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Absract 

The study examined the effect of corporate income tax rate on investment decisions of listed deposit money 

banks in Nigeria. Descriptive research design was used in this study. The population of the study was made 

up of twenty two listed deposit money banks in Nigeria. Panel data were generated from secondary source 

through annual reports and accounts of the sampled banks covering the periods of 2014 to 2018. Ordinary 

Least Square (OLS) regression was used in analyzing the data of the study. The study employed a simple 

random sampling technique in selecting the sample size of the study. The findings of the study indicated 

that after tax cash flow is the major factor that affect investment decisions of listed deposit money banks in 

Nigeria. Whereas depreciation tax shield and interest tax shield had insignificant effect on investment 

decisions of listed deposit money banks in Nigeria and corporate tax rate has no effect on investment 

decisions of listed deposit money banks in Nigeria as the company income tax rate of 30% has been constant 

over decades. The study recommended that shareholders as well as management of Nigerian banks should 

device means of increasing their turnover which will in turn boost their profitability/ after tax cash flow and 

the resultant effect will improve investment in long term assets. 

Keywords: corporate tax rate, Investment decision, depreciation tax shield, interest tax shield.  

 

1.0 Introduction  

An efficient allocation of capital is the most important investment function in the modern times. It involves 

decisions to commit the firms fund to the long term assets. According to Pandey (1995) investment 

decisions are of considerable importance to the company since they tend to determine its value by 

influencing its growth. Investment decision is defined as the company decision to invest its current funds 

most efficiently in the long term assets in anticipation of an expected flow of benefits over a series of years. 

However, investment decisions of companies are mostly fiscal weapon. Taxation is regarded as an 

indispensable measure towards any nation’s development among the various sources of achieving economic 
goal of any nation precisely developing country like Nigeria, corporate tax stands out as the most important 

in economic analysis. The question then is what is the concern of corporate taxation in investment decision 

of companies?  It is well understood that corporate taxation can distort investment plans by reducing the 

after-tax returns to new investment. A large literature, starting with Hall and Jorgensen (1967) has attempted 

to assess the empirical relevance of such distortions. However, there is another channel through which 

corporate taxes can affect investment that is largely unexplored. If financing frictions make raising external 

capital costly, a firm’s investment may be constrained by the amount of cash flow it is able to generate 
internally. 

 
Accordingly, corporate taxes then could also impact investment by reducing the amount of cash flow a firm 

has available to invest. This research examined the effect of corporate tax rate on investment decisions of 
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listed deposit money banks in Nigeria. Studying this effect is challenging because of two omitted variables 

problems. First, a firm’s income tax is a function of it is profitability, which is likely to be correlated with 

its investment opportunity. Second, current period income tax is likely to be related to a firm’s future 
marginal tax rate, which could also affect investment. So, while one could in principle simply examine the 

contemporaneous relationship between a firm’s tax payments and its investments, it would be difficult to 
infer causality from this relationship (Pandey, 1995). Hassert and Hubbard (1976) defined taxation as the 

compulsory levy by government through its various agencies on the income or consumption of its subjects. 

The ultimate justification for company income tax in investment decision is that investment decisions 

required special attention and cannot be satisfactory evaluated without considering tax implication. More 

so investment decision has a long term implication for the firms and can influence the firms risk complexion 

and are mostly irreversible decisions (Panedy, 1995). Consequently there are no companies that do not 

make investment decision at one time or the other which requires company taxation to be properly and 

effectively planned to achieve the companies’ goals and objectives. It is based on these facts that the 
research is between company corporate income tax and investment decisions.   

 

Furthermore, taxation play a vital role in economic development of a country which includes: resource 

mobilization, reduction in inequalities of income, improvement in social welfare, foreign exchange, 

regional development, control inflation. Apart from the objectives of raising public revenue, tax can be used 

as an important tool in the following manner; optimum allocation of available resources, encouraging 

savings and investments acceleration of economic growth, price stability and control mechanism. Since its 

inception, Income Tax has been a pervasive force tending to influence the economic decisions of business 

entities. On the part of government, there have been tougher economic measures in order to control the 

adverse economic condition of the country. Among such measures are tax rules which are designed to 

increase revenues and accomplish other economic goals, but invariably; these rules have significant impact 

on business and investment decision.    

