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FOREWORD
This book contains revised papers submitted for the 10th Edition of the Annual Conference of
the Accounting and Finance Association (AFRA). This edition as hosted by the University of
Nigeria, Enugu Campus themed “Public and Business Ethics & Accountability in
Developing Countries”, is unique in a variety of ways.
Firstly, it is a celebration of a decade of consistency and doggedness in gathering scholars for
the purposes of brainstorming over, critiquing and producing academic works that continually
enrich the knowledge bank of our society.
Secondly, it is a massive homecoming for a vast majority of AFRA members that Enugu, as a
city with an inundation of Citadel of Learning, has produced. For AFRA, it is also like coming
back to where it all started.
Thirdly, it is in this edition that a quantum leap has been made by the Association in securing
a dedicated Special Issue for top quality submissions. This is designed to provide a publishing
platform in the International Journal of Business and Globalization (indexed in Scimago
Journal Ranking (SJR) and Scopus) for the best of the lots of papers submitted for this
conference.
Fourthly, this years’ conference, as a child of necessity, is the first to adopt the blended (Virtual
and Onsite) mode of participation.
In addition, and most significantly, no other AFRA conference has recorded as many
submissions as this 10th Edition with a total of 93 papers and 3PhD Colloquia. This makes it a
total of 96 submissions with over 120 authors in virtual and onsite attendance.
We know that AFRA is renowned for offering intellectually stimulating conferences blended
with workshops, colloquia and specialized mentoring and training sessions. This edition
promises to follow the same ancient landmark of this prestigious research-focused association.
Although lots of efforts were put into improving the quality of the papers and Submissions, the
views and contents expressed in the respective works remain those of the authors and
contributors. While thanking the Conferees for keeping faith with the association regardless
the challenges posed by the COVID-19 pandemic and more recently the various protests and
unrests across Nigeria; the Local Organising Committee thanks the President and the entire
Executive Members for giving us the opportunity to be a part of the History of this great
Association.
Ebere Ume Kalu PhD (Nig), ACIB Chairman, Local Organizing Committee (LOC), AFRA
2020- Enugu Nigeria.

10TH ACCOUNTING AND FINANCE CONFERENCE BOOK OF PROCEEDINGS VOLUME 10 ISSUE 2, 2020

AFRA Executive Members
1. Dr. (Mrs) Okoyeuzu Chinwe -President
2. Dr. Oti A. Peter -

Vice-President

3. Dr. Ujunwa Augustine -Secretary
4. Dr. Alphonsus Kechi Kanpkang -Assistant Secretary
5. Professor Iorver Tsegba -Publicity Secretary
6. Dr. Ismaila Ishiaku -Assistant Publicity Secretary
7. Professor Ihendinihu John Uzoma -Internal Auditor
8. Dr. Ekumankama Ogbuagu -Resource Mobilization Officer
9. Dr. Abdulmaliq Yekeen - Assistant Resource Mobilization Officer
10. Dr. (Mrs) Obal Usang Edet Usang -Assistant Resource Mobilization Officer
11. Dr. Achua Joseph Kwaghor -Treasurer
12. Professor Dandago Kabiru Isa -Ex-Officio
13. Professor Uche Chibuike Ugochukwu -Ex-Officio
14. Professor Ezeoha Ebeh Abel -Ex-Officio

EX-OFFICIO LOCAL ORGANISING COMMITTEE FOR AFRA 2020
Dr Ebere Ume Kalu -

Chairman

Dr Nnenna G. Nwonye -

Secretary

Dr. Angela I. Ujunwa -

Member

10TH ACCOUNTING AND FINANCE CONFERENCE BOOK OF PROCEEDINGS VOLUME 10 ISSUE 2, 2020

Table of Content

S/N
1

Name
Ihendinihu, J.U., Ekwe,
M.C. & Ani, W.U.

2

Okezie, S.O.

3

Obi, H.I.

4

Ohaka, J. & Daibi, W.
Dagogo
Iormbagah, J.A., Onodi,
B.E., Okezie, S.O. &
Nwaorgu, I.A.
Eke, O.A., Ekwe, M.C. &
Okeudo, O.M.
Tapang, A.T.

5

6
7

8
9

10
11
12
13
14
15

16
17
18

19
20

Nwaorgu, I. A. &
Iormbagah, J.A.
Agbaraevoh, R.C.,
Ihendinihu, J.U. & Dibia,
N.O.
Alpheaus, O.E.
Amah, K.O., Ekwe, M.C. &
Ihendinihu, J.U
Onyeike, S.C., Sunday, D.U.
& Ekeagwu, I.C.
Joseph, F.I., Akujor, J.C.,
Izundu, O. & Emea, U.K.
Ohaka, J., Daniel, P. &
Alpheaus, O.E.
Nwaoma, G.E. & Okafor,
M.C.
Ekwe, M.C. Amah, K.O. &
Ihendinihu, J.U.
Nwaoma, G.E. & Okafor,
M.C.
Orji, U.O., Ihendinihu, J.U.
& Dibia, N.O.
Ekaruwe, M., Okafor, M.C.
& Ekwe, M.C.
Orji, C.C., Ekwe, M.C. &
Ihendinihu, J.U.

Paper Title
Relevance of Management Science Programmes in Specialized
Universities in Nigeria: An Advocacy for Adoption of Global Best
Practices.
Ownership Structure and Value Creation in Nigerian Commercial
Banks.
Impact of Taxes on the Performance of Deposit Money Banks in
Nigeria.
Assessment of Effect of E-Tax Payment on Tax Revenue in
Nigeria.
Green Accounting: A Prerequisite to Firm Sustainability.

Page
6-29

Intellectual Capital Costs and Market Performance of Listed
Service Companies in Nigeria.
Moderating Effect of Firm Size on Corporate Social Responsibility
Cost and Financial Performance of Non-Financial Companies in
Nigeria.
Effect of Board Diversity on Financial Performance of Listed Firms
in Nigeria.
Corporate Governance and Social Impact in Nigeria.

102-120

Effect of IFRS Adoption on Accounting Quality of Listed
Companies in Nigeria.
Risk Management Committee and Financial Reporting Quality:
Evidence from Quoted Deposit Money Banks in Nigeria.
Financial Inclusion and Poverty Rate: The Nigerian Experience.

180-202

Tax Farming as Panacea for Increased Revenue Generation in
Nigeria.
Human Capital Accounting Compliance and Corporate financial
Performance of Deposit Money Banks in Nigeria.
Impact of TETFund on Human and Infrastructural Development in
Nigerian Universities: A survey of Selected Universities in the
South-East of Nigeria.
Ownership Structure and Financial Reporting Quality of Listed Oil
Companies in Nigeria.
Evaluation of Pension Reforms in Nigeria: A Comparison Between
the Old and New Schemes.
Effect of Board Size and Chief Executive Duality on Corporate
Social Responsibility Disclosure of Quoted Brewery Companies in
Nigeria.
Effect of Audit Committee Characteristics on Credibility of
External Auditors’ Reports of Listed Banks in Nigeria.
Determinants of Tax Productivity in West African Countries.

234-251

4

30-43
44-56
57-78
79-101

121-142

143-160
161-179

203-215
216-233

252-266
267-279

280-293
294-305
306-330

331-343
344-363

10TH ACCOUNTING AND FINANCE CONFERENCE BOOK OF PROCEEDINGS VOLUME 10 ISSUE 2, 2020
21

Joseph, F.I. & Akujor, J.C.

22

Ibiam, O. & Iormbagah, J.A.

23

Onyekachi, S.N. &
Ihendinihu, J.U.
Nwade, C.O., Alpheaus,
O.E., Dibia, N.O. &
Ihendinihu, J.U.
Okafor, M.C. & Okoro, C.E.
Amauwa, B.C., Ihendinihu,
J.U. & Ekwe, M.C.
Nnam, H.I. & Nwaorgu I.A.

24

25
26
27
28
29
30

Joseph, F.I., Ihendinihu, J.U.
& Ekwe, M.C.
Agbiogwu, A. Ihendinihu,
J.U. & Azubike J.U.B
Eke O. A, Michael C E.k. &
Okeudo O. M.

The Effect of Capital Flight and Foreign Direct Investment on
Nigerian Economy.
Effect of Corporate Tax Mix on Sustainable Performance of Listed
Manufacturing Firms in Nigeria.
Comparative Analysis of the Effects of Tax Revenue on Economic
Performance of West African Commonwealth Countries.
Effects of IPSAS Adoption on Public Sector Financial Management
in Nigeria.

364-381

Effect of Exchange Rate Fluctuation on Nigerian Economy.
Effect of Education Tax Revenue on the Development of Tertiary
Education in Nigeria.
Effect of Financial Instrument Disclosure on Financial Performance
of Listed Manufacturing Firms in Nigeria.
Tax Revenue Components and Economic Growth of African
Countries.
Effect of Environmental Costs on Financial Performance of Listed
Firms in Nigeria.
intellectual capital costs and market performance of listed service
companies in Nigeria

441-456
457-478

5

382-397
398-419
420-440

479-498
499-527
528-544
545-573

10TH ACCOUNTING AND FINANCE CONFERENCE BOOK OF PROCEEDINGS VOLUME 10 ISSUE 2, 2020

RELEVANCE OF MANAGEMENT SCIENCE PROGRAMMES IN SPECIALIZED
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Abstract
In the recent past, regulators of tertiary institutions in Nigeria reviewed academic policy on
programmes offered by Specialized Universities (SUs) in the country. This action resulted in
delisting some previously approved and fully accredited programmes from the list of
programmes offered by these Universities. This regulatory action generated agitations from
many stakeholders in the education sector for its numerous negative implications. This paper
examined the legal mandates of Specialized Federal Universities (SFUs) in Nigeria against the
backdrop of current global trends and the effects of the directive on the country; noting that
mounting Management Science programmes in SUs does not breach the provisions of the
statutes that established the Universities. In addition, the paper uncovered the real challenges
of SFUs in Nigeria and appealed to the proprietor and regulators of the Institutions to address
the real problems of SFUs rather than basing the review on alleged breach of mandate by the
co-existence of the programmes to undermine the good essence of allied professional
disciplines in specialized Universities. The paper therefore advocates that stakeholders in the
management of tertiary education in Nigeria should adopt a comprehensive and diversified
educational model that offers complementary benefits to a variety of disciplines in line with
global best practices in academic curricula of similar Institutions in other parts of the world.
Keywords: Specialized Universities, legal mandate, global best practices, management science
programmes, diversified educational model
1.

Introduction

Specialized schools are educational institutions with enhanced coverage of certain subjects or
programmes that constitute the specialization of such institutions. The major objective of
specialized Universities separate from conventional Universities in Nigeria is to focus on some
specific subsectors/sectors of the economy because of their considered importance to national
development and thereby reposition Nigeria for the challenges ahead. Institutionalizing such
subsectors/sectors is intended to stimulate special educational needs for the area(s) for greater
national impact. Special need areas are often initiated by national priorities and modified with
dynamism in the needs of the general public/society. Agriculture and Technology have long
been recognized as indispensable and strategic sectors for all societies (Joshi, 2019 and Dogan,
et. al., 2013). This explains why any emphasis placed on these sectors (including establishment
and promotion of special career parts and specialized educational institutions to encourage
studies/research in these areas) can never be considered excessive. Therefore, the establishment
of specialized Federal, State and Private Universities should be considered as steps in the right
6
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direction. Whether the good intentions will materialize depends largely on the willingness of
policy makers and mangers of such specialized institutions in translating the declared political
intentions into sustained political commitment in line with global best practices in running SUs.
For instance in United Kingdom, specialist school programmes were initiated by the
government to encourage secondary schools in England to specialize in certain areas of the
curriculum to boost achievement. The Education Reform Act 1988 then introduced a new
compulsory subject of Technology and the City Technology College was established as a centre
of excellence in the area as there were insufficient funds to equip all schools to teach the subject
(wikipedia). As funding and societal demands for new areas increased, the emphasis was
shifted from centre of excellence to a means of driving up standards in institutions, hence the
progarmme was opened to all schools while specialism in other fields were added in 1996 to
enhance the quality of the products. It became evident that specialization as a centre of
excellence could not be achieved without a drive for enhancing quality and standard of output
from the specialized institutions. It was therefore considered expedient for complementary
programmes in Languages, Arts, Sports and Business to be added to technology to realize the
full potentials that technology could offer. The realization of the symbiotic effects of offering
complementary programmes in educational institutions explains why most specialized
Universities in the world have adopted the modified and comprehensive educational model as
the best practices for achieving their core mandate.
It has been argued that Specialized Universities (SUs) may be the answers to the dearth of
manpower in some key sectors of the nation (Lawal, 2017) and many countries established
such institutions as a strategy for closing manpower gaps in different strategic sectors in their
economy. Here in Nigeria, the first specialized tertiary institution is the Nigerian Defence
Academy established in 1964 to develop manpower within the military. The first two Federal
Universities of Technology were established in 1980 at Owerri and Bauchi, while the third was
established a year later at Akure, with each representing the educational interests of their
geopolitical zones. The Federal Universities of Technology were to give effect to the nation’s
drive for the much needed self-reliance in science, engineering and technology. In the area of
Agriculture, the first two Universities of Agriculture were established on January 1, 1988 at
Makurdi and Abeokuta, with the third, the Michael Okpara University of Agriculture, (formerly
known as Federal University of Agriculture) Umudike established on November 13, 1992. The
Federal Universities of Agriculture were specifically established to provide prompt solution to
7
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farmers’ practical problems, raise farm output and income, and accelerate the drive towards
national food sufficiency. With these visions/missions in mind, state and private specialized
Universities were subsequently established in Nigeria with Bells University of Technology
established in 2004 at Ota as the first privately owned specialized University. At the state level,
the Enugu State University of Science and Technology (formerly founded as Anambra State
University of Science and Technology) was established in July, 1980 following after the River
State University of Science and Technology (now Rivers State University) established in 1972.
The extent to which the SUs in Nigeria realized/justified the central purpose for which they
were setup as distinct tertiary institutions has continued to raise serious concerns and has
become a key research area to focus.
In response to popular demands on the need to adopt global best practices in the management
of specialized Universities and thus enhance the drive for national development (particularly
in States without any conventional Universities), the Federal Universities of Agriculture and
Technology mounted allied professional programmes in Management Sciences and
Management Technology among other areas, sought and secured the approval of the National
Universities Commission (NUC) for the programmes following the Commission’s due process
for resource assessment and programme accreditation based on Minimum Benchmark
Academic Standards (BMAS) for Universities in Nigeria. Many of the Management Science
programmes were subsequently evaluated and accredited by their respective professional
bodies for quality assurance on the professional contents of the programmes and for
mentorship. The allied professional programmes have made strategic contributions in the
development of quality manpower in various areas of Management Sciences for over fifteen
(15) years in which the programmes were mounted in the SFUs. Some of their graduates are
notable scholars in tertiary educational institutions in Nigeria and abroad, with a good number
gainfully employed in other sectors of the Nigerian economy.
However, in 2017 regulators of tertiary education in Nigeria initiated actions to review
academic programmes offered by SUs in Nigeria, and accordingly considered some
programmes, including Management Science and Management Technology programmes, as
not within the mandate of SUs, and therefore earmarked them for delisting. This directive may
have overlooked the fact that Agriculture and Technology are inseparably intertwine and
interwoven with Management Science programmes and this connection was documented by
Karakaya (2009) in which he provided a historical overview of accounting applications in
8
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agricultural activities in Turkey and concluded that agricultural activities cannot develop
without proper application of accounting practices, and by extension, the entire area of
Management Sciences. This regulatory action of government however generated agitations
from other stakeholders in the education sector and the general public (Position Paper, 2017,
Jayeola, 2017 and Position Paper, 2018). In their separate and independent reactions, the State
and Private SUs changed their names to reflect conventional University status to evade the
effect of the directive and sustain the programmes as established in their Universities, while
the Specialized Federal Universities (SFUs) are still canvassing for government recognition of
the relevance of Management Science and Management Technology programmes in the SFUs.
This paper therefore assesses this policy directive against the backdrop of the statutory
mandates of SFUs in Nigeria and global best practices in the management of SUs across
countries in other continents with a view to proffering suggestions on the way forward. The
paper is presented under six sections. The first provides background information on the
problem, the second evaluates the legal mandates of SFUs in Nigeria, while the third presents
evidence on global best practices and standards in the programmes offered by SUs in other
jurisdictions across the world. The fourth section discusses the uniqueness of Management
Science and Management Technology programmes in SFUs in Nigeria. The real challenges of
SFUs in Nigeria are presented in section five, while the negative effects of delisting
Management Science programmes from the curricula of SU and suggestions on the way
forward in the sixth section marked the end of the paper.
2.

