance of the banks. Based on
these results, we accept the H01 and conclude that Risk asset components do not significantly affect
Return on Assets (ROA) of commercial banks during the post consolidation era in Nigeria.
4.3 Test of the effect of risk asset components on ROE
H02:

Return on Equity (ROE) of commercial banks in Nigeria is not significantly affected by risk
asset components during the post consolidation era in Nigeria.

The result of the test on the effect of risk asset components on return on equity is shown in table 4.3.
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Table 4.3: Test Results on the Effect of Risk Asset Components on Return on Equity
Dependent Variable: ROE
Method: Least Squares
Date: 06/27/18 Time: 18:31
Sample: 2008 2027
Included observations: 20
Variable

Coefficient

Std. Error

t-Statistic

Prob.

DALR
NPLR
C
LIQR

2.352706
-0.001256
7.975777
2.801811

2.075106
0.002695
5.330628
1.643926

1.136651
-0.466170
1.496217
1.704342

0.2735
0.0478
0.1553
0.0108

R-squared
Adjusted R-squared
S.E. of regression
Sum squared resid
Log likelihood
F-statistic
Prob(F-statistic)

0.678888
0.286591
10.29557
1589.981
-72.13622
0.450299
0.026203

Mean dependent var
S.D. dependent var
Akaike info criterion
Schwarz criterion
Hannan-Quinn criter.
Durbin-Watson stat

16.80400
10.77253
7.713622
7.962555
7.762216
1.186036

Source: Computed with data extracted from audited financial statements of selected banks in Nigeria
THE RESULT
Table 4.3 shows that r2 indicates about 67.8% of the changes in ROA are explained by changes in
the components of risk assets included in the model, with the probabilities of each of their t-values
being less than .05. All the risk asset components are shown to be positively significant with ROE
except NPLR. Accordingly, the null hypothesis (H02) is rejected, hence the conclusion that Risk asset
components significantly affect Return on Earnings (ROE) of commercial banks during the post
consolidation era in Nigeria.

4.4 Test of the effect of risk asset components on EPS
H03:

The effect of risk asset components on Earning Per Share (EPS) of Commercial banks is not
significant during the post consolidation era in Nigeria.

The result of the test on the effect of risk asset components on earnings per share is shown in table
4.4.
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Table 4.4: Test Results on the Effect of Risk Asset Components on Earnings per Share
Dependent Variable: EPS
Method: Least Squares
Date: 06/27/18 Time: 18:37
Sample: 2008 2027
Included observations: 20
Variable

Coefficient

DALR
NPLR
C
LIQR

-1.141206
-0.001065
32.30100
-2.956082

R-squared
0.814230
Adjusted R-squared 0.548641
S.E. of regression
78.67778
Sum squared resid
92852.89
Log likelihood
-112.8092
F-statistic
0.54135
Prob(F-statistic)
0.03932

Std. Error

t-Statistic

1.588105 -0.071987
0.020592 -0.051723
40.73617 0.792932
12.56273 -0.235306
Mean dependent var
S.D. dependent var
Akaike info criterion
Schwarz criterion
Hannan-Quinn criter.
Durbin-Watson stat

Prob.
0.0436
0.9594
0.4402
0.0172
20.19650
70.40982
11.78092
12.02985
11.82951
1.443159

Source: Computed with data extracted from audited financial statements of selected banks in Nigeria
From the result in table 4.4, F-statistic of 0.54135 is significant at 5% level and this indicates that the
model is properly fitted. The r2 indicates that only 81.4% of the changes in EPS are attributable to
variations in the independent variables. With the probabilities of each of the t-values of the risk assets
components (proxied by DALR, NPLR and LIQR) being less than .05, we report that none of the risk
asset components significantly impacts on the financial performance of the banks. All the predictor
variables have negative and insignificant effects on EPS. Based on these results, we accept the Hi 3
and conclude that Risk asset components have significant affect Earnings per Share (EPS) of
commercial banks during the post consolidation era in Nigeria.
4.5 Discussion of results
The results show that Loans and Advances, Nonperforming loans ratio, Liquidity ratio, and
Derivative assets and liabilities of commercial banks do not have any significant effect on the three
financial performance measures (ROA, ROE, and EPS) of banks during the post consolidation era in
Nigeria. The t-values of each of the independent variables in the three models specified have
probabilities that are greater than 0.05 and the F-ratios were equally insignificant. These results
indicate that the regulatory reforms introduced in at the mid of 2004, have neutralized the adverse
effects of risk assets on financial performance of banks during the post consolidation era, hence the
risk asset components included in this model have had no significant effects on any of the
performance indicators (ROA, ROE and EPS).
This result is consistent with findings of Olawale (2015) who found that the ratio of loans and
advances to total deposit negatively and insignificantly relates to profitability. This study is also in
line with that of Li and Zhang (2011) who found that corporate risk has a negative influence on
corporate performance. This was also evidenced in our findings where the risk assets accounted for
less than 3% of variations in the three financial performance measures from the regression results.
However, results in John (2016) show that non-performing loan portfolios were shown to have
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significant negative effect on bank profitability, indicating that NPLs of banks are capable of
crippling the survival of commercial banks in Nigeria if not properly controlled and managed.
Concluding Remarks
Risk assets are critical components of resources in financial institutions which should be regulated
and properly managed to enhance financial performance. Banks face serious challenge in using risk
market portfolios like derivatives in making financial decisions and bearing in mind the high level of
bad debt arising from loans and advances, coupled with instability in the derivative market which
pose serious risk on commercial banks profitability, stakeholders in the banking sector should
continue to strength operating regulations in management of risk assets. This study investigated the
effects of such risks assets on ROA, ROE and EPS of banks during the post consolidation era when
the CBN adopted stringent regulatory position to safeguard depositors and investors interests in banks
and to ensure the existence of a strong and reliable banking industry. Findings show that banks
profitability was significantly affected by DALR, NPLR and LIQR within the period investigated;
indicating that regulatory measures applied during the post consolidation era have a positive tradeoff effects on banks performance with the risk assets accounting for less than 3% of the variations in
the three financial performance measures. The study recommends the continued adoption of riskfocused and rule-based regulatory framework by the CBN, improvement and sustenance of high level
of prudence by banks executives in risk asset management while maintaining efficient liquidity level
in the banking sector.
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ABSTRACT
The study examined the effect of financial instrument reporting on quality of listed banks financial
statement in Nigeria. The study employed ex post facto research design using data from 3 listed banks
that have coverage within the west African region. The data span across 7 years from 2010-2016
and were analyzed using Multiple regression. Findings from the study revealed that derivative assets,
derivative liability, financial instrument disclosure all have no significant effect on the earnings per
share of the listed banks sampled for the study. Hence, based on the results obtained from this study
it is recommended that investors seeking for quality information about the risk exposure of the banks
in regards to their financial instruments should not place too much emphasis on the three aspects of
financial instrument reporting since they do not significantly affect the earnings per shares. Only
limited information is passed along to investors and shareholders by managers as a result they should
exercise caution when analyzing these instruments in the financial statement.
Keywords: Derivative Assets, Derivative Liability, Financial Instrument Disclosure and
Earnings per share.
INTRODUCTION
Financial instruments serve as hedging instrument in business which in accordance to its usefulness
led to growth in the development of new types of financial instruments such as derivatives since the
mid- 1970s and many users of financial reports believe that the accounting standard setters have not
kept pace with these changes (Ayzer & Cema 2013). In the 1980s, there was rapid financial
innovations which led to new instruments engineered around the basic building blocks of swaps,
options, and futures contracts (Nissim 2003). Looking at the case of the financial crises during
2007/8, banks structured their transactions to ensure derivatives remained off balance-sheet and
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largely undisclosed. The issues associated with undisclosed financial instruments and other ongoing
issues with accounting for such financial instruments have resulted in the International Accounting
Standards Board (IASB) working on projects for the recognition, measurement, and disclosure of
these often complex instruments for most of the past twenty-five years (Ayzer & Cema 2013). This
has resulted in standards being issued, amended, replaced, and further amended.
The first standard in regards to financial instruments bordered on presentation of financial
instruments as captured by IAS 32 (Financial Instruments Presentation). IAS 32 was issued in 1995
and replaced in 2005 with the acknowledgement that techniques used by entities for measuring and
managing exposure to risks arising from financial instruments have evolved and new risk
management concepts and approaches have gained acceptance (IASB, 2005). Accordingly, IAS 32s
have been replaced by IFRS 7 (Financial Instruments Disclosures), which increased the requirements
for companies to provide information about their exposure to the risks associated with recognised
amounts, why management enter into those risks, and how they are managed (IASB, 2005). Since its
issue, the IASB have substantively amended IFRS 7 three times for disclosures applicable to
derivatives: twice in response to deficiencies identified during the 2007/8 financial crisis, and once
following a comprehensive review of hedge accounting. An increased volume of disclosures
applicable to derivatives under IFRS 7 has coincided with increased concern from regulators and the
accounting profession that financial statement disclosures are growing in length while decreasing in
its informative value (Ayzer & Cema 2013).Practitioner and researchers such as: Perera and
Thrikawala, (2010): Omokhudu and Ibadin (2015). have highlighted that poor quality disclosure by
companies is an ongoing issue which then outlines a major gap that needs to be explored. Against
this back drop, this study seeks to evaluate the effect of financial instruments reporting on the quality
of firm’s financial statement. The studies specific objectives include to:
i.

Determine the effect of derivative financial Assets on quality of firms financial report.
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ii.

Ascertain the effect of derivative financial liabilities on quality of firms financial
report

iii.

Examine the disclosure of financial instruments under IFRS 7 and its effect on quality
of firm’s financial report.

LITERATURE REVIEW
2.1 Concept of Financial Instrument Reporting
In April 2001 the International Accounting Standards Board (the Board) adopted IAS 30 Disclosures
in the Financial Statements of Banks and Similar Financial Institutions, which had
originally been issued by the International Accounting Standards Committee in August 1990. In
August 2005 the Board issued IFRS 7 Financial Instruments, which carried forward the disclosure
requirements in IAS 32 Financial Instruments: Disclosure and Presentation. IAS 32 was subsequently
renamed as IAS 32 Financial Instruments: Presentation. IAS 1 Presentation of Financial Statements
as revised in 2007 amended the terminology used throughout IFRS, including IFRS 7. In March 2009
the IASB enhanced the disclosures about fair value and liquidity risks in IFRS 7. The Board also
amended IFRS 7 to reflect that a new financial instruments. IFRS 7 was also amended in October
2010 to require entities to supplement disclosures for all transferred financial assets that are not
derecognised where there has been some continuing involvement in a transferred asset. The Board
amended IFRS 7 in December 2011 to improve disclosures in netting arrangements associated with
financial assets and financial liabilities.
2.1.1 Financial Instruments Presentation (IAS 32)
IAS 32 which focuses on financial instruments Presentation establishes the principles for presenting
financial instruments, from the perspective of the issuer, as liabilities or equity and for offsetting
financial assets and financial liabilities. It applies to the classification of financial instruments into
financial assets, financial liabilities and equity instruments; the classification of related interest,
dividends, losses and gains; and the circumstances in which financial assets and financial liabilities
628

Proceedings of the 8th International Conference of Accounting and Finance
Research Association (AFRA), held 4th – 6th November, 2018
can be offset. The principles in this standard complement the principles for recognizing and
measuring financial assets and financial liabilities in IAS 39 Financial Instruments: Recognition and
Measurement (or if applicable, IFRS 9 Financial Instruments), and for disclosing information about
them in IFRS 7 Financial Instruments: Disclosure.
IAS 32 applies to all financial instruments, both recognized and unrecognized except for: interests in
subsidiaries, associates, and joint ventures accounted for under IFRS 10 Consolidated Financial
Statements, IAS 27 Separate Financial Statements, IAS 28 Investments in Associates and Joint
Ventures unless these standards require IAS 39 to be applied. The standard also applies to:
employers’ rights and obligations under employee benefit plans subject to IAS 19 Employee
Benefits; insurance contracts as defined in IFRS 4 Insurance Contracts. ; financial instruments that
are within the scope of IFRS 4 because they contain a discretionary participation feature. ; the
acquirers’ contracts for contingent consideration in a business combination; financial instruments,
contracts and obligations under share-based payment transactions to which IFRS 2 Share-based
Payment applies. Furthermore, the standard applies to contracts to buy or sell a non-financial item
that can be settled net in cash or another financial instrument, or by exchanging financial instruments,
except for contracts that were entered into and continue to be held for the purpose of the receipt or
delivery of a non-financial item in accordance with the entity’s expected purchase, sale or usage
requirements. The issuer of a financial instrument classifies the instrument or its component parts,
on initial recognition as a financial liability, a financial asset or an equity instrument in accordance
with the substance of the contractual arrangement and the definitions of a financial liability, a
financial asset and an equity instrument.
2.1.2 Financial Instruments Recognition and Measurement (IAS 39)
The objective of this Standard is to establish principles for recognising and measuring financial
assets, financial liabilities and some contracts to buy or sell non-financial items. Requirements for
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presenting information about financial instruments are in IAS 32 Financial Instruments: Presentation.
Requirements for disclosing information about financial instruments are in IFRS 7 while that of
recognition and measurement are embedded in this standard (IAS 39).
IAS 39 holds that an entity shall recognise a financial asset or a financial liability in its statement of
financial position when, and only when, the entity becomes a party to the contractual provisions of
the instrument while in accordance with Derecognition of a financial liability, an entity shall remove
a financial liability (or a part of a financial liability) from its statement of financial position when,
and only when, it is extinguished—ie when the obligation specified in the contract is discharged or
cancelled or expires.
Initial measurement of financial assets and financial liabilities: When a financial asset or financial
liability is recognised initially, an entity shall measure it at its fair value plus, in the case of a financial
asset or financial liability not at fair value through profit or loss, transaction costs that are directly
attributable to the acquisition or issue of the financial asset or financial liability shall be included.
Fair value is the amount for which an asset could be exchanged, or a liability settled, between
knowledgeable, willing parties in an arm’s length transaction. For the purpose of measuring a
financial asset after initial recognition, this Standard classifies financial assets into the following four
categories: (a) financial assets at fair value through profit or loss; (b) held-to-maturity investments;
(c) loans and receivables; and (d) available-for-sale financial assets. An amendment to the Standard,
issued in June 2005, permits an entity to designate a financial asset or financial liability (or a group
of financial assets, financial liabilities or both) on initial recognition as one(s) to be measured at fair
value, with changes in fair value recognised in profit or loss. To impose discipline on this
categorisation, an entity is precluded from reclassifying financial instruments into or out of this
category.
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After initial recognition, an entity shall measure financial assets, including derivatives that
are assets, at their fair values, without any deduction for transaction costs it may incur on sale or
other disposal, except for the following financial assets: (a) loans and receivables, which shall be
measured at amortised cost using the effective interest method; (b) held-to-maturity investments,
which shall be measured at amortised cost using the effective interest method; and (c) investments in
equity instruments that do not have a quoted market price in an active market and whose fair value
cannot be reliably measured and derivatives that are linked to and must be settled by delivery of such
unquoted equity instruments, which shall be measured at cost. Financial assets that are designated as
hedged items are subject to measurement under the hedge accounting requirements. All financial
assets except those measured at fair value through profit or loss are subject to review for impairment.
2.1.3 Financial Instrumenut Disclosures (IFRS 7)
Financial instruments Disclosures (IFRS 7), applies to financial and non-financial institutions and
therefore also applies to investment funds, private equity funds, real estate funds and investment
managers. The extent of disclosure required depends on the extent of the fund’s use of financial
instruments and its exposure to risk. IFRS 7 is divided into two sections. The first section covers
quantitative disclosures about the numbers in the statement of financial position and the income
statement. The second section deals with risk disclosures. This is what takes the disclosures to a new
level. The risk disclosures arising from financial instruments under IFRS 7 are given ‘through the
eyes of management’ and should reflect the way management perceives, measures and manages the
fund’s risks. Seeing risk ‘through the eyes of management’ is a welcome opportunity to bring
financial reporting more closely in line with the way funds are managed; it also allows management
to disclose internal measures not previously recognised under IAS 39. IFRS 7 enhances the fund’s
ability to demonstrate the strengths of its control environment, but it could also expose any flaws in
the risk assumptions underlying key accounting judgements and estimates. The amendment to IFRS
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7, issued in October 2008, amended the standard to include disclosure requirements regarding the
newly permitted reclassification of non-derivative financial assets (other than those designated at fair
value through income statement). A further amendment issued in November 2008 clarified the
effective date and transition date of the requirements. A third amendment to IFRS 7, issued in March
2009, addresses application issues and requires enhanced disclosures about fair value measurement
and liquidity risk to provide useful information to users
The objective of IFRS 7 is to require entities to provide disclosures in their financial statements that
enable users to evaluate: The significance of financial instruments for the entity’s financial position
and performance; the nature and extent of risks arising from financial instruments to which the entity
is exposed during the period; and how the entity manages the risks. IFRS 7 requires certain
disclosures by class of financial instrument for example, the reconciliation of an allowance account
and the fair value of financial assets and financial liabilities. IFRS 7 does not provide a prescriptive
list of classes of financial instrument. However, IFRS 7 states that a class should contain financial
instruments of the same nature and characteristics and that the classes should be reconciled to the
line items presented in the statement of financial position.
2.1.4 Link between IAS 32, IAS 39 and IFRS 7
From the expository literatures on IAS 32, 39 and IFRS 7 above it can be seen that each of these
standards mentioned in one way or the other enhances the other. IAS 32 which focuses on financial
instruments Presentation establishes the principles for presenting financial instruments, from the
perspective of the issuer, as liabilities or equity and for offsetting financial assets and financial
liabilities. It applies to the classification of financial instruments into financial assets, financial
liabilities and equity instruments. The principles in this standard (IAS 32) complement the principles
for recognizing and measuring financial assets and financial liabilities in IAS 39. In IAS 39 the main
objective of the Standard (IAS 39) is to establish principles for recognising and measuring financial
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assets, financial liabilities and some contracts to buy or sell non-financial items which in turn laid
emphases on the various requirements for presenting information about these financial instruments
embedded in IAS 32.
Whereas, Requirements for disclosing information about financial instruments are the core objective
of IFRS 7 while that of recognition and measurement are embedded in IAS 39. The core objective of
IFRS 7 is to require entities to provide disclosures in their financial statements that enable users to
evaluate: The significance of financial instruments for the entity’s financial position and
performance; the nature and extent of risks arising from financial instruments to which the entity is
exposed during the period; and how the entity manages the risks. These both involves the quantitative
disclosures about the numbers in the statement of financial position and the income statement as well
as the risk disclosures. This very aspect of risk disclosure is what has distinguished IFRS 7 from the
previous recognition and measurement enshrined in IAS 39. The risk disclosures arising from
financial instruments under IFRS 7 are given ‘through the eyes of management’ and should reflect
the way management perceives, measures and manages the fund’s risks.
2.1.5 Earnings per Share as a Measure of Quality of Financial Statement
According to Meyers (2007) investors normally do not directly assess the performance of the firms
in which they intend to invest. They usually depend on financial statements prepared by the
management of such firms and it is an established fact that accounting plays a significant role within
the concept of generating and communicating the information about the performance and wealth of
firms. This wealth is communicated through the publication of annual financial statements containing
the required Financial Accounting Information (Robert & Abbie, 2003).
For financial statements to be of quality they must be of value relevant to the investors
(Meyers, 2007). Value relevance implies ability of the financial information contained in the financial
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statements to explain stock market measures and return on investments to the investors (Vishnani &
Shah, 2008). This can be analyzed by examining the relationship between market value of equity
(stock price) with accounting data such as book value of equity and earnings per share (Beisland,
2009). Book value relevance which depicts the quality of a firms financial statement means that there
is a statistical association between financial information and the reported earnings per share or return
on investment and that such accounting based measures explain the firms value in a good way. The
quality of financial statement using value relevant approach of accounting information research gives
much attention to how the change in the market value of equity is related to value creation as
measured by the accounting system. As a result of this emphasis on the quality of financial statement
given its value relevance, investors and other interested parties of accounting information make use
of financial disclosure to assess the risk and value of the firm when taking investment decisions
(Karki & Adhikari 2014).
2.2 Theoretical Framework
This study is anchored on the signalling theory as it pertains disclosures in regards to financial
instruments.
2.2.1 Signalling Theory
As propounded by Miller and Rock (1985) signalling theory refers to the idea that the agents send
information to the principal in order to create credible relationship and for other benefits that pertains
the interest of the management and not the investors. Managers have more first hand information
about the firm than firm’s investors do but they are always reluctant to provide transparent
information to the shareholders. So, the level of disclosures about a firms financial instrument can be
used for information purpose and it also act as a signal for the firm’s future projection proficiently.
The study regarding financial instrument reporting can be classified into event studies and regression
studies. Event studies focus on the investors‟ reaction on events for example the adoption of IFRS 7
and regression studies which focus on accounting measurements of these financial instruments which
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pertains IAS 39 and their explanatory power on the quality of firms financial report as used by
(Mosez, 2002).
2.3 Empirical Literature
Most researchers have examined different aspects of financial instrument reporting, including risk,
market disclosure, and earnings management as well as the issues of derivatives. Some of these
studies are reviewed below:
Habib and Elhamaney (2009) examined the value relevance of accounting information in Egyptian
equity market. In their results they found out a positive correlation between cash flow and equity
market values in Egypt.
Bhat (2008) uses variance decomposition analysis to examine the variance contribution of fair value
gains and losses relative to net income in driving stock returns. The study finds that fair value gains
and losses are significant in explaining the volatility of unexpected returns and that relative
importance of fair value gains and losses to net income is an increasing function of disclosure. In
other places Ayzer and Cema (2013) found that combined book values and earnings are significantly
value relevant in explaining stock prices in the Turkish Stock Markets. Book values and earnings
were individually significantly value relevant, with book values having higher explanatory power
than earnings.
Nelson (1996) provides evidence that fair value disclosures have no incremental power relative to
book value, with the exception of investment securities, while Venkatachalam (1996) finds that
banks’ derivative fair value disclosures are value-relevant. Both studies corroborated Barth (1994)
which investigated how disclosed fair value estimates of banks' investment securities, and securities
gains and losses (based on those estimates) are reflected in share prices in comparison with historical
costs and found that fair value estimates of investment securities provide significant explanatory
power beyond that provided by historical costs.
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3. METHODOLOGY
This study adopts ex post facto research design and employed multiple regression in analysing the
data collected from the annual financial statement of 3 commercial banks found within the west
African region that are listed on the Nigerian stock exchange market from 2010-2016. The study
spitted the regression into quantitative measurement of financial instrument and qualitative
measurement of the disclosures using dummy variables to ascertain the level to which the listed banks
adhered to the disclosure requirements. The quality of firms financial statement is measured using
value relevance approach which the study used the reported earnings per share of the banks as a
measure for the quality of the banks financial statement.
3.1 Model Specification:
EPSft= α + β1 DAft+ β2 DLft+ β3 FIDft+ β4 FSft+ β5 PROFft Uft
EPS ( Reported Earnings per Share of the firms at a time)
DA= Derivative Assets (LOG of the reported figure for derivative assets of the firms at the time)
DL= Derivative Liability (LOG of the reported figure for derivative Liabilities of the firms at the
time)
FID= Financial Instrument risk Disclosure ( 0 dummy for non adopters of IFRS 7 and 1 dummy for
adopters)
Control Variables= Profitability and Firm Size
U= Error term
FT= Firm time
β1 - β2 = Beta coefficient
Decision Criteria: Accept the null hypothesis if the calculated significant value is greater than the
accepted significant value of 0.05