 

Deposit Money Banks can simply be viewed as those financial institutions, who act as agents that accept 

deposits and make loans. Banks create save havens that stores wealth for depositors and as predictable 

sources of loans for borrowers. In this way, the major business of banks is that of financial intermediation 

between savers and borrowers. The banks simplify this process by eliminating the need for savers to find 

the right borrowers and the right time to directly source for loan. As financial intermediaries, they facilitate 

the creation, sourcing and mobilization of funds from surplus economic units to deficit economic unit, for 

functional and productive activities (Ajayi, 2005). Preliminary discussions, held with key management 

officials of some Nigerian banks disclosed that banks have certain key goals which they seek to achieve. 

These key goals are however multiple in nature, since there are a number of them.  

 

The predominant goal of most banks is to maximize profit, and at the same time, minimize cost, through an 

efficient combination and utilization of limited resources. This goal is however attained through their role 

as ‘go-betweens’. As financial intermediaries, banks earn enough to support their activities, by the 
difference between the interest rate paid to saver/depositors, and the interest rate charged on loans. When 

customers make deposits in a savings account, they earn interest on the principal. Similarly, when customers 
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obtain loans from the banks, they pay interest on the principal. By charging the borrower a slightly higher 

interest rate, than that which is given to the depositor, a bank is able to achieve its goal of profitability.  

 

This study used the most recent data and thus provides an up to date findings on the effect of corporate 

income tax rate on investment decisions of listed deposit money banks in Nigeria. There have been 

conflicting results from the previous studies carried out on the effect of corporate income tax rate on 

investment decisions. Some of these findings showed negative relationship between taxation and 

investment for example Raza et al., (2011); Njuru et al., (2013) carried out in Pakistan and Kenya 

respectively and Talpos & Vancu (2009) carried out in Europe. Other studies reported a positive relationship 

between taxation and investment for example Yan & Lu, (2013) carried out in China. Edame & Okoi (2014); 

Funke (2002) both carried out in Nigeria showed a negative relationship between taxation and investment 

while Akpo et al. (2015); Asogwa & Okeke (2013) also carried out in Nigeria showed a positive 

relationship. This study is therefore important in resolving the differences revealed by the above studies. 

Moreover most of these prior studies were carried out overseas and the few studies that are carried out in 

Nigeria were conducted in determining the effect of corporate income tax rate on quoted firms in Nigeria, 

but no research evidence that studies the effect of corporate income tax rate on investment decisions in the 

area listed deposit money banks in Nigeria. This study therefore, seeks to evaluate the effect of corporate 

income tax rate on investment decisions of listed deposit money banks in Nigeria. The remainder of this 

paper is organized as follows; section 2 discusses the literature on corporate income tax rate and investment 

decisions, section 3 lays out the analytical framework and econometric methodology, section 4 reports the 

results and finally, section 5 concludes.    

 

Thus, the main objective of this paper is to examine the effect of corporate income tax rate on investment 

decisions of listed deposit money banks in Nigeria. Other specific objectives are to investigate the influence 

of:  

i. Corporate tax rate on investment decisions in the listed deposit money banks in Nigeria.  

ii. Depreciation tax shield on investment decisions in the listed deposit money banks in Nigeria. 

iii. After tax cash flow on investment decisions in the listed deposit money banks in Nigeria. 

iv. Interest tax shield on investment decisions in the listed deposit money banks in Nigeria.  

 

Based on the above objectives of the study, the following hypotheses are formulated in null form to guide 

the outcome of the study.  

H01: Corporate tax rate has no significant effect on investment decisions in the listed deposit money banks 

in Nigeria.  

H02: Depreciation tax shield has no significant effect on investment decisions in the listed deposit money 

banks in Nigeria.  

H03: After tax cash flow has no significant effect on investment decisions in the listed deposit money banks 

in Nigeria.

H04: Interest tax shield has no significant effect on investment decisions in the listed deposit money banks 

in Nigeria.   

 

2.0 Literature Review 
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This section reviews prior conceptual, empirical literature and theoretical literature concerning the effect of 

corporate income tax rate on investment decisions. 