Legal Mandates of Specialized Federal Universities in Nigeria

Management Science and Management Technology programmes in specialized Federal
Universities in Nigeria are within the mandates of the two instruments that created the Federal
Universities of Agriculture (FUA) and the Federal Universities of Technology (FUT) in the
country (Position Paper, 2018). Section 2(3) of the Federal Universities of Agriculture Decree
No. 48, 1992 (as amended), which established the three Federal Universities of Agriculture in
Nigeria provides for a tripodal mandate of teaching, research and extension in Agriculture
and allied disciplines. Section 2(3)(b) of the Act, specifically provides that each of the three
Federal Universities of Agriculture in Nigeria is:
to develop and offer academic and professional programmes leading to
the award of diplomas, first degrees, postgraduate research and higher
degrees which emphasize planning, adaptive, technical, maintenance,
developmental and productive skills in agriculture, agricultural
9
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engineering and allied professional disciplines with the aim of
producing socially mature persons with capacity to improve on those
disciplines and develop new ones, but also to contribute to the scientific
transformation of agriculture in Nigeria.
Section 2(3)(b) of the Federal University of Technology Act, 1986 equally provides for the
object of each of the Federal Universities of Technology and this section mandates them to
develop and offer academic and professional programmes in various areas of engineering and
allied professional disciplines with the same goals as are specified for the Federal Universities
of Agriculture.
Again, section 2(3)(g) of FUA Act, 1992 (which accords perfectly with section 2(3)(g) of FUT
Act, 1986) requires each of the Universities of Agriculture (and Technology):
to provide and promote sound basic scientific training as a foundation
for the development of agriculture and allied disciplines, taking into
account indigenous culture, the need to enhance national unity, the need
to vastly increase the practical content of student training and adequate
preparation of graduates for self-employment in agriculture and allied
professions.
On the basis of these provisions, allied disciplines in the context of the original mandates of
the specialized Federal Universities in Nigeria can be properly interpreted to mean all such
programmes/disciplines which offer foundational and/or complementary teaching and research
opportunities to core agricultural and technology programmes in the specialized Federal
Universities (Position Paper, 2017, 2018). In line with this interpretation, the specialized
Federal Universities established their respective Colleges/Schools of Management Sciences to
award degrees in disciplines that are allied to Agriculture and Technology (viz: Agribusiness,
Agricultural Marketing & Cooperatives, Accounting, Banking & Finance, Entrepreneurial
Studies, Business Administration/Management, Economics, Marketing, Industrial Relations &
Personnel

Management,

Transport Management

Technology,

Project

Management

Technology, Entreprenureship Management Technology, Management Technology, Maritime
Management Technology, Information Management Technology and Financial Management
Technology). The main objective was to provide complementary teaching and research
opportunities required for driving up the quality and standard of graduates from core
programmes and for the needed scientific transformation of agriculture and technology in
Nigeria. The new programmes are also expected to better prepare graduates of the SFUs for
self-employment and to be more relevant in enhancing national development.

10
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Disciplines in Agriculture have their core domains and professional bodies that regulate their
professional practice such as Agricultural Society of Nigeria (ASN), Nigerian Association of
Agricultural Economist (NAAE), Farm Management Association of Nigeria (FAMAN),
Nigerian Institute of Food Science and Technology (NIFST), Animal Science Society of
Nigerian (ASSN), Nigerian Society of Animal Production (NSAP), Association of Extension
Society of Nigeria (AESN), among others. Besides these professional bodies that regulate and
supervise academic conducts of core disciplines in Agriculture and Technology, the statutes
under Section 2(3) (b) also empowered the SFUs to develop and offer academic and
professional programmes in allied professional disciplines.
Management Science and Management Technology programmes are no doubt, allied
professional disciplines to Agriculture and Technology as they play complementary roles in
realizing the mandate of the Universities. The programmes enjoy the mentorship, monitoring
and support of their various professional bodies; and these attest to the high academic and
professional standard being offered in the programmes. These professional bodies have
undetaken and made huge human, material and infrastructural investments in the course of
advancing high academic and professional stardards in the Universities. This is partcularly
impressive since it is becoming obvious that funding of University education can no longer be
left in the hands of government alone. Of special interest are the donations of Ultra Modern
Lecture Theatres, Computer systems, support personnel and books to various Colleges of
Management Sciences and Schools of Management Tecchnology by the Institute of Chartered
Accountants of Nigeria (ICAN), Chartered Instititute of Logistics and Transport (CILT),
Nigerian Ports Authority (NPA), Central Bank of Nigeria (CBN), Association of National
Accountants of Nigeria (ANAN), Nigerian Maritime Authority (NIMASA), among others.
Academic programmes that have enjoyed these massive supports from their professional bodies
and other Government Agencies should not be delisted from the JAMB Brochure, simply
because they co-exist with core programmes in Agriculture and Technology in the specialized
Federal Universities desipte their established relevance to the mandates of these Institutions
and the avalanche of evidence of global best practices by world-class Universities with
identical mandates.

11
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3.

Global Best Practices and Standards in the Academic Programmes of Specialized
Universities across the World

There is an urgent need to continue to align academic programmes offered in specialized
Federal Universities in Nigeria with global trends by adopting a diversified educational model
that offers complementary benefits to a variety of disciplines. Hanover Research (2015)
provides expert discussions to show that programme diversity has become entrenched as an
essential deliverable quality attribute for best practices in global education and this model
provides frameworks for students who passed through such educational institutions to develop
competences that are globally relevant. This largely explains why many world-class specialized
Universities in USA, China, Brazil, Australia, Russia, India, Pakistan, Indonesia, Singapore,
Hong Kong, Bulgaria, Kenya, Ghana, and other countries in Africa have abandoned the
restrictive and conservative approach in implementing the mandates of SUs and now
accommodate degree programmes in Education, Law, Humanities and Social Sciences,
Medicine and Medical Sciences, Management Sciences, and other areas, to enable the
Institutions optimize the advantages of value chain in the management of higher education. An
extract from the academic Brochures of twenty-four (24) world-class specialized Universities
in different countries is shown in the Appendix, and the breakdown indicates that the global
trend is to accommodate some strategic conventional University programmes among the
disciplines offered by such institutions. In the Appendix, the academic programmes mounted
by five world-class specialized Universities are worthy of note – the Florida Agricultural and
Mechanical University in USA (1a), North Carolina Agricultural and Technical State
University (1c), the Massachusetts Institute of Technology in USA (1d), the Jomo Kenyatta
University of Agriculture and Technology in Kenya (5m), and the Nanyang Technological
University in Singapore (8r).
Florida Agricultural and Mechanical University was established in 1887 and the University has
a School of Business and Industry that offers degree programmes in Accounting, Business
Administration, Human Resources Management, Economics, among other Management
Science disciplines. In 2010, the University revised its academic curricula in response to global
trends, and introduced Minor (a Certificate Course) in Business Administration for Non
Business Majors (Florida Agricultural and Mechanical University Website). Thus, students
majoring in disciplines domiciled in other Colleges/Schools/Divisions of the University outside
the School of Business and Industry were compulsorily required to complete specified courses
12
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in Financial Accounting Principles, Principles of Marketing, Principles of Management,
Corporation Finance, and any other six (6) hours of additional upper level business courses for
which the student has interest/aptitude. The revision was targeted at giving programmes in
agricultural and technology the robustness and competitive global business drive needed to
successfully compete in and contribute to today’s global society.
In the same vein, North Carolina Agricultural and Technical State University is a top-flight
research University, the largest land-grand doctoral research University and nationally
recognized for excellence in Science, Technology, Engineering and Mathematics (STEM)
education. The University was established in 1891 and in 1968, the University expanded its
academic programmes to offer various degree progammes in its Colleges of Education and
Engineering. To give the prgrammes a business drive, the University added a College of
Business and Economics to existing programmes in 1970. In 2016, the University further
responded to global trends and established three new Colleges – College of Arts, Humanities
and Social Sciences, College of Health and Human Sciences, and College of Science and
Technology (North Carolina Agricultural and Technical State University Website). These
dynamic and positive responses to global standards derived from long standing experience
(since 1891) in managing specialized Universities provide templates for regulators of tertiary
institutions in Nigeria to emulate and fully adopt.
Again, the Massachusetts Institute of Technology (MIT) in US was established in 1861, and
stands out as a model for Universities of Technology in the world. The Institute is ranked No.1
in the world according to QS world University rankings 2020 and is popular for its research
and development activities, and thus provides template for Universities of Technology
globally. This world class Institution of higher learning awards graduate and undergraduate
degrees in Management Science and Management Technology disciplines and houses many
degree programmes in its Schools of humanities, Arts and Social Sciences. Of particular
interest is its programme ranking in non-engineering fields. The ranking by Times Higher
Education (THE) 2020 placed the Institute as No. 1 in Business and Economics, while QS 2020
ranked the Institute as No.2 in Accounting and Finance, No.3 in Global MBA, and No.4 in
Business and Management Studies in the world (Massachusetts Institute of Technology
Website). By its over 150 years of experience in running a specialized tertiary institution with
diversified model in mounting academic programmes, this world-class Institute of Technology
has demonstrated that joining Management Science programmes to their core mandate area has
13
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strong positive tradeoffs on the quality of graduates and increased their visibility for the high
global ranking enjoyed by the Institute.
The Jomo Kenyatta University of Agriculture and Technology, established in 1994 in Kenya
(Africa). The University is on the 21% of Universities in the world, ranking 4th among
Universities in Kenya.

It is famous with global excellence in training, innovation and

entrepreneurship for development. Its medical students are making global headlines in Clinical
Medicine across the world (Jomo Kenyatta University of Agriculture and Technology
Website). These landmark achievements are recorded by a specialized University in Africa
which joined the rest of the world in adopting the diversified model in higher education by
awarding degrees in various areas of Management Studies, Law, and Health Sciences, in a
specialized University of Agriculture and Technology. This specialized University in Africa
(which is not as old as the last established specialized Federal University in Nigeria) has
registered its name in the annals of quality driven Universities in the world and thus, provides
evidence that this emerging model tertiary education administration is neither a matter of how
long the University has existence nor is it restricted for application by Universities in advanced
countries of the world.
Similarly, the Nanyang Technological University was established in 1991 in Singapore
following the decision of the government to upgrade Nanyang Technological Institute to a
specialized University status. Within the short period of existence, the University has
distinguished itself as a leader (and in fact No.1) in the world in the ranking of Young
Universities for five consecutive years in the QS top 50 from 2015 to 2019. Currently, it is
ranked 11th in the world and 3rd in Asia in the 2020 QS World University rankings. The
University not only awards degrees in its Schools of Business, Medicine, Social Sciences and
Education, but has advanced into establishing Double Degree Programmes that join
Engineering with various areas of Management Science and Management Technology to
harness the linkage benefits associated with value chain process. The University is famous as
the National Institute of Education and a leading research centre in International Studies
(Nanyang Technological University Website). Evidently, the University is even excelling more
in its allied prgorammes than in its core mandate programmes. The fact is that by 2015 when
the first two specialized Federal Universities of Technology and Federal Universities of
Agriculture had spent 27 and 35 years respectively from their founding dates, this young,
innovative and highly mobile specialized University (barely 14 years of acquiring the status of
14

10TH ACCOUNTING AND FINANCE CONFERENCE BOOK OF PROCEEDINGS VOLUME 10 ISSUE 2, 2020

a University) had become globally visible, ranking No.1 for five consecutive years in the world
and at which time (even up till date) nothing is known of any of the Nigerian’s seven SFUs in
global ranking. The difference lies in the perception held and interpretations given to their
mandates by regulators and managers of such institutions. Until regulators and operators/
management of SFUs in Nigeria begin to see things from a global perspective, with a mind set
to adopt global best practices, the quality of academic outputs (our graduates, our research, our
innovations and indeed our institutional visibility and ranking will continue to be odiously
visible only in munities of internal Departmental, College, Senate and Council meetings.
There is no doubt that this emerging standardized model for a sustainable value chain approach
in educational administration, which is increasingly being adopted by many world-class
Universities, has the capacity to add value to the quality of graduates from such Universities
and thus has provided justification for the high ranking enjoyed by the Institutions among other
Universities in the world. There is therefore, urgent need for all specialized Federal Universities
in Nigeria to be allowed to continue to align with global trends by adopting a comprehensive
and diversified educational model that offers complementary benefits to a variety of
disciplines.
It should also be noted that Nigeria is one of the 21st Century emerging market economies that
comprehensively adopted the International Financial Reporting Standards (IFRS) since 2012,
which standards contain IAS 41 on Agriculture; IAS 2 on Inventories; IAS 20 on Accounting
for Government Grants and Disclosure of Government Assistance and IFRS 15 on Fair Value
Measurement. These standards provide guidelines for accounting and reporting on Agricultural
activities and operations of entities of all sizes. Highlighting the need for acquisition of
knowledge offered in programmes within Management Sciences by persons engaged in
agricultural activities, Stergios, et al., (2010) investigated the gap between accounting practices
and the magnitude role of accounting information in the agricultural sector in the context of
IAS 41 on Agriculture and concluded that IAS 41 provides strong conceptual framework in
agricultural accounting practice and an informative frame for farm development. In the
Nigerian environment where a plutora of credit facilities and grants are extended to agriculture,
IAS 20 on Accounting for Government Grants and Disclosure of Government Assistance also
gives globally accepted guidelines for handling such facilities for agricultural operations.
Ademola, et. al. (2014), while evaluating various educational policy implementations and
students’ enrolment into tertiary institutions in Nigeria, stressed the need for government to
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begin the process of reviewing the curriculum Universities in the country to meet industry
standards and to explore other models being adopted in developed countries in other to be
globally relevant. It is therefore essential that these emerging areas of accounting and financial
reporting standards are added to the curricula of all programmes in agriculture and sufficiently
taught to all students pursuing agricultural programmes in all Universities in Nigeria, be them
in specialized or convention Universities. By so doing, the Nigeria will be reflecting the real
essence of her three phased full adoption of International Financial Reporting Standards (IFRS)
in tertiary education curricula in Agriculture and thus position the sector to play key roles in
driving national development.
Besides, a number of Accounting and Financial Reporting packages for Agricultural activities
have evolved, such as Agrivi Farm Management, Tally ERP 9; Easy Farm Accounting
Software, Quick Book Farm Accounting; and Centre Point Accounting for Agriculture. To
operate agricultural programmes in present day society without exposures to these modern
tools is to crave for antiquity. Therefore, Federal Universities of Agriculture in Nigeria cannot
do without teaching and research in these emerging areas which are provided by Management
Science programmes and should be harnessed for balanced knowledge and enrichment of core
Agricultural programmes.
4.

Uniqueness of Management Science and Management Technology Programmes in
Specialized Federal Universities in Nigeria

Management Science and Management Technology programmes run in SFUs in Nigeria are
uniquely structured with richer academic contents than is provided for such programmes in
conventional Universities (Position Paper, 2018). In the Federal Universities of Agriculture
(FUA), for instance, the curricula of Management Science programmes are structured in a way
to further enhance the realization of their core mandate.

Consequently, Agricultural

programmes in FUA offer teaching and research services to Management Science programmes
in a good number of courses, including Farm Practice, Entrepreneurship Skills in Agriculture,
and Practicum. Part of the requirements in these courses involve raising and maintaining mini
agribusiness ventures in animal husbandry (poultry, piggery, etc), Fisheries/Aquaculture, Food
processing, packaging and preservation; Bakery, weaving, soap/detergent making, etc. So,
graduates from programmes in Management Sciences acquire substantial skills in agriculture
upon graduation and some of the graduates have established and ae successfully operating
small scale agro-based businesses using skills acquired during their University education.
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These unique exposures not only encourage the advancement of learning and promote
opportunities for acquiring higher education in agriculture but they equally foster practical
application of results of training and research in agriculture and allied disciplines to a wider
number of persons in Management Science disciplines in line with the core mandate of FUA
as expressed in section 2(3)(a), (b) and (g) of FUA Act, 1992. Conventional Universities in
Nigeria do not expose students in their Management Science programmes to these
trainings/opportunities in Agriculture. Conversely, Management Science disciplines extend
teaching and research services to some programmes in agriculture and other allied disciplines
in a greater number of courses. This is a deliberate strategy to foster collaboration and
integration of training and research in agriculture with programmes in Management Sciences.
The strategy is targeted at driving agriculture as a business for the needed transformation and
development of agriculture in Nigeria consistent with S.2 (3) (f) of FUA Act, 1992.
The existing symbiotic relationship between core agricultural programmes and Management
Science programmes in Federal Universities of Agriculture not only make these Management
Science programmes in Federal Universities of Agriculture to be unique and distinct from those
offered in conventional Universities, but better positions the specialized Universities to realize
their core mandate in producing knowledgeable manpower to drive agriculture as a major field
of business enterprise. In the interface, essential linkages and in deed, value chains are created
to discretely build blocks of competitive advantage for transforming agriculture from its
peasantry level to a technology driven and scientific management level with modern business
orientation. Through these unique collaborations between Management Science and core
agricultural programmes, specialized Federal Universities of Agriculture create the much
needed platform to produce graduates with adequate enterpreneurial skills to be job creators
rather than job seekers. This type of synergy equally exists between Management Technology
programmes and core programmes in Technology in the specialized Federal Universities of
Technology and thus, provides sufficient wisdom for government to sustain the existing
mutually benefical relationship between core programmes in Agriculture and Technology, and
the allied professional disciplines in Management Science and Management Technology in
SFUs and further strengthen existing complementary teaching and research opportunities
created and offered among the various disciplines. Indeed, co-existence of the programmes in
SUs is not at odds with the pursuit of the achievement goals of traditional programmes in
Agriculture and Technology, but the Management Science programmes provide much more
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benefits through the provision of deeper programme content knowledge across course areas for
better outcomes – integrating experiential management science skills into learning processes
in all other programmes in the SUs. To delist such programmes from the list of disciplines
offered by SFUs will gradually frustrate the capacity of the Universities in fully delivering their
core mandates.
5.