4. RESULT PRESENTATION AND ANALYSIS
4.1 Descriptive Statistics
The Table below shows the descriptive statistics of our sample make up.
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Table 1: Descriptive Statistics Table
Descriptive Statistics
N

Minimum

Maximum

Statistic

Statistic

Statistic

Mean
Statistic

Std. Deviation

Std. Error

Statistic

EPS

21

.07

2.43

1.1629

.14082

.64533

DA

21

.00

6.00

4.4731

.24834

1.13804

DL

21

4.00

6.04

4.8234

.13403

.61422

FID

21

.00

1.00

.7143

.10102

.46291

FS

21

6.16

7.38

6.7239

.09331

.42760

PROF

21

.01

.90

.2762

.05036

.23079

Valid N (listwise)

21

Source: SPSS (20)
The mean value of EPS (proxy for firm value relevance) of the sampled listed banks is 1.1629, while
its standard deviation value is 0.64533. The maximum value of EPS is 2.43 while the minimum value
is 0.07. This means that all the banks shareholders in this study earn on an average a return on shares
that is above 0.07. The mean value for Derivative Assets (DA) is 4.4731 while its standard deviation
is 1.13809. The maximum value of DA is 6.00 while its minimum value is 0.00. This therefore
implies that some banks were observed to be dealing in more derivative assets than others who at
some point did not. The mean value of Derivative Liability (DL) is 4.8234 while its standard
deviation value is 0.61422. This shows that the banks derivative liabilities fall within same range as
all the banks are conservative in taking obligations in regards to financial instruments. The maximum
value of DL is 4.00 while its minimum value is 6.04 showing that some banks held a bit higher
obligations in regards to their financial instrument liabilities than others.
The average value of Financial Instrument Disclosures (FID) is 0.7143 while its standard deviation
value is 0.46291. The maximum value of FID is 1.00 and its minimum value was 0.00. This
deviations shows the different level of compliance to risk disclosures in the financial statement of the
various banks as stipulated by IFRS 7 .
4.1.1 Model Summary
The table below reveals the direction of association of the variables of study.
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Table 2: Model Summary
Model Summaryb

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

.530a

.281

.041

.63200

.281

1.171

5

15

.369

2.112

a. Predictors: (Constant), PROF, DL, FID, DA, FS
b. Dependent Variable: EPS

Source: SPSS (20)
The above results show that there exist a positive and relatively high association between
earnings per share and variables of financial instrument reporting (DA,DL,FID) at 53% of the R value
which indicates that the model is fit. Also the R2 stood at 0.281.The R2 otherwise known as the
coefficient of determination shows the percentage of the total variation of the dependent variable
(EPS) that can be explained by the independent or explanatory variables (DA,DA,FID). Thus the R2
value of 0.281 indicates that 28.1% of the variation in the EPS of listed banks can be explained by a
variation in the independent variables (DA,DL,FID) while the remaining 71.9% (i.e. 100-R2) could
be accounted by other variables not included in this model. The adjusted R2 of 0.041 indicates that if
the entire population is considered for this study, this result will deviate from it by only 0.240 (i.e.
0.281 – 0.041). This result shows that there is a deviation of the sample examined and the total
population by 24%.

4.2 Presentation of Regression Results
Table 3: Regression result (banks)
Coefficientsa
Model

Unstandardized Coefficients Standardized Coefficients
B

Std. Error

T

Sig. Collinearity Statistics

Beta

Tolerance

(Constant)

.786

3.310

DA

.117

.153

DL

-.429

.240

FID

.297

.377

.213

FS

.289

.574

-.846

.931

VIF

.238 .815
.207

.768 .455

.659

1.518

-.409 -1.791 .093

.921

1.086

.789 .442

.657

1.523

.192

.504 .622

.332

3.012

-.303

-.909 .378

.433

2.312

1

PROF
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a. Dependent Variable: EPS

The regression result as presented in table 3 above to determine the relationship between DA,DL,FID
and EPS shows that when the independent variables are held stationary; the EPS variable is estimated
at 0.786. This simply implies that when all variables are held constant, there will be an increase in
the EPS of listed banks up to the tune of 0.786 units occasioned by factors not incorporated in this
study. Thus, a unit increase in DA will lead to an increase in EPS by 0.207 also a unit increase in DL
will lead to a decrease in EPS by 0.409 unit and a unit increase in FID will lead to an increase in EPS
by 0.213 units.
4.3 DISCUSSION OF RESULTS
Following on the result obtained from the relationship between Derivative Financial Assets (0.455),
Derivative financial liabilities(0.093), Financial instrument disclosures (0.442) and firm Quality of
firms financial statement (EPS). The variables of Financial instrument reporting are found to have
insignificant effect on earnings per share which is the proxy for value relevance (Quality of firms
financial statement). This result points to the fact that most investors in Nigeria do not consider the
level of financial instrument reported especially the risk disclosures associated with it in big banks
balance sheet in making critical investment decisions. This result agrees with prior empirical results
of Nelson (1996) who carried out study and found out that financial instrument reporting has no
influence on the shareholders perception about the value of the firm.
CONCLUSION AND RECOMMENDATIONS
This study seeks to examine the effect of financial instrument reporting on quality of listed banks
financial statement. After careful analysis it was concluded that derivative assets, derivatives
liabilities as well as financial instrument disclosures does not have any significant effect on earnings
per share. Due to the limited knowledge of Accounting for financial instrument and its disclosure in
the financial statement it suggests a number of interest areas. The study help to close the gap between
lag in knowledge and exposes the purpose, functions, reasons and risk to having accounting
derivatives in the financial statements of commercial banks. As a result of these findings, the
following recommendations are outlined:
In seeking for quality information about the risk exposure of the banks in regards to their financial
instruments, investors should not place too much emphasis on the three aspects of financial
instrument reporting since they do not significantly affect the earnings per shares. Only limited
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information is passed along to investors and shareholders as a result they should exercise caution
when analyzing these instruments in the financial statement.
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Abstract
This study investigates dwindling foreign direct investment in developing nations of Africa as a
consequence of capital flight perpetrated mostly by Multinational Corporations (MNCs). Secondary data
was employed for this study in the following countries; Nigeria, Gabon, Botswana, Cameroon and South
Africa from 2005-2014. The study adopted ordinary least square regression analysis to test the hypothesis
of the study. The result from the regression analysis shows that capital flight repatriation has significant
impact on foreign direct investment which represents t-statistic of 2.531 with F- statistic = 21.70; R2 =
0.837, and R-2 = 0.701 with the p-value 0.016 < 0.05%. It can be deduced from the result obtained that
the constant parameter in the long run is positive. This implies that if all the explanatory variables are
held constant, foreign direct investment (FDI) will increase thus bringing about increased employment
generation, increase Gross Domestic Product (GDP) of these nations, decrease interest rates, impact
positively on exchange rates as well as help in nation building in less developed nations. This study
concluded that capital flight has a significant impact on dwindling foreign direct investment in developing
nations of Africa. It therefore, recommended that foreign investors and MNCs should be meant to stop
illicit outflows via capital flight throughmore stringent international tax laws aimed at entrenching
transparency on how MNCs file in their tax liabilities. Finally Governments should establish public
registries of verified beneficial ownership information on all legal entities, and all banks should know the
real beneficial owners of any account in their financial institution. Government authorities should adopt
and fully enforce all of the Financial Action Task Force’s (FATF) anti-money laundering
recommendation.Governments should oblige multinational companies to openly make known their
revenues, profits, losses, sales, taxes paid, subsidiaries, and staff members levels on a country-by-country
basis including ensuring that all countries take part in the automatic exchange of tax information as
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endorsed by OECD and G20. As regards trade mis-invoicing, trade transactions involving a tax haven
should be treated with the highest level of examination by customs agencies.
Keywords: Illicit Financial Flows, Tax Evasion, Tax Avoidance, Multinational National Companies

Introduction
According to Service Centre for Development and Cooperation (2010), illegal capital flight
is frequently perpetrated via tax havens by MNCs. The World Bank Group (2017) noted that the
term ‘Illicit Financial Flows (IFF) began to be closely associated with capital flight repatriation to
explain a number of illegal cross border activities and it is recently being used to describe
movement of capital or activities or more clearly money that is illegally earned, transferred or
used across borders. This study has adopted the two terms ‘illicit financial flows and capital flight
repatriation’ because of the controversies/debates surrounding the thin line between the two terms
and the argument remains inconclusive and almost the same as we shall see below. The dimension
and the problem of illicit financial flows/capital flight repatriation is huge considering the financial
quantification.
Globally the estimates show that illicit flows/capital flight repatriation has grown
substantially and it is difficult to quantify given the illegality of the flows and the underlying
activities. Even according to conservative estimates, about €1,200 billion crosses nations’ borders
illicitly yearly. In 2008, it was estimated that the sum leaving the borders of developing countries
is estimated to consist of over 50% of this, i.e. between €680 and €800 billion. By way of
comparison, the development assistance paid by rich countries to developing countries was €80
billion same year 2008, and so is only ‘a ninth or tenth part’ of the wealth that flows in the opposite
direction illicitly. The examples of Sub-Saharan Africa exemplify how serious the condition looks.
About €340 billion left the borders of this world’s poorest region from 1970 to 2004. The foreign
debt of the countries of the region in 2004 amounted to €183 billion. With interest the sum
increased to €490 billion (Service Centre for Development and Cooperation, 2010).
Furthermore, Global Financial Integrity (GFI) (2014) provides estimates of the illicit
flows/illicit financial flows (IFFs) out of the developing world or illicit outflows in 2014. It
reported that outflows are estimated to have ranged between $620 billion and $970 billion.
Similarly Global Financial Integrity (GFI) (2017), estimates that developing countries lose almost
US$ one trillion per year.
The Economic Commission for Africa of the United Nations (ECA) (2010) has used trade
statistics to estimate that between 2001 and 2010 African countries lost up to US $407 billion from
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trade mispricing only. Despite the fact that it is difficult to estimate the exact figures being lost
through IFFs/capital flight repatriation, available statistics by GFI and ECA show a rising trend in
the ugly development between 2001 and 2013 even beyond.
Foreign direct investment (FDI) has been the largest single source of external finance for
developing countries since 1993. Indeed, in 1995, the share of developing countries in global
Foreign Direct Investment (FDI) inflows reached an historic high of 38%. Capital flight from
developing countries is also more complex than was previously thought. For Latin America alone,
residents are estimated to have lost about $300 billion in capital abroad via capital flight
repatriation/illicit outflows (Kuczynski, 1992) in (Princeton Studies in Int’l Finance, 1996).
Therefore the losses incurred by African countries rise significantly even though Africa’s
share of outward illegal financial flows of developing countries is about 4.6% to 7.2% (GFI,2017).
Raymond Baker, who heads the International Task Force on International Integrity and Economic
Development and the Global Financial Integrity research programme, has stated that capital flight
repatriation is the single most harmful economic problem for developing countries and transitional
economies.
This monstrous illegal cross-border (IFFs/capital flight repatriation) challenge is entrenched
through tax haven practices by MNCs, tax evasion and avoidance, corruption, organized crime,
fraud in international trade through misinvoicing, illegal exploitation of natural resources and
diversion of public fund from priorities. Other forms through which illicit outflows occur include
illegal logging, fishing and mineral extraction and these impoverish individuals and communities
that rely on these resources for their survival.
Consequent upon illicit financial flows (IFFs), there arise political and economic security
challenges around the world especially in developing countries. Poverty, economic retardation,
poor standard of living and general underdevelopment in all ramifications have become the norm
in developing world. IFFs reduce domestic resources and tax revenue needed to fund povertyreducing programmes and infrastructure in developing countries. It goes further to erode resources
thereby

constraining

poverty

reduction

and

shared

prosperity

(The

World

Bank

Group/International Bank for Research and Development/International Development Agency,
2017). Developing countries have fallen victim of capital flight repatriation perpetrated by
developed nations mostly through their agents, that is, multinational corporations. Though these
multinational companies are welcome by their host developing countries with a view to speeding
up development in all ramifications and increasing FDI, studies as stated above have shown that
unknowingly to these developing countries, huge sum of capital/resources are illegally transferred
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to the countries of origin or parent companies of these MNCs abroad through their subsidiaries
abroad in order to avoid/avert filling in their tax liabilities to their host governments thereby
robbing these developing nations of their resources through various tax havens practices and other
illegal cross border practices. These developments render the citizenry and economy of developing
nations poor as well as inhibit development. I lieu of these, it is the purpose of this study to
investigate as a way of filling a gap, why foreign direct investments and valuable natural resources
dwindle in developing countries where MNCs operate leading to constraints in poverty reduction
programmes and developmental strides in these nations; despite the claims of MNCs that they
attract developments.