 

2.1.1 Concept of Corporate Tax  

Alworth and Arachi (2001) defined corporate tax as tax levied on corporations' profits.  Corporations are 

legal entities separate from their owners. They may be taxed as if they were persons. A corporate tax is the 

equivalent of the income tax for natural persons. Corporate taxes vary from country to country in the US, 

they are levied at both the federal and state levels. Proponents of the corporate tax argue that it guards 

against excessive profits that may result from unethical or illegal corporate practices while opponents say 

that corporations simply pass on the tax to their customers. Most jurisdictions tax corporations on their 

income. Generally, this tax is imposed at a specific rate or range of rates on taxable income as defined 

within the system. Some systems have a separate body of law or separate provisions relating to corporate 

taxation. In such cases, the law may apply only to entities and not to individuals operating a trade. Such 

laws may differentiate between broad types of income earned by corporations and tax such types of income 

differently. However, most such systems tax all income of a corporation in the same manner (Hassert & 

Hubbard, 1976). Most systems tax both domestic and foreign corporations. Often, domestic corporations 

are taxed on worldwide income while foreign corporations are taxed only on income from sources within 

the jurisdiction. Many jurisdictions imposing an income tax impose such tax on income from a permanent 

establishment within the jurisdiction. Corporations are also subject to property tax, payroll tax, withholding 

tax, excise tax, customs duties, V.A.T, and other common taxes, generally in the same manner as other tax 

payers. These, are different from corporate tax (Hasset & Hubbard, 1976).  

 

2.1.2 Concept of Investment Decisions  

Investment decision is defined as the company decision to invest its current funds most efficiently in the 

long term assets in anticipation of an expected flow of benefits over a series of years. In finance, investment 

is the purchase of an asset or item with the hope that it will generate income or appreciate in the future and 

be sold at the higher price. It generally does not include deposits with a bank or similar institution. The term 

investment is usually used when referring to a long-term outlook. This is the opposite of trading or 

speculation, which are short-term practices involving a much higher degree of risk. Financial assets take 

many forms and can range from the ultra-safe low return government bonds to much higher risk higher 

reward international stocks (Verdugo, 2005). Bringham and Besley (2000) identified several basic methods 

used by businesses to evaluate projects and to decide whether they should be accepted for inclusion in the 

capital budget. These methods are; Payback period, net present value and internal rate of return. A good 

investment strategy will diversify the portfolio according to the specified needs. The most famous and 

successful investor of all time is (Warren, 2013). In 2013, Warren was ranked as number two in the Forbes 

magazine for hundred list. Warren (2013) has advised in numerous articles and interviews that a good 

investment strategy is long term and choosing the right assets to invest in requires due diligence.   

 

Investments are often made indirectly through intermediaries such as; pension funds, banks, brokers, and 

insurance companies. These institutions may pool money received from a large number of individuals into 

funds such as; investment trusts, unit trusts, to make large scale investments. Each individual investor then 

has an indirect or direct claim on the assets purchased, subject to charges levied by the intermediary which 
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may be large and varied. It generally does not include deposits with a bank or similar institution. Investment 

usually involves diversification of assets in order to avoid unnecessary and unproductive risk (Kevin, 1984). 

 

2.1.3 The Company Income Tax Rate in Nigeria  

Companies Income Tax (CIT) is chargeable on the income of all companies operating in the country except 

those specifically exempted under the Act. There is a clear distinction between Nigerian and non – Nigerian 

companies. A Nigerian company is that company incorporated under the Companies and Allied Matters 

Act, 1990, (as amended). The total profit of such companies are assessable to Nigerian tax irrespective of 

whether or not all the profits have been derived from, brought into, or received in Nigeria. The CIT was 

introduced in 1961. The original law (Company Income Tax) has been amended many times and is currently 

codified as the Company Income Tax. Act 1990 (CITA) (Odusola, 2006). The Federal Inland Revenue 

Services (FIRS) is empowered to administer the tax and is responsible to the Federal Board of Inland 

Revenue (FBIR). The amendments were clearly demonstrated by Odusola (2006) on such areas as: excess 

profit tax elimination in 1991, capital transfer tax scrapped in 1996. The CIT rate which was 45percent up 

till 1986 fell down to 40 percent between 1987 and 1991 and further subsided to 35 percent between 1992 

and 1995. From 1996, the CIT rate of 30 percent was charged to date. Odusola (2006) also explains the 20 

percent tax concession for companies that engaged in agricultural production or mining of solid minerals 

with a maximum turnover of N0.5 million and those on manufacturing or the export promotion sector with 

a turnover not exceeding N1.0million. This concession is limited to the first five years of operations. The 

rates on capital allowance have been reduced continually to reflect the economic reality of the country. The 