Real Challenges of Specialized Federal Universities in Nigeria

There is no doubt that justifications for the establishment of specialized Federal Universities in
Nigeria were based on genuine intentions to advance national interest. At that time, Nigeria
was (and is still) grappling with dearth of knowledgeable manpower in the specialized fields
of Agriculture and Technology, and this informed the need for encouraging specialized
University education in these fields. So the Universities developed and offered core
programmes in Agriculture and Technology for more than ten years before exploring the need
to expand their programmes to include allied professional disciplines in Management Sciences
and Management Technology. Before this expansion, the specialized Federal Universities
suffered from very low patronage in their core programmes during admissions, with some
programmes having less than five intending applicants in some years. Consequently, their
graduation statistics remained abysmally low until these allied professional disciplines were
opened.
There are obvious critical challenges that negatively affect the capacity of SFUs in achieving
their mandate. There is the perennial problem of poor patronage and low subscription into the
core programmes particularly in Agriculture which should give government and education
administrators great concern. This problem is partly attributable to general lack of incentives
to graduates from agricultural programmes – there are scarcity of lucrative job opportunities in
Nigeria, and funding for self-engagement in Agricultural businesses are not readily available.
It hardly needs to be emphasized that adequate funding and the application of modern
management skills hold the key to the success of every establishment, so it is to SUs and
agricultural enterprises. Ademola, et. al, (2014) also identified poor funding as the obvious
foundation of all the other problems in educational institutions. By the United Nations
standards, 27% of a country’s budget should go into the educational sector, but in Nigeria, a
meagre 7.04% was allotted to education in 2018 of which basic education is inclusive. This
percentage has remained stagnant since 2009 when it was 7.25% (Ademola, et. al, 2014). Few
graduates of Agriculture who invested in Agribusiness enterprises suffered substantial losses
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and their businesses got distressed and collapsed because the operators were not sufficiently
schooled in financial management skills needed for running such business ventures. Literature
is replete with evidence to show that lack of knowledge in management science disciplines
potent serious danger to successful enterprise in agriculture and this danger could well be
averted by allowing disciplines in agriculture to be enriched with contents showcased in the
various programmes in Management Sciences. For instance, Sharma (2012) reported that
proper financial accounting records are not maintained in agriculture, and proposed that
attention should be given on proper accounting in agriculture to avert failure in agribusiness
ventures. The paper also associated lack of proper farm management and knowledge of
accounting system with low productivity in agriculture. In a study by Joshi (2019) insufficient
significance given to accounting information system in agriculture was identified as a major
problem that lead to failures in agricultural enterprise and the author advised for a change of
orientation, concluding that poor or weak knowledge of business management and accounting
skills may lead to miscalculations in agricultural enterprises. Sayekti, et al. (2018) equally
reported that inadequate disclosure and low compliance to fair value measurement rules on
biological assets affect reliability and relevance of financial information regarding biological
assets of agricultural enterprises; stressing the need for managers of agribusiness ventures to
have a balanced knowledge of accounting and other areas of financial management. Also,
Karakaya (2009) provided historical overview of accounting applications in agricultural
activities in Turkey and concluded that agricultural activities cannot develop without proper
application of accounting practices.

Such application practices should be imparted at

secondary and tertiary levels to properly orient and equip graduates in agricultural programmes
with skills to successful drive agriculture as a business. Based on these empirical evidence from
prior studies, it is sufficient to conclude that trainings in any discipline in agriculture without
sufficient exposure to the diverse areas of knowledge in Management Sciences can hardly
produce self-sufficient and highly skilled graduates with capacity to drive agricultural activities
beyond peasantry practices.
Again, job opportunities offered to Agricultural Science teachers at the primary and secondary
school levels have virtually lost their attractiveness. Teachers in this area at the primary and
secondary school levels find their interests in making a living out of their career trapped
because the government had long discontinued the payment of allowances previously meant
for teachers in the area of Science and Agriculture. Little or no incentives now exists for
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teachers at these levels leading to low interest and desire to make careers in Agriculture, thereby
widening the manpower gap in this area.
At the secondary and tertiary levels, there are also problems of poor funding and irregular and
untimely release of special funds for developing agricultural education and practice. Needed
equipment for practical and other technical facilities to develop commercial farms for the
purpose of providing optimal training for students are generally lacking at both secondary and
tertiary levels. Hence, only very few admissions seekers into tertiary institutions could venture
into programmes that do not readily offer high career prospects, after spending the same or
even longer period of time and more financial resources to complete such programmes
compared to other programmes with brighter future career opportunities.
Also poor funding is seriously stifling research and innovations in SFUs in Nigeria. In FUA,
this has stifled genuine efforts into researches for high yielding crops and animal breeding, no
inventions to enhance soil fertility, and agricultural practices has largely remained rudimentary
and peasantry. Thus, the specialized Universities of Agriculture appear handicapped in
generating distinctive innovations as supposed centres of excellence in Agriculture in their
many years of existence before the other allied professional disciplines came on board. Thus,
the manpower gaps in Agriculture were rather widening across all levels of education and
related institutions with every aging or retiring personnel in the area. It became obvious that
hitherto targeted centres of excellence must be refocused, transformed and rebranded with a
drive to shower up the quality and standard of outputs and graduates if the core mandate must
be realized.
Across the world, this new mindset and philosophy have gained acceptance, and specialized
Universities have shifted away from restrictive and conservative perceptions for pursuing the
mandates of specialized Universities to a diversified mode in the administration of such
institutions. The justifications for the new perspective becomes more compelling when
evaluated against possible answers to the following questions:
a)

Does the co-existence of Management Science/Technology programmes and core
programmes in Agriculture and Technology in the same learning environment
prevent the specialized Universities from realizing their mandate for teaching,
research and extension services in Agriculture and Technology?
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b)

Are the core programmes of Federal Universities of Agriculture and Technology
competing for the same applicants during admissions with the allied disciplines of
Management Sciences /Technology? Or do they have the same entry requirements?

c)

Are programmes in Management Sciences and Management Technology offered
by conventional Universities in Nigeria (like Ahmadu Bello University, University
of Nigeria, University of Illorin, Obafemi Awolowo University, University of
Ibadan

and

Covenant

University)

negatively

affected/affecting

the

performances/outputs of their programmes in Agriculture and Technology?
d)

What scientific breakthroughs in teaching, research and extension services did core
programmes in Agriculture/Technology make during their more than ten years of
existence before the allied programmes in Management Sciences/ Technology were
established, and could their low output and general lack of global visibility and
ranking still be blamed on the yet to be established allied disciplines. Or put
differently, in what ways are their potentials/capacities/performances being
retarded by the establishment of these allied professional programmes?

e)

Can programmes in other non-Agricultural/Technology Colleges (Physical
Sciences and Natural Sciences for instance) qualify as allied/related disciplines to
Agriculture/Technology while programmes in Management Sciences/ Management
Technology are not similarly considered when they offer teaching and research
support to the Colleges/Schools in the specialized Universities?

The answers to these questions are not and can never be in the affirmative. The implication
is that the problems of specialized Federal Universities do no lie in the co-existence of the
core programmes with the allied professional disciplines. The programmes are neither
competing nor inhibiting each other from realizing their full potentials, rather they a
complementing and enriching each other for the realization of the mandates of the
Universities. Programmes in Management Sciences and Management Technology are as
allied to core programmes in Agriculture and Technology as their counterparts in the
Colleges of Physical and Natural Sciences as they offer foundational and complementary
services to the core programmes. To blame the inability of SFUs in bridging the observable
gaps in the quality of manpower needed in Agriculture and Technology on breach of
mandate by the establishment of allied professional disciplines is clearly an indirect way
of evading solutions to the real challenges bedeviling SFUs in Nigeria. Evidently, the real
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problems are propelled by long period of neglect and under funding for educational
institutions in Nigeria particularly in the area of Agriculture and Technology.
Consequently, proprietors, regulators and managers of SFUs should address these
problems rather than hide under the cloak of breach of mandate by the co-existence of
other allied professional programmes in SFUs; an erroneous conceptual model which
progressive and highly rated world class specialized Universities have long jettisoned and
totally abandoned in other to embrace global best practices in the management of
specialized tertiary institutions.
6.

Implications of Delisting Management Science and Management Technology
Programmes from SFUs in Nigeria
Agriculture and Technology are only two out of many sectors in every economy and
cannot be made to exist as islands in educational institutions. In other words, the activities
in other sectors of the economy directly or indirectly affect and are affected by other
activities in the two sectors.

Therefore, higher level education in agriculture and

technology should be made to co-exist with other programmes that are practiced within
the economy. This parallel co-existence is inevitable for a stable, balanced and productive
Nigerian economy.

Therefore, to delist Management Science and Management

Technology programmes from the list of programmes offered by specialized Federal
Universities in Nigeria will have the following negative implications on the Nigerian
education system and the economy:
a)

Delisting the programmes will aggravate the existing inequity in the distribution of
Federal Tertiary Institutions (including conventional Universities) among States in
Nigeria. Already the distribution is lopsided and does not reflect Federal character
principle which all sections of the country are clamoring for. None of the eight (8)
states in which specialized tertiary institutions are located (Abia, Adamawa, Benue,
Delta, Imo, Niger, Ogun, and Ondo) has a conventional Federal University to carter
for the interest of candidates from their States desiring to pursue degree programmes
in Management Science and Management Technology. Even the distribution of
conventional Federa Universities among the six geopolitical zones in Nigeria is not
equitably distributed as some zones have 83% to 100% of the States in the zone with
conventional Federal Universities while others have ^0%. Some of the States (like
Abia and Benue) with SFUs have no single Federal Polytechnic and Federal College
of Education from where the indigenes could have unrestricted access to higher
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education in programmes within Management Science and Management
Technology areas. It is only fair and equitable that the situation is not further
aggravated by the planned closure of these programmes offered in the SFUs, as this
action may lead the disadvantaged States and Zones to have the impression that the
policy is intended to retard the educational progress in the affected States and Zones.
b)

Again, there is increasing mismatch between the total number of eligible candidates
seeking admissions and the available spaces in Nigerian Universities. The geometric
increase in the number of admission seekers and decreasing proportions that are
eventually offered admission is a signal to watch against the increasing rate of
insecurity and youth banditry in Nigeria. The Joint Admissions and Matriculations
Board admission statistics reveal that 1.2 million, 1.3 million, and 1.7 million
candidates registered for the Unified Tertiary Matriculation Examinations in 2015,
2016 and 2017 respectively and only a small proportion of the eligible candidates
were offered admission (Jayeola, 2017). The situation worsened in 2018 and 2019
admission years with the delisting of these programmes, thereby increasing the
number of young boys and girls roaming the streets as ready tools for the devil to
use. It is also reported that of the number of candidates applying for admission every
year in Nigeria, only about 5.2% to 15.3% get admitted every year, meaning that
about 84.7% to 94.8 of the candidates seeking admissions every year never get
admitted into Nigerian Universities. There is no doubt that the observable mismatch
in the demand and supply statistics for higher education in Nigeria is bound to have
serious negative consequential impact on the teeming youths seeking University
admissions into these programmes in SFUs as many of them are indigent with poor
financial background and cannot meet up with school charges in Private and State
Universities.

c)

Furthermore, lots of investments in both material and human resources have been
made by governments, Agencies, Institutions, Professional Bodies, host
Communities and private individuals for running Management Sciences and
Management Technology programmes in SFUs, and these investments will be
wasted without achieving the noble objectives for which they were made. As Jayeola
(2017) reported, delisting these disciplines from SFUs in Nigeria will tantamount to
a waste of scarce resources and a disincentive to the professional bodies and
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institutions that intervened in the problem of insufficient funding of the Universities
in Nigeria.
d)

Delisting Management Sciences and Management Technology programmes in SFUs
in Nigeria equally has global implications. Restrictive and unnecessary conservative
perception of mandates of Nigerian Universities (including SUs) make the
programmes of the Universities unattractive in the global education market.
According to UNESCO, over 60,000 of Nigeria’s brightest students – equivalent to
375 students for each of our 160 Universities – choose to study abroad. Nothing is
intrinsically wrong with Nigerians studying abroad except that the nation’s
Universities have failed to attract the equivalents in foreign students thus, leading to
“brain drain” rather than “brain exchange”. Therefore delisting programmes in
Management Sciences and Management Technology form SUs in Nigeria has the
implication of placing the institutions at odd with current global practices in tertiary
education administration and increase their unattractiveness to foreign students
which is part of the considerations in global ranking for Universities in the world.

The Way Forward
Based on the outlined implications, the following suggestions are made as the way forward:
1)

The Federal Government and regulators of tertiary educational institutions in Nigeria
should adopt the diversified and comprehensive educational mode in interpreting the
mandate of SFUs in Nigeria and allow Management Science and Management
Technology programmes to co-exist as allied professional disciplines in line with
global best practices. Indeed, the diversified educational model is where the rest of
the world is going, and Nigeria cannot afford to take the risk of living in the past.
Therefore, any tertiary institution of Agriculture and Technology which is operated
as an island in today’s world characterized by multi-disciplinary approach in dealing
with socio-economic challenges that face nations will most likely be trapped into
oblivion of its primitive past and be abandoned as valueless relic of our time. Again,
operating the diversified and comprehensive educational model in SFUs will resolve
the existing lopsided state distributions of conventional Federal Universities in
Nigeria which is presently skewed against the states in which the SFUs are located
with no conventional Federal University to offer Management Science programmes.

2)

The Federal Government should take the issue of funding for education more
seriously, and manifest its acclaimed preferences for Agriculture and Technology by
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allocating substantial funds for advancement of education in these key areas. More
incentives should be given to teachers and lecturers in Science, Agriculture and
Technology to stimulate their interests, desires and commitments, and thus
encourage the younger generation towards making careers in these areas.
Government can make the study of programmes in Agriculture and Technology in
the SFUs free or at least, heavily subsidized to attract admissions into the
programmes and help build capacity for the required manpower in these areas.
3)

Regulators of tertiary education in Nigeria should promote synergy among
programmes offered in SUs (Federal, State and Private) to avoid wastes in human,
material and investments in infrastructure. This approach in educational
administration with enhance the value chain process in the scheme of academic
pedigree. The co-existence of these programmes does not vitiate the capacity of SUs
to realize their core mandate but rather reinforces its realization while
simultaneously enhancing the quality of their academic outputs and reputation for
excellence in global ranking among Universities in the World. The interface of
academic programmes in Federal Universities of Agriculture in particular, is
modelled towards promoting essential linkages between core programmes in
Agriculture and those in the allied disciplines of Management Sciences. In the
process, value chains are created to discretely build blocks of competitive advantage
for transforming agriculture from its peasantry level to a technology driven and
scientific management level with modern business orientation.
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Appendix:
List of Selected World-Class Sepcialized Universities Running Management Science
and Management Technology Programmes
COUNTRY NAME OF UNIVERSITY
NON-AGRIC
PROGRAMMES OFFERED
1.

2.

USA

a) Florida Agricultural & Mechanical School of Business & Industry
University (1887). offer B.Sc. degrees in Accounting, Economics,
Human Resources Management, Business Administration and
Professional MBA; with Minor in Business Administration for Non
Business Majors.
b)

Alabama Agricultural and Mechanical College of Business & Public
Affairs University (1875) College of Education, Humanities &
Behaviorial Sciences. College of Engineering Technology & Physical
Sciences

c)

North Carolina Agricultural and College of Business & Econs (1970)
Technical State University, Greenshoro College of Education (1968)
(1891)College of Engineering (1968) College of Arts, Humanities &
Social Sciences (2016) Coll. of Health & Human Scs. (2016) College of
Science &Techn. (2016)

d)

Massachusetts Institute of Technology Awards graduate &
undergraduate degrees in Management Sciences including Supply Chain
Management, Finance, & Entrepreneurship. School of Humanities, Arts
& Social Sciences offer degree
progrmmes in History, Political
Science, Economics, Media Arts, etc.

e)

California Institute of Technology Schools of Humanities School of
Social Sciences.Awards undergraduate & graduate degrees in Business,
Economics, Management, & Political Science.

China - f)
South China Agric. University (1909)-College of Economics & Mgt.
College of Public Mgt College of Humanities & Law College of Arts College
of Continuing Education College of International Edu.
g)

Yunnan Agricultural University (1938) School of Economics & Trade
School of Engineering School of Physical Education School of
Humanities & Social Science. School of Continuing Education.

h)

South China University of Technology School of Business
Administration, School of Politics & Public Administration,School of
Economics & Trade, School of Foreign Languages, School of
Journalism & Communication, School of Art, and School of Law.
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i)

3.