Conceptual Framework
Illicit Financial Flows/Capital Flight Repatriation Explained:
There is a growing degree of familiarity with the term ‘illicit financial flows’, but there is still
no global census regarding its definition. For instance, the World Bank Group (2012) defines illicit
financial flows (IFFs) to relate both the flow of illegitimate funds and assets across borders and the
core activities that generate the flows. It includes money and activities that have a lucid relation with
illegality such as corruption, illegal natural resources exploitation, smuggling and trafficking, money
laundering, tax evasion and fraud in international trade. There is an ongoing debate on which
commercial activities represent illicit outflows or capital flight repatriation. For example, World
Bank Group (WBG) is of the opinion that tax avoidance activities such as legal tax planning and
optimization do not belong to IFFs/capital flight repatriation. This is dissimilar from ‘IFFs’ that arise
through the fraudulent mis-pricing of goods that take place between independent parties/subsidiaries,
illegal transfer pricing within multinational corporations or fictitious transactions.
Leonce Ndikumana, Director, Peri's African Policy Program, described capital flight or illicit
outflows as the money that leaves a country which is unaccounted for or unrecorded . And most of
the times it is money that is leaking out of the country because the owners are not willing to disclose
the sources of the funds, which may have been acquired illicitly. So it is basically a net loss to the
country. It is resources that could have been invested in the country to promote investment,
employment creation, and economic growth. These resources are suddenly forced to develop wings
to fly away midnight or evaporate like gas, unnoticed.
Furthermore, Service Centre for Development and Cooperation (2010), explained capital flight
repatriation/illicit outflows as illicit wealth that is earned, transferred or used the contravention of a
country’s laws. It can be referred to as wealth whose origin is connected with illegal activity, such as
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corruption, the illicit manufacture of goods, other varying forms of crime; it includes concealing a
company’s wealth from a country’s tax authorities. The definition is used here of illicit or illegal
financial flows (or illegal capital flight) comes from the Global Financial Integrity studies, whose
figures have been used by many different development policy organisations, including the World
Bank. In practice, the majority of unrecorded financial flows contravene the laws of one country or
another, which is why it is reasonable to speak of illegal capital flight. The High-Level-Level Panel
and GFI divide IFFs into three categories based on the source of the flow and that is captured in a
study by Service Centre for Development and Cooperation (2010) as flows:
a. Corruption: This was the focus of a wide-range of talk during the 1990s, which accounts only for
3-5% of all these money/illicit outflows.
b. International Crime: This includes drug and human trafficking, money laundering et cetera
which accounts for about 30%.
c. Illegal commercial capital flight via tax evasion by multinational companies is clearly of greatest
significance. This account for about 64% of capital flight repatriation/illicit outflows.
In this case, funds are transferred from a company to subsidiariessited in a number of tax havens at
exceedingly high orlow prices. Byinvestments in tax haven companies, the investors canconceal their
true identity. For example, allowing them to enjoy the benefitfrom special treatment targeted to
overseas investors.A similar process can be used for launderingmoney.For example, in the case of
China it is estimated thatas much as a quarter of capital illegally taken out of thecountry returns as
foreign investments. China is famous as a country of origin of huge illicit financial flows. It is
estimated that up to €80 billion of taxable income evaporates from China each year. Some
multinational companies engaging in illegal capital flight are situated and do business in emerging
economies. Unfortunately, about 80–90% of illegally taken capital leaves developing countries
permanently through these MNCs that claim they attract development.
As noted by Kofi Annan African Progress Report (2013), ‘when foreign investors make
extensive use of offshore companies, shell companies,and tax havens, they weaken disclosure
standards and undermine the efforts of reformers in Africa to promote transparency. Such practices
also facilitate tax evasion and, in some countries, corruption, draining Africa of revenues that should
been deployed to fight poverty and vulnerability’. To say the least, MNCs are very selfish in their
business dealings in developing, taking a look at these developments.
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Tax Haven Explained within the scope of the study:
It has been observed that there is no sole definition of a tax haven. According to the
Organization for Economic Cooperation and Development, OECD, (2006), tax havens possess the
following features as follows: ‘low or nonexistent taxation, unwillingness to participate in
international exchange of information on tax matters, companies registered in them do not need
to provide factual information on business activity in their own area, and inadequate
transparency’.
Organizations such as the OECD, the IMF and the Tax Justice Network definitions of tax
havens are slightly different. This is why estimates of the numbers of tax havens vary. In 2008 the
IMF estimated that there were 46 tax havens in the world, while the Tax Justice Network counted
about 70 in 2007.

Western Tax Havens Sharp Practices Rob Developing Countries
There are a number of familiar tax havens, probably small tropical islands like Bermuda or the
Cayman Islands. Also, there are a number of tax havens in Europe and the United States, whose states
have broad rights to take decision independently on their taxation and regulation of financial markets.
It is obvious that small island states are always mentioned as tax havens. This is because their special
legislation makes it possible to get a low tax rate for investments and to conceal the true identity of
the investors.
The EU, Ireland and Cyprus lure companies with low tax rates and special laws. Belgium, Denmark,
Luxembourg, the Netherlands and Switzerland tax some business activities exceptionally lightly and
offer better opportunities than tropical islands to repatriate their profits untaxed to other countries. It
is estimated that the tax haven services that goes on in the Netherlands alone on yearly basis represent
over €100 million deficit in the tax revenue of developing countries. It is observed that an estimated
5% of the wealth of private individuals investedin tax havens has been taxed in accordance with the
law in the country of origin. The problem concerns poorcountries as well asrich ones: some
Indianshave put away about €1,100 billion in Swiss bank accounts,more than the citizens of any other
country (Service Centre for Development and Cooperation (2010). This outflow of resources illegally
from such a developing world is outrageous as it weakens the revenue base the economy.

Tax Haven Methods Employed By Multinational Corporations (MNCs)
Some of these methods as expatiated by Farok (2016) are briefly explained below:
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1. Exemption/Deferral of Foreign Affiliate Income
Most advanced nations typically tax multinational home-country operations, but do not
additionally, tax profits of the company’s foreign affiliates (Markle, 2015). Take for instance, the
US, treat the multinationals’ worldwide income (US as well as foreign) as taxable. However, the US
offers an enormous gap. For example, after paying each country’s taxes, the additional US tax on US
multinationals’ foreign associate profits can be deferred for an indefinite period, maybe forever, by
the simple measure of not transferring those profits back to the US. Instead, funds are parked in tax
haven such as Bermuda, or are invested in other foreign operations where tax haven activities are
obtainable. The accumulated, but unrepatriated, profits of American multinationals’ foreign
subsidiaries which have legally escaped US taxation are estimated between $2.1 and $3 trillion. So,
developed countries are not exempted from tax haven practices of MNCs though developing nations
are worst heat because to a large extent they depend on revenues from their natural resources being
milked by MNCs.

2.

Transfer Pricing ( Invoice Values)
Globally as regards supply chains, multinationals ship goods and services whose unit price,

chosen by the MNCs themselves, is frequently unfair by tax considerations. A situation/case where
two firms, Firm X and Firm Y, both are owned by the same MNC. Firm X has been exporting 1,000
items per year to firm Y invoiced at $1.30 each. But if they are invoiced at $1.80 each, Y would
then pay X $500 more annually. Firm X’s profit would increase and Y’s would decrease. The plan
is simple; pay higher amounts to affiliates where taxes are low, and show lower values where
taxes and/or tariffs are higher. In the above example, if Y’s country’s tax rates were higher than
Firm’s X, or if X’s country levied an import tariff, then the situation would be reversed. In that case,
the MNC involved would undervalue the shipment to bring down its total worldwide tax and tariff
liability.

3.

Inversion

This is a strategy where by a MNC relocate its corporate headquarters to a lower-tax jurisdiction.
This achieved by simply acquiring or merging with a foreign firm in a lower-tax country. For large
multinational companies, the annual savings can be in billions. For example, in Ireland, corporate
taxes pegged at 12.5% compared with the maximum 35% US tax rate. Since 2012 MNCs such as
Mylan has moved to the Netherlands, Berger King moved to Canada, and Medtronic relocated to
Ireland and because of lower tax rates than the US.
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4.

Other Uses of Tax Haven: Rounding-Tripping’ and Evading Currency Convertibility

Restriction
MNCs establish shell or subsidiary companies which are used as a channel or parking spot for
foreign affiliates profits that are not repatriated back to their countries of origin/home-country but
are used for external investments. Developing nations are hit by this development. By keeping
profits outside the country of origin, tax liability on the revenue is deferred for an indefinite period.
So, profits generated by MNCs subsidiaries are not repatriated to their home countries to avoid
being taxed.

5.

Intra-corporate Loans

One more provision government offer companies is deducting interest payments on loans as an
expense item. Indeed, payments on loans are an expense of the borrower/payer. But if the lender
(source of fund) and the borrower are companies within the same MNC, even though in other
nations, then the MNC has a clear path to paying less tax in high-tax jurisdictions. It can make its
lower-taxed affiliates make loans available to its affiliates in high-tax nations and can then enjoy
a juicer tax deduction on the interest payment. FDI flows consist of three components:
FDI Flow=New equity+ Retained earnings+ Net Intra-corporate loans.

Effect of Capital Flight and Tax Haven on the Economy of Developing Countries
There are a number of ways capital flight can affect the economies of developing nations and such
include:
a. The transfer of wealth from the poor South to the rich North also threatens to invalidate the benefits
derived from development assistance and debt relief from developed nations. In other words, the
benefits that could have been derived from financials aids from multinational companies and
developed nations are secretly taken away from the developing economies through capital flight
repatriation thereby leaving developing nations more or less empty.
b. Tax revenue of developing countries that could have funded investments and cover public
expenditure is reduced.
c. Inflation and increased income differentials are incited
d. Disruption of competition and shrinking of foreign trade.
e. Capital flight makes deeper reliance on donors as well worsens the problem of debt of
developing countries.
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f. Multinational corporations via company tax evasion only force developing countries to lose taxes
that are considerably greater than development assistance they receive from MNCs.
g.Difficulty in fixing a market price: Transfer pricing is not illegal as long as the subsidiaries are
trading at “arms length”, using prices they would use if they would be separate companies. Normally,
both buyers and sellers aim for the best price from their own vantage positions. In the case of trade
between the subsidiaries of MNCs, this rule does not always hold. The price may be set to a level
that benefits most the parent companies. This is why affiliates divide up the profits of their business
frequently in a way thatminimises the company’s tax burden. It should be noted that transfer
pricingbecomes illegal when the different units of a MNC sellgoods or services to one another at
artificially or manipulated high orlow prices.

Debts and Investments are Recycled via Tax Havens
According to Service Centre for Development and Cooperation (2010) many tax agreements between
nations make it possible to recycle investments via tax havens. Subsidiaries operating in developing
countries can thus minimise their taxes through tax agreements. In 2008, for instance, it was estimated
that about 67% of direct investments leaving Brazil were directed at established tax havens. The
second biggest amount of investments made by companies favours Denmark and the agreements stop
these states from subjecting to tax the profits of companies registered in Mauritius operational in the
region, and place a rigid ceiling on the taxation of dividends of international investors operating from
Mauritius.

Tax evasion versus tax avoidance
Tax evasion implies the strategies by private individuals and companies to avoid taxation using
illegal means. This can be done by providing intentionally erroneous tax information or concealing
it into. A company may, for instance, leave part of its income undeclared or file a tax return that
appears to be legal but which in reality contains false information.
Tax avoidance means taking advantage legally of the loopholes in the tax system in order to minimise
taxes. Aggressive tax avoidance entails vigorous exploitation of loopholes in tax laws and using
machinery to shift wealth between different tax systems to reduce overall taxation. Although this is
not in contravention of the law, it is also not in conformity with the principles of tax regulations. A
company that refuses to pay the right amount of tax in the right place and at the right time is acting
against the spirit of tax laws. Developing country legislation and administrative arrangements are
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usually less developed and less effective than those of developed countries hence MNCs take
advantage of such gaps.

Multinational companies as the main source of capital flight
Tax dodging by MNCs accounts for two thirds of the illegal capital flight. MNCs are able to
engage in various kinds of legal and illegal tax planning, particularly by using subsidiary companies
located in different parts of the world – often tax havens. The network of subsidiaries provides also
possibilities to take advantage of bilateral taxation agreements. The most well-known means of tax
evasion is simply to give false information on the content or make up of a company’s international
trading. Subsidiaries located in countries with low taxation can be made to appear most profitable
and the subsidiaries of countries with high taxation most unprofitable so that there is no taxable
income created.
The prices used in trade between the subsidiaries owned by a parent company are twisted or
abusive use of transfer prices between subsidiaries. Company tax evasion alone causes developing
countries tax losses that are appreciably greater than development assistance from development
partners and international financial institutions.

Transfer Mispricing/ Transfer Pricing:
The biggest component of illicit capital flight repatriation and corporate tax evasion, results
from misrepresentation of the contents and prices used in world trade. The key method for this is
manipulating the trade between company’s subsidiaries. This is called misuse of transfer pricing, or
transfer mispricing.
Transfer pricingrefers to the prices that a multinational corporation uses in trading between
its subsidiaries. Based on estimations, about 60% of international trade takes place among affiliates
within multinational corporations. Raw materials must be sold to their manufacturing plants and
financial services from financing units to country offices, and so on. Transfer pricing can be misused
by under-pricing or overpricing products. Transfer mispricing is by far the mostsignificant form of
illegal capital flight. Based on Global Financial Integrity (2006) estimates, between €375–400 billion
were sent offshore from developing countries in 2006. In terms of under-pricing of exports a MNC
fixes the pricesit uses in trading between its subsidiaries cheaper thanthe real value of the product.
The products are then sold at current market price in the country of destination which usually far
higher and the implication is higher profits in the low tax jurisdiction. In this case, the fractionof
capital flight is simply the between the firstand second price. The same mechanism works the
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otherway round: taxes can be avoided by the overpricing of imports thereby increase the cost of
production with its attendant reduction effect on profits.The excess is then invested in bank accounts
incountries with high degree of banking secrecy.The value of import and export products can be
manipulated to beartificially high or low also by providing falsified informationon their quality,
classification or quantity. MNCs may also employ fictitious trade transactions, which are paid for
despite the fact that the products donot exist. The payment may then be moved from anation with
heavier taxation to an area with lightertaxation.

Subsidiary Companies are the Main Tool of Tax Planning
It has been observed that multinational corporations normally have hundredsof subsidiaries. Owing
to tax and other regulations,subsidiaries are virtually always established in each ofthe states where
the parent company has business operations and most times in tax havens in which there is no
properbusiness activity.A broad base of network of subsidiary companies facilitates the transfer of
profits to countries with the lowestpossible level of taxation.Companies in tax havens are often
holding companies,whose only task is to own a parent company’s othersubsidiaries and ensure the
collection of dividends from them. Theseforms of companies are often established in places suchas
the Netherlands, Ireland, Luxembourg, Switzerlandand Denmark- paradise of tax havens.

How Capital Flight Repatriation/Illicit Financial can be stopped

Ensuring country-by-country reporting would tackle many problems:
Increased transparency in accounting systems would be important to curb illegal capital flight
repatriation. It would also help to reduce the risks associated with business activities. Current
accounting standards are drawn up by a body comprising professionals from the private accountancy
sector, the International Accounting Standards Board (IASB) currently known as International
Accounting Standards Council (IASC). The IASB published its standards for the first time in 2003.
Two years later they came into force in the European Union. According to critics, the IASB norms
are insufficient. Amidst deficient norms, companies can report the incomes of the subsidiaries of
different countries as global or regional income, so that hardly anything is revealed of a firm’s internal
trading. As observed by Action Aid et al (2009), because of insufficient transparency, country’s
citizens, NGOs that monitor government activities or even members of parliament are unable to find
out what kinds of agreements their leaders have concluded with companies.
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Ensuring Greater Banking Transparency: The era of banking secrecy is over,” the G20 countries
declared in their statement at the London Summit in April 2009. Sanctions need to be imposed on
countries that practise banking secrecy and to transactions to banking secrecy jurisdictions..The most
prominent initiative so far has been the creation of black and grey lists of tax havens drawn up by the
OECD, but they are not enough to solve the problem. Their advantages remain particularly
insignificant for poorest countries. The financial crisis and resolutions of the G20 country group have
encouraged OECD to develop new initiatives against tax havens. The benefits for the developing
countries from these initiatives remain limited so far. There are several workable solutions in April
2009,the leaders of the G20 pledged at their London Summit to build “a stronger, more globally
consistent, supervisory and regulatory framework” for the financial markets of the future. According
to the Summit statement, the world is headed for “greater consistency and cooperation between
countries”. After the April Summit the OECD drew up so-called black and grey lists for
uncooperative tax havens. Similar lists were first published already at the turn of the millennium.
Sanctions Instead of Voluntary Standards:
The OECD has also pursued sanctions against countriespracticing banking secrecy.
Information exchange could be conducted also on a multilateral basis, with single international
agreement that all countries could sign. The system could be constructed to be automatic, so that
information would be available whenever needed without a complicated authorisation procedure.
TheEU already has an automatic information exchange betweenauthorities on banking deposits.
Many tax havensoutside the EU are also included in the system.The OECD too has formerly pursued
more comprehensive,binding models. Already in 1988, the OECD drafteda contract on automatic,
multilateral information exchange,but only a few countries joined the agreement. At the same time
the organisation started a programme designed to check harmful taxation practices, which sought to
increase faircompetition, openness and information exchange. Christian Aid (2008), noted thatthe
OECD report proposed sanctions, such as hindrancetaxes, against uncooperative tax havens.
These kinds ofinitiatives would have been a revolutionary step towards breaking the culture of
banking secrecy.
Giving more Power to the UN Tax Committee:
The United Nations is the only truly representative forum for deciding on global rules and regulations.
The existing UN Committee on taxation (the Committee of Experts on International Cooperation in
Tax Matters) should be updated to an intergovernmental organ. Rich countries have so far not been
in favour of a growing role for the UN in tax issues. A central body for dealing with capital flight is
the UN Committee on Taxation, established in 1968. The expert committee scrutinises tax
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agreements, tax dodging, tax evasion and capital flight, promotes international cooperation on
taxation and supports the tax authorities of developing countries. At the end of 2007, the tax
committee began to deal with UN procedural regulations aimed at closer cooperation in
international tax dodging. The procedural regulations defined minimum standards for both
countries and private actors, which must be applied to tackle capital flight, tax avoidance and
tax evasion.

Seriousness of Powerful Financial Institutions such as the IMF and the World Bank:
More active cooperation and information exchange between states alone is not enough to solve the
problem of capital flight. The powerful international financial institutions, the World Bank and the
IMF, should take the problem seriously. The international monetary fund (IMF) directs the economic
and taxation policies of poor and indebted countries in many ways. The IMF still encourages
developing countries to refrain from controls on the movement of capital. For instance, it instructs
poor countries to deregulate their capital and further dismantle regulations on the financial markets.
Deregulating the capital accounts leads to a loss of oversight over offshore transactions and the
foreign investments directed at the country. Dismantling the regulation of the financial markets
diminishes the possibilities for states to monitor international financial flows and to influence them.
According to Eurodad (2009) the financial crisis has mainstreamed the idea that self-regulation of
the markets is insufficient for preventing market shocks and ensuring proper oversight. This
observation has not, however, prompted the financial institutions to reform their principles
fundamentally. Eurodad (2009) went further to observe that developing countries have also been
advised to eliminate import duties and to replace the lost revenue with consumer taxes, which
particularly affects the poorest of the population.
Foreign Direct Investment Explained:
The internationally accepted definition of FDI is captured in the fifth edition of the IMF’s Balance
of Payments Manual (1993). Foreign direct investment (FDI) is investment made to acquire a lasting
interest in or effective control over an enterprises operating outside of the economy of the investor.
With respect to this definition, FDI has three components: equity investment, reinvested earnings,
and short term and long term inter-company loans between parents firms and foreign affiliates.
These elements of direct investment capital transactions are recorded on a directional basis (i.e.
resident direct investment abroad and non-resident direct investment in the recording economy).The
FDI net inflow records the net flow of non-resident direct investment in the recording economy, while
the FDI net outflow records the net flow of resident direct investment abroad. FDI net inflows are the
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value of inward direct investment made by non-resident investors in the reporting economy, including
intra-company loans, net of repatriation of capital and repayment of loans.
Similarly, FDI net outflows are the value of outward direct investment made by the resident of the
reporting economy to external economies including re-invested earnings and intra-company loans,
net of receipts from the repatriation of capital and repayment of loans.
As distinguished from other forms of international investment, FDI is made to create a lasting
interest in or effective and efficient management control over a firm in another country.