CIT is chargeable on:   

 

(a) The global profit of Nigerian companies irrespective of whether or not they are brought into or received 

in Nigeria. Dividend income to a Nigerian company is treated as franked investment income on which no 

income tax is deducted  

(b) The portion of the profits of non-Nigerian companies derived from such companies’ operations in 
Nigeria   

(c) Dividends, interests or royalties due to non-Nigeria companies which are assessed at 10 percent 

(withholding) tax rate on gross amount due and only the net is payable to the respective companies.  

 

The CIT is too edged, depending on being an enemy or a friend. Any government CIT policy which 

increases the rate and reduce tax and investment incentives would drastically reduce investment. On the 

other hand tax incentives incite investments growth rate. Apart from the CIT, other taxes such as value 

added tax, property tax royalty payments, import tariffs affect investment. Tax incentives include tax 

holidays, grants, capital allowance acceleration, enhanced deductions, and special investment allowance 

among others.   

 

2.2 Review of Empirical Studies   

Ofoegbu et al. (2016) examined the effect of tax revenue on the economic development of Nigeria. The 

study used annual time series data for the period 2005-2014 to estimate a linear model of tax revenue and 

human development index using ordinary least square (OLS) regression technique. Findings show a 

positively and significantly relationship between tax revenue and economic development. The result also 
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reveals that measuring the effect of tax revenue on economic development using HDI gives lower 

relationship than measuring the relationship with GDP thus suggesting that using gross domestic product 

(GDP) gives a painted picture of the relationship between tax revenue and economic development in 

Nigeria.   

 

Adegbite (2015) assessed the effect of corporate tax on revenue profile in Nigeria and also examined the 

impact of corporate tax revenue on economic growth in Nigeria. Secondary data was obtained from Central 

Bank of Nigeria Statistical Bulletin from 1993 to 2013 and multiple regressions analysis was employed to 

analyze the relationship between the dependent variable (Gross Domestic Product (GDP)) and independent 

variables (company income tax, value added tax, petroleum profit tax and inflation). It is therefore 

concluded that corporate income tax has positive significant impact on revenue profile in Nigeria with the 

Adjusted R2 of 95.3% which directly enhanced growth in Nigeria.   

 

Madugba et al. (2015) worked on corporate tax and revenue generation: The study tested the relationship 

between Petroleum Tax Income (PTI) on Total Consolidated Revenue (TCR) and the relationship between 

Companies Income Tax (CIT) on Total Consolidated Revenue. Pearson correlation and simple regression 

was used to analyze the data gotten from Central Bank of Nigeria Annual Statistical Bulletin of various 

years. The result of the correlation showed a positive significant relationship between Petroleum Tax 

Income and TCR. Also it showed a positive significant relationship between Companies’ Income Tax (CIT) 
and Total Consolidated Revenue (TCR). The regression result revealed a negative significant relationship 

between Petroleum Tax Income and Total Consolidated Revenue and Companies Income Tax and TCR.   

 

Chude and Chude (2015) ascertained the impact of taxation on the profitability of companies in Nigeria. 

The study used secondary sources of data and a time series econometric technique with an error correction 

model tested the variables most likely to impact on profitability of companies in Nigeria. The study revealed 

that the level of company tax has significant effect on the profitability, that company income tax (CIT) has 

significant effect on profitability.   

 

Ezejiofor et al. (2015) seek to assess whether tax as a fiscal tool affect the performance of the selected 

manufacturing companies in Nigeria. Descriptive method was adopted and data were collected through the 

use of six years financial accounts of the selected companies. The hypothesis formulated for the study was 

tested with the ANOVA using the Statistical Package for Social Sciences (SPSS) version 20.0. It was found 

that Taxation as a fiscal policy instrument has a significant effect on the performance of Nigeria 

manufacturing companies. 