Pakistan j)

Gansu Agricultural University (1946) Runs degree programmes in
Economics, Finance, Marketing, Financial Mgt, Law, Management of
Human Resources.
The University of Agriculture, College of Business &Mgt
Peshawar (1957) Sciences

k)

Lasbela University of Agriculture Faculty of Social Sciences Water &
Marine Science (2005) Faculty of Languages & Linguistics

4.

Russia l)

Kuban State Agrarian University (1918) offers degree programmes in
Economics, Financial Accounting, Finance & Credit, Engineering,
Taxes & Taxation, Administration, and Law.

5.

Kenya m) Jomo Kenyatta University of Agriculture College of Human Resources &
Dev. & Technology, Nairobi (1994) College of Engineering & Tech.
College of Health Sciences School of Architecture & Building Sc School
of Law School of Computing & Info Tech.

6.

India n) Kerala Agricultural University (1971) College of Co-operation, Banking &
Management. o) GB Pant University of Agriculture & College of
Agribusiness Mgt.Technology (1960) College of Basic Sci. &
Humanities
p)

Indian Institute of Technology, Madras School of Humanities & Social
Sciences, School of Management Studies. Awards Masters of Business
Administration (MBA).

7.

Indonesia q)

Bogor Agricultural University (1963) Faculty of Economics &
Management.

8.

Singapore

9.

Hong Kong s) Hong Kong University of School of Business & Management Science
& Technology (awarding degrees in Information systems, Marketing,
Accounting, Economics, Finance, & Business Management).School of
ScienceSchool of Humanities & Social Sciences.

10.

Ghana

r) Nanyang Technological University Awards degrees in: (1991)School of
Humanities (History, Philosophy, Linguistics & Multilingual Studies).
School of Social Sciences (Economic s, Psychology, Public Policy &
Global Affairs, Sociology) School of Medicine, School of Education
(Arts Education and Science Education), School of Business
(Accountancy, Business Management, Finance). Double Degree
Programmes in Accountancy & Business, Business & Computing,
Business & Computer Engineering, Aerospace Engineering &
Economics, Bioengineering & Economics, Material Engineering &
Economics.

t) Sunyani Technical University Awards degrees in Accountancy,
Economics, Finance,
Business, & Community Development.
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11. Bulgaria u) Technical University of Gabrovo (1964 Awards degrees in
Management, Marketing; Economics; Social Sciences; Industrial
Management; Applied Informatics; Foreign Languages; Physical
Education and Sports.

12.

13.

Brazil

v) Federal University of Technology,
Awards degrees in Parana (1892)
Communication: Journalism, Marketing and Public Relations, Accounting
Sociology, Anthropology, Political Science, History, Language and
Literature, Education, Tourism, Geography, Philosophy, Management,
Physical Education. e.t.c.

Australia w) Curtin University of Technology, Sydney. Awards degrees in Business
Management, Economics, Finance, Marketing, and Law.
x) University of Technology, Sydney (1870) Awards degrees in Business
fields (Accounting, Economics, Finance, Marketing, Management) and in
Law, Information Technology, Global Studies, International
Studies,
Education, Library and Information Studies, and Journalism
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OWNERSHIP STRUCTURE AND VALUE CREATION IN NIGERIAN
COMMERCIAL BANKS
OKEZIE, STELLA OGECHUKWU
Department of Accounting, Micheal Okpara University of Agriculture, Umudike
Abstract
The issue of governance plays a vital role in the overall wellbeing of an organization with
ownership structure being a focal point. In this study, we examined the impact of ownership
structure on value creation in Nigeria banks. Using the ex-post facto research design on panel
data spanning a ten-year period from 2010–2019 for five (5) banks listed on the Nigerian stock
exchange, the study examined the effect of a range of ownership structure such as directors’
ownership, institutional ownership and foreign ownership on shareholders’ value. The Fixed
effects model was adopted in evaluating the relationship. The econometric estimate showed
that Directors’ ownership has a positive but insignificant effect on shareholders’ fund of
Nigerian Commercial Banks. Secondly, Institutional and Foreign ownership has positive and
significant effect on shareholders’ fund. Conclusively, the findings indicate that ownership
structure does have significant impact on shareholders’ fund of Nigerian banks. We therefore,
recommend among other things that more institutions and foreign investments should be
encouraged to invest in the commercial banks in Nigeria. The potentials of these investments
should be utilize to improve value creation for the shareholders. Also the positive relationship
between directors’ ownership and shareholders’ fund should be harnessed appropriately to also
impact significantly on the value of the shareholders.
Keywords: Value Creation, Ownership Structure, Shareholders’ Fund, Investment,
Governance
Introduction
The debate on the ownership structure and value creation of firms is an important issue for
many academics and researchers in the field of financial management. A financial manager
amongst other things is concerned about improved performance, value creation for its
shareholders and an increase satisfaction for all stakeholders alike. In achieving this objective,
organizations have had to adopt different types of performance management systems creating
a plethora of new management approaches all aimed at improving performance. In recent time,
there has been a critical review of the ownership structure of organization as a corporate
governance mechanism and how this affects value creation in the organization. The discuss on
ownership structure with its attending effects took root in the early 1930’s since the separation
of ownership and control theory by Berle and Means, (1932). Also the many collapses that
have been witnessed by many corporate entities in the recent past have also brought to fore the
importance of governance in the overall wellbeing of the firm. This has led to a growing
interest in researches addressing the relationship between ownership structure and value of the
firm. A great number of documented literatures evidenced the relevance of ownership structure
for value creation. Ownership structure of a firm has been closely linked to value creation due
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to the separation between ownership and control (Yahaya & Lawal, 2018), which often results
in agency problems and conflict of interest among stakeholders. Value creation on the other
hand describes a renewed approach to business management which pursues the creation of
shareholder value through the delivery of value to customers and business associates
(Kolawole, 2013).
Variety of ideas have been put forward in accounting literature as to what value represent such
as the value at which an asset is carried on a balance sheet, the price at which buyers and sellers
trade in an open market, and the present value of future cash flows. However, value could be
defined as the quality that renders something desirable or valuable or useful or the amount of
money needed to purchase something; or what must be given or done or undergone to obtain
something. Consequently, the creation of value by a firm translates to increase or enhancement
of the worth of its stakeholders. In creating value the ownership structure of the firm plays a
significant role. This is because Ownership structure is closely connected with the conflicts
that can affect the operating performance of the firm (Yahaya & Lawal, 2018). Despite the
position of ownership structure in aligning the interest of all corporate stakeholders and its
perceived influence on shareholders’ wealth maximization, there is yet little or no empirical
evidence on the impact of ownership structure on value creation of Nigerian banks. The
available studies show a high level of conflicting results. It therefore becomes imperative to
carry out this study and to further expand literature in this regard especially in the Nigerian
context. Hence the main objective of this study is to investigate the impact of ownership
structure on shareholders’ value creation of commercial banks in Nigeria. The specific
objectives include to:
i. Determine the effect of directors’ ownership on shareholders’ fund of commercial
banks in Nigeria.
ii. Assess the effect of institutional ownership on shareholders’ fund of commercial banks
in Nigeria
iii. Ascertain the influence of foreign ownership on shareholders’ fund in commercial
banks in Nigeria
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The following hypotheses are developed in line with the above stated objectives
Hypothesis
1. There is no significant relationship between directors ownership and value creation of
commercial banks in Nigeria
2. Institutional ownership has no significant relationship with value creation of
commercial banks in Nigeria.
3. There is no significant relationship between foreign ownership and value creation of
commercial banks in Nigeria.
2. Literature Review and Empirical Evidences
The issue of corporate governance plays a vital role in the overall wellbeing of an organization.
Defined as a broad concept which covers the various ways in which individuals and groups
organize themselves to achieve common goals. Corporate governance phenomenon has
expanded around the world in order to improve transparency and ethics to delineate the
responsibilities of leaders. It has been treated as a set of rules and mechanisms put in place to
ensure the balance of power between the governing bodies, management, and control (Kouki
and Dabboussi, 2015) with ownership structure being a focal point. Ezazi, Sadeghishari,
Alipour & Amjadi (2011) opines that the relationship between corporate governance
mechanism (ownership structure) and performance is a vital and continued subject in the field
of financial management. Corporate governance (CG) indicates the ways and methods used by
firms to attain their desired objectives, missions and visions with regard to all the stakeholders
whether internal and external, whereas, shareholders’ wealth maximization is considered as the
prime objective of governance. The whole essence of corporate governance therefore according
to Kajola (2008) is to ensure that the business is run well and investors receive a fair return. A
firm is said to have observed corporate governance rule if the firm is managed with diligence,
transparency, responsibility and accountability aimed at maximizing shareholders’ wealth,
(Pandy, 2005).
Pawel and Andrzej (2017) assert that all strategic and operational management decisions that
are in some sense derived from the ownership structure and corporate governance rules
ultimately translate into firm value. Kolawole (2013) citing Hailemariam (2001), Valez-Pareja
(2001) and Fernandez (2002) opines that a firm creates value for its shareholders when the
firms’ return on assets is greater than its cost of capital or the required return to equity.
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Therefore, by definition, value creation is the increase in shareholders‟ wealth coming as a
result of the firm’s operational efficiency.
Researches have been carried out to understand the relationship subsisting between ownership
structure and value creation both in terms of performance and that of sustainability However,
the results of these studies have remain inconclusive despite country or stakeholder type
being considered. Some evidence links higher company valuation with greater ownership
dispersion (Bednarek and Moszoro 2014), larger involvement of foreign and independent
institutional investors (Ferreira and Matos 2008) or increase to some level in managerial
ownership (Fahlenbrach and Stulz 2009). Kouki & Dabboussi (2015) examined the impact of
corporate governance on shareholder wealth of Tunisian firms. The emphasis was that
separating ownership from management has a significant effect on shareholder value creation.
The empirical analysis was based on a data set of Tunisian listed companies for the period
1997-2006. As predicted by theory, the results show that the presence of institutional investors
in ownership structure seems to exercise effective control over the external manager. Capital
concentration appears to have a negative effect respectively on performance and value creation.
The presence of outside directors has a significant negative impact on value creation and
performance of Tunisian firms.
Abubakar (2015) investigated the impact of ownership structure on financial performance of
quoted building materials firms in Nigeria. Four (4) firms were selected out of six (6) quoted
on the Nigerian stock exchange using two criteria. Cement companies that made available their
annual report of eight years and cement companies quoted on the Nigerian stock exchange
before 2004. The study used multiple regressions as a tool for analysis and tested for fixed and
random effect. The study reveals that institutional ownership and managerial ownership
showed a positive significant impact on the financial performance of quoted building materials
firms in Nigeria, while ownership concentration showed no significant impact on the financial
performance of quoted building material firms in Nigeria. The study concludes that ownership
structure affects financial performance of building materials firms in Nigeria and therefore
recommends that Security and Exchange Commission should encourage much more potential
managers and Institutional shareholders to invest long term in building materials industry as
both managers and Institutional shareholders enhances financial performance of quoted
building materials firms in Nigeria.
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Ibrahim, Karaye, Amos and Nasidi (2016) study focused on the impact of institutional
ownership on earnings quality of listed food/beverages and Tobacco firms in Nigeria over the
period 2005-2013. The study utilized documentary data obtained from the annual reports and
accounts of the companies for the period of the investigation. Descriptive statistics and
subsequently, correlation analysis was carried out using Pearson correlation technique. A panel
data regression technique was employed to estimate the models since the data has both time
series and cross sectional attributes. The results reveals that one of the variables used, that is
institutional ownership show a significant result while firm size use as control variable fail to
show a significant result. The study concludes that the shares institutional investors have in the
firm is an important monitoring and control device, which help to prevent abuses and other
irregularities by the managers; it has improved the earnings quality of the firms; prevent fraud;
maximize shareholders’ wealth and enhanced the value of the firms.
Ekpulu and Omoye (2018) studied the impact of ownership structure on earnings management
in Nigeria. The study made use of data obtained from secondary source and employs a
longitudinal panel research as the research design for a sample of 75 quoted firms for the period
2009 to 2014. Also, descriptive statistics and Pearson correlation analysis were conducted.
Relevant residual diagnostic tests were also conducted. The result reveals that managerial
ownership is negatively and significantly related to earnings management while institutional
ownership and foreign ownership exhibit a positive but insignificant. The study, therefore,
recommends that firms should consider improving managerial ownership by issuing policy
statement requiring managers and executive directors to have more equity shares. In addition,
there may be a need for companies to have a high percentage of institutional ownership
especially participatory institutional ownership that can influence efficient monitoring and
reduce earnings management.
In the study of Yahaya and Lawal (2018) the effect of ownership structure on firm value of
Nigerian deposit money banks was examined. It also evaluated the relationship between
ownership structure variables (concentrated, managerial and foreign) on firm value (Return on
Equity and Return on Asset). The study used a sample of fifteen (15) banks quoted on the
Nigerian Stock Exchange. The study employed secondary data which was obtained from
Audited Report of Nigerian deposit money banks for a period of nine years (2008-2016). The
data obtained were subjected to System Generalised Moment Method. Findings reveal that only
institutional ownership has positive and significant effect on financial performance while
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others have insignificant effect. This empirical study provided fruitful implications that there
exist a significant effect between ownership structure and financial performance of Nigerian
deposit money banks. This study recommends that institutional shareholders should continuing
using their resources and expertise to exercise control over management abuse of power which
can affect the performance of the company.
Theoretical Review
Theories are the bedrock on which researches and studies are built. A review of the literature
shows that many theories have been used to explain and analyse the association between
ownership structure and firm performance. However, agency theory remains cogent to the
theory of separation of ownership and control. The distinction between ownership and control
leads to a potential conflict of interest between managers and owners, which results in extra
cost being incurred by the owners to resolve this conflict. This conflict more often than not
spikes from information asymmetry. Agency theorists assume that the agent is motivated by
his own personal benefits and seeks to increase his wealth rather than maximising the firm’s
value. Also, the agency problem arises when there is difficulty monitoring the actions of the
agents by the principal. The agency theory therefore tries to resolve the agency problem by
ensuring that the agent works to maximise the shareholders’ wealth along with his own
benefits.
According to Jensen, and Meckling (1976), the agency costs include monitoring cost, bonding
cost and residual losses. Monitoring costs can be referred to as the costs that are incurred by
the principals in their efforts to monitor and incentivise the agent to perform his duties in the
best interest of the principal. Bonding costs can be financial or non-financial costs of putting
systems or structures in place that would make managers act in the best interests of shareholders
or compensate them accordingly if they do not (Jensen, and Meckling, 1976). Finally, residual
loss is the loss that happens because of the inconsistency of the decisions that would promote
the self-interest of the principal and that of the agent, despite monitoring and bonding activities.
In other words, it is the value of profit lost due to the contract’s full enforcement costs
exceeding its gains (Fama, and Jensen, 1983).
Furthermore, in order to mitigate agency problems and thus limit agency costs, firms need to
create an internal system to effectively separate management decisions from control decisions
(Fama and Jensen, 1983). Such a system would control and monitor the management and
35

10TH ACCOUNTING AND FINANCE CONFERENCE BOOK OF PROCEEDINGS VOLUME 10 ISSUE 2, 2020

protect shareholders’ interests against any opportunistic managerial behaviour. Corporate
governance is assumed to undertake this role and corporate governance mechanisms are
supposed to constrain the opportunistic managerial behaviour, which eventually can reduce
agency costs (McKnight and Weir, 2009).
Mainly, agency theory argues that the only way to protect the interests of shareholders is by
creating strong and relevant internal control structures along with “…establishing appropriate
incentive schemes for the managers” (Jensen and Meckling, 1976), as mechanisms to reduce
agency loss. Evidently, the main concern under this theory is to develop rules and incentives,
based on implicit or explicit contracts, to eliminate or at least, minimize the conflict of interests
between the owners and the managers (Akpan & Riman, 2012).
3. Methodology
Sample Selection
Sample is a fraction or segment of the total population whose characteristics is used to represent
the entire population (Okoro, Achonu & Enemuo-Uzoezie, 2018). For this study, the sample
size used is based on the following criteria:
i.

Banks with missing values for the variables used were excluded.

ii.

For the empirical part of this study, the data is limited to the bank that is in existence
throughout the period of the study.