2.2

Theoretical Framework
There are divergent views on how capital flight/capital mobility/illicit cash outflows affect

economic and social aspects of society or any nation especially developing nation. The theoretical
overview or background is discussed hereunder.
There are five views on the possible effect of MNCs and FDI on the direction the world
economy is going. These are termed ‘the Race to the Bottom’, ‘the Climb to the Top’, ‘Neo-liberal
Convergence’, ‘Uneven Development’, and ‘Much Ado about Nothing’. The study settled with ‘the
Race to the Bottom’ view. According to this view, capital will more and more be able to compensate
workers, communities and nations off against one another, while it will threaten to run away once
there is demand for tax, regulatory and wage concessions are not forthcoming. In this perspective,
increased capital mobility benefits corporations, while workers and communities lose. A modified
version of this view is that the winners in the race to the bottom will include highly educated and
skilled workers, and those in privileged professions, no matter where they live. The losers will be the
less skilled and the unemployed everywhere (Bluestone and Harrison, 1982; Barnet and Cavanagh,
1994; Greider, 1997). For the purpose of this study we adopt ‘the race to the bottom’ view because
it has relationship with the reason MNCs and foreign investors indulge in illegal capital repatriation
leading to huge losses by their host communities and countries to their own advantage.
Review of Empirical Studies
In a study by Rabah, et al (2014), on the relationship between natural resources and capital flight
in the form of tax avoidance from multinational corporations, it noted spill over effects in terms of
tax revenue mobilization and stock market development from the thin capitalization rule, a policy
instrument aimed at limiting firm tax avoidance through setting limits on a firm’s foreign
indebtedness. The study exploited the plausibly exogenous within-country variations of data on oil
discoveries for a group of countries during the period 1970–2012. It was discovered that oil
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discoveries significantly boost both tax revenue mobilization and stock market development, but only
when thin capitalizations rule is in place. The study therefore concluded that through, capital flight
perpetrated by MNCs, tax evasion is entrenched in developing nations hence the loss of capital in
such countries and this brings about erosion of domestic tax base.
Service Centre for Development and Cooperation (2010) and Singh and Kavaljit (2006) in a
study on the relationship between foreign investments and outgoing profits in some African countries
1995–2003, with data from IMF and World Bank etc, applying simple percentage in computation
and comparisons noted that profits repatriated by MNCs far outweigh their investments in developing
nations as shown below.

Country

Foreign-direct investment by

Profits-repatriated

Difference

MNCs(1995-2003)

abroad by MNCS

(€ Million)

(€ Million)

(1995-2003)
(€ Million)

Botswana

835

4,980

4,145

Gabon

725

3,040

2,315

Nigeria

9,545

10,965

1,420

Democratic

1,435

2,455

1,020

Mali

715

725

10

Gross total

13,255

22,165

8,900

Republic of
Congo

Global financial Integrity (2007),in a study/report to determine the rate of capital flight in
developing countries, discovered that capital flight with the intention to evade tax returns are of
various forms such illegal commercial capital flight by MNCs amounting to 64%, international crime
estimated at 30% and corruption between 3-5% .The research further observed that in China it is
estimated that as much as a quarter of capital illegally taken out of the country returns as foreign
investments. China is the most important country of origin of illegal financial flows: About €80
billion of taxable income disappears each year. Some multinational companies engaging in illegal
capital flight are domiciled and operating in emerging economies, but nevertheless, about 80–90
percent of illegally taken capital leaves developing countries permanently. As a way of filling a gap
identified in the previous studies, this study decided to study the impact capital of flight repatriation
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on FDI from 2005-2014 in the following selected countries in Africa-Botswana, Cameroon Gabon,
Nigeria and South Africa. The data obtained from UNCTAD and IMF/World Bank databases were
analysed with least square regression with E-View 9 2017 Software to determine the extent of the
impact of capital flight repatriation on FDI .

3.0

Research Methodology

The study is used secondary data. Secondary data were obtained from the databases of Global
Financial Integrity and UNCTAD, FDI/MNE database (www.unctad.org/fdistatistics) including
published researched works by Global Financial Integrity, IMF, World Bank, Kar, Dev. and Devon
Cartwright Smith (2009).Others include OECD reports, textbooks and other materials in existence
adopted in explaining the researched variables. The study obtained data on Foreign Direct Investment
(FDI) and Illicit Capital Flight Repatriation from 2005 to 2014. The results of the data analysis and
hypothesis testing using E-views 9 Computation, 2017 presented reliable evidence upon which
this study draws conclusions.

MODEL SPECIFICATION
The model for this study is expressed in the equation below:
FDI = f (CF)

...................................................... 1

Where:
FDI = Foreign Direct Investment
CF= Capital Flight
For estimation purposes, equation (1) is re-written as follows,
FDI= βo+β1CF+µ

-----------------------------2

Where:
βo = Constant Parameter
β1,= Estimation Parameter
µ = Error Term
Below is the descriptive statistics and chart representation of the data collected. The essence was to
give a cursory review of the statistical properties and trend of the variables employed.

3.1

Presentation and Analyses of the Results of Data

The analysis of the secondary data with ordinary

least square regression gives more attention to

the null hypothesis and the interpretations give a reasonable validity and reliability on the findings,
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conclusions and recommendations of the study. The results of the hypothesis shows that Capital flight
repatriation has significant effect on foreign direct investment which represent t-statistic of 2.531
with F- statistic = 21.70; R2 = 0.837, and R-2 = 0.701 with the p-value 0.016 < 0.05%. Based on the
outcome of the hypothesis testing, this study draws conclusions.

3.2

Research Question: Does Capital flight repatriation have dwindling impact on foreign
direct investment in developing nations

3.3

Hypothesis

Hypothesis 1: Capital flight repatriation does not have dwindling impact foreign direct
investment in developing nations.
The table below is a representation Researchers’ of FDI and Capital Flight Repatriation from
the databases of UNCTAD, FDI/MNE database (www.unctad.org/fdistatistics)/Global
Financial Integrity Report, 2017 2005-2014.
Table 1.0

Country

Foreign Direct Investment

Illicit Capital

Difference

($ Million)

repatriation- Capital

($ Million)

(2005-2014)

Outflows

(2005-2014)

($ Million)
(2005-2014)
Botswana

4,701

8,794

4385.5

Gabon

5397.2

10,976

5,578.8

Nigeria

60,326.2

173,158

112,831.8

Cameroon

3239.3

3,828

588.7

South

50,068.8

83,898

33,829.2

Africa
Gross total

123732.5

280654

157214

Source: UNCTAD, FDI/MNE database (www.unctad.org/fdistatistics)/Global Financial
Integrity Report, 2017
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Bar chart representation of the table above

300000
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0

Foreign Direct Investment
(2005-2014)
Illicit Capital repatriationOutflows (2005-2014)
Difference ($ Millions)
(2005-2014)

Source: Researcher’s multiple Bar Chart Presentation of FDI and Capital Flight
Repatriation

from

the

databases

of

UNCTAD,

FDI/MNE

database

(www.unctad.org/fdistatistics)/Global Financial Integrity Report, 2017 20052014
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Hypothesis Testing

Table 2: Capital Flight Repatriation and Foreign Direct Investment

Dependent Variable: FDI
Variable

Coefficient

Std. Error

t-Statistic

C

-3872.511

1088.645

-3.557

.001

160.414

63.387

2.531

.016

CFR

Prob.

Effects Specification
Cross-section fixed (dummy variables)
Period fixed (dummy variables)
R-squared

0.837349

Adjusted R-squared

0.701123

F-statistic

21.70300

Prob(F-statistic)

0.000000

Durbin-Watson stat

1.6780

Source: Researcher’s E-views 9 Computation, 2017
The result in table 2.0 shows that Capital flight repatriation has significant effect on foreign direct
investment which represent t-statistic of 2.531 with F- statistic = 21.70; R2 = 0.837, and R-2 = 0.701
with the p-value 0.016 < 0.05%. Furthermore, it can be deduced from the result obtained that the
constant parameter in the long run is positive. This implies that if all the explanatory variables are
held constant (in this case does not increase), foreign direct investment (FDI) will increase. However,
if these illicit revenues are invested wisely, by foreign investors in the these developing nations where
their businesses are domiciled, it will generate employment, increase Gross Domestic Product (GDP)
of these nations, decrease interest rates, impact positively on exchange rates as well as help in nation
building in less developed nations. Therefore, the study concluded that capital flight repatriation to a
large extent has a significant impact on foreign direct investment in developing nations.
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4.0 Result and Discussion
The result in table 2.0, E-view 9 computation, shows that Capital flight repatriation has significant
on foreign direct investment which represent t-statistic of 2.531 with F- statistic = 21.70; R2 = 0.837,
and R-2 = 0.701 with the p-value 0.016 < 0.05%. That is to say that in the long run when the
explanatory variables are held constant, foreign direct investment (FDI) will increase and the constant
parameter in the long run will be positive. However, if these funds are invested wisely, by foreign
investors in the these developing nations where there businesses are domiciled, it will generate
employment, increase Gross Domestic Product (GDP) of these nations, decrease interest rates, impact
positively on exchange rates as well as help in nation building less developed nations. Therefore, the
study concluded that capital flight repatriation to a large extent has a significant impact on foreign
direct investment in developing nations. This is in line with a study by Service Centre for
Development Cooperation (2010), with data generated from IMF database. The study revealed that
profits repatriated by MNCs from developing countries between 1995 and 2003 was much greater
than foreign direct investments (FDI) by MNCs within the period given. Within the period 19952003, profits repatriated from the following countries are as follows: Botswana €4980 million, Gabon
€3040 million, Nigeria € 10965, Democratic Republic of Congo €2455 and Mali € 725 million
bringing the total amount that left these developing nations via illegally equal to €22,165. This shows
a massive capital flight orchestrated by MNCs with the aim of evading and avoiding tax payment and
intentionally looting the resources of these helpless nations thereby robbing them of the gains
(profits) that should have been accrued to them via FDI. Rabah et al (2014), using plausibly
exogenous within the country variations of data on oil discoveries for a panel of 117 countries during
the period 1970-2102, concluded that through capital flight perpetrated by MNCs, tax evasion is
entrenched in developing nations hence the loss of capital in such countries and this brings about
erosion of domestic tax base.

4.1 Findings and Conclusion
The objective of the study in specific terms is to unravel the fact that through the selfish illegal
activities of MNCs such as tax evasion and avoidance, corruption and various forms of crimes such
as money laundering, developing countries are robbed developing of gains (profits) accruing from
foreign investment profits (FDI) and the consequences include retarded development resulting in low
standard of living, poor infrastructure, unemployment et cetera. The study has revealed that MNCs
indulge in various tax haven related activities in developing countries, a major one being illicit capital
flight through mis-invoicing, fictitious and transfer pricing through their subsidiaries. Besides, these
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poor nations are left at the mercy of MNCs that have the technology to develop their resources hence
they negotiate low tax rate with the governments of these nations to their selfish interest alone. The
study goes further to establish that MNCs loot the resources of developing nations by repatriating in
excess of what has been invested by developed nations and even financial aids from international
financial institutions. In addition, impoverishment of the citizens of developing nations and their
economies are occasioned when the national resources of these less developed nations that should
have been used to develop them are tapped by MNCs and the proceeds therein disappear via their
illegal economic acts.
The study therefore recommended that more stringent international tax laws aimed at entrenching
transparency on how MNCs file in their tax returns should be enacted. In collaboration with OECD,
IMF, World Bank Group and UN and other development partners, any MNCs, individuals, group of
individual and institution found indulging in illicit capital flight by creating any form of tax haven or
any form of illegal loopholes should be sanctioned severely. Developing nations ought to strive to
develop their traditional technologies and embrace hi-tech in all sectors in order to be well positioned
to harness these natural resources independent of MNCs.
Governments should establish public registries of verified beneficial ownership information on
all legal entities, and all banks should know the true beneficial owner(s) of any account in their
financial institution.
Government authorities should adopt and fully implement all of the Financial Action Task Force’s
(FATF) anti-money laundering recommendations; laws already in place should be strongly enforced.
Policymakers should require multinational companies to publicly disclose their revenues,
profits, losses, sales, taxes paid, subsidiaries, and staff levels on a country-by-country basis.
All countries should actively participate in the worldwide movement towards the automatic
exchange of tax information as endorsed by the OECD and the G20.
With respect to trade mis-invoicing, customs agencies should treat trade transactions involving a
tax haven with the highest level of scrutiny.
Governments should significantly boost their customs enforcement by equipping and training officers
to better detect intentional mis-invoicing of trade transactions, particularly through access to realtime world market pricing information at a detailed commodity level.
A proprietary risk assessment application (a product to assist government in the detection of potential
mis-invoicing real time) known as GFTrade has been developed to enable customs officials to
determine if goods are priced outside typical ranges for comparable products should be adopted by
developing nations experiencing massive capital flight.
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ABSTRACT
This study examined the effect of lease option on economic development in Nigeria. The study
employed Ex-post facto research design because secondary data were used and data were collected
from quoted leasing firm on the Nigeria Stock Exchange from 2009-2017. In the course of the
research, two research objectives were formulated and the two research questions that guided the
research were accordingly converted into null and alternative hypotheses. These were tested at 5
percent significance level and 7 degree of freedom. The data collected were analyzed with the aid of
Ordinary Least Square (OLS) multiple regression technique. The findings from this study showed
that there is a significant positive correlation between finance lease, operating lease and gross
domestic product for the period that was reviewed. Based on this, it was concluded that leasing firms
play a significant role in the attainment of economic development. This is obvious from the result
because the growth of any economic is a function of availability of equipment and other
infrastructural facilities that are available for business to thrive. It was therefore recommended that
government should encourage the development of leasing firms to continue to make equipment and
other facilities needed by firms especially those with poor credit history and entrepreneurs to have
access to machines/equipment through any of the leasing option convenient to them. (218)
KEY WORDS: Leasing option, rationale for leasing sector development and leasing in emerging
economies.
1.1 INTRODUCTION
Over the years, leasing has been an alternative means of financing some facilities such as:
equipment, plant and business vehicles that are needed by organization because they always seek for
ways of reducing costs of operations especially when it comes to the purchase of non-current assets
(Osaze, 1993). Nowadays the necessity of researches on economic growth is supported with its
importance in reducing worldwide poverty, improving living standards and providing progress.
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Researchers seek to get a deeper understanding over the factors of growth, both economic (change in
technology and inputs factors) and noneconomic determinants (political freedom, human capital
development, etc.) Economic literature pays special attention to innovation and technological
upgrading, as the key factor of increasing the growth and its quality. The view that productivity
growth is the main driver of long-term growth leads to creation of technological upgrading strategies
in developing countries and affects the growth in short and long terms (Nurutdinov, 2000). Leasing
is one of the means of financing some equipment that are very expensive and some assets that are
finance through finance lease requires straight-up purchase if the firm that is seeking for such assets
enter into the contract through finance lease which will give the entity concern, the opportunity to
purchase the asset or equipment after the terms of the contract. Since it is a financing decision,
corporate managers need to examine their decision critically before implementing the decision of
lease financing (Mohammed & Shamsi, 2008).
Fundamentally, it is asset-based financing with the asset providing (in most situations) the
security for the financing. Leasing institutions (lessors), whether banks, leasing companies, insurance
companies, equipment producers or suppliers, or nonbank financial institutions purchase the
equipment that has usually been selected by the lessee, and then allow the lessee use of that equipment
for a specified period of time. For the duration of the lease, the lessee makes periodic payments to
the lessor, at an agreed rate of interest and in an agreed currency. At the end of the lease period, the
ownership (title) in the equipment is transferred to the lessee at a pre-agreed residual value, or the
equipment is returned to the lessor, which may then sell it to a third party or declare it worthless and
obsolete t(Bierman,2005).
Leasing is another means of financing some expensive equipment needed by organizations
and as such, it is referred to “as asset based financing” (Burgress, 2002). This is because leasing
decision is center on the ease of securing the needed asset or equipment on time and the cash flow
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that the asset will generate (Berger & Udell, 2005). This obviously showed that in a leasing contract,
there is a separation between the owners of an asset (the lessor) from the economic use. Possession
of the asset/equipment through lease contract may or may not pass to the lessee at the end of the lease
period. But the main duty of the lessor is to finance the purchase of the equipment needed by the
lessee after the selection of the equipment by the lessee by determining it performance and the
suitability to their business activities (Salam, 2013).
With reference to the requirement of the International Financial Reporting Standards 17, lease
accounting deals with the appropriate criteria for the recognition and the measurement of lease assets
with consideration to the lessee and the lessor. This is because the distinction between a finance lease
and operating lease must be clearly stated and the accounting treatment must be apply appropriately
through International Accounting Standard (IAS) 17. In its simplest form, leasing is a means of
providing access to finance and may be defined as a contract between two parties wherein one party
(the lessor) provides an asset for use to another party (the lessee) for a specified period of time in
return for specified payments. But the distinction between finance and operating leases has been
removed by the introduction of IFRS 16 which now gave the lessor under operating lease contract
the opportunity to record the assets in the statement of financial position rather than treating any asset
as off statement financial position transaction.
Since 1950 leasing has been on and prior to this period it was mainly connected with real
estate such as: land and building, but now it is possible for firms to lease all kinds of assets to carry
out their operations effectively (Hassan, 2009). In this era, firms can lease all types of assets and
equipment like: Machines, computers, photocopy machines, printers, Trucks, vehicles, aircrafts, slips
and even vessel. Business organizations operations are organized in such a way that it will generate
enough cash flows to meet their obligations by expanding existing business, acquisition of new assets,
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replacement of assets, payment of salaries and maintenance of existing facilities- the need for
adequate financing is imperative to meet their obligations (Hassan, 2009).