  

Edame and Okoi (2014) examined the impact of Taxation on investment and economic growth in Nigeria 

from 1980-2010. The ordinary least square method of multiple regression analysis was used. The data was 

sourced from the Central Bank of Nigeria statistical bulletin and National Bureau of statistics. The result of 

the analysis showed that the parameter estimates of Corporate Income Tax (CIT) and Personal Income (PIT) 

appears with negative signs. This means that there is an inverse relationship. 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. Therefore it shows that 
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taxation is negatively related to the level of investment and the output of goods and services (GDP) and is 

positively related to Government Expenditure in Nigeria. 

 

Oloichi (2014) examined the effect of Company Income Tax (CIT) on investment decision of companies 

liable under the company income tax act in Nigeria. Questionnaire was designed to collect data from 180 

companies in the south west zone. Findings revealed that company income tax has influence on the rate of 

return on investment and investment evaluation criteria; Tax incentives motivate investment. Tax was 

considered to be very important when compared with other factors affecting investment decision. Therefore 

tax policy should aim at fostering economic growth.   

 

Njuru et al. (2013) investigated the impact of taxation on private investment in Kenya. Vector auto-

regression techniques was used to achieve study objectives. Time series research design was used covering 

the period 1964- 2010. The study found that VAT,  income tax and establishment of Kenya Revenue 

Autonomy (K.R.A) had negative impact on private investment, while excise tax, import tax amnesty impact 

positively on private investment. The study concluded that appropriate tax system and progressive tax 

reforms are necessary to ensure that private investors are given enabling environment to establish.  

 

Asogwa and Okeke (2013) examined the impact of Value added tax on Investment. Data from the Central 

Bank of Nigeria Statistical Bulletin (CBN) were analyzed using multiple regression analysis. The result 

show that value added tax has significant effect on investment growth in Nigeria. The sign of VAT does 

not conform to prior expectation of the model.  

 

Yan and Lu (2013) examined the effect of Value added tax transformation on Non-current assets investment 

based on the data of Jiang Su listed companies. The data collected were analyzed using econometric 

regression analysis. In overall the transformation of Value added tax has a positive effect on management 

and development of Jiangs listed companies.  

 

Kipngetich (2012) did a study on the relationship between tax paid and level of investment for the quoted 

companies in Kenya. The population of the study was all companies listed in the NSE from the year 2006 

to the year 2010. Data was analyzed using descriptive statistics. It was concluded that there is a relatively 

strong relationship between tax paid and investment made especially pronounced in the financial sector and 

agricultural sector.    

 

Adegbie and Fakile (2011) studied the relationship between Company Income Tax and Nigeria Economic 

Development relationship. Using Chi-square and Multiple Linear Regression analysis in analyzing the 

primary and secondary data respectively and concluded that there is a significant relationship between 

company income tax and Nigerian economic development. And that tax avoidance and evasion are major 

hindrances to revenue generation.  

 

Raza et al. (2011) examined the effect of corporate income tax and firm size on investment in Pakistan. The 

study used panel financial data on annual basis for the period of six years from sample manufacturing 

Companies. The data were analyzed using multiple regression analysis. The result concluded that there is a 
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negative relationship between Corporate Income Tax and Investment, while firm size and investment reveal 

a positive relationship with each other.  

 

Rita and Shleifer (2009) presented a study on new cross-country evidence on the effects of corporate taxes 

on investment and entrepreneurship. Data was collected from price water house coopers accountants and 

tax lawyers in 2005 and 2006. Selecting standardized business and fills out its tax return as well as provide 

supporting information and relevant tax schedules. Data used covered the tax system effective in fiscal year 

2004. The sample consist of 85 countries  covered which includes 27 high income ,19 upper-middle income, 

21 lower-middle income and 18 low income countries. In addition to 22 rich OECD countries, 10 are in 

East Asia, 17 are in Eastern Europe, 13 in Latin America, 6 in the Middle East, 14 in Africa and 3 in south 

Asia. It was concluded that corporate taxes have a substantial adverse effect on investment and 

entrepreneurship.   

 

Talpos and Vancu (2009) investigated the effects of Company income tax burden on investment decision. 

The study estimated a pool data econometric model with dependent variables as Gross fixed capital 

formation per capita and as an independent variable, the average tax burden of corporation tax. The samples 

contain time series for the 2000-2007 periods for all the 27 EU member states. Data were collected from 

Eurostat statistical data base. The Ordinary Least Square (OLS) method was used to estimate the model. 