After applying the above criteria, five commercial banks were selected out of the total
population of twenty banks listed on the Nigerian Stock Exchange (NSE) as at December 2019
for the period of ten years. They are GTB Plc, Fidelity Bank, United Bank for Africa, Zenith
Bank and Access Bank. The samples consist of five (5) banks listed on the Nigerian Stock
Exchange in the period 2010-2019. The year 2010 was chosen considering post consolidation
issues that could have arisen and the birth of the new IFRS regulation for financial markets
participants.
Variables Definition
Dependent Variables
To proxy the aspect of value creation as the dependent variable, we used the book value of the
shareholders fund (SF) balance as stated in the annual reports of the banks under review.
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Independent Variables
These variables are indicators of ownership structure and they include:
-Directors’ Ownership (DIR): Measured as the percentage of shares held by the directors, given
as shares held by the directors/ total number of shares
-Institutional Ownership (INST): Measured as the percentage of share capital held by firms and
reported in the annual statement
Foreign Ownership (FOR): Measured as a percentage of share capital held by foreigners and
reported in the annual reports.
Regression Specification and Estimation
To estimate the impact of ownership structure on the shareholders’ value creation we use the
general specifications as follows:
VC = f (DIR, INST, FOR, FS)……….………………………………….……. (i)
The model above is specified in its functional form, thus do not include the error term.
However, the study model is restated below in a panel data econometric form with each cross
section unit i and period t as:
VC

=β0 + β1 (DIR) it +β2 (INST) it + β3 (FOR) it + β4 (FS) it + µit……………………… (ii)

Where:
VC= Shareholders Fund as reported in the financial statement
DIR=Directors’ ownership,
INST= Institutional Ownership, and
FOR = Foreign Ownership
FS = Firm Size as the control variable captured as the log of total asset.
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4. Estimated Results
Table 4.1 Descriptive statistics
Mean
Median
Maximum
Minimum
Std. Dev.
Skewness
Kurtosis
Jarque-Bera
Probability
Sum
Sum Sq. Dev.
Observations

DIR
3.950000
1.300000
16.70000
0.200000
4.514133
0.970730
2.579533
8.220964
0.016400
197.5000
998.4924
50

FOR
1.571200
0.000000
25.45000
0.000000
4.412071
3.780093
18.96724
650.2277
0.000000
78.56000
953.8521
50

FS
7.575838
6.681634
9.854100
5.696752
1.517978
0.368122
1.260132
7.435820
0.024285
378.7919
112.9086
50

INST
27.00960
24.86000
69.00000
0.000000
21.17683
0.524593
2.266710
3.413550
0.011450
1350.480
21974.45
50

VC
6.713656
5.767985
8.828407
5.133708
1.528435
0.372318
1.232164
7.666098
0.021644
335.6828
114.4696
50

The descriptive statistics from table 1 reveals a mean statistics of 3.95 for directors’ ownership,
1.57 for foreign ownership and 27 for institutional ownership. While value creation mean stood
at 6.713. The result for the skewness which measures the degree of asymmetry observed in
the distribution are all close to the rule of thumb of zero with exception to foreign ownership
which stood at 3.78. this implies that the probability distribution of the random variables do
not deviate from the normal distribution with only FOR showing some level of outliers. The
Kurtosis shown also aligns with the skewness but with only FOR indicating some outliers. The
Jarque-Bera test for goodness of fit shows that the data set is fairly normal.

4. Regression Results and Discussion
Results
Hausman Test
In deciding whether to choose fixed effects model or random effects model, the Hausman test
was conducted. In the Hausman Test, the null hypothesis is that the preferred model is random
effects; while the alternative hypothesis is that the fixed effects model is preferred The hausman
test result is presented in table 4.2
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Table 4.2 Hausman Test Result
Test Summary
Cross-section random

Chi-Sq.
Statistic

ChiSq. d.f.

Prob.

104.296327

4

0.0000

Random Var(Diff.)

Prob.

Cross-section random effects test comparisons:
Variable
DIR
INST
FOR
FS

Fixed

0.003470 0.008129
0.004548 -0.003906
0.009713 0.000638
0.747618 1.044861

0.000004
0.000002
0.000005
0.002918

0.0234
0.0000
0.0000
0.0000

Source: Researcher’s Computation Using EViews 10
Based on the probability of the Hausman test presented in table 4.2, the fixed effect model is
preferred with a probability value (0.00) less than 0.5. This implies that the null hypothesis
which stated that random effect is preferred is rejected and the alternative hypothesis of fixed
effect is preferred is accepted as the most appropriate estimator of the regression of this study.
Effect of Ownership structure on Value creation of Commercial Banks in Nigeria
The measure of value creation used in this study is shareholders fund as reported in the annual
statement of the banks under review. The regression result that show the effect of ownership
structure on value creation using shareholders fund and controlling for size (Total Asset) is
presented in table 4.2

Regression Result
Table 4.2 Effect of Ownership structure on Value Creation of Commercial Banks in
Nigeria
Variables
Co-efficients
t-Statistic
P-value
DIR
0.003470
1.041498
0.3037
INST
0.004548
2.783135
0.0081
FOR
0.009718
2.993191
0.0047
FS
0.009713
13.50314
0.0000
C
0.898003
2.238993
0.0306
R-squared
0.998622
Adj R-squared
0.998353
F-statistics
3712.903
Prob(f-statistic)
0.0000
Durbin-watson
1.55
Source: Authors Computations
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The fixed effect econometrics estimate presented in table 4.2 reveals an Adj R2 value
(0.998353). This implies that the total variation observed in the dependent variable
(shareholder fund) proxying value creation can be explained by the independent variable
ownership structure (DIR, INST, FOR). By implication, ownership structure to a great extent
explains the variations in value creation of commercial banks in Nigeria. The F-statistic
(3712.903) reveals an overall goodness of fit of the model and acceptable. The p-value (0.0000)
less than 1% level of significance also shows that the model is statistically significant and
supported by the DW value of 1.5 tending towards 2 the rule of thumb.
The regression result in table 4.2 reveals that ownership structure do have an effect on the value
creation of commercial banks in Nigeria. However breaking the ownership structure into their
individual component, it is seen from the results that DIR (director ownership) have an
insignificant effect on value creation with a p-value (0.3037) above the 5% test of significance.
This implies that the null hypothesis is not rejected and that the effect is not different from zero.
Institutional ownership (INST) and Foreign ownership (FOR) on the other hand is seen to have
a positive and significant influence on value creation of banks. The coefficients (0.004548)
(0.009718) and p-values of (0.0081), (0.0047) depicts a positive and significant relationship
between the variables under review. This implies that institutional and foreign ownership are
important determinants of value creation in Nigeria commercial banks.
The control variable of firm size (Total Asset) is positive and statistically significant in creating
value. Thus ownership structure does have a significant effect on value creation. It is therefore
instructive to say that shareholders can monitor managers or influence decision making that
can drive value creation.
Taking the explanatory variables individually, it is noted from the p-value of directors’
ownership that it has an insignificant effect on value creation. This shows that capital held by
the directors or managers of the bank does not determine value creation of commercial banks
in Nigeria. This could imply that directors may own shares in the firm and still act ultra virea
considering where their interest truly lies. Some of them may also be ill motivated to act in the
best interest of the firm. This aligns with the works of Anthony (2012) but contradicts that of
Mamud et al (2010).
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Institutional and Foreign Ownership reveals a positive and statistically significant effect on
value creation of commercial banks. This means that capital concentration in the hands of
institutional and foreign investors will create value for banks in Nigeria. Invariably,
institutional or foreign investors holding large shares must be involved in the control and
management of firms to play oversight functions and assert influences that can drive value
creation. They could also exert their influence on the mode of business organization through
their skills and expertise. Institutional and foreign investors in the firm are an important
monitoring and control device, which help to prevent abuses and other irregularities by the
managers; Quality of firms are improved and thus maximize shareholders’ wealth and
enhanced the value of the firms.
The control variable of firm size measured as the logarithm of total assets of the banks shows
a positive and significant influence on value creation. Control variable was included to control
for regulatory environment as regulation constrains management’s actions, presumably making
it more difficult for manager to pursue opportunistic behaviour and other non-value
maximizing actions. Arguably, in finance literature larger firms have often been seen to
perform better than smaller firms as a result of economies of scale, visibility, market share, and
better capabilities to undertake business activities.
Conclusion and Recommendation
Ownership structure and value creation of commercial banks in Nigeria was the purpose of this
study.

The study concludes that ownership structure indeed does have an effect on

shareholders’ value creation. Specifically, the variables tested in the study including directors’
ownership, institutional ownership and foreign ownership controlled by firm size have positive
effect on shareholders’ value creation. However, only the parameters of institutional and
foreign ownership were significant and that of directors’ ownership being insignificant.
Directors’ ownership therefore may exercise the needed control over management like
institutional and foreign ownership will but may not translate to added value for the firm. The
directors therefore needs to take a more closer look at their approach at management to harness
the opportunity for positive impact on the firm they are controlling Based on the conclusion
the study therefore recommends that Institutional and foreign shareholders are encouraged to
continuing using their power, resources and expertise to exercise control over management so
as to bring about more value for its shareholders.
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Appendix
Dependent Variable: VC
Method: Panel Least Squares
Date: 10/28/20 Time: 16:27
Sample: 2010 2019
Periods included: 10
Cross-sections included: 5
Total panel (balanced) observations: 50
Variable
C
DIR
INST
FOR
FS

Coefficient

Std. Error

t-Statistic

Prob.

0.898009
0.003470
0.004548
0.009713
0.747618

0.401077
0.003332
0.001634
0.003245
0.055366

2.238993
1.041498
2.783135
2.993191
13.50314

0.0306
0.3037
0.0081
0.0047
0.0000

Effects Specification
Cross-section fixed (dummy variables)
R-squared
Adjusted R-squared
S.E. of regression
Sum squared resid
Log likelihood
F-statistic
Prob(F-statistic)

0.998622
0.998353
0.062036
0.157787
73.01638
3712.903
0.000000

Mean dependent var
S.D. dependent var
Akaike info criterion
Schwarz criterion
Hannan-Quinn criter.
Durbin-Watson stat
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6.713656
1.528435
-2.560655
-2.216491
-2.429596
1.551441
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Abstract
The study empirically investigated the impact of taxes on the performance of deposit money
banks in Nigeria. The study employed the expost facto research design. The data employed in
the study were extracted from audited financial reports and shareholders reports of banks for
the period of 2007-2017. In performing the analysis, rigorous econometric tools such as
ordinary least square, Granger causality test and diagnostic test were all employed with the aid
of econometric statistical packages version 9. The result of the study revealed that company
income tax, withholding tax and stamp duty tax have different and significant impact on banks
performance in Nigeria. Based on this, the study concluded that company income tax rate
should be reduced for banks, as this will boost their performance to both shareholders and host
communities which will in the long run improves the growth of the economy.
Key words: Granger Causality, diagnostic test, corporate tax, fee and investment incomes.
INTRODUCTION
Taxation in Nigeria dates back to the colonial era when both corporate entities and individuals
were asked to pay tax through the use of commercial products; tax payment policies provides
mechanism for influencing consumers demands and for providing incentives for production,
investment and savings; thus if taxes are significant element for macroeconomics policies, they
are also no less significant for strategic decisions.
Profitability is the bedrock at which deposit money banks thrive and grow; the major bulk of
their performance comes from loans and advances given to customers, banks have in recent
times devised various strategies to boost their performance in relative term through fee and
investment incomes. Though, due to the inherent problems of bad debt losses associated with
loans and advances, deposit money banks tends to increase their ability in generating fee and
investment comes from various sources.
The survival of deposit money banks business depends on the accomplishment of its objectives.
The two broad categories of business objectives expected to be accomplished include
profitability objectives and liquidity objectives; profitability objectives are the expected returns
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to shareholders while the liquidity objectives are maintenance of public confidence by virtue
of its payment to depositors when the needs arises. The accomplishment of these objectives
works hand in glove to the overall performance of deposit money banks, one objective cannot
be satisfied without the corresponding satisfaction of the other objectives. Banks must find
better ways to always maintain its liquidity position as well as boosting its performance level
to the satisfaction of its investors.
However, Graham (2003) presents a set of corporate decisions that are influenced by taxes. It
is a growing concern among corporations that as tax burden increases, the relative effort geared
towards boosting profitability begins to decline. There have been growing concerns to find
ways of reducing the tax burden borne by corporations. The both factors in decisions policies
have both significant impacts on the growth of the economy.
Statement of problem
The issues of corporate tax after profit and performance of deposit money banks have been a
long term controversies between stakeholders, researchers, employees and shareholders.
Considerable options have been channel out on the best way to boost performance of banks
through other sources (fee and investment income) as against the tax burden levied on the
banks.
Deposit money banks have in the time past found it difficult in different ways to increase her
performance because other sources of revenue do not actually yield income in real term to the
bank. The tax payment sometimes seems to be too heavy on the proposed profit thereby eroding
it completely. It is generally believed that tax burden is inversely proportional to banks
performance, that is to say, the lesser the tax payment, the increase in profit after tax of deposit
money banks in Nigeria. The heavy tax rate which currently in Nigeria stood at 30%, has
incidentally made so many deposit money banks to either skillfully avoid or evade tax payment
and which ultimately lead to a total decline in economy development in the country.
Oguntade and Mafimisebi (2011) believe that deposit money banks have not actually
performed optimally due to tax payment or burden; however, it is believe most deposit money
banks evade tax payment which ultimately reduces government performance in providing
social amenities. Different scholars in the related field have also had various controversies on
weather profit after tax of deposit money banks depends on the levy of tax burden; these issues
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till date still remain the major focus and concern of stakeholders and other relevant bodies in
the field of finance and accounting. Different banks had little performance due to tax burden.
The research work will examine the nexus between corporate tax and performance of deposit
money banks using econometric tools in analyzing the various date retrieved from selected
deposit money banks in Nigeria.
Objectives of the study
The broad objective is to examine the relationship between corporate tax and performance of
deposit money banks in Nigeria; whereas, the specific objective of the study is as follows:
1 To determine the relationship between company income tax and performance of banks
in Nigeria
2 Ascertain the relationship between withholding tax and performance of banks in Nigeria.
Research Questions
The research work focus on the relationship between corporate tax and performance of deposit
money banks in Nigeria; in order to achieve the research objectives, the questions are:
1. What is the relationship between company income tax and performance of banks in
Nigeria?
2. What is the relationship between withholding tax and performance of banks in Nigeria?
Research Hypotheses
The research hypothesis will only be stated in his null form; thus
H0: there is no positive relationship between company income tax and performance of banks
in Nigeria.
H0: there is no positive relationship between withholding tax and performance of banks in
Nigeria.
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LITERATURE REVIEW
Conceptual Review
The Concept of corporate Taxation
A corporate tax, therefore, can be referred to as a levy placed on the profit of a firm. Albertazzi
and Gambacorta (2006) further add that they are taxes against profits earned by businesses
during a given taxable period which are generally applied to companies operating earnings
after expenses such as cost of goods sold, selling, general and administrative expenses and
depreciation have been deducted from revenues. Lederman (2002) stresses that tax incidence
must be traced to people, since corporations cannot bear the burden of a tax
Methods of taxation
Progressive tax: which is the form of tax that progresses as the income that is to be taxed
increases. A typical example is the structure of the National Income tax in Nigeria. The higher
the income of the taxable person, the higher the tax that would be levied.
Regressive tax: This is not a common type of taxation in Nigeria. It is that form of tax that
regresses and the tax payer’s taxes increases.
Proportional tax: This form of tax is the type that assesses the tax payer’s income on a flat
rate. The issue of increase or decrease in this situation is not of concern as there is a flat rate
already.
Incidence of taxation
Direct taxation which is assessed directly on the income of the tax payer. In this case, that tax
payer is assessed directly on his income, property, rent and so on. Typical types of taxes under
the direct form of taxation are the Companies income tax, Capital Gains tax, Education tax,
Petroleum Profit tax, Personal Income tax.
Indirect taxation: These are the types of taxes that are imposed on commodities at flat rates
before they get to the owner of these commodities. In this case, the burden of payment is on
the final user of the commodity, because they are merged into the total sales price for that
commodity. Typical examples of taxes that fall under this prerogative are Excise and Customs
Duties, Value Added tax, Stamp duties.
Concept of banks performance in Nigeria
Profitability is the bedrock which banks thrive and grow, the major source of banks
performance is loans and advances issue out to worthy customers of the bank; due to the
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inherent bad debt losses associated with loans and advances, most banks resort to other sources
to boost performance of their business, these sources are the fee and investment comes which
primarily are derive from various operational activities of the banks in recent times. Banks
performance is measures with the following ratios; net profit margin, return on capital employ,
return on total asset, non operational margin, net interest margin, earnings per share and the
earnings spread. Non operational margin and net interest margin can be categorize as both
efficiency and profitability ratios, return on capital employ stipulate the return flowing to
shareholders , return on total asset shows management efficiency in converting asset to profit
while net profit margin shows management potentials in minimizing expenditures (tax payment
inclusive) in boosting profit level.
Theoretical Framework
Researchers have used several theories to explain the reason why banks performance is relative
to tax payment in Nigeria; some of the theories are: the stakeholder theory, multiple lending
theory and loan pricing theory.
Stakeholder theory
This theory maintains that there is need for an organization to engage in active social role in
the society where it is operating since it depends on the society for sustenance (Ojo, 2012).
Investors, shareholders, employees, customers, suppliers, government and the communities are
the stakeholders capable of influencing organizational performance of which managers must
ensure that their demands are satisfied according to this theory. The stakeholder theory
therefore takes into consideration the need to satisfy those interested parties capable of
influencing organizational performance if an organization is to survive in its environment.
Multiple lending theory: this theory reveals that deposit money banks should be particularly
involve in syndicated lending in a developed capital market after concise consolidation. The
M&A (merger and acquisition) exercise increase bank’s capital base and the lending ability to
involve in consortium lending.
Some empirical works have been done by scholars on the related study in consideration of the
variables factors that determine the forces of demand and supply of loans and advances. Melites
and Pardine in Ojo (1978) investigated the factors that influence the forces of demand and
supply of deposit money banks’ loans and advances, using a simple simultaneous equation
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method, and estimation strong results were revealed that the constraints on the capability to
grant loans and advances were identified as capacity of deposit money bank’ assets, interest on
lending, alternative earning assets. Mordi (1986) empirically identify that the desire level of
loan supply is a function of excess liquid assets yield on money deposit banks loans (average
deposit money banks lending rate) and cost per naira of deposit. Ladman and Adams (1978)
were able to identify that deposit money banks in the Dominican Republic did not follow the
policy of giving out more loans to agricultural sector due to a higher costs of transactions.
METHODOLOGY
The study employed expost facto research design while employing time series data of various
banks between 2007-2017 and was extracted from audited financial reports and shareholders
reports; various econometric tools were employed such as regression analysis, Lagrange
multiplier serial correlation test, Philip perron test, johansen co-intergration, impulse response
and variance decomposition and granger causality to determine the impact of corporate tax on
performance of banks in Nigeria; below are discussion on some of the tools applied; Box Jenkin
Q Statistic; BJ Statistic was postulated by Box and Pierce (1970), Ljung and Box (1978) as a
test for linear dependency and auto correlation in time series data, symbolically:
Q* = T (T+2) ∑NL=1 AЛ2l x2N T-L
Where:Q* = Computed statistic for the Box Jenkin, T= the sample size, N = maximum lag
length
L= the lag operator, AЛl = Autocorrelation coefficient at a given length which is given as:
=∑n-l=i=1 (XI – E(X) (XI+L-E(X)
∑NI=1 (XI – E(X)2
Where: XI = the series under investigation, E(X) = the expected value or mean of the series.
Variance Ratio (VR) specification
The ratio was first developed by Lo and Mackinlay (1988); it is a non parametric test that tests
the hypothesis that a given data demonstrate a random walk hypothesis, symbolically:
VRz(q) = VR(h) -1 µ(0,1)
θ√ (h)
VRz(q) = VR(h) -1 µ(0,1)
θ(h)0.5
θ(h) = 2(2h-1) (h-1)
3h(nh)
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Where: VR is the variance ratio; θ(h) represent the asymptotic variance ratio and n(h) is the
number of observation. However, Darrat and Zhong (2000) advocates that if the calculated
variance ratio is less than one, it shows negative autocorrelation.
Model Specification
The model is produce thus;
PAT = α +β1CiT + β2WHT + α………………… (3)
Where; PAT = profit after tax, CIT = company income tax, WHT = withholding tax, β1 β2 β3=
the coefficients to be estimated, σ = the error, disturbance or stochastic term.
DATA PRESENTATION AND DISCUSSION OF RESULTS
The data below represent the various time series data of corporate social responsibility,
withholding tax and company income tax from 2007 to 2017 extracted from audited financial
reports and shareholders report of various banks.
banks
STERLING
ACCESS
UNION
GTB
UBA
FIRST
DIAMOND
WEMA
ZENITH
POLARIS