1.2 Statement of the problem
Lease financing is meant to help ameliorate the growth of business enterprises both in the
developed and developing countries due to accessibility compare to loan that will requires some
rigorous procedures before getting it. The international Finance Corporation (IFC) has been actively
promoting the role of a vibrant leasing sector in developing countries, through a combination of
policy and regulatory advice, awareness-raising, and investments in equity, debt and structured
finance facilities in leasing companies and banks. This is because lease financing has proven to be
an important tool to provide access to investment finance for Small and Medium Enterprises (SMEs),
especially in emerging economies where SMEs provide strong growth and employment
opportunities, but lack access to financing due to a limited development of capital markets and
banking sector.
Many countries face structural obstacles in developing a leasing industry–the absence of
clearly defined and predictable laws and regulations governing leasing transactions, unclear
accounting standards, and lack of an appropriate tax regime, impaired funding abilities, and/or the
absence of an appropriate regulatory and supervisory framework. It is very disheartening that despite
the enabling laws that are in place to help regulate the activities of leasing firms, some firms still fine
it very hard to operate well due economic challenges that have been unfavorable to enable leasing
companies as result causing incessant litigations between the lessor and the lessee as a result of
contradictory legislation, which can be subject to widely different interpretations, is often the worst
possible outcome..
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The obvious is that, for leasing companies to thrive in any society, there is need for such society to
consider it pertinent to have well-defined laws that that will encourage leasing companies and in the
same vain encourage SMEs to mitigate rate at which the lessor and the lessee failed to meet up the
contract terms due lack of funds and other economic challenges. Therefore, it is pertinent to evaluate
the effect of lease options on national development and provide answers that will help address the
challenges of lease financing.

1.3 Objective of the study
The main objective of this study is to examine the effect of leasing options on national development
and other specific objectives the study examines are:
1. To measure the relationship between finance lease on gross domestic product
2. To evaluate the effect of operating lease on gross domestic product.
2.1 Theoretical framework
2.1.1 Finance contracting theory (Grossman and Hart 1982)
The finance contracting theory that was formulated by Grossman and Hart (1982) placed
serious emphasis concerning the types of financing arrangement that are made between financiers
and the firms that want finance. The firm’s characteristics are some vital factors that are taking into
consideration and how it affects contracting costs and choice of leasing as in financing equipment.
The theory was anchored with the Modigliani and Miller theory which holds that in an ideal business
environment, organizations are indifferent concerning the source of finance. The theory of financial
leasing is anchored on the differential tax position of the lessor and the lessee as the main reason for
leasing. The principal issue is that, if a firm is not in a position for tax payment for the acquired
assets, and at the same time the tax benefits may be transfer indirectly to the lessee through smaller
lease payments.
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Financial contracting if well design can improve firms’ performance through three ways: first,
the contracts risks can be transfer to those who can bear such risks with less burden, the contracts
will affect the incentives of the contracting parties in the business. Second, the firms involved we
afford positive incentives for agents to take value maximizing actions and third, it is possible for a
firm to move tax burdens from heavily taxed to less taxed parties. It is possible for organizations to
make decision, and choose as many financial contracts balance risk–sharing, incentives and efficient
tax consideration. These can be common stock or preferred stock, debt which ranks based on
maturity and financial and operating leases (Mehran, Taggart & Yermack, 1999).
2.1.2

Pecking order theory (Myers and Majluf, 1984)
The pecking order theory that was put forward By Myers and Majluf (1984) opines that when

there is information asymmetry firms will adopt a pecking order approach to financing any project
that they intend to embark on. This is as a result of the asymmetry information available to business
managers relative to external parties or outsiders, corporate managers we consider it optional to
maintain reserve borrowing level and disdain external equity market. These obviously show that
firms preferred retained earnings when considering the means to finance a project before debt
financing and the consideration to use new stock offering will be the last option. And in the selection
of the source to finance an asset using the array of sources available, the best sources that will
generate enough cash flows are considered first (Donaldson, 1961).
The pecking order theory is one theory that is widely used and as such, the implication is that
for capital structure consideration, each individual capital structure will show historical profitability
and growth not the predetermined optimal mix of equity and debt. Baskin (2002) and Toy, Arthur,
Lee, Richard and Theo (2001) stated that there is strong correlation between debt ratios and growth
and negatively related to the availability of internally generated revenue/profitability. The lacuna
created by previous literatures which omit the impact of leasing on Profitability and growth on leasing
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from the models resulted to potentially serious misspecification issues and causes significant tests
questionable.
However, the pecking order theory holds that leasing is assumed to be positively related to
Profitability over some period and positively related to asset growth. But from available studies,
there is no certain models of the determinate of lease used, some scholars holds that there are certain
factors that need to be taken into consideration , the tax bracket of lease has been considered by
researchers as one factors when firm use lease. This is due to the fact that leasing give organizations
with zero or low marginal tax rates to transfer unusable tax shields to tax paying lessors in exchange
for lower or small payments for the lease assets or equipment (Toy et al, 2001).
2.2 Leasing option: Finance v. Operating Leases
To date, the International Finance Corporation (IFC) has focused mainly on the development
of financial leasing. This is the primary stage in leasing development in most emerging and
transitional economies. Operating leases can be equally important in the long term, but for various
reasons are generally typical of a later stage of development. IFC has been involved in the creation
of leasing legislation in many countries and is aware of the important nuances that exist in the drafting
of these laws in each country to ensure that the interpretation reflects legal objectives. With reference
to the requirement of the International Financial Reporting Standards 17, lease accounting deals with
the appropriate criteria for the recognition and the measurement of lease assets with consideration to
the lessee and the lessor.
The distinction between a finance lease and operating lease must be clearly stated and the
accounting treatment must be apply appropriately through International Accounting Standard (IAS)
17. But the alteration that was made with the introduction of International Financial Reporting
Standard ((IFRS) 16, operating lease is no longer off statement of financial position transaction since
the lease is now required to report any asset under operating lease but with some exemptions
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depending on the period and the class of the under lease. A finance lease is a contract that allows the
lessor, as owner, to retain legal ownership of an asset while transferring substantially all the risks and
rewards of economic ownership to the lessee (Adekunle, 2005). A finance lease may also be termed
a full payout lease, as the leasing payments made during the term of the lease will repay all of the
original cost of the asset plus the interest charged by the lessor. While an operating lease is a contract
that allows the lessor, as owner, to retain legal ownership of an asset but allows the lessee to enjoy
the economic use of the asset for a predetermined period before returning the asset to the lessor.
2.3 Rationale for Leasing Sector Development
Leasing provides a means to deliver increased domestic investment within economies. By
developing additional financial tools such as leasing or mortgages, countries are able to deepen the
activities of their financial sector by introducing new products and/or industry players through
effective management strategy that helps driver economic activities both in the private and public
sector remained prime factor robust economic activities to thrive (Alan, 2008). Although leasing is
used as a means of asset financing by all business types from micro to global for assets worth from
tens of dollars to those worth tens of millions of dollars, its key benefit is the access it provides those
without a significant asset base: leasing enables small enterprises to leverage an initial cash deposit,
with the inherent value of the asset being purchased acting as collateral. These small businesses do
not have other assets that could serve as collateral for loans or other types of secured lending within
countries where unsecured lending is not an option.
Developing leasing allows smaller scale entrepreneurs to become more economically active
by enabling access to finance—and subsequently, access to income-producing assets. Also, leasing
offers an important advantage in countries with weak business environments, particularly those with
weak creditor’s rights. The need for leasing sector development is crucial matter that many countries
are showing great concern due to the positive impact on economy development. The evidence from
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the study of (Fleming 2004) on the leasing industry’s impact on the economy with the aid of primary
data revealed that leasing is very crucial to the U.S. economy, and the businesses that comprise it. It
was also observed that commercial equipment leasing is a real and considerable boon to the U.S.
economy. The U. S. Economy shows that over the 1997-2002 period, the equipment leasing industry
indicators are:
1. Produced between $100 billion and $300 billion additional real GDP;
2. Produced between $227 billion and $229 billion additional real equipment investment; and
3. Created between three million and five million additional jobs. The magnitudes are substantial.
The impacts on real GDP range from 1-3 percent and are not trivial, particularly in light of the effect
on real equipment investment.
Equipment investment in the U.S. economy is on the order of $850 billion, roughly half of total
investment. The study’s estimates suggest that over 25 percent of annual equipment investment is
attributable to equipment leasing activity.

2.4 Leasing in Emerging Economies
Emerging economies almost always have an undercapitalized banking system that can only
offer its potential clients a limited range of products. For their part, the SMEs in emerging economies
possess insufficient collateral or credit history to access more traditional bank finance. This results
in a shortage of credit being available to domestic entrepreneurs. Developing the leasing sector as a
means of delivering finance increases the range of financial products in the marketplace and provides
a route for accessing finance for businesses that would otherwise not have it, thus promoting domestic
production, economic growth, and job creation as a catalyst for national development. It remains
critical to develop a vibrant leasing industry in countries where it does not exist. Leasing fosters
capital market with robust economic development and job creation, by providing access to financing
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to micro, small and medium businesses that often cannot access other forms of financing (Muthee,
2007). Leasing activity is examined both at microeconomic level, for which it has a direct impact, as
well as at macroeconomic level for which it has both direct and indirect influence (Howard, 2000).
Many developing countries suffer from weak or imperfect legal institutions. Although in
principle secured lending and leasing should be roughly equivalent in terms of risk, experience in
many jurisdictions has shown that legal ownership is recognized by all participants, especially courts,
more readily and consistently than secured lending. This can reduce the risk to lenders (lessors)
considerably. The value of this advantage of leasing should not be underestimated, particularly in
more challenging environments. This explains why leasing is particularly advantageous for young
companies, as well as small and medium businesses that do not have a lengthy credit history or a
significant asset base for collateral since the main duty of the lessor is to finance the purchase of the
equipment needed by the lessee after the selection of the equipment by the lessee by determining it
performance and the suitability to their business activities (Salam, 2013). Furthermore, the lack of a
collateral requirement with leasing offers an important advantage in countries with weak business
environments, particularly those with weak creditors’ rights and collateral laws and registries—for
instance, in countries where secured lenders do not have priority in the case of default. Because the
lessor owns the equipment it can be repossessed relatively easily when the lessee fails to meet lease
rental obligations without having too adverse effect on the operation of business activities.
2.5 Importance of lease
For the purpose of clarity many scholars have considered it pertinent to summarized the merits
or the advantages of leasing since some firms preferred it to financing assets against non-leasing debt
option. These merits considered by some authors are categorized into six: accounting treatment: tax
saving; borrowing: repayment; risk sharing and other reasons (Thomson, 2015 and Day, 2000).
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1. Accounting treatment: presently, it is International Accounting Standards (IAS 17)
that guide firms on how to treat lease financing. The standard required that finance
lease should be capitalized because it is treated as an asset in the statement financial
position. But operating leases is favour due to the off statement of financial position
nature because rental payments are treated as an expense in the profit and loss account.
As such the lease assets and the liability does not appeared in the statement of financial
position (Thomson, 2005) and also operating lease which is liability, capitalizing its
will enhance total earnings before interest tax depreciation and amortization which
will only make the financial position of the firm stronger.
2. Tax savings: since the ownership and the authorization to claim capital tax allowance
on qualifying plant and machinery remains with the owner (the lessor), if the lessor
utilized the capital tax allowances than the lessee, then intending leases may be allured
with the offer of lower rental payment (Thomason, 2005 and Day, 2000 ). The tax
saving on behalf of the lessee may still increase despite the asset does not meet the
conditions for capital allowances due to the fact that lease rentals paid are tax
deductible. But the increased in the costs of rentals paid are tax deductible. But the
increase in the costs of rentals is imposed to compensate the owner (the lessor) for the
absence of capital/allowances. As such, it may reduce tax saving but leasing will still
be potentially good to the lessee. This situation is valid if the lessee makes rental
payments for commercial buildings and if the lessor is of non-tax paying status
(Thomson, 2005 and Day, 2000).
3. Borrowing capacity: some times when the credit worthiness of firm for them to
borrow is below the requirements of the firm they intend to seek funds from firms we
resort to leasing because it is used to increase the firm’s ability to borrow if corporate
managers discovered that leasing obligation is less expensive and its does not involved
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debt capacity as against non-leasing debt alternatives (Day, 2000) leasing is favour
because its contain less stringent requirements and thus have less effect on getting
future finance (Thomson, 2005 and Day, 2000).
4. Repayment: leasing is considered favourable because of the cash flows consideration
and it also aid 100% finance for equipment with a limited deposit of a rental payment
in advance. The flexibility of leasing agreement and the incorporation of features of
repayment that are taken into consideration because fluctuations in cash flows are the
good features of leasing to firms as an alternative source of financing capital assets
(Thomson, 2005 & Day, 2000)
5

Risk sharing reasons: it is obvious that firms favour operating lease because it reduce the risk
associated to an asset and also provide flexibility for firms to get modern or upgraded assets
or equipment to facilitate their activities (Thomson, 2005 and Day, 2000). In a situation that
the owner of the assets have diversified portfolio, it means the costs of obsolescence can be
borne more cheaply, reflected in the rental payments cost and the lessor will have good
opportunity of acquiring modern equipment or assets for their numerous lessee (Thomson,
2005& Day, 2000).
1. Better focus on resources on firms main business; business organizations strive to enhance
their core competencies and as such, they detest getting entangled and spending their firms
resources executing tasks that are unfavourable to their competencies, so back offices are
very important for any organization daily duties. The operation of back office entails
effective maintenance with the best facilities and as such, leasing granting firms the source
of obtaining the best facilities. (Thomson, 2005 and Day 2000).
2. Competitive benefit: The business environment is growing rapidly with the aid of improve
in technologies and for any organization to keep their clients, provision of high quality
goods or services is the key to the success of an organization, and providing every goods
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or services at cheap prices with the needed facilities is important. So business that is not
doing well because of assets or equipment to provide quality goods and services can do
that through leasing and compete with other firms in the sector favourably.

So

organizations are sustained by strategies that exploit internal strengths through responding
to environmental opportunities, while neutralizing external setbacks and avoiding internal
weaknesses (Thomson, 2005 and Day, 2000).

3.1RESEARCH METHODOLOGY
The researchers adopted Ex-post facto research design because direct control of the variables
was not possible. The research merely studied the independent variables in retrospect to establish
relationship and the influence on the dependent variable. The researcher made use of quoted leasing
company data on the floor of the Nigerian Stock Exchange from 2009-2017. The sampling technique
that was adopted for this study is the convenience sampling technique because only quoted company
was used for the analysis due to availability of data for the analysis.
The model built for this study relied on the finance contracting theory that was propounded by
Grossman and Hart (1982) which placed serious emphasis concerning the types of financing
arrangement that are made between financiers and the firms that want finance.

The firm’s

characteristics are some vital factors that are taking into consideration and how it affects contracting
costs and choice of leasing as in financing equipment. The regression model that was adopted in
stated as:
GDP=f (FL, OL)………………………………………………………… (1)
Where; GDP = Gross Domestic Product = Finance lease FL = Operating Lease GDP.
The Ordinary Least Square of the equation is stated thus:
GDP = bo + b1FL + b2OL e……………………………………… (2)
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Where; GDP = Dependent variable FL and OL = Independent variables bo = unknown constant to
be estimated b1 and b2 = unknown coefficient to be estimated e = stochastic error
4.1 ANALYSIS OF RESULT
TABLE 4.1
REGRESSION RESULT
Variable

Coefficient

Standard Error

t-statistic

Probability

C

-1.26E+08

44450604

-2.837680

0.0297

FL

0.044673

0.013596

3.285719

0.0167

OL

0.018696

0.02986

6.260306

0.0008

R-Squared

0.867306

Adjusted R-squared

0.8.23074

Standard error of Regression 12832309
F-Statistic

19.60833

Probability (f-statistic)

0.002336

Durbin-Watson statistic

2.684976

Source: see regression result (Appendix).

The result in Table 4.2 shows that the R2 is 0.87 and adjusted R2 is 0.82%, this means that the
independent variables (FL and OL) that were used in this study captured 87% of the variation in the
dependent variable while the remaining 13% was captured by the stochastic error term or other
variables not included in the model. The adjusted R2 further attest that there is goodness if fit of the
parameters of estimate. It obviously indicate that the actual variation that was explained by the
independent variables (FL and OL) was 82% of the variation in the dependent variable (AI), while
the remaining 18% was accounted for by the stochastic error term.
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Testing for the statistical significance of the econometric variables that were used in the study
using the t-statistics or the individual parameters in the model, the constant term entered the model
with a positive sign and the individual t-statistics as shown in this study based on the result that was
generated from the software showed that FL and OL were significant at 5% significance level at 8
degree of freedom because the calculated t-statistics value if 3.285719 and 6.260306>1.943 the table
value. Testing for the overall significance of the econometric model as per the ANOVA on the Fstatistic, the result of the F-statistic is 19.60833>4.76 the table value. This further affirmed that the
model used in the study fit the data well and it is in agreement with the econometric theory.
The Durbin-Watson statistic ranges from 0 to 4 and the decision rule is that, a value near 2
indicates non-auto- correlation; a value towards 0 indicates positive auto-correlation and a value
towards 4 indicate negative auto-correlation. Since K= 3 variables, n=9years at 5 percent significance
level, the calculated DW=2.684976, d1=0.525 and dv-2.016. Going by the rules, the model used in
this study is free from auto-correlation because the calculated value is within the accepted range.
Hypotheses that were formulated in the study were tested with 5 percent level of significance
and with 95 percent level of confidence. The hypotheses are as follows:
1.

Ho:

There is no significant relationship between finance lease and the gross domestic

product of Nigeria;
H1:

There is a significant relationship between finance lease and gross domestic product

of Nigeria;
With references to table 4.1 using the t-statistic to test the significant of the estimated
coefficient, the calculated t- statistic is 3.285719 and the table value 1.943 at 95 percent confidence
level. The calculated value=3.285719>1.943 the table value using 7 degree of freedom at one tail, 5
percent level of significance. The alternative hypothesis of significant relationship is accepted, while
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the null hypothesis of no significant relationship is rejected. This implies that there is significant
relationship between finance lease and GDP of Nigeria.
2.