Result showed that corporate income taxation has a negative impact for some developing former transition 

countries. For average and above average countries, the result showed a direct connection between Gross 

fixed capital formations, corporate income tax burden with taxation being a less significant determinant of 

investment.  

 

Schwellenus and Arnold (2008) examined the effects of corporate income taxes on two of the main drivers 

of growth, productivity and investment of firms in European EDC member countries over the time period 

of 1996- 2004, through stratified sampling. This is found to be true across firms of different size and age 

classes except for young and small firms. The result suggests that corporate income tax reduce investment 

through an increase in the user cost of capital. This may partly explain the negative productivity effects of 

corporate income taxes if new capital goods embody technology change.   

 

2.3 Theoretical Framework  

2.3.1 Laffer Curve Theory  

The theory of Laffer curve was propounded by Arthur Laffer in the year 1979. It shows the relationship 

between tax rates and tax revenue collected by government. The Laffer curve illustrates the concept of 

taxable income elasticity. That is taxable income will change in response to changes in the rate of taxation. 

It postulates that no tax revenue will be raised at the extreme tax rates of 0% and 100% and that there must 

be at least one rate which maximizes government tax revenue. The curve suggest that as taxes increase from 

zero level, tax revenue collected by the government also increases. It also shows that tax rate increasing 

after a certain point, would cause people not to work as hard (or reduced level of investment) thereby 

reducing tax revenue and investment. If tax rates reached 100% (the far right of the curve) then all people 

would choose not to work or invest because everything they earned would go to the government.   
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2.3.2 The Free Cash Flow Theory  

The free cash flow theory focuses on agency costs resulting from the separation of ownership and control. 

Managers have incentives to pursue activities that are not in the principal's interest reducing the profitability 

of the firm. Furthermore, if manager's compensation is linked to the growth of the firm, they may have an 

incentive to pursue above optimum growth policies. They also may prefer growth, if pecuniary and non-

pecuniary benefits they can consume increases with the size of the firm. Some papers analyzed the link 

between managerial compensation and the firm size. Other research papers demonstrated that the elasticity 

between managerial compensation and the firm sales. Internal finances are preferred to external finances 

by managers as they can more easily evade market scrutiny (Devereaux, & Schiantarelli, 1990). Managers 

can limit the agency problems of free cash flow by issuing debt and paying the proceeds back to 

shareholders. This course of action will reduce the free cash flow available to the managers’ discretion. If 
investors (shareholders) are acting rationally, they will diversify their portfolio by exchanging shares for 

bonds, resulting in a constant return on their investment portfolio. Leverage restricts the use of the internal 

finance generated by the firm, forcing the managers to use cash flow to meet their contractually specified 

interest obligations. Furthermore, managers’ incentives to invest in negative NPV projects are reduced, as 
firms have a higher probability of going bankrupt (Jensen, 1978).   

 

2.3.3 The Capital Structure Theory- The Tradeoff Model  

Many theories of capital structure imply that other things remaining constant the incentive to use debt 

financing increase with firm’s marginal corporate tax rate due to tax deductibility of interest expense 
(Graham & Schallheim, 1998). In a world with corporate taxes, where interest payments are tax deductible, 

it has long been recognized that the issuance of debt can enhance the value of the firm and that there is a 

limit on the amount of debt the firm can possibly use. Determining an appropriate long-term source of 

finance is what the capital structure debate is all about. The task according to Brealy and Myers (1988) it is 

difficult for management and in their words “we cannot say that debt is better than equity in some cases, 
worse in others.” The debate is on whether there exists an optimal capital structure which maximizes the 

value of the firm. The tradeoff model was developed from the Modigiliani and Miller (1958) theory of 

relevance on taxes to capital structure of a firm. Modigilliani and Miller (1958) argued that in a world with 

corporate taxes, firms should use 100% debt financing. They argued that the difference between the value 

of the levered and unlevered firms is the tax savings.  The Modgiliani and Miller (1958) theorem proposed 

by Franco Modgiliani and Merton Miller, form the basis for modern thinking on capital structure. Though 

it’s generally viewed as a purely theoretical result since it assumes away many important factors in the 
capital structure decision, the theorem states that, in a perfect market, the value of a firm is unaffected by 

how that firm is financed Prior to the Modgiliani and Miller (1958) paper, the thinking was that there existed 

a single optimum capital structure for any given firm that maximizes shareholders value. 