Years WHT
CIT
2007
3889
142,275.0
2007
7050
216,330.0
2007
42823.18
258,050.0
2007
30720.29
299,670.0
2007
17634.24
4,130.0
2007
65026
42,900.0
2007
119887
215,150.0
2007
75400
441,480.0
2007
20190
111,480.0
2007
8575
111,480.0

STERLING
ACCESS
UNION
GTB
UBA
FIRST
DIAMOND
WEMA
ZENITH
POLARIS

2008
2008
2008
2008
2008
2008
2008
2008
2008
2008

45362
571909.45
35231
123158.47
318500
304808
155600
1668
83572
160856

18,534.0
30,864.5
48,636.0
67,739.0
20,870.0
133,597.0
203,408.0
70,135.0
15,540.0
37,235.0

STERLING
ACCESS

2009
2009

1661963.18
51846.84

17,360.0
86,767.0
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UNION
GTB
UBA
FIRST
DIAMOND
WEMA
ZENITH
POLARIS

2009
2009
2009
2009
2009
2009
2009
2009

136244.93
307000
438729
121000
68609
25355
255210
1960000

15,150.0
175,600.0
4,690.0
1,670.0
11,340.0
5,765.0
34,940.0

STERLING
ACCESS
UNION
GTB
UBA
FIRST
DIAMOND
WEMA
ZENITH
POLARIS

2010
2010
2010
2010
2010
2010
2010
2010
2010
2010

157933.06
246150.89
584000
1229513.99
325000
14439.99
16318
103831
503000
57857.58

11,533.0
227,018.8
298,101.2
761,180.0
52,685.0
79,930.0
171,868.1
195,226.0
40,535.0
68,710.0

STERLING
ACCESS
UNION
GTB
UBA
FIRST
DIAMOND
WEMA
ZENITH
POLARIS

2011
2011
2011
2011
2011
2011
2011
2011
2011
2011

328031.29
599000
887743.64
249173
774
90,487.0
177,545.5
158,067.0
116,832.0
223,401.2

85,981.0
172,605.0
80,205.0
33,138.0
63,325.0
38,385.0
80,205.0
33,138.0
63,325.0
38,385.0

STERLING
ACCESS
UNION
GTB
UBA
FIRST
DIAMOND
WEMA
ZENITH
POLARIS

2012
2012
2012
2012
2012
2012
2012
2012
2012
2012

9,780.0
176,258.2
30,893.0
104,370.0
32,560.0
67,725.0
54,215.0
112,189.0
51,250.0
31,610.0

90,301.0
120,885.0
94,419.0
304.45
135.94
1,078.13
43.99
592.89
431.34
3,451.30

STERLING
ACCESS

2013
2013

92,100.0
57,650.0

143.41
531.44
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UNION
GTB
UBA
FIRST
DIAMOND
WEMA
ZENITH
POLARIS

2013
2013
2013
2013
2013
2013
2013
2013

25,147.5
21,835.9
21,789.7
11,816.5
14,158.5
25,804.4
29,387.9
18,480.4

8,108.40
1,413.16
128.19
1,958.28
340.99
120.51
1,834.62
319.50

STERLING
ACCESS
UNION
GTB
UBA
FIRST
DIAMOND
WEMA
ZENITH
POLARIS

2014
2014
2014
2014
2014
2014
2014
2014
2014
2014

4,967.3
4,446.9
6,056.1
5,505.8
10,527.9
18,048.5
28,216.9
23,404.7
7,874.6
1,878,043.0

114.89
1,754.54
305,735.00
31,437.91
256.68
114.61
908.96
18.86
192.53
171.96

STERLING
2015
64,449.6
ACCESS
2015
100,486.4
UNION
2015
190,304.0
GTB
2015
844,882.8
UBA
2015
368,151.0
FIRST
2015
353,487.3
DIAMOND
2015 1,108,483.8
WEMA
2015 1,725,801.3
ZENITH
2015 1,305,432.5
POLARIS
2015 1,878,263.4

1,022.64
142,731.60
62,338.00
81,940.00
275,520.00
8,170.00
40,260.00
178,100.00
48,990.00
107,625

STERLING
ACCESS
UNION
GTB
UBA
FIRST
DIAMOND
WEMA
ZENITH
POLARIS

2016
2016
2016
2016
2016
2016
2016
2016
2016
2016

286,425.2
263,268.9
836,322.7
492,026.3
1,883,008.3
440,813.0
664,692.9
429,794.0
806,947.0
481,742.4

5,740.00
49,220.00
12,380.00
56,450.00
25,770.00
18,250.00
38,700.00
41,890.00
81,780.00
22,862.00

STERLING
ACCESS

2017
2017

525,669.0
268,936.0

121,739.06
10,265.00
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UNION
2017
271,020.5
5,000.00
GTB
2017
378,387.0
8,449.06
UBA
2017
776,143.0
108,290.00
FIRST
2017
876,337.3
25,563.00
DIAMOND
2017 1,199,025.6
21,220.00
WEMA
2017
564,017.0
131,390.00
ZENITH
2017
614,740.0
38,780.00
POLARIS
2017
636,193.1
79,840.00
Source: Audited financial reports and shareholders report of various banks.
Test for short run analysis
The study used ordinary least square technique to check for short run relationship between the
variables employed in the model, the econometric output shows both the relative and global
statistics. The result is shown in figure 4.1 below:

Dependent Variable: PAT
Method: Least Squares
Date: 05/05/19 Time: 13:51
Sample: 1 10
Included observations: 10
Variable

Coefficient

Std. Error

t-Statistic

Prob.

C
CIT
WHT

10675.32
0.190078
3.186003

28386.89
0.108144
3.714718

0.376065
1.757641
0.857670

0.0198
0.0293
0.4240

R-squared
Adjusted R-squared
S.E. of regression
Sum squared resid
Log likelihood
F-statistic
Prob(F-statistic)

0.658795
0.568192
33736.05
6.83E+09
115.8985
1.695455
0.026621

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

39119.47
37442.73
23.97970
24.10073
23.84692
1.696926

The result of the R2 adjusted indicates that 56.8% variations in performance of deposit money
banks in Nigeria are caused by company income tax and withholding tax while 44.2% is caused
by other variables captured by the error term in the model; the figure of F-statistics probability
also shows that the model for analysis is absolutely significant, although, the Durbin –Watson
stat indicates the presence of autocorrelation between the variables.

Additional, company income tax was observed to be positive and significant at 5% level to
performance while withholding tax is seen to be positive and insignificant to the dependent
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variable which also mean that for every 1% increase in company income tax and withholding
tax, PAT is expected to grow by 0.19 and 3.18 respectively.
Test for causality
Engle granger causality technique was employed to test the cause –effect relationship between
the variables in the model. The econometric output is shown in figure 4.2 below:
Pairwise Granger Causality Tests
Date: 05/05/19 Time: 14:07
Sample: 1 10
Lags: 2
Null Hypothesis:

Obs F-Statistic

Prob.

CIT does not Granger Cause PAT
PAT does not Granger Cause CIT

8

22.3764
0.92754

0.0157
0.4857

WHT does not Granger Cause PAT
PAT does not Granger Cause WHT

8

2.75068
3.89293

0.2096
0.1467

WHT does not Granger Cause CIT
CIT does not Granger Cause WHT

8

1.84233
0.17783

0.3007
0.8453

Granger Causality shows that company income tax granger cause changes in banks
performance while withholding tax has no impact on performance of deposit money banks in
Nigeria; the result of granger causality is in line with that of ordinary least square result shown
above, which precisely implies that changes in banks performance positively or negatively are
caused by company income tax paid by banks in Nigeria.
Diagnostic test (Serial correlation test)
The study employ Breusch-Godfrey serial correlation LM test to check for the presence of
autocorrelation among the variables used in the model; the output is shown in figure 4.3 below;
Breusch-Godfrey Serial Correlation LM Test:
F-statistic
Obs*R-squared

0.292054
1.274201

Prob. F(2,4)
Prob. Chi-Square(2)

Test Equation:
Dependent Variable: RESID
Method: Least Squares
54
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Date: 05/05/19 Time: 14:21
Sample: 1 10
Included observations: 10
Presample missing value lagged residuals set to zero.
Variable

Coefficient

C
CIT
SDT
RESID(-1)
RESID(-2)

-6573.142
-0.117001
1.775437
0.384027
-0.604964

Std. Error

t-Statistic

37122.16 -0.177068
0.242655 -0.482168
4.162841 0.426496
0.969827 0.395975
0.829419 -0.729383

Prob.
0.8681
0.6549
0.6917
0.7123
0.5062

The result follows the chi-square distributions and is asymptotic in variables. The chi-square
figure of 0.5288 indicates a rejection of the null hypothesis at 5% level and concluding that
there are absent of autocorrelation between the variables used in the model; the result of LM
test supersede that of Durbin Watson statistic found in the global statistic of ordinary least
square result.
CONCLUSION AND RECOMMENDATION
The impact of tax on performance of deposit money banks in Nigeria cannot be overemphasized, various scholars have in different times carry out empirical test on the both
variables, and results keep showing the significance of tax on the part of banks as they
performed their social roles in developing host communities. The research study used company
income tax, and withholding tax as proxy to corporate tax. The results show that payment of
company income tax, and withholding tax has different ways of impacting on the performance
of banks. We therefore recommend that government should reduce company income tax rate
for banks, as it will boost the performance of banks both to shareholders and host communities
which will lead to the overall growth of the economy.
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Abstract
The objective of this paper was to assess how e-tax payment could enhance revenue
generation efficiency in Nigeria and evaluate the rational for the adoption of electronic tax
system by the Federal Inland Revenue Service (FIRS) and State Boards of Internal Revenue
Service (SBIRS) in Nigeria. In order to actualize these objectives, the paper is anchored on the
theory of innovation translation as it relates to translating innovation in tax administration and
collection by the FIRS. The paper discussed some of the challenges and risks faced by the various
tax authorities in the adoption of e-tax payment and remittance in the country and it was
revealed that e-tax filing and payment enhance revenue collection efficiency, promotes
compliance and are very effective for tax collection. It is recommended that elaborate civic
education should be carried out to ensure that the general public is aware of the new e-tax system,
how to use it and that tax payers should be advised where they can get assistance at designated
government centers to avoid being robbed by fraudsters in the process of trying to use the e
payment system.
Keywords: E-Tax Payment, E- Tax Filling and Collection, Revenue Generation, Federal Inland
revenue service (FIRS), State Inland Revenue service (SIRS).
INTRODUCTION
The economic, political and social advancement of any nation is largely based on the amount of
internally generated revenue, among which tax is one of the major sources, for the provision of
social amenities for the development of that country. According to Azubike (2009), tax is a major
player in every society of the world. The tax system in Nigeria is mostly dominated by oil
revenue. According to Statistics from the Central Bank of Nigeria (2011), oil and gas exports
accounted for more than 98 percent of export earnings and about 83 percent of federal government
revenue, as well as generating more than 40 percent of its GDP. It also provides 95 percent
foreign exchange earnings. Therefore, a highly lucrative means of generating the amount of
revenue needed for providing the necessary infrastructure for Nigeria through tax is
undoubtedly through a well-structured tax system. In Africa, tax revenue has significantly
contributed towards the economic growth of different countries.
According to the OECD (2017) the tax-to-GDP ratios in eight African countries namely:
Tunisia, Morocco, South Africa, Senegal, Mauritius, Cote d'lvoire, Rwanda and Cameroon
ranged from 16.1% to 31.3%, m 2014. It was revealed that in 2014 Tunisia had the highest tax57
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to-GDP ratio (31.3%) which was closely followed by Morocco (28.5%). This figure is higher
than tax-to-GDP ratio of some countries listed by Organisation for Economic Co-operation and
Development as High-Income countries. In Nigeria, taxation has been in existence even before
the amalgamation in 1914 of the North and South protectorate to form the country now called
Nigeria. The types of taxes paid in those days are inform of homage paid to Oba's household
contribution for maintenance of peace and maintenance of security guards, soldiers, penalty
paid for non -performance of civil right and contribution to educational development. However the
tax system in Nigeria from the pre-colonial era up till year 2004 was not well reorganized as it
is in other countries. For example, while most countries both within and outside Africa
categorize their revenues as tax-revenues and non-tax revenues, in Nigeria federally collected
revenue is categorized under oil revenue and non-oil revenue. It is also discouraging to reveal
that tax revenues has not contributed significantly toward the economic growth of Nigeria when
compared with tax-to-GDP ratio of other African countries such as Cameroon, Senegal,
Tunisia, and so on.
Technology is influencing our lives and continues to change the way we do things from the
simple day to day activities to the complex and less routine task. The impact of technology
can be felt in every area of our lives such as education, entertainment communication, and
commerce including taxation. Information Technology (IT) is an important instrument for tax
administration reform because it will enable tax administrators to gather adequate and accurate
information for analysis, that will encourage a proactive) managed workload and resources, it help
in fostering a co-operative engagement with taxpayers and to standardize the treatment of lax
payers and thereby facilitate the uniform application of the law (USAID leadership hi public
financial management). The use of IT to aid tax administration is the initiative that gave
birth to the now popular E-tax system today.
It has been observed mat in most countries where tax revenues significantly constitute a major part
of the economy's revenue, they have been using Electronic Tax system for years. E-taxation is
an electronic self-service platform that enables taxpayers to file their tax returns and conduct other
tax services online at their convenience irrespective of their locations once internet is available.
According to the World Bank and PWC (2013), 66 economies had fully implemented electronic
filing for payment of taxes as at 2010,20 of them adopted the system in the past 7 years. World
Bank and PWC (2015) Paying Taxes Survey in 2005 revealed that taxpayers are able to file tax
returns electronically in about 45% of the countries mat were surveyed. It was revealed that
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taxpayers are able to complete at least one aspect of their tax compliance process
electronically in 83% of the surveyed countries. In 2014, more than 24 countries instituted
reforms that made it easier or less costly for firms to file returns and pay taxes and the most
common feature of tax reforms globally was the introduction of, or enhancement of
electronic filing system. Such changes were implemented in 18 countries including Costa
Rica, Cyprus, Mozambique, Spain, Vietnam, Serbia, and Zambia, amongst others.
Filing and paying tax electronically has helped tax officers in spending less time in doing
most of the manual work like raising assessment and documenting collection through the
maintenance of assessment register reason been that the computer does all of these without
the taxpayer visiting the tax office. The system also increased transparency and limited the
opportunity for corruption and bribery (Ezomike, 2016).
In a bid to improve the Nigeria tax system for effective tax administration, the Nigeria Interbank
Settlement System (NIBSS) and System Specs Nigeria Limited partnered with the Federal
Inland Revenue Services (FIRS) to provide electronic payment of taxes in Nigeria in 2015.
Electronic taxation system was introduced to automate all core processes from tax registration,
payment, assessment, monitoring exercise, tax audit and investigation, taxpayers file
management and returns filing- The E-tax system is however expected to promote efficiency,
accountability, compliance and also curb leakages in the Nigerian tax system. The system will
go a long way in lightening the work load of the tax payers and reducing operational cost.
E-tax if adopted will have an overall positive impact on the tax system. However, in spite of
the improvement in technology integration in the Nigeria Tax system, it remains unclear how
the implementation has affected government tax revenues specifically; federally collected
revenue as such has not witnessed wide acceptability by tax payers. Again since its
implementations, full appraisal of its effectiveness and efficiency in increasing or decreasing
revenue generation from tax revenue has not been assessed. It is on the basis of this that this
theoretical paper seeks to assess e-tax payment on revenue generation efficiency in Nigeria.
LITERATURE REVIEW
Theoretical Foundation
Theory of Innovation Translation
An alternative view of innovation is that of innovation translation proposed in actor-network theory
(ANT). Theory of Innovation Translation is a theory of innovation in which, instead of using
an innovation in the form it is proposed, potential adopters translate into a form that suits their
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needs. Actor-Network Theory (ANT) rather than recognizing in advance the essences of
humans and of social organizations and distinguishing their actions from the inanimate
behavior of technological and natural objects adopt an anti-essentialist position. According to
Latour (1986), ANT considers both social and technical determinism to be flawed and
proposes instead a socio-technical account in which neither social nor technical positions are
privileged. In this socio-technical order nothing is purely social and nothing is purely
technical. ANT deals with the social-technical divide by denying that purely technical or purely
social relations are possible. What seems, on the surface, to be social is partly technical, and what
may appear to be only technical is partly social?
The model of translation as proposed in actor-network theory proceeds from a quite different set
of assumptions to those used in innovation diffusion. Gallon et al. (1983) propose that
translation involves all the strategies through which an actor identifies other actors and
arranges them in relation to each other. Latour (1986) argued that the mere 'possession' of power
by an actor does not automatically confer the ability to cause change unless other actors can
be persuaded to perform the appropriate actions for this to occur. In the context of this study, the
actor is the FIRS charged with the sole responsibility of administering and collecting taxes from
tax payers, thus this theory is relevant for the study in the sense that as the theory suggests, it is
the responsibility of the body (FIRS) to translate existing e-taxation innovations in other countries
to suit the need of the Nigerian government and citizens, and also ensure its implementation by
persuading tax payers to comply. When this is done, tax revenue generation could increase as well
as reduction in the cost of administration achieved.