Ho:

There is no significant relationship between operating lease and gross domestic

product of Nigeria;
H1:

There is a significant relationship between operating lease and gross domestic product

of Nigeria;
With references to table 4.1 using the t-statistic to test for the significant of the estimated
coefficient, the calculated t- statistic is 6.260306 and the table value 1.943. The calculated value
=5.269343>1.943

the table value using 7 degree of freedom at one tail, 5 percent level of

significance, the alternative hypothesis is accepted, and the null hypothesis of no significant
relationship is rejected. This implies that there is significant relationship between operating lease
and gross domestic product of Nigeria.
In addition to the t-statistic, the F-statistic was also used to test the significant of explanatory
variables on the dependent variable.
Decision rule:
If the calculated F=value <tabulated table value, accept Ha; and
If the calculated F – value > tabulated table value accept Ho.
Since V1 = k-1 and V2 =n-k degree of freedom. From the result in table 4.1the calculated
value of the F-statistic is 19.60833 and the table Value is 4.76. Since the calculated value =
19.60833<4.76 the table value, it means that the overall variables are significant as per the ANOVA
on the F-statistic. Therefore, the alternative hypothesis of significant relationship is accepted and the
null hypothesis of no significant relationship is rejected.
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4.2 Discussion of findings
Based on the data that were analyzed and tested using the various statistical indicators to
measure the level of correlation and significant relationship, it was discovered that from the adjusted
R2 which is more considered as the best indicator to test the degree of correlation in multiple
regression analysis that there is a high level of correlation between the independent variables and the
dependent variable. This is clear indication that the two variables (finance lease and operating lease)
of the company used for the analysis shows that there is positive correlation between the explanatory
variables and the dependent variable. The t-statistics of: finance lease and operating lease shows that
there a significant relationship between the explanatory variables and the dependent variables used
in this study. The F-statistic further buttressed the result of the t-statistic because it shows that there
is significant relationship as per the entire variables.
The findings of this study are in conformity with findings of the study that was carried out by
Vakhitov and Zamaletdinov (2014) on Leasing as a factor of economic growth. During the study a
direct correlation between the index of material consumption and economic growth rates was
recognized. Replaced equipment is generally more economical in terms of material and energy
consumption, these ones will therefore be continuously improved, which ultimately has a positive
effect on economic growth. Ultimately, leasing activity has a positive effect on the value of
macroeconomic indicators, including economic growth. Also the study that was conducted by
(Fleming 2004) on the leasing industry’s impact on the economy with the aid of primary data
revealed that leasing is very crucial to the U.S. economy, and the businesses that comprise it. It was
also observed that commercial equipment leasing is a real and considerable boon to the U.S.
economy.
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5.1 Conclusion
In the course of this research, many works were consulted both local and international studies
and most of the works indicated that there is positive correlation and significant relationship. So
based on the variables that were used in this study, evidence have shown that finance lease, operating
lease are very crucial for the development of any economic considering `the fact in this era the many
economy are driven by entrepreneurs who are determined to contribute to the DGP. So making
available equipment and other facilities needed for business to thrive by ensuring that the leasing
industry in Nigeria is given the attention it deserve is very pertinent. The position of this study is
conformity with many studies that have been conducted in Nigeria and outside the shores of this
country especially that of the U. S. economy.
5.2 Recommendations
With reference to the findings of this study and considering the impact of the explanatory
variable, the following recommendations were made:
1. The regulatory body that is regulating leasing activities in Nigeria should encourage more
companies through workshops to embrace lease financing and also the body responsible for fiscal
and monetary policy should pay more attention to economic indices especially the interest rate and
formulate workable policies that we address the present economy menace due to the enormous
increase in dollar to naira.
2. Also, there is for major leasing firms with the capacity to carry out an aggressive campaign to
correct misperceptions and heighten awareness of leasing and its many beneﬁts to commercial
organizations. Through placing positive articles in leading industrial, business and ﬁnancial
publications; making sure the industry’s side of the story is told in independent articles; and providing
marketing resources to member companies, and
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3. Government of Nigeria should create enabling laws that will enhance the operation of leasing
companies in Nigeria through provision of tax and excise duties relief so that unnecessary burden
will not be transfer to the lessor.
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Appendix
Dependent Variable: GDP
Method: Least Squares
Date: 10/02/18 Time: 11:34
Sample: 2009 2017
Included observations: 9
Variable

Coefficient

Std. Error

C

-1.26E+08

44450604 -2.837680

0.0297

FL

0.044673

0.013596

3.285719

0.0167

OL

0.018696

0.002986

6.260306

0.0008

R-squared

0.867306

Mean dependent var

59037341

Adjusted R-squared

0.823074

S.D. dependent var

30507672

S.E. of regression

12832309

Akaike info criterion

35.83403

Sum squared resid

9.88E+14

Schwarz criterion

35.89977

Log likelihood

-158.2531

Hannan-Quinn criter. 35.69216

F-statistic

19.60833

Prob(F-statistic)

0.002336

t-Statistic

Durbin-Watson stat
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ABSTRACT
This study is intended to examine the impact of deposit insurance fund partially covered on the safety of bank
deposit in Nigeria. The study sourced secondary time series data from the Nigeria deposit insurance
corporation annual reports and banking supervisory and stability reports. The study adopted the ex-post facto
and exploratory designs used ordinary least squared technique to estimate the study’s model. The analysis of
the study revealed a significant positive effect of deposit insurance fund onbank deposit in Nigeria. The study
recommends that Nigeria deposit insurance corporation should monitor the fully coverage levels in
compliance with international best practices in association with increased market drive for low value account
customers in order improve the total deposit partially covered.
Key Words: Deposit Insurance Fund, Commercial Bank Deposit Mobilization
INTRODUCTION
The basic economic activity of the financial sector is intermediation which involves acting as a
conduit for the efficient transfer of financial resources from net savers to net borrowers. This process
enhances capital accumulation through the institutionalization of savings as well as investment. The gains to
real sector of the economy depend on how efficiently the financial sector performs this basic function of
financial intermediation. In the financial sector, the major channel for mobilizing saving is the banking system
which mobilizes financial resources from the surplus spending economic agents and allocates same to the
deficit spending units. In addition, banks serve as channels, for implementing monetary policies. However,
banks unlike other businesses carry the risk of bankruptcy with depositors’ losses capable of undermining
public confidence in the banking system. The macroeconomic setbacks that such loss of public confidence
could precipitate included disintermediation, depletion of money stock, etc (Angkinand, 2009).
In recent years, there has been great concern on the management of banks’ assets and liabilities
because of large scale financial distress. The experience of many countries indicates that regulation and
supervision are essential for stable and healthy financial system and that the need becomes greater as the
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number and variety of financial institutions increase. The banking sector has been singled out for this special
protection because of the vital role banks play in preventing financial sector failures (Nwokoji, 2011).
McCoy (2007) opined that regulation generally suggest some form of intervention in any activity and
ranges from explicitly legal control to informal peer group control by government or some such authoritative
body. Sometimes it stems from market failure which usually occurs when market transactions give rise to
spillover effects (or externalities) on third parties, or when there is information inefficiency in the market. In
Nigeria, the rising cases of bank distress have also become a major source of concern to policy makers. It is
not surprising to find banks to have nonperforming loans and advances that exceed 50 per cent of the bank’s
total loan portfolio. The menace of financial distress in banks leads to very many reactions and actions taken
by the federal government and its agents in financial matters. Still on its attempt to provide a cushion against
further bank failures, the Nigerian Deposit Insurance Corporation (NDIC) was established under the NDIC
decree No.22 of 1988 by the federal government and also, the introduction of the prudential guideline in
1990 (Demirguc-Kunt&Detragiache, 2002).
Deposit insurance is a financial guarantee instituted as a measure of safety for the banking system to protect
depositors. Deposit insurance promotes the stability of the banking system. It assures the saver that his funds
are safe and that the failure of one bank does not mean that all banks are in danger of failing (DemirgucKunt&Detragiache, 2002).
Furthermore, as part of efforts to ensure the stability of the banking industry and in response to the lingering
problem of distress in the sub-sector, the regulatory/supervision authorities have been applying various
failure measures since the late 1990s. Hence depending on the severity and peculiarity of the distress,
Nigerian Deposit Insurance Corporation NDIC in collaboration with the CBN, has over the years, successfully
adopted such measures as the provision of liquidity support through accommodation bill, imposition of
prompt corrective actions, assumption control and management, restructuring and sale of some distressed
banks as well as liquidation of the terminally distressed banks as a last but unavoidable option (Sanusi, 2010).
The appropriate method to determine the adequacy of a given deposit insurance fund (DIF) according to
internationally accepted best practice, is the target fund ratio (or reserve ratio).
Due to these developments, the Nigerian Deposit Insurance Corporation has been under pressure to perform
its responsibility of restoring stability to the banking sector. The question whether or not Nigerian deposit
insurance practices have been effective enough to adequately protect banks’ depositors and restore the
stability of the banking sector in Nigeria has remained a subject of debate among scholars without any
consensus in recent times. These measures are mutually reinforcing and are designed to timely identify and
diagnose emerging problems in individual banks with a view to presenting most efficient resolution directed
towards ensuring continued public confidence in the banking system. This study seeks to evaluate the role
of the Nigeria Deposit Insurance Corporation in the protection of banks’ deposit in Nigeria.The objective of
this study is to examine the effect of deposit insurance funds on commercial bank deposit in Nigeria.
Theoretical framework
The study is anchored on the deposit insurance theory. The deposit insurance theory was postulated by
Flannery (1989) but was later developed by Cham, Greenbaum and Thakor (1992). According to the theory,
banks are viewed as portfolio of risky claims. As insured banks increase their risk of failure without limit,
there is an expected value transfer of wealth from government Deposit Insurance Corporation to bank
owners. Regulators are concerned about bank’s soundness, particularly with respect to solvency or the
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probability of bank failure. Therefore, regulation of bank risk is necessary to reduce the expected losses
incurred by the deposit insurance corporation.
Deposits solicited from customers are not as dependable and reliable as the bank capital
requirement. It cannot be used for long term planning. However, more deposit means banks can grant more
loans and will not obviate the need for excessive capital. When bank loans and advances are given out to
customers without due process, it might affect capital and liquidity position of a bank in the long term.
1.1.1.1

Literature review
Regulation of banks has been defined by Blair, Carns and Kushmeider (2007) as a body of specific rules or
agreed behavior either imposed by government or other external, agency or self-imposed by explicit or
implicit agreement within the industry that limits the activities and business operations of banks. In a
nutshell, it is the codification of public policy towards banks to achieve a defined objective and/or act
prudently. Banking regulation has two major components: The rules or agreed behaviors; and the monitoring
and scrutiny to determine safety and soundness and ensure compliance.
Supervision on the other hand, is the process of monitoring banks to ensure that they are carrying
out their activities in a safe and sound manner and in accordance with laws, rules and regulations. It is a
means of determining the financial condition and of ensuring compliance with laid down rules and
regulations at any given time. Angkinand (2009)asserts that effective supervision of banks leads to a healthy
banking industry. Calomiris (1999) also believes that good regulation and supervision will minimize the
negative impact of moral hazard and price shocks on the banking system, thereby leading to a reduction in
bank failures and banking system distress.
Traditionally, the role of banks whether in a developed or developing economy, consists of financial
intermediation, provision of an efficient payments system and serving as a conduit for the implementation
of monetary policies. It has been postulated that if these functions are efficiently carried out, the economy
would be able to mobilize meaningful level of savings and channel these funds in an efficient and effective
manner to ensure that no viable project is frustrated due to lack of funds.
In view of the importance of the banking sector in economic development and the imperfection of
the market mechanism to mobilize and allocate financial resources to socially desirable economic activities
of any nation, governments the world over, do regulate them more than any other sector in an economy.
This underscores the need for banking sector regulation. However, in addition, the nature of banking
business (being highly geared and conducted with greater secrecy when compared with other real sector
businesses) provides added reason for strict supervision. This is to constantly beam a search-light on the
sector’s activities with a view to ensuring that operators play by the rules of the game and imbibe sound and
safe banking practices.
Furthermore, such an oversight is intended to assist supervisory authorities in timely identification
of deterioration in banks’ financial conditions before it degenerates to threaten the stability of the banking
system or even the economy. This was the view of Calomiris(1990) Radical reforms to the system of
prudential regulation and supervision has been implemented since the late 1980s. These reforms are
essential because the prudential system has proved] ineffective in ensuring sound bank management, as the
scale of financial distress among the state government and local banks indicates.
The vulnerability of the merchant banks to the liquidity squeeze was exacerbated by the impact of
CBN regulations which stipulated that minimum shares of their loan portfolios had to be allocated to long
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term loans, leading to a mismatch in the maturity structure of their assets and liabilities (Kane, 2000).). Their
ability to mobilize deposits was also impeded because regulations prevented them from accepting deposits
below a specified minimum amount.
Despite the deficiencies of prudential regulation there were very few overt bank failures between 1960 and
the early 1990s. It is unlikely that this was because all banks were soundly managed in this period. Although
fragility in the banking system clearly worsened during the 1990s, the imprudent lending policies which were
the major cause of the distress probably began soon after most of the distressed banks were set up. Bank
failures were probably averted in this period, despite the mounting bad loans afflicting, in particular, many
of the state government banks, by a number of factors.
The Federal Government appears to have had an implicit policy not to allow banks to fail, and as a
result, banks facing liquidity shortages because of nonperforming loans probably had recourse to support
from the Federal budget, CBN loans, or public sector deposits, although there is little evidence to
substantiate this. The lack of competition due to regulatory restrictions on lending, interest rates, and new
entry is also likely to have assisted some of the badly managed banks to survive, while insolvency was
concealed by accounting practices which failed to reveal the true state of asset quality and income. There
was a change in the attitude of the authorities towards prudential regulation in 1988/89.
The reforms outlined above have addressed many of the regulatory defects prevailing in the 1980s and put
mechanisms in place for improved prudential regulation and for dealing with bank distress. Nevertheless,
the practical difficulties involved in both tackling the prevailing distress and in ensuring that banks are
prudently managed are enormous, probably greater than anywhere else in Africa. The political and economic
environment is very difficult for bankers and regulators because of the persuasiveness of corruption in both
public and private sectors, excessive political interference in public administration from which the CBN and
NDIC are not immune, and the severe crisis in the real sector of the economy which has created an unstable
and difficult business environment for the banks’ debtors.
Effective prudential supervision is likely to be impeded by the large number of banks and other financial
institutions to be supervised which limits the frequency with which banks can be examined on site. Given
the level of fraud in banks, the efficacy of off-site supervision in revealing potential distress may also be
limited. Moreover the allocative regulations imposed on banks compromise prudent management as well as
encourage bank executives to violate the spirit of CBN guidelines. The magnitude of bank distress in the
banking system is especially problematic for the regulatory authorities: the net worth of the 45 distressed
banks at the end of 1994 amounted to negative N19 billion (2 per cent of GDP). Restructuring and/or
liquidating (and therefore reimbursing insured depositors) all the distressed banks will impose substantial
financial and administrative demands on the CBN and NDIC.

Empirical literature review
Empirical investigations on deposit insurance and banks performance and risk assets have
generated mixed results. Nwokoji (2011) use ordinary least square regression (OLS) to estimate the
relationship between deposit insurance and the quality of risk assets. Using monthly data obtained
from the Turkish Central Bank, they provide empirical evidence that although deposit insurance has
reduced the incidence of bank runs, banks had taken to an excessive acquisition of risk assets beyond
what could be considered reasonable. They conclude by noting the increase in the volume of nonperforming loans following the adoption of deposit insurance in Turkey.
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Schoonerand Taylor(2010) using 1919 observations from 453 banks in Switzerland included the
yearly growth in deposits in the independent variables that they used to investigate the determinants
of commercial banks profitability in Switzerland. Their results showed that the yearly growth in
deposits did not affect profitability significantly. They found no empirical evidence that commercial
banks in Switzerland were able to convert at an increasing amount of deposit liabilities into
significantly higher income earning assets.
Schich, (2008) applied data envelopment analysis to bank-level data on some transition economies
between 1995-1998. Their results suggested that well capitalized banks ranked higher in terms of
their ability to collect deposits than their poorly capitalized counterparts. This they attributed to the
possibility of implicit deposit insurance which in turn encourages more deposits. They however,
found less evidence linking capitalization to revenues. On the other hand, their investigations found
some evidence that foreign banks were able to attract more deposits by paying lower rates. This they
attributed to implicit deposit insurance. The ability to attract deposits at lower rates would mean
higher net interest margins and hence higher profitability.
Nijskens and Wagner (2011) using data on top fifteen Pakistani commercial banks over a period
2005-2009, investigated the impact of assets, loans, equity, deposits, economic growth, inflation and
market capitalization on profitability indicators i.e. ROA, ROE, ROCE and NIM. The study applies
the OLS technique and the results showed that deposits, among other had positive correlation with
ROA. Deposits however, had negative relationship with ROCE. Similarly total deposits to total assets
had negative correlation with ROCE, which shows that banks that rely on deposits for their funding
are less profitable.
Maysami, &Sakellariou, (2008) investigated the determinants of the Tunisian banks' performances
during the period 1980-1995. Empirical evidence indicated that the best performing banks are those
who maintained a high level of deposit accounts relative to their assets. Increasing the ratio of total
deposits to total assets means increasing the funds available to use by the bank in different profitable
ways such as investments and lending activities.
Matthews & Thompson (2008) found that that banks with a high percentage of time and savings deposits
incurred high funding cost and thus had less profit. Using the ratio of net income after taxes to total assets
as a proxy for profitability and average ratio of time and savings deposits to total deposits as a proxy for
balance sheet management, He apply the least square method. His findings indicated that the ratio of time
and savings deposits had a significant negative impact on commercial bank profitability. This supported his
claim that banks which were heavily committed to time and savings deposit earned considerably lower
returns.

DeLong and Saunders (2011) found out that Canadian banks compared to other large
commercial banks in OECD countries were more resilient during the 2008 economic turmoil since
they relied more on depository funding as compared to the other banks that relied more on wholesale
funding. A related study in Kenya conducted by Ochung (1999) established that there was a very
strong correlation between deposits of commercial banks and Financial Institutions and their
individual performances.
Nijskens and Wagner (2011) conducted a study on the asset liability management and profitability
of commercial banks in Kenya. The study drew out the importance minimizing the opportunity costs
of holding deposit reserves and the incidence of nonperforming loan portfolio. The study adopted the
panel least square technique and the findings of the study suggested that effective credit risk
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management practices such as credit assessments, information gathering and aggressive debt
collection practices many be used as part of the management of the quality of assets and the
minimization of exposures from liabilities. However, the study failed to isolate the effect of deposit
levels on the financial performance of commercial banks.
Nwokoji (2011) empirically analyzed the determinants of the liquidity of the commercial banks in
Kenya using a multiple linear regression model. The motivation was to establish whether the
determinants of liquidity are empirically robust. The focus was exclusively on a cross section of 30
commercial banks in Kenya. This was because earlier cross-country studies recommended countryspecific empiricalinvestigation as an area warranting further research. Employing the linear
regression model uncovered an economically meaningful relationship between bank's liquidity and
its determinants. The findings from a cross sectional analyses indicate that significant factors that
determine the liquidity of the commercial banks in Kenya are liquid liabilities, growth and maturity.
Liquid liabilities and maturity have a positive impact on liquidity whereas growth has a negative
impact. The other factors such as liquid assets and cash flows have a positive but insignificant effect
on the liquidity of commercial banks. Similarly, leverage, size, profitability and loan commitments
have an insignificant negative effect on banks’ liquidity.
RESEARCH METHODOLOGY
This study adopts the exploratory and ex-post facto designs. The exploratory design was used to access the
relevant theories and literatures needed to provide the empirical and theoretical basis for the study. Both
the study literature review and hypotheses testing were based on the secondary sources of data. They were
extracted from the published CBN statistical bulletins.
Annual time series data were collected for the period 1989 to 2016 on total bank deposit and deposit
insurance fund. The ordinary least square multiple regression analytical technique and its interpretation was
employed. The adoption of this technique is justified by its feature as the best linear unbiased estimate.
The functional relationship between deposit insurance and the protection of deposits has been predicted by
the deposit insurance theory of Cham, Greenbaum and Thakor (1992). This theory assumes that deposit
insurance promotes depositors’ confidence in the banking sector thus promoting deposit mobilization. Based
on this theory, the following functional model has been developed for this study thus:
BDEP = F (DIF)
Re-stating the econometric version of this function relationship as:
BDEP = bo + b1DIF + et

Where:
BDEP = Bank Deposit
DIF = Deposit Insurance Fund
a0 = Regression Constant.
b1 = Regression Parameter
et
=Stochastic Error Term
DATA ANALYSIS AND DISCUSSION
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TABLE 1
Regression result of the relationship deposit insurance fund and commercial bank deposit
Dependent Variable: LBDEP
Variable

Coefficient

Std. Error

t-Statistic

Prob.