 

Taking the major objective of the study into consideration, which is aimed to examining the effect of 

corporate income tax rate on investment decisions of listed deposit money banks in Nigeria, theory of Laffer 

curve is the best theory that explained the findings of current study.    
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3.0 Methodology 

The study used panel data which are generated from secondary source through annual reports and accounts 

of the deposit money banks listed on the floor of Nigerian Stock Exchange as at 30th September, 2019 

covering the periods of 2014 to 2018. The twenty two listed deposit money banks in Nigeria in Nigeria 

constitute the population of the study and sample size of the study are made up of ten listed banks in Nigeria 

comprising of Access bank plc, First city monument bank plc, Fidelity bank plc, Guaranty trust bank plc, 

Stanbic IBTC bank plc, Sterling bank plc, United bank for Africa plc, Union bank plc, Unity bank plc, 

Zenith bank plc. Simple random sampling technique was employed in selecting the sample size of the study. 

The researcher adopted descriptive research design and using Ordinary Least Square (OLS) regression in 

analyzing the data.   

  

3.1 Model Specification  

In order to evaluate the effect of corporate tax rate on investment decisions among the listed deposit money 

banks in Nigeria, the study adopts with little modifications the model used by Oloichi (2014).  

Y= a+b1X1 +b2X2+b3 X3 + b4X4 + E 

Where;  

Y= Investment was measured by growth in amounts of fixed assets net of depreciation and disposal done 

in each year. Growth for each year was calculated by the closing balance of fixed assets at the end of each 

year less opening balance of fixed assets at the beginning of the year. This was divided by total assets at the 

end of the year.  

X1= Corporate tax rate which was measured by calculating tax paid each year divided by earnings before 

interest and tax.   

X2 = Depreciation tax shield which was measured using the depreciation charge each year multiplied by 

the corporate tax rate.  This was divided by total value of assets.  

X3 = After tax cash flow this was measured by looking at profits made each year net of taxes. This was 

divided by turnover.  

X4 = Interest tax shield which was measured using the interest payments on debt each year multiplied by 

the corporate tax rate. This was divided by total assets.  

E = Error term.     

 

4.0 Results and Discussion  

This section provides a summary statistics of the data gathered on the dependent and explanatory variables 

of the study. 

 

Table 4.1: Descriptive Statistics of the Variables of the Study 

Summary of the Variables  

Variables Obs Mean Std. Dev. Min Max 

Investdec 50 0.032     0.259   0.003   0.129 

Coptax 50 0.3     0      0.3 0.3 

Deptaxsh 50 0.003      0.001      0.002 0.005 

Afttaxcflow 50 0.509     0.100           0.347 0.707 

 Inttaxsh 50 0.000 0.000 0.001 0.000 
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Source: Generated by the Researcher from Annual Reports of the sampled banks (2014-2018) Using 

STATA 15.0. 

 

From table 4.1, it can be seen that a total of 50 observations were recorded. The result shows that investment 

decisions (measured as growth in fixed assets) of the sampled banks has an average value of 0.032, with 

minimum and maximum values of 0.003 and 0.129 respectively. This signifies that there is much variation 

in the fixed assets growth of sampled banks as portrayed by the standard deviation of 0.259 which is greater 

than the mean value. This means that the sampled banks in Nigeria varies significantly in terms of 

investment decisions.  

 

Table 4.2: Correlation Matrix of the Variables of the Study 

 investdec coptax deptaxsh  Afttaxcflow inttaxsh   

investdec 1.000       

coptax 0.110 1.000      

deptaxsh 0.344 0.000 1.000     

afttaxcflow 0.514 0.000 0.344 1.000    

inttaxsh 0.066 0.000 0.671 0.168 1.000   

Source: Generated by the Researcher from Annual Reports of the sampled banks (2014-2018) Using 

STATA 15.0. 

 

Table 4.2 shows the degree of relationship and strength of the association between dependent and 

independent variables and also among independent variables themselves. It is seen from the table that there 

is weak and positive relationship between corporate tax rate, interest tax shield and investment decisions 

with correlation coefficient values of 0.110 and 0.066 respectively. While a moderate and positive 

relationship is found between depreciation tax shield and investment decisions with correlation coefficient 

value of 0.344. Finally, strong and positive relationship is established between after tax cash flow and 

investment decisions with correlation coefficient value of 0.514.    