Conceptual Review
Concept of E-tax
Electronic tax system is the system that has been developed to ease taxpayers of the burden of
compliance through online system. It is a web-enabled and secure application system that
provides a fully-integrated and automated solution for administration of domestic taxes. It
Enables Taxpayer internet based PIN registration, returns filing, payment registration to allow for
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tax payments and status inquiries with real-time monitoring of accounts (Waweru 2013).
According to Kun, et al (2008), for a long time, government services have been regarded as
synonymous with bureaucracy in both developing and industrialized countries. The tenets of
bureaucracy include such factors as organized hierarchy, development of standardized and
impersonal procedures, formal division of labor and responsibility, and emphasize efficiency in all
procedures.
All countries have bureaucratic state mechanisms; and while many commercial organizations are
strongly inspired by the tenets of bureaucracy, then- efficiency varies widely. Whatever the
level of efficiency of the bureaucracy, the availability of computers to people from all walks
of life has brought them better and more convenient access to public services. Additionally,
through the Internet and computer technology, governments can provide services in the original
positive sense of bureaucracy. In other words, e-govemment can facilitate public service
offerings in a truly standard, impersonal, efficient, and convenient manner for both service
provider (the government) and service recipient (the citizens). In some cases a government
agency can also be a service recipient of an e-government service.
In economic terms, the ability of citizens to access government services anytime, anywhere
helps to mitigate the transaction costs inherent in all types of government services (Kuri, et al,
2008). According to Harold (2011), computer-generated returns, transmitted
electronically, generally are easier to process than paper returns; since the information on the
forms does not have to be keyed in, number by number, by IRS staff into the Service's computers
hence there is less chance of errors. Electronic transmittal is instantaneous, bypassing the
frustrating vagaries of the postal system and the client receives confirmation within a day or two
that the return not only was received by the IRS, but was received accurately. However, from
an American experience, electronic tax systems' biggest advantage, from the taxpayer's point of
view, is that it shortens the time for refunds from an average of 12 weeks to about 3 weeks.
Refunds can even be deposited directly into taxpayers' bank accounts.
Different literatures point out that ICT use to be extremely beneficial; Mugisha. (2001) attests
that, the use of ICT enhances timely access to accurate and relevant information, which is
a prerequisite for good planning, programming, implementation as well as monitoring and
evaluation which forms the key component in development; Suluo, (2013) shows that, ICT use has
lead to high level organizational growth; and yet Crede, (2008) reveals two facts, first; ICT has
the capacity to increase productivity and create more cost effective output with the same or less
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inputs and second; Development of ICT applications for business use alter the approach
organizations function and eventually, improve then-services as well as products. What these
scholars are trying to emphasize is mat; the spread of ICT use in various sectors brings new
opportunities for economic growth and development.
New organization design, new markets, new products and improved services this translates to
new sources of revenue. In Tanzania, for example, after the introduction of electronic tax
systems particularly Integrated Tax Administration System (TFAX), Taxpayer Identification
System (TIN), Computerized Motor Vehicle Registration System (CMVRS), and Customs
Administration System. There are no more rooms full of clerks posting entries by hand in large
ledger books as it used to be , instead there is a widespread use of computers to administer tax
(TRA, 2010).
Tax Collection and Electronic Tax System
Tax collection and administration can be improved through measures such as; shifting towards an
electronic tax payer registration system where a uniform Tax Identification Number (TIN)
would apply regardless of whether a tax payer is registering for Personal Tax, Corporate Tax or
VAT. Doing these will enhance access to taxpayers source of information and consequently
increase revenue collection of the relevant tax authority. Example, in Nigeria Computerization
of taxpayer records through the use of U-TTN, SIGTAS and ITAS is still incomplete though in
process. Hence, the need to fasten the electronic update and maintenance of tax records using
these platforms to aid easy access to taxpayer sources of information, such as withholdings,
bank transactions, foreign exchange transactions, transactions in securities and other large
transactions (involving real estate, cars etc). More so, employing the use of uniform Tax
Identification Number (TIN), SIGTAS, and ITAS will minimize contacts between tax payers and
tax collectors thereby reducing die discretionary powers of tax officers in raising assessment
while also promoting Tax administration excellence through surpassing set revenue targets over
collection cost. Under this perspective, a key strategy to be pursued is the strengthening of
the Enforcement function. FIRS acknowledges that a majority of taxpayers are honest and law
abiding and deserve efficient, professional and fair tax administration;(FIRS management
retreat 2017) Therefore enforcement programs must rest on sound foundation of observing taxpayer
rights.
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Each tier of Government has its own administrative structures for collection and administration
of taxes. At the apex you have the Federal Inland Revenue Service, which is the primary revenue
generating agency of the Federal Government as it has responsibility for administration of all
federally collected revenue, including those shared by all tiers of Government. The unique feature
of the FIRS is that it collects taxes on behalf of all tiers of Government and has presence in
every State of the Federation. At the State level you have the Slates Board of Internal Revenue
for each state, while Local Government revenue issues are handled by the Local Government
Councils and any matters of difference are referred to the Joint Tax Board or the Body of Appeal
commissioners.
Reasons for the Adoption of Electronic Tax by FIRS
Following the continued decline in prices of oil, which has resulted in the drastic fall in
government's revenue, the federal government was urged to encourage the use of electronic
payment system in order to boost Internally Generated Revenues (IGR). Adeyemi (2016), in a
conference, planned in conjunction with the Presidency, Federal Ministry of Finance, Office of
the Accountant General of the Federation (AGF) and Joint Tax Board, noted that e-tax will
provide the government and local authorities with an interactive forum to focus on the challenges
faced with identifying and sourcing for IGR revenue collection, management and accountability
across the continent. The need for federal, state and local governments to generate adequate
revenue from internal sources has therefore become a matter of extreme urgency and importance.
This need underscores the eagerness on the part of governments to sustain the traditional areas
of taxation through IGR, as well as look for new sources of revenue in an innovative manner in
order to grow revenue base and reduce loss. According to him, taxation plays strategic role in
the survival and development of the Nigerian nation. Today, both taxpayers and tax
administrators must cope with more difficult environments' with fewer resources. The role of
new technology in influencing the way a country's tax system or particular taxes becomes
an issue that needs urgent attention. The realization of this fact has triggered much interest,
planning and restructuring in the area of developing taxation, especially in the developing
economies, including Nigeria. Adeyemi (2016) explained that over the years, the federal
government has been doing so much in revaluing, restructuring and reforming the Nigeria tax
system with the primary objectives of making it the main source of revenue generation for the
government as obtained in other developed countries. However, where the tax administration of
a country is weak, its economy tends to be dysfunctional. This is why most nations have tried
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to align their tax systems with the growing trend, which is information communication technology
in order to reduce or eradicate leakages and loopholes for corrupt practices while also
creating efficiencies in the tax administration."From available statistics, most state
governments generate only about 15 per cent of their revenue and depend on federal allocation for
further sustenance. Unfortunately, this is no longer sustainable. Government therefore needs to
focus on a planned strategy for a sharp turn-around from oil dependence to self-sustainability. This
therefore means that there is a greater need for the federal government as well as the state
governments to devise strategies and tactics for sustainable IGR collection from VAT, PAYE,
Income Tax, Company Tax, Property Tax, Custom Duties, Personal Income Tax, Road Taxes,
among others, hence the need for the electronic revenue conference that seeks to address all grey
areas in money generation and collection Adeyemi (2016).
The move from manual system of collecting taxes to using e-tax is a great achievement
and a highly commendable effort to improve the tax system on the part of the federal Inland
Revenue service. The system benefits both taxpayers and tax authorities in immeasurable ways.
Although Nigeria is still working towards full implementation of the system and it is already
being used by taxpayers in Lagos and Abuja, the system has so far shown promising results and
has provided a solution to most of the earlier identified challenges of the manual tax system.
These include;
❖ It will solve the problem of complexity of payment: With the development of the
integrated tax administration system through which filing of taxes has been made easier and
less complex. Tax payers can easily file their tax returns from the comfort of their offices
at anytime and anywhere within the required filing period. The e-tax system reduces time
wasting because mere are various channels through which the tax payers can pay their taxes
and they can also communicate with the tax authority online when remitting their taxes.
Unlike the manual tax system which was tiring and not to mention burdensome. The ease of
paying taxes encourages tax compliance.
❖ It will bring about tax compliance: la so many ways e-tax has increased compliance by
tax payers and therein reduced the problem of tax evasion and avoidance which is said to be the
number one enemy of taxation in Nigeria. The integrated tax administration system was
created mainly to enhance convenience of paying taxes and ultimately incorporate a
transparent and efficient tax system that optimizes tax revenue collection and voluntary
compliance. The process is relatively easy, cost effective, convenient and flexible reducing
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the burden and stress usually involved in the filling of tax manually. The ease and
convenience observed in e-tax encourages compliance from taxpayers. The accountability
guaranteed by the tax system is also an encouraging factor and gives tax payers a sense of
safety and security when remitting taxes. Finally, the system makes it possible to
maintain a database for taxpayers which helps in checking for compliance and in turn helps
government in capturing more taxes.
❖ It enhances technological exposure for both taxpayers and tax officers: One major problem
of tax administration Nigeria is the ignorance of tax payers on tax laws policies and
procedure as well as their illiteracy and lack of exposure. Also most of the tax officers
lack technical know- how in tax issues which often leads to unnecessary errors in handling
of paperwork and tax returns. With the adoption of the E-tax system, both tax payers and tax
officers are exposed to modem technology and expertise that they could quickly learn from.
The taxpayers who use the system are better informed on tax issues, are more exposed to
advanced technology and can maintain steady communication with the FIRS on issues of
tax conflict and misunderstanding on a regular basis. Tax officers on the other hand gain
better skill, efficiency and effectiveness in handling tax matters and are exposed to advanced
technology making their work easier.
❖ It will solve the problem of non-availability of tax statistics and information: E-tax
enhances safer and better data storage of tax payer information. This is because it provides for
an electronic data base management system for tax payers. It also improves the quality and
quantity of information available to the government, hence, making it faster and easier to
process tax payers information. The information made available using this system is
mostly reliable and accurate, this ensures accountability and good stewardship thereby
reducing corruption and building the tax payers trust in the system.
❖ It solves the problem of poor tax administration: The e-tax system introduced has gone a
long way in solving the administration problems in Nigeria, With the adoption of the
system, the problem of lack of man power and machinery to administer taxes throughout
Nigeria is reduced to the barest minimum as tax payers in very remote areas can still pay taxes
from where they are without the help of tax officials.
Electronic Tax Filing and its efficiency in Nigeria
Scholars and researchers have looked on the relationship between electronic filing and other
factors in taxation including efficiency, revenue collection, work load reduction and many
more. For instance, Kuznetsova (2010) investigated the factors that affect diffusion of tax return
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filing online (e-return) in Finland. Basing his studies on the Diffusion of Innovations
theory, Bass Diffusion Model and Service Process Analysis; he discovered that the diffusion
of e-return is dependent on such variables as perceived attributes of e-return system, interpersonal
communication channels, performance of related services, and extent of Tax Administration's
promotion efforts.
Another study by Anna Yusniza (2009) looked at the relationship of perceived risk and its
facets within the technology acceptance model (TAM) within the tax e-filing context in
Malaysia. They based their study on the argument that e-government is becoming increasingly
more important in today's world due to its effectiveness and applicability in various areas.
Tax e-fitting is one of the e-government services that have been adopted by many developed
countries today where the public has to discharge their responsibility to the government via
online tax filing. And that despite the rapid adoption of tax e-filing hi many countries,
researchers have argued that it is yet to establish an integrated system that is reliable, especially
in developing countries due to high perceived risk by the public. They concluded that many of
these risk facets will be significant. Among the risks that could possibly be significant are
performance risk, psychological risk, time risk and privacy risk. Past studies have shown that
taxpayers tend to e-file near the tax deadline and this may lead to system crashes if the efiling system is not tailored to accommodate this trend. Psychological and time risks could
possibly be prevalent for taxpayers who are not IT literate, they may find themselves frustrated
or anxious if a lot of time is spent learning about the e-filing system and then find that the
system does not function as they had hoped it would. Privacy risk may possibly be a
significant risk for e-filing adoption; this is because e-filing involves the transmission of
taxpayers" confidential information through the Internet Recommendations included a fact that
risk reducing strategies could be formulated to encourage e-filing adoption such as improved
security features for the user interface. The risk-reducing strategies could be developed to cater
to the facets of risk that are the most prevalent in e-filing adoption.
In his study titled Influencing Tax Compliance in SMEs through the Use of ICTs Lubua (2014)
argued that Revenue collection is an important determinant of the economy of any country. The
adequacy of government revenues allows the government to support its operations ranging from
administrative activities, infrastructure constructions and service provision. The study aimed
to show how e-transparent services address the challenge of voluntary tax compliance by SMEs
in the republic of Tanzania. The study observed the following factors to influence voluntary
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compliance: Awareness of tax laws, business experience, the integrity of employees, low
frequency of visitation by tax officers and training needs. Recommendations read that the
revenue authority must use relevant ICT tools to positively promote these factors that will
enhance; taxpayers to voluntarily file their tax returns. Amitabh et at (2009) did a study on the
antecedents of paperless income tax filing by young professionals in India. The objective of this
study was to study how young Indian professionals will adopt or behave towards paperless or
online filing of tax returns with the aim of enhancing compliance. The regression analysis carried
out found that the antecedents of young Indian professionals depended on the perceived ease
of the tax system, personal innovativeness in information technology, relative advantage,
performance of filing service, and compatibility. The implication of the findings to the current
study is that for any online system to succeed whether for small, medium or large taxpayers'
category there must be the ease of use, innovativeness and accessibility.
Wamathu (2013) studied the effects of electronic taxation on financial performance of audit
firms in Kenya. From the finding the study found mat there has been timely filing of returns since
inception of I-tax, there has been a reduction in audit period due to introduction of I-Tax. She
recommended that there is need for the Kenya Revenue Authority to invest on technology in order
to reduce the system failure as the study revealed that system failure affects system logins.
System failure discourages use of technology.
Muriithi (2003) in her MBA thesis mentioned some related iactors that influence adoption and
use of e-filing system among Large Taxpayers in Kenya. The study examined the skills
required by the users of e-filing, the technology required and the tax authority's preparedness in
enhancing the adoption of tax compliance based technology. The study found that for e-filing
to effectively take off in Kenya skills, infrastructure and a conducive business environment are
needed.

The Impacts of Electronic Tax System in Nigeria
In Nigeria, the Federal and state boards of Inland Revenue were responsible for overall
administration of the tax in the federal and state governments respectively. They are to ensure
the effective and optimum collection of all taxes and penalties due to the government under
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the relevant laws. Before now, tax administration in Nigeria was characterized by corruption
these have led to the introduction of automated bank collection system (Annette et al. 2008 and
Sosanya, 1981). Which is convenient, saves time and cost for tax payers. The introduction of
electronic taxation by FIRS Faseun, (2001) contains the following impacts:
❖ It allows tax payer to pay cash, local cheques only to any of the participating banks for all
tax types and tax office. It generates a constant electronic ticket as part of tax payment
❖ Enhancing administrative business via the internet: the public will be able to use the
internet to file and pay taxes and conduct other tax related matters. This improves the level of
tax services while also simplifying tax administration and lighten the processing of tax
data.
❖ Internet taxation allows tax payers to obtain stamp deposit slip and electronic ticket from
the bank as evidence of payment into FIRS account hi the bank. With this system, FIRS
would no longer accept manual manifest from the collecting banks. This will in turn free-up
man power that can be used to investigate tax evasion and underreporting, therefore, boosting
government revenue and achieve ring fair and objective of taxation.
❖ Prior to the implementation of e-taxation, FIRS mostly could not determine the amount
collected; neither could it ascertain when money was collected. The bank are always at liberty
to declare whatever they like, using manual manifest that could only be ascertained by the
banks. As a result, transaction reconciliation between FIRS and the collecting banks often
degenerate into controversy and open quarrels. The use of computer for tax administration
has removed this ugly incident.
❖ Tax data will be transmitted via the internet to tax office. This will enhance the ease of
remittance procedures, saving their time and man power, and accelerating payment of tax
into national treasury. With the development of direct electronic solution, FIRS has found a
killer system that helps her stamp out irregularities hi the administration of taxation in the
country. Example Pay direct is a PC based electronic payment solution designed to secure
commercial transaction between an organisation and its dealers/ distributors. It is an effective
way of providing e-payment solutions. This pay-direct supports payment from cash cheques,
debit and credit cards, also opens up a window of opportunity by serving a wide range of noncash transaction.
Challenges and Risks of Adopting Electronic Tax System
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Dowe (2008) argued mat the basic prerequisites for Implementing successful e-filing and epayment systems are:
1. A reliable and accessible internet service;
2. Cooperative financial institutions;
3. An IT oriented public; and
4. Adequate financing to set up the appropriate infrastructure in tax offices.
Ideally, the setting of an e-filing and e-payment system should form part of a comprehensive
IT design, development and implementation strategy. The implementation process for
electronic tax systems begins with the development of a strategic plan, documenting the ideas
and actions, desired outcomes and the time frame for each component, taking into account the
strengths and weaknesses of the tax administration and environmental opportunities and
threats. The plan should also document the implementation

strategy including the

implementation approach. Many countries have taken a gradual approach by allowing
voluntary e-filing and e-payment for selected segments of the taxpayer base, e.g. individuals
or companies only, in the initial stages to allow for live testing of the system. After testing is
complete filing becomes mandatory for some taxpayers, e.g. companies (Dowe, 2008). In
Uganda, Akello (2014) reported that there are challenges such as intermittent power supply
and Internet outages but says the tax body has made contingency plans to ensure that the
system is operational 24/7. First, the e-Tax is hosted on a central server at their Kampala
headquarters, which means that it's not affected by power or network outages even when
power or the Internet is off in some parts of the country. The electronic filing process still
confuses a lot of people because the web portal has many features and yet most people cannot
understand some tax terms.
Sheikh (2015) explains that as with any new system, there have been numerous teething
problems with the electronic system. First, there are two concurrent tax systems — manual and
iTax systems without either system recognizing the other. Taxpayers are also receiving demand
emails from the Integrated Tax Management System. This is bound to create discrepancies in
taxpayers' records, especially with regards to payment of tax obligations as well as
submitting returns. For Instance, in the current setup, if a taxpayer pays taxes manually, the
iTax system will not recognize the payment. Instead, the system automatically calculates
penalties and interest on the perceived "missed" tax payments thereby leading to potential
disputes between the KRA and the taxpayer. Second, the iTax system lacks historical records of
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taxpayers. Its record keeping is a "going forward" type in that it only stores tax records of
taxpayers from the time of registering for iTax onwards (Sheikh, 2015). According to Lubna
(2014), employees play a vital role in ensuring that the revenue authority collects its tax from
clients at the right time. They also ensure that clients have the right knowledge of business
taxation. Low integrity to employees is reported to significantly affect efforts by the revenue
authority toward improving revenue collection. To a large extent, the use of ICTs hi the
Tanzanian revenue authority has addressed the challenge of comiptive behaviour by employees.
In areas such as custom department, clients are able to conduct own assessments. However in
domestic revenue there is a low usage of ICTs. Clients depend on employees for assessment and
this assessment depends on employees' rational ability and integrity. The use of ICTs for selfassessment addresses the challenge of the integrity of employees and promotes voluntary
compliance. Though, Training is essential because it provides clients with the skills necessary
in raising their attitude of voluntarily complying with taxation systems. In the Tanzanian
revenue authority, employees organize seminars to educate stakeholders about the benefits of
voluntary tax compliance. However, many respondents admitted that they never received
training from tax officers. This is partly due to inadequate members of staff. The mobile
technologies can be useful in providing trainings. Although e-tax to be a solution to most of our
tax administration problems in Nigeria, like every other system there are challenges attributable
to its adoption and implementation. Some of which are:
❖ High level of illiteracy: Nigeria unfortunately has a low population of literate people
and an even lower percentage of people who are computer literate. As a result of this,
most tax payers who are not technologically exposed shy away from the system and
stick to the more primitive methods they are already used to. The brave ones who are
willing to try often fall prey to fraudsters and hackers. The knowledge of e-tax in
businesses has become a challenge worldwide.
❖ Trust, security and privacy concerns prevail: Tax payers are concerned with the use of
the data they provide during transactions. There are cases where unauthorized access
to taxpayer information as a breach in security and therefore many taxpayers are
scared about such information being getting into the wrong hands which might lead to
fraud. The activities of hackers who disrupt websites also affect the system.
❖ General resistance to change: This one of the key issues with implementing the
system. Most people have their mind set on not responding to new system even before
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they know what it is about simply because they are already comfortable with the
normal way things are done and would not want to leave their comfort zone. Even
though the manual tax system has proved tedious and difficult in the past, taxpayers
still showed resistance to change with the advent of e-tax. The FIRS had to organize a
number of forums and public enlightenments for taxpayers mat provided detailed
explanation about e-tax and the benefits it proposes.
❖ Inaccessibility of the internet: Not all taxpayers have access to the web to gain access
to the portal in the first place.
Empirical Review
Abiola (2012) in his research on the impacts of tax administration on government revenue in
developing economies sought to show how a well-structured tax system would guarantee easy
and reliable tax administration and thereby stabilize revenue and enhance development. In his
study, 21 online questionnaires were used to gain response from the general audience who in
turn attributed their failure to meet up with their tax responsibilities to the complexity of tax
laws, corrupt tax officers, and general inefficient administration of taxes by tax authorities.
Among the findings was also that up till date what is obtainable in the Nigerian tax system is paper
documentation that have been characterized with mutilation and falsification of figures both on
the part of the tax officers and the tax payers as well and there is no way the good intention of
the tax policy and objective can be achieved with a system of this nature. He then gave suggestions
on stabilizing government revenue and increasing GDP through tax administration some of
which were making of policies on taxation with due consideration for the welfare of the people in
mind, government should make the people have a sense of belonging by providing social amenities
with revenue generated and defaulters in tax payment should be made to face the wrath of the
law. He concluded that when all these are done, then and only then can the economic goal of
taxation in Nigeria be achieved.
Osasomi (nd) researched on taxation as a tool for revenue generation and promotion of
investment He pointed the role of taxation in the economy highlighting that it already contributes
more than 4% to Nigeria's GDP and could contribute much more should the challenges facing
the tax system be dealt with effectively. The findings of the study through secondary data also
pointed out the unwillingness and refusal of Nigerians to pay taxes as a major problem of
taxation in the country reason being that they do not feel morally obligated to pay taxes neither
are they inspired to do so. He however recommended that government in their bid to generate more
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revenue and promote investment at both local and foreign levels should improve tax effort
through solid and strategic tax reforms and should also find ways to motivate Nigerians to pay taxes
especially by utilizing all revenue generated from taxation and adopting a more accountable
and transparent mode of implementing projects funded by tax payers contribution. He also
suggested the simplification of tax laws and policies for easy tax administration and therein
stronger response from taxpayers. He also stated that the immediate impact of these
recommendations may not necessarily manifest in the short run but will eventually benefit all
parties.
Okoye and Ezejiofor, (2014), carried out a research on the impacts of E-taxation on revenue
generation. The objective of the study was to ascertain whether e-tax could solve the problem
of tax evasion as well as corrupt tax practices by tax officers in Nigeria. Data were collected
from both primary and secondary sources and were analyzed by use of means and standard
deviation and the three hypotheses formulated were tested by the use of Z-test statistical tool.
The findings therefore pointed out that e-tax provides a reliable system of taxation that prevents
the diversion of government funds into private pockets thereby increasing internally generated
revenue and tackling corrupt tax practices. Another result of the research was that, in a developing
country like ours, tax revenue collection depends on efficiency of government to prevent
tax evasion through accountability, political stability, government effectiveness, some of which
are guaranteed through the adoption of an e-tax system. He men concluded that the extent at
which government has gone in inaugurating their e-tax administration is still low hence some tax
administrators and tax payers are still not aware of the online tax assessment/collection in
Nigeria meaning the government has to increase their efforts in developing an e-tax system
accessible by all parties involved.
In another study, Michah and Chukuma (2012) analyzed the tax system in Nigeria, its challenges
and the way forward. The paper discusses the challenging issues affecting the tax system in
Nigeria describing how it is characterized by lack of statistical data, poor tax administration, and
inability to prioritize tax effort, multiplicity of taxes and increase in underground economy. It
also proffer challenges so as to engender an efficient and effective tax regime in Nigeria. The
study concluded mat the foregoing offers a theoretical framework for improving some silent
issue in Nigeria's tax system, and suggesting possible remedies. As must be clear by now, tax
is a complex phenomenon that affects both the government and the citizenry and must be
characterized by autonomy, Efficient and effective Tax Administration, use of computer
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technology, Strengthening Auditing, Tax Rates and Use of Tax Money and public
enlightenment in order to be a progressive phenomenon. The study concluded that only then can
Nigeria desire achieve the potential benefits of fiscal policy re-engineering through taxes.
Nasir (2014) carried out a research on implementing electronic tax fillings and payments in
Malaysia of which the main objective was to point out the benefits of maintaining a good etax system as opposed to a manual system. The study made use of secondary data from the
doing business report and Malaysian inland revenue report from 2004 to 2011 using trend
analysis to highlight the increase in tax returns since the adoption of an e-tax system in 2004. For
the first two years, the number of taxpayers using the e –filling system remained far below
expectation at about 5% and the tax authorities were still tackling the challenges posed by the
new system such as timely and costly adaptation of the system, uncertainty and security
problems, lack of technological exposure in the country etc. all of which had little or no impact
on tax returns. 2006 to 2011 brought an increase in the users of the system from the disappointing
4% to an encouraging 34% and 37% in 2012, over the same period tax returns increased
from 14.5% of GDP to 15.3%. It also showed how compliance was increased and fewer hours
used in collecting taxes. The conclusion of the study was that Electronic systems for filling and
paying taxes, if implemented well and used by most taxpayers, benefit both tax payer and tax
authorities and guarantees a better standard of living for all citizens.
Obonna and Ebimobowei (2012) in their research examined the impact of tax reforms on the
economic growth of Nigeria from 1994 to 2009. The main objective of the study is to prove that
the Nigerian tax system needs to be reformed in order to achieve long term economic growth
and development. 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 analyzed
using relevant descriptive statistics and econometric models such as White test, Ramsey RESET
test, Breusch Godfrey test etc. The results from the various test showed that reforms on the tax
system is positively and significantly related to 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 macro- economic objectives, corrupt-free and efficient tax
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administrative machinery with personnel's and accountability and transparency of government
officials in the management of tax revenue.
Auyat (2012), a citizen of Uganda carried out a research on the adoption of E-tax service system
at Uganda revenue Authority. The report was written based on secondary data from the
revenue service in the country and information and practical skills acquired in the field. Hie
main aim objective of the report was to describe the system of e-tax adopted in the country.
Highlights its benefits and determine the reasons for the slow adoption of the service system
as well as give recommendations as to how these problems can be tackled. The result of the
analysis showed that the revenue authorities had successfully implemented the adopted e-tax
program as response from respondents showed obvious awareness of the system however
some of the reasons for the slow adoption of the service system were identified to be poor
internet access, predominance of illiteracy amongst taxpayers and high cost of maintenance.
Also web portal disturbances especially at the time of deadlines were identified as one of the
obstacles facing the system. One major recommendation of the study was that system
monitoring should be done at the implementation stage to enable review of the web portal for
better service delivery to the users of e-tax. The stuffy also identified the change to e-tax system
as the system that has brought the highest tax return in the country in a very long period and so
encouraged the adoption of the system by all taxpayers in the country and worldwide.
Decman and Klun, (2005), carried out an empirical study on e-public services: a case of e-tax
in Slovenia. E-taxation portal was established at the end of 2003 in form of electronic filling of
personal income tax and VAT which was fully enabled in 2004. The study made use of surveys
carried out hi Slovenia and aimed at discussing the concept of e-taxation as one of the services
offered by many governments in the world today. Information relating e-facilities by Eurostat,
it was discovered that at the beginning of 2005 about 96% of businesses in Slovenia had
internet access while 74% had broadband access. The findings of the study indicated that the
cost savings attributable to taxpayers who decide to file returns electronically can be
estimated at 310 dollars (1.3 euros) which translates to a reduced cost for all tax payers. A major
finding of the study was the discovery that e-filling of taxes is used more widely each year
and yet is still far away from proper planning. It was recommended that to successfully promote
electronic filing, the tax administration needs independent research into taxpayers' needs and
perception in order to examine the important elements needed to promote e-taxation among
individuals and companies.
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Discussion of Findings
From the reviews it can be deduced that several issues affects the implementation of successful E tax
collection and administration. First there is need for the simplification of tax laws and policies for
easy tax administration and therein stronger response from taxpayers. In this simplification, e
tax payment as a compulsory and efficient way of tax payment and collection can be stated
and made clear – as a law and then enforcement and compliant measures could be rolled out
by the concerned authorities. Secondly, as literatures and studies pointed out from other
climes, e-tax provides a reliable system of taxation that prevents the diversion of government funds
into private pockets thereby increasing internally generated revenue and tackling corrupt tax
practices. Consequently it becomes imperative for it to be embraced fully in Nigerian context.
Furthermore, Electronic systems for filling and paying taxes, if implemented well and used by
most taxpayers, benefit both tax payer and tax authorities and guarantees a better standard of living for
all citizens.
Conclusion
Taxation is essential for sustainable economic development, and tax administration is a basic
function of a successful state. Taxation also helps make a government accountable to its
citizens. The practice of e-tax payment has come to ease the process of taxation, thereby
simplifying the whole process. Electronic tax filing or e-filing is a process where tax
documents or tax returns are submitted through the internet, usually without the need to submit
any paper return; thus ensuring transparency. Meanwhile, the findings from this study have
revealed the effects of e-tax payment to include: electronic tax payment enhances revenue
collection efficiency; it promotes compliance and it is very effective for tax collection.

Recommendations:
Based on the findings of the study, the following suggestions are recommended:
1. Elaborate civic education should be conducted to ensure that the general public is
aware of the new e-tax system, how to use it and if not able to, tax payers should
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be advised where they can get assistance at designated government centers like to
avoid being robbed by fraudsters. Furthermore, the websites hosting such services like
e-tax should be strong and stable enough to avoid lack of accessibility and breakdown
during congestion.
2. The relevant tax authorities should put in place a scheme of training and retraining of
staffers on e-tax payment in order to achieve efficient and effective service delivery.
3. The necessary infrastructures should be provided to facilitate the adoption of a
positive attitudinal change towards e-tax payment. Taxpayers regard infrastructures
as signs of good governance and judicious utilization of resources.
4. The authorities in State Internal Revenue should mount an aggressive public