C

-2.675690

1.054209

-2.538102

0.0175

LDIF

1.978448

0.195096

10.14087

0.0000

R-squared

0.798195

Adjusted R-squared

0.790433

F-statistic

102.8373 Durbin-Watson stat

Prob(F-statistic)

0.000000

0.178095

Source: E-views 9.5 Computation, 2018.

A view of Table 1 revealed that deposits insurance fund had a positive impact on bank deposit
mobilization in Nigeria. This implies that increases in deposits insurance fund result in an increase
in bank deposit in Nigeria and vice versa. Started differently, one percent increases in deposits
insurance fund lead to 1.97 percent increases in bank deposit mobilization in Nigeria. Furthermore,
the t-statistics of 10.14 and it corresponding probability means that deposits insurance fund has a
significant impact on bank deposit mobilization. Thus, there is a positive and significant impact of
deposits insurance fund on bank deposit mobilization. A further view of the R-squared and R-squared
adjusted values of 0.7982 and 0.7904 revealed that about 79.04 percent of the variations in bank
deposit in Nigeria has been explained by the variation in deposits insurance fund. The F-statistics
value of 102.83 and it corresponding probability shows that the model is significant at 5 percent. In
other words, the model has a good fit. Viewing the Durbin Watson statistics value of 0.178 as found
in the result, it was clear that the model is not free from autocorrelation problem.
Lastly, the long run impact of DIF on BDEP was positive and significant. This shows that deposit
insurance fund if improved is capable of increase bank deposit in Nigeria in the long run and is also
found to be consistence with theoretical expectations. However, the short run effects of deposit
insurance fund on bank deposit at both lag one and lag two had a negative effect. The implication is
that, a percentage increase in deposit insurance in the short run had a negative effect on bank deposits
at both lags. This finding at both lags in the short run was not in agreement with Nwokoji (2011) who
reported that the amount of deposit insurance fund maintained by the NDIC was capable of
addressing panic and ensuring stability in the system over depositors’ fund in Nigeria.
Summary of findings
This study examined the effect of Nigeria Deposit Insurance Corporation in the protection of
depositors in Nigeria. The study adopted the Ordinary Least Square (OLS) multiple regression
technique to assess the relationship between deposit insurance fund and bank deposit. The major
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finding was that, there existed a significant positive relationship between deposit insurance fund and
bank deposit in Nigeria.
Conclusion and Recommendation
The central focus of this study was to examine Nigeria Deposit Insurance Corporation and the
protection of bank deposits in Nigeria. Empirical and statistical evidences revealed that the overall effect of
Nigeria Deposit Insurance Corporation measures in the protection of bank deposits in Nigeria had a
significant improvement of bank deposit in the short run. Notwithstanding, deposit insurance fund in the
short run had a negative and dampening effect on bank deposits in Nigeria. As a result of the finding and
conclusion of this study, the recommended in order to address the negative effect of deposit insurance fund
on bank deposit in the short run, Nigeria Deposit Insurance Corporation has the option to adopt the more
sophisticated differential premium assessment system (DPAS), where risk is explicitly considered in assessing
premium payable by insured institutions. The DPAS should be the basis for calculating the premium payable
by banks in Nigeria.
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Abstract
This study examined the determinants of domestic investment in Nigeria for the period 1983 to 2016. The
study specifically examined the effect of government expenditure, interest rate spread, growth rate of the
economy, inflation rate, exchange rate and credit to the private sector on domestic investment in Nigeria.
The ex-post facto research design was adopted to collect the required data. The data were analysed using
the ARDL technique. The result of the analyses showed that government expenditure, interest rate spread,
growth rate of the economy, inflation rate, exchange rate and credit to the private sector has no long run
causality with domestic investment in Nigeria. Also, only government expenditure has short run causality with
domestic investment in Nigeria. Based on these findings, the study recommends government expenditure
should be focused on viable long term capital projects such as infrastructure and social amenities to sustain
its short term causality and establish long run causality on domestic investment. Also, the regulatory bodies
of the Nigerian financial sector should bridge the wide spread between deposit and lending rates to reduce
the cost of borrowing in a way to promote domestic investment.
Keywords: Exchange rate, Investment, Inflation, Government expenditure, Credit to the private sector,
Interest rate spread, Economic growth rate

INTRODUCTION
The single most important element of any economy that drives growth and trigger development is
investment. This is because of its ability to promote productive activities, create employment opportunities,
enhance output growth and increase the income and earnings of the masses. Investment could beconceived
as an outlay of financial, material and/or human resources with the viewto realizing benefits over a
reasonably period of time. It is any economic activity engaged upon by individuals, groups or
governmentsprimarily toearn a risk premium (returns) overtime (Duruechi&Ojiegbe, 2015). This risk
premium is a compensation for parting with current consumption and assuming the inherent risk of loss of
the initial outlay.
From the above definition, two broad forms of investment exists, they include, capital (real) and
financial investment. According toAhuja (2012), capital investmentrefers to the expenditure incurred on
additional capital goods such as plant, machines, trucks, new factories and so on that creates income and
employment. It involves the addition to the stock of physical capital that raises the level of aggregate demand
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which in turns enhances the level of income and employment in a country (Ojong, Arikpo& Ogar 2015). This
definition suggests that real investment is a relevant element that is required in any economy to trigger
output growth. In other words, the ability and capacity to increase output of quality service and tangible
goods, is dependent on the level of capital investment growth. Financial investment on the other hand refers
to investment in securities such as shares, bonds, financial instruments which are also referred to as “IOUs”,
documents of claims economic agent have on others.
Investment is a vital element of any economy that can trigger growth in savings, employment, and
productivity and promote economic stability. According to Ojong, Arikpo& Ogar (2015), investment creates
employment, enables knowledge and skills transfer in the area of management and technology; facilitates
local firms’ access to international markets and finance and enhances international trade integration.
Furthermore, investmentpromotes human capital development; provides avenues for risk and product
diversification; encourages favourable competition among businesses and increases product diversity.
Investment broadly speaking is a key element that influences and is and is influence by other macroeconomic
variables such as exchange rate, interest rate, money supply, the growth rate of GDP, money supply, credit
to the private sector and the broad policy of government.
The understanding that investment influences and is being influenced by many macroeconomic
factors have given rise to several policy action by many governments the world over. In Nigeria for instance,
the structural adjustment programme of 1986 and it privatization exercise, the industrial policy of 1989
which welcomed foreign investors to the industrial sector, the deregulation of the economy, the provision
of tax relief and other incentives to investors and owners of equity in all industries, the signing of bilateral
investment treaties and double taxation agreements, the promulgation and subsequent adoption of the
Export Processing Zone Decree of 1991and the establishment of the Nigerian Investment Promotion
Commission (NIPC) through decree 16 of 1995 were all geared towards promoting an enabling investment
climate through the manipulation of other indices that have direct effect on investment. In view of all this
policies, Johnson (2002) wrote that successive governments have implemented policies and strategies to
raise the level of investment but these policies so far have been erratic duemajorly to the lack of knowledge
of the determinants of investment (Ajaikaiye 2002). This is why this study is timely and important to identify
the major determinants of investment in Nigeria.
OBJECTIVES OF THE STUDY
The major objective of this study is to examine the determinant of investment in Nigeria. The specific
objectives include:
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(i)

To assess whether or not there is a long run causality running from government expenditure,
interest rate spread, growth rate of the economy, inflation rate, exchange rate and credit to the
private sector to domestic investment in Nigeria;

(ii)

To examine whether or not there is a short run causality running from government expenditure,
interest rate spread, growth rate of the economy, inflation rate, exchange rate and credit to the
private sector to domestic investment in Nigeria
This study is divided into five sections, section one is the introduction, which has been considered.

Section two will cover theoretical framework and literature review. Section three is the methodology of the
study and will consider the study’s design, sources of data, estimation techniques and model specification.
Section four will capture data analyses, hypotheses testing and discussion of finding. Section five will
summarise the major findings and make relevant policy recommendations.
LITERATURE REVIEW AND THEORETICAL FRAMEWORK
THEORETICAL FRAMEWORK

The IS LM Framework
The IS-LM (Investment Saving – Liquidity Preference Money Supply) model is a
macroeconomic model that graphically represents two intersecting curves. It was propounded by
Samuelson (1947) in an attempt to synthesize the classical and Keynesian theory. It is otherwise
called the general equilibrium theory. The investment/saving (IS) curve is a variation of the incomeexpenditure model incorporating market interest rates (demand), while the liquidity
preference/money supply equilibrium (LM) curve represents the amount of money available for
investing (supply).
The model explains the decisions made by investors when it comes to investments with the
amount of money available and the interest they will receive. Equilibrium is achieved when the
amount invested equals the amount available to invest (Warren & Ben-Zion 2000).
The IS-LM model describes the aggregate demand of the economy using the relationship
between output and interest rates. In a closed economy, in the goods market, a rise in interest rate
reduces aggregate demand, usually investment demand and/or demand for consumer durables. This
lowers the level of output and results in equating the quantity demanded with the quantity produced.
This condition is equal to the condition that planned investment equals saving. The negative
relationship between interest rate and output is known as the IS curve.
The second relationship deals with the money market, where the quantity of money demanded
increases with aggregate income and decreases with the interest rate (Frederic, 2009).
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THE CLASSICAL THEORY OF INTEREST
This theory was propounded by Marshall (1920) and Pigou (1932). It is known as the demand and
supply theory of saving. The theory states that the rate of interest is determined by the supply and demand
of capital. The supply of capital is governed by time preference and the demand for capital is determined by
the expected productivity of capital. The time and preference are dependent on savings.
The demand for capital consists of the demand for productive and consumptive purpose. Capital is
demanded by the investors because it is productive. But the productivity of capital is subject to the law of
variable proportions (additional units of capital are not productive as their earlier units).
However, the supply of capital according to Jhingan (2001) depends upon savings rather upon the
will to save and the power to save of the community. Some people save irrespective of the rate. They would
continue to save even if the rate of interest were zero. There are others who save because the current rate
of interest induces them to save and reduce when the rates are low. The higher the rate of interest, the
larger the community savings and more will be the supply of funds. The supply curve of capital or the savings
curve moves upward to the right.
REVIEW OF EMPIRICAL LITERATURE
There abound numerous empirical studies on the determinants of investment. This section is
dedicated to review the methodologies, techniques and findings of some of these studies.
Investigating the determinants of investment, Lesotho (2006) employed the OLS multiple regression
technique with variables such as real interest rate and credit to investors. Findings from the study revealed
that real interest rate affect investment positively and significantly. Other variable(s) do not affect
investment in the short term as they show insignificant co-efficient.
Sajid and Sarfraz (2008) investigated causal relationship between investment and exchange rate. The
study used co-integration technique and vector error correction model to examine causality between
investment and exchange rate. The result showed that there is long-run as well as a short run equilibrium
relationship between them. However, the study was silent on the impact of exchange on investments.
Omoke and Ugwuanyi (2010) tested relationship between inflation, money supply and investment
in Nigeria using Johansen Co-integration and Granger Causality test. The results suggest that price stability
can contribute towards increased level of investment. The study found that major determinants of
investment were monetary aggregates, real output, inflation and exchange rates. This study never
considered the role government expenditure plays in the determination of investment level.
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Mouyiwa (2005) examined the linkage between inflation rate and investment using panel cointegration approach and a variance decomposition. The result of the study was a negative relationship
between inflation rates and investment.
Khat and Bathia (1993) used non-parametric method in his study of the relationship between
interest rates and other macro-economic variables, including savings and investment. In his study he grouped
(64) Sixty-Four developing countries including Nigeria into three bases on the level of their real interest rate.
He then computed economic rate among which were gross savings, income and investment for countries.
Applying the Mann - Whitny test, he found that the impact of real interest was not significant for the three
groups.
Doornik (1994) explored using conventional regression techniques (OLS) in order to try to identify
long-run cointegrating relationships and error correction mechanisms. The general equation includes lagged
values of the dependent variable as well as current and lagged values of real GNP, real interest rates, real
public investment and the change in the population aged 15 and over. All the variables are in logs except the
interest rate and they are all integrated at order of trade flows, external debt, and black market activities
also affect the rate of investment in sub-Saharan African economies
OkyayUcan&ÖzlemÖzturk (2011) investigated whether financial development has contributed to an
increase in investment in Turkey. The study modeled investment function including real interest rate, GDP,
inflation and Financial determinants which is estimated by utilizing the developments in the time series
econometrics covering the period 1970-2009. The VAR approach is used with differencing all I(1) variables
to make them stationary. The results mainly indicate a positive relationship between total domestic
investment and four indicators.
Ezazul& Begum (2005) explored the sensitivity of investment demand to interest rate in the context
of Bangladesh. By using OLS method, a semi log linear investment demand function has been estimated for
the sample period of 1973-2004 which found that investment is more sensitive with GDP by 1.61 percent
and less sensitive with interest rate (real lending rate) by 0.36 per cent.
Shamim Ahmed & Md. Ezazul Islam (2005) had established an empirical assessment through the
unrestricted vector auto-regressions investment spending at the aggregate level is non-responsive to
interest rates. The findings claimed that investment spending at the disaggregate level is still not responsive
to interest rates except for private sector investment category.
Vinh (2009) studied the effects of institutions and transition progress on investment rates of
transition economies since the collapse of the Socialist Bloc. The Panel data estimation techniques are
applied and the results show that institutions and transition progress have expected and significant effect
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on investment rates of transition economies. However, it is the progress in all aspects of economic freedom
that matters; just some individual economic freedom measures are significant marginally. Besides, as
conditioning variables, growth, saving and financial development (liquid liabilities as % of GDP) are also found
to have significant and positive effect on investment in transition economies.Thestudy highlights the indirect
effect of institutions on economic growth via investment.

Zobayer, Tabassum and Mohammad (2012)examined the macroec0onomic determinants of
investment in Bangladesh from 1981- 2010. The study regressed GDP at constant price, Lending
Interest Rate, Inflation and Foreign Exchange Rate against investment. To check whether the series
were integrated or not, the study appliedthe Augmented Dickey Fuller tests and Phillips- Perron test.
The Engle-Granger tests and Johansen- Juselius test were used to check whether the series are
cointegrated or not. It finds that there is a long-term relationship between them. The study further
applied the bivariate and multivariate analysis of the cointegration test. This study drew upon Error
Correction Mechanism which states that there exists a stable relationship in Bangladesh in the shortrun as well as in the long run.
RESEARCH METHODOLOGY
The study adopts the ex-post facto research design majorly because the variables are of
secondary data sources in a manner that the researchers did not collect the data from the field. The
data were collected from the CBN statistical bulletin and other relevant secondary data sources like
the internet, journal articles, text books, and other government publications.

ESTIMATION TECHNIQUES
We analyzed the properties of the data using the descriptive statistics. As a pre-test condition,
we applied the Augmented Dickey Fuller (ADF) unit root test to examine the stationarity of the data
set. The ADF model is specified thus:
∇𝑦𝑡 = 𝑦0 + 𝑦1𝑡 + (𝛽 − 1)𝑦𝑡−1 +δ1∆𝑦𝑡−1 + 𝜀𝑡 ………………………………………. (1)
Having tested the stationerity of the data set, we found that the data set are integrated at I(1) and
I(0). We therefore employed the Autoregressive Distributed Lag (ARDL) bounds test approach to
cointegration proposed by Pesaran, Shin and Smith (2001) to estimate the relationship among the variables.
The ARDL approach offers some desirable statistical advantages over other co-integration techniques. While
other co-integration techniques require all the variables to be integrated of the same order, ARDL test
procedure provides valid results whether the variables are I(0) or I(1) or mutually co-integrated and provides
very efficient and consistent estimates in small and large sample sizes (Pesaran, Shin & Smith (2001). This
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approach therefore becomes relevant to this since our unit root test shows that all the series are either I (0)
or I (1). The ARDL model can be specified as:
∆𝐿𝐷𝐼𝑁𝑉𝑆 =
𝛽0 +∑𝑘𝑡=𝑖 𝛽1𝑖 ∆𝐿𝐷𝐼𝑁𝑉𝑆𝑡−𝑖 +∑𝑘𝑡=𝑖 𝛽2𝑖 ∆𝐿𝐺𝐸𝑡−𝑖 +∑𝑘𝑡=𝑖 𝛽3𝑖 ∆𝐼𝑁𝑅𝑆𝑡−𝑖 +∑𝑘𝑡=𝑖 𝛽4𝑖 ∆𝐺𝐷𝑃𝐺𝑅𝑡−𝑖 +∑𝑘𝑡=𝑖 𝛽5𝑖 ∆𝐼𝑁𝐹𝑅𝑡−𝑖 +
∑𝑘𝑡=𝑖 𝛽6𝑖 ∆𝐸𝑋𝑅𝑡−𝑖 ∑𝑘𝑡=𝑖 𝛽7𝑖 ∆𝐿𝑃𝑆𝐶𝑡−𝑖 + + 𝜀1𝑡 ........................................ (2)
Where
∆ = the difference operator.
The test involves conducting F-test for joint significance of the coefficients of lagged variables for the purpose
of examining the existence of a long-run relationship among the variables. The error correction model for
the estimation of the short run relationships is specified as:
∆𝐿𝐷𝐼𝑁𝑉𝐸 =
𝛽0 +∑𝑘𝑡=𝑖 𝛽1𝑖 ∆𝐿𝐷𝐼𝑁𝑉𝑆𝑡−𝑖 +∑𝑘𝑡=𝑖 𝛽2𝑖 ∆𝐿𝐺𝐸𝑡−𝑖 +∑𝑘𝑡=𝑖 𝛽3𝑖 ∆𝐼𝑁𝑅𝑆𝑡−𝑖 +∑𝑘𝑡=𝑖 𝛽4𝑖 ∆𝐺𝐷𝑃𝐺𝑅𝑡−𝑖 +∑𝑘𝑡=𝑖 𝛽5𝑖 ∆𝐼𝑁𝐹𝑅𝑡−𝑖 +
∑𝑘𝑡=𝑖 𝛽6𝑖 ∆𝐸𝑋𝑅𝑡−𝑖 +∑𝑘𝑡=𝑖 𝛽7𝑖 ∆𝐿𝑃𝑆𝐶𝑡−𝑖 + 𝜆1 𝐸𝐶𝑀𝑡−1+𝑢1𝑡 .............................. (3)
A negative and significant ECMt-1 coefficient implies that any short term disequilibrium between the
explained and explanatory variables will converge back to the long-run equilibrium relationship.