 

Table 4.3: OLS Regression Result of the Variables of the Study  

Investdec Coef. Std. Error T P> /t/ 

Coptax 0.000 (omitted)   

Deptaxsh -0.633 4.800 -0.13 0.895 

Afttaxcflow 0.090 0.038 2.35 0.023 

Inttaxsh 11.569 89.217 0.13 0.897 

Constant -0.015 0.023 -0.63 0.530 

R Square 

Adjusted R 

Square 

F-value 

Prob F 

       0.2884 

       0.2509 

       2.06 

       0.1188 

Source: Generated by the Researcher from Annual Reports of the sampled banks (2014-2018) Using 

STATA 15.0. 
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From the table 4.3, the result shows that the adjusted r2 coefficient of determination is 0.25. This means that 

25% of the variations in investment decisions are caused by explanatory variables of the study, while 75% 

of the variations are explained by other factors not covered by the study. From the OLS regression result as 

shown by table 4.3 above, it is seen that corporate tax rate has been omitted by the result of the study 

because of the collinearity. This implies that corporate tax rate has no effect on investment decisions of the 

sampled banks in Nigeria. The result also indicates that depreciation tax shield has insignificant and 

negative effect on investment decisions of the sampled banks in Nigeria, with coefficient value of -0.633 

and f-value of 0.895. This implies that an increase in depreciation leads to a decrease in the value of fixed 

assets (investment). This finding is consistent with the findings of Oloichi (2014) and contradicts the work 

of Njuru et al. (2013). Furthermore, the result indicates that after tax cash flow has significant and positive 

effect on investment decisions of the sampled banks in Nigeria, with coefficient value of 0.090 and f-value 

of 0.023.  

 

This implies that an increase in after tax earnings leads to an increase in the value of fixed assets. This 

finding is in line with the findings of Schwellenus & Arnold (2008), Rita & Shleifer (2009) but different 

with findings of Talpos & Vancu (2009) who report insignificant and negative effect. So also, result of OLS 

reveals insignificant but positive effect between interest tax shield and investment decisions of the sampled 

banks in Nigeria, with coefficient value of 11.569 and f-value of 0.897. This implies that an increase in 

interest on debts leads to a decrease in the value of fixed assets. This result support the findings of Oloichi 

(2014) and in contrary with the work Chude & Chude (2015) and Kipngetich (2012) who found positive 

effect.  

 

5.0 Conclusions and Recommendations  

5.1 Conclusions 

Based on the findings of the study, it is concluded that after tax cash flow is the major factor that affect 

investment decisions of listed deposit money banks in Nigeria. This implies that the increase of the banks’ 
profitability respond significantly to the growth in fixed assets of listed banks in Nigeria. This is in line with 

most of the findings of the prior studies. Contrary to other previous researchers, it is vividly clear from the 

results of this study that corporate tax rate has no effect on investment decisions of listed deposit money 

banks in Nigeria for being omitted by the output of the OLS regression analysis. This could be attributed to 

the fact the company income tax rate of 30% is unchanged throughout the periods of the study. The result 

of the study indicates insignificant and negative effect between depreciation tax shield and investment 

decisions of listed deposit money banks in Nigeria. This means that the excessive depreciation inhibits 

growth in fixed assets which will severely affect the investment decision of the listed deposit money banks 

in Nigeria. Also interest tax shield is found to have insignificant and positive effect on investment decisions 

of listed deposit money banks in Nigeria. This implies that long term and medium term debt services 

adversely affect banks investment decisions in Nigeria. 

 

5.2 Recommendations 

The study recommended that shareholders as well as management of Nigerian banks should device means 

of increasing their turnover which will in turn boost their profitability/ after tax cash flow and the resultant 

effect will improve investment in long term assets. The Nigerian national assembly should consider the 
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reviewing the company income tax rate from one economic period to another (which has been constant over 

decades) especially by reducing the rate, this will eventually improve investment in various sectors of the 

economy. The management of Nigerian banks should avoid shooting depreciation as a means of tax evasion 

in the effort of reducing profit. The shareholders of Nigerian banks should make sure that they have enough 

retain earnings in their banks, this will enable them shun away from debt financing for the fact that interest 

on debt destabilize investment decisions.  
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