To validate whether or not the residual are independent, the CUSUM test, the heteroskedasticity test
and the histogram normality test were apply. Furthermore, the study applied the Breusch-Godfrey
serial correlation LM test to test whether or not the estimates of the model are stable. Lastly, the study
applied the Wald test to assess whether or not the independent variable move together both in the
long run and short run to influence the dependent variables.
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DATA ANALYSES AND DISCUSSION
TABLE 1:
DESCRIPTIVE STATISTICS
LDINVS

LGE

INRS

GDPGR

INFR

EXR

LPSC

Mean

5.914333

5.252556

11.37467

4.718000

20.50000

83.33867

6.406750

Median

5.705906

5.753015

13.09500

4.650000

12.35000

107.0250

6.455436

Maximum

9.554793

7.049949

20.70000

33.74000

73.10000

193.2700

9.834895

Minimum

2.433613

1.851599

1.000000

-10.75000

5.400000

2.020000

2.854745

Std. Dev.

1.926892

1.634511

5.001894

7.271739

19.24494

64.37951

2.355984

Skewness

-0.130279

-0.801106

-0.637945

1.696310

1.480309

-0.043197

0.031745

Kurtosis

2.015047

2.322841

2.547595

10.30283

3.735305

1.351005

1.610840

Jarque-Bera

1.297529

3.782035

2.290707

81.05150

11.63242

3.408311

2.417246

Probability

0.522691

0.150918

0.318111

0.000000

0.002979

0.181926

0.298608

Sum

177.4300

157.5767

341.2400

141.5400

615.0000

2500.160

192.2025

Sum Sq. Dev.

107.6744

77.47714

725.5493

1533.467

10740.66

120196.9

160.9692

Observations

30

30

30

30

30

30

30

Source: Researchers’ Eview 9.1 Computation, 2018
We begin this section by comprehensively examining the propertiesof the raw data set.
Table1presents the result of the descriptive statistics. From the result, it could be observed that the mean
values

ofLDINVS,

LGE,

INRS,

GDPGR,

INFR,

E

XR and LPSC are respectively5.9143, 5.2526, 11.3746, 4.7180, 20.500, 83.3386 and 6.4067 with their
standard deviations of 1.9268, 1.6345, 5.0018, 7.2717, 19.2449, 64.3795 and 2.3559 ranging respectively
from 2.4336 to 9.5547, 1.8515 to 7.0499, 1.0000 to 20.7000, -10.7500 to 33.7400, 5.4000 to 73.1000, 2.0200
to 193.2700 and 2.8547 to 9.8348.
A close examination of the skewness of the data set as shown in table 1 revealed that INRS, EXR,
DINVS and GE were negatively skewed (left skewed distribution), meaning that their means are also to the
left of the peak. On the other hand, GDPGR, INFR and PSC werepositively skewed (right skewed distribution),
meaning that their means are also to the right of the peak. The coefficient of the kurtosis of the variables
indicates that INRS, EXR, DINVS, PSC and GE were platykurtic below 3.000000 relative to the normal, meaning
that the distribution produces fewer and less extreme outliers than does the normal distribution.GDPGR and
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INFRwereleptokurtic(above 3.000000) relative to the normal meaning that the distribution produces more
outliers than the normal distribution.
The JB values of 1.2975, 3.7820, 2.2907, 3.4083 and 2.4172 for LDINVS, LGE, INRS, EXR and PSC
respectively with theirrespective p-values of 52.26 percent, 15.09 percent, 31.81 percent, 18.19 percent and
29.86 percent means that they are normally distributed. However, the JB values of 81.0515 and 11.6324 for
GDPGR and INFR with their respective p-values less than 5 percent suggest that they are not normally
distributed.
TABLE 2:
AUGMENTED DICKEY FULLER (ADF) UNIT ROOT TEST
Variables

ADF Test Statistics

Order of integration

Level

1st Difference

LDINVS

-0.301710

-3.932705

I(1)

LGE

-1.994168

-5.808689

I(1)

INRS

-2.974728

I(0)

GDPGR

-4.414228

I(0)

INFR

-3.948559

I(0)

EXR

-0.075735

-4.885299

1(1)

LPSC

-0.404141

-3.924995

1(1)

Test critical values at level: 1% = -3.679322, 5% = -2.967767, 10% = -2.622989
Test critical values at 1st Diff: 1% = -3.689194, 5% = -2.971853, 10% = -2.625121
Source: Researchers’ Eview 9.1 Computation, 2018.
Table 2 showed that LDINVS, LGE, EXR and LPSC had unit root at levels but after differencing one
time they became stationary. This is so as their test statistics at levels, taking their absolute values were less
than their critical values at 5 percent. However, after differencing one time, the test statistics, taking their
absolute values became greater than their critical values at 5 percent level. On the other hand, INRS, GDPGR
and INFR were stationary at levels as their test statistics; taking absolute values were greater than their
critical values. Since the variables are integrated of order I(1) and I(0), we had to estimate our model using
the ARDL model. However, we will not do this without determining our lag selection criteria. The AIC is the

703

Proceedings of the 8th International Conference of Accounting and Finance
Research Association (AFRA), held 4th – 6th November, 2018
basis for our lag selection because it is widely adopted, though it is criticised for its inconsistency and
irregularity in selecting its optimal lag.
TABLE 3
LAG ORDER SELECTION CRITERIA
Endogenous variables: LDINVS LGE INRS GDPGR INFR EXR LPSC
Lag

LogL

LR

FPE

AIC

SC

HQ

0

-485.8652

NA

4591561.

35.20466

35.53771

35.30647

1

-341.0801

206.8359

5498.500

28.36286

31.02727*

29.17740

2

-259.6172

75.64415*

1155.974*

26.04408*

31.03985

27.57134*

* indicates lag order selected by the criterion
LR: sequential modified LR test statistic (each test at 5% level)
FPE: Final prediction error
AIC: Akaike information criterion
SC: Schwarz information criterion
HQ: Hannan-Quinn information criterion

Source: Researchers’ Eview 9.1 Computation, 2018.
From table 3 above, using the AIC, lag 2 is the optimal lag for this study. Hence, in estimating the ARDL model,
we lagged our variables two times.
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TABLE 4:
LONG RUN ARDL COINTEGRATION ANALYSIS
Dependent Variable: D(LDINVS)

Variable

Coefficient

Std. Error

t-Statistic

Prob.

C

-2.088008

1.990948

-1.048750

0.3423

D(LDINVS(-1))

2.166066

0.830682

2.607575

0.0478

D(LDINVS(-2))

1.027755

1.079654

0.951931

0.3848

D(LGE(-1))

-0.344193

0.725194

-0.474622

0.6551

D(LGE(-2))

0.846652

0.519539

1.629622

0.1641

D(INRS(-1))

-0.198897

0.139722

-1.423519

0.2139

D(INRS(-2))

-0.112437

0.069719

-1.612732

0.1677

D(GDPGR(-1))

-0.024597

0.040897

-0.601439

0.5738

D(GDPGR(-2))

-0.011598

0.027105

-0.427892

0.6865

D(INFR(-1))

0.006043

0.006729

0.898081

0.4103

D(INFR(-2))

-0.004406

0.007159

-0.615427

0.5652

D(EXR(-1))

0.011156

0.013513

0.825626

0.4466

D(EXR(-2))

-0.005098

0.009454

-0.539249

0.6129

D(LPSC(-1))

-1.011494

0.655101

-1.544028

0.1832

D(LPSC(-2))

-1.134090

0.705451

-1.607611

0.1688

LDINVS(-1)

-2.665051

1.237639

-2.153334

0.0839

LGE(-1)

0.578195

0.439554

1.315412

0.2455

INRS(-1)

0.192794

0.167497

1.151031

0.3018

GDPGR(-1)

0.021815

0.043847

0.497531

0.6399

INFR(-1)

0.029677

0.017430

1.702669

0.1494

EXR(-1)

-0.021847

0.019868

-1.099624

0.3216

LPSC(-1)

2.139768

1.202011

1.780157

0.1352

R-squared

0.855064

Adjusted R-squared

0.246335

F-statistic

1.404671 Durbin-Watson stat

Prob(F-statistic)

0.378708

*Represents significant F-Statistics at 5 percent level
Source: Researchers’ Eview 9.1 Computation, 2018.
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The above table represents the ARDL long run estimates of the effect of GE, INRS, INFR, EXR, GDPGR,
PSC on DINVS. From the result, the R2 value of 0.8550 show that about 85.50 percent of the changes in the
domestic investmentis explained by the independent variables (government expenditure, interest rate
spread, inflation rate, exchange rate, economics growth rate, and private sector credit) in the long run.
Furthermore, the F-Statistics showed that the model is not statistically significant at 5 percent. With this the
study proceeds to examine whether the model is free from serial correlation in the long run using the
Breusch-Godfrey Serial Correlation LM test. Extract of the result of the Breusch-Godfrey Serial Correlation
LM test is presented in the table below:
TABLE 5:
BREUSCH-GODFREY SERIAL CORRELATION LM TEST OF THE LONG RUN ESTIMATES

F-statistic

1.920920 Prob. F(2,3)

0.2904

Obs*R-squared

15.16108 Prob. Chi-Square(2)

0.0005

Source: Researchers’ Eview 9.1 Computation, 2018.
Checking the observed R2value of 15.1610 with it corresponding prob. Chi-square (2) of 0.0005
percent, we conclude that the model is not free from serial correlation.
TABLE 6:
HETEROSKEDASTICITY TEST: BRUEUSCH-PAGAN-GODFREY OF THE LONG RUN ESTIMATES

F-statistic

0.583185 Prob. F(21,5)

0.8249

Obs*R-squared

19.17250 Prob. Chi-Square(21)

0.5741

Scaled explained SS

0.672217 Prob. Chi-Square(21)

1.0000

Source: Researchers’ Eview 9.1 Computation, 2018.
From the table the observed R2 value of 19.1725 with it corresponding prob. Chi-square value of
57.41 percent, more than five percent, implies that the model is free from heteroskedasticity.
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FIGURE 1:
HISTOGRAM NORMALITY TEST OF THE LONG RUN ESTIMATES
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Series: Residuals
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Source: Researchers’ Eview 9.1 Computation, 2018.
The JarqueBera statistics of 0.0936 with it corresponding probability of 95.42 percent, more than 5
percent, means that the residual of the long run equation is normally distributed.
FIGURE 2:
STABILITY DIAGNOSTICUSING CUSUMTEST OF THE LONG RUN ESTIMATES
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Source: Researchers’ Eview 9.1 Computation, 2018.
From the CUSUM Test result, it could be seen that the blue line lies in between the two red lines.
This means that the estimates of the long run equation are stable and could be used for inferences.
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TABLE 7:
LONG RUN TEST OF THE JOINT SIGNIFICANCE OF THE MODEL USING WALD TEST

Test Statistic

Value

Df

Probability

F-statistic

0.987454

(7, 5)

0.5245

Chi-square

6.912181

7

0.4381

Null Hypothesis: C(16)=C(17)=C(18)=C(19)=C(20)=C(21)=
C(22)=0
From the Wald test result extract above, we conclude that there variables have no long run
association, meaning that the variables do not move together in the long run. This is so as the F-statistic pvalue of 52.45 percent is greater than 5 percent, meaning that we cannot reject the null hypothesis.
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TABLE 8:
SHORT RUN ARDL DYNAMICSOF THE MODEL
Dependent Variable: D(LDINVS)
Variable

Coefficient

Std. Error

t-Statistic

Prob.

C

0.267541

0.132677

2.016477

0.0688

D(LDINVS(-1))

1.131753

0.319022

3.547566

0.0046

D(LDINVS(-2))

-0.270599

0.416254

-0.650081

0.5290

D(LGE(-1))

-0.496875

0.222871

-2.229428

0.0476

D(LGE(-2))

0.739532

0.217159

3.405485

0.0059

D(INRS(-1))

-0.019253

0.016535

-1.164406

0.2689

D(INRS(-2))

-0.026960

0.017057

-1.580574

0.1423

D(GDPGR(-1))

0.003061

0.009006

0.339838

0.7404

D(GDPGR(-2))

0.013831

0.009562

1.446427

0.1759

D(INFR(-1))

0.007417

0.003379

2.194668

0.0506

D(INFR(-2))

-0.001552

0.003237

-0.479529

0.6410

D(EXR(-1))

-0.002719

0.003903

-0.696818

0.5004

D(EXR(-2))

-0.009792

0.004955

-1.975986

0.0738

D(LPSC(-1))

-0.251032

0.330494

-0.759565

0.4635

D(LPSC(-2))

-0.447408

0.349460

-1.280282

0.2268

ECM(-1)

-0.801667

0.397996

-2.516777

0.0286

R-squared

0.780878

Adjusted R-squared

0.482075

F-statistic

2.613356 Durbin-Watson stat

Prob(F-statistic)

0.046781

1.997974

Source: Researchers’ Eview 9.1 Computation, 2018.
The above table represents the ARDL short run estimates of the determinants of investment in
Nigeria. From the result, the R2 value of 0.7808 shows that about 78.08 percent of the changes in the
domestic investment in the short run is jointly determined by the variations in government expenditure,
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interest rate spread, economic growth rate, inflation rate, exchange rate, and credit to the private sector up
to 78.08 percent. The F-Statistics value of 2.6133 with it corresponding probability of 0.046 showed that the
short run equation is significant at 5 percent.
Furthermore, the coefficient of the ECM is negative and significant as theoretically expected. This
means that the system is getting adjusted at the speed of 80.16 percent towards long run equilibrium. With
this the study proceeds to examine whether the short run model is free from serial correlation using the
Breusch-Godfrey Serial Correlation LM test. Extract of the result of the Breusch-Godfrey Serial Correlation
LM test is presented in the table below:
TABLE 9:
BREUSCH-GODFREY SERIAL CORRELATION LM TEST OF THE SHORT RUN ESTIMATES

F-statistic

3.595767 Prob. F(2,9)

0.0712

Obs*R-squared

11.99216 Prob. Chi-Square(2)

0.0025

Source: Researchers’ Eview 9.1 Computation, 2018.
Checking the observed R2value of 11.9921 with it corresponding prob. Chi-square (2) of 0.25
percent, we conclude that the short run equation is not free from serial correlation.
TABLE 10:
HETEROSKEDASTICITY TEST: BRUEUSCH-PAGAN-GODFREY OF THE SHORT RUN ESTIMATES

F-statistic

0.893332 Prob. F(15,11)

0.5897

Obs*R-squared

14.82786 Prob. Chi-Square(15)

0.4639

Scaled explained SS

3.745401 Prob. Chi-Square(15)

0.9985

Source: Researchers’ Eview 9.1 Computation, 2017.
From the table the observed R2 value of 14.8278 with it corresponding prob. Chi-square value of
46.39 percent, more than five percent, implies that the short run equation is free from heteroskedasticity.
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FIGURE 3:
HISTOGRAM NORMALITY TEST OF THE SHORT RUN ESTIMATES
7
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Source: Researchers’ Eview 9.1 Computation, 2018.
The JarqueBera statistics of 0.0936 with it corresponding probability of 95.42 percent, more than 5
percent, means that the residual of the short run equation is normally distributed.
FIGURE 4:
STABILITY DIAGNOSTIC USING CUSUM TEST OF THE SHORT RUN ESTIMATES
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Source: Researchers’ Eview 9.1 Computation, 2018.
From the CUSUM Test result, it could be seen that the blue line lies in between the two red lines.
This means that the estimates of the short run equation are stable and could be used for inferences.
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TABLE 11:
ANALYSIS OF THE SHORT RUN CAUSALITY USING WALD TEST
Dependent Variable: GDP (Output)

Variables

Null

F-Stats

Prob.

Tested

Hypotheses

LGE

C(4)=C(5)=0

8.5125*

0.0058

INRS

C(6)=C(7)=0

1.2766

0.3173

GDPGR

C(8)=C(9)=0

1.4511

0.2759

INFR

C(10)=C(11)=0

2.4263

0.1340

EXR

C(12)=C(13)=0

2.2945

0.1469

PSC

C(14)=C(15)=0

1.1770

0.3082

*Represents rejection of null hypotheses at 5 percent level
Source: Researchers’ Eview 9.1 Computation, 2018.
Table 11 only rejected the null hypotheses for government expenditure, meaning that there is a
short run causality running from government expenditure to domestic investment. In other words,
government expenditure triggers short term investment in Nigeria.
SUMMARY OF FINDINGS
The following major findings were made from our analyses:
(i)

There is no long run causality running from government expenditure, interest rate spread,
growth rate of the economy, inflation rate, exchange rate and credit to the private sector to
domestic investment in Nigeria;

(ii)

There is no short run causality running from interest rate spread, growth rate of the economy,
inflation rate, exchange rate and credit to the private sector to domestic investment in Nigeria;

(iii)

Government expenditure has short run causality with domestic investment in Nigeria.
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CONCLUSION AND POLICY RECOMENDATIONS
This study examined the determinants of domestic investment in Nigeria using the Autoregressive
distributive lag methodology. Based on the above findings, the study draws the concludes that the domestic
investment in Nigeria has not been significantly influenced by government expenditure, interest rate spread,
growth rate of the economy, inflation rate, exchange rate and credit to the private sector to domestic
investment in Nigeria. Also, in the short run, only government expenditure triggers domestic investment.
Hence, the following recommendations:
(i)

Government expenditure should be focused on viable long term capital projects such as
infrastructure and social amenities to sustain its short term causality and establish long run
causality on domestic investment.

(ii)

The regulatory bodies of the Nigerian financial sector should bridge the wide spread between
deposit and lending rates to reduce the cost of borrowing in a way to promote domestic
investment.

(iii)

The continuous depreciation of naira should be checked by the appropriate authorities;
government should discourage importation of commodities that can be produce locally and pool
resources into the production of such commodities or support the private sector to do so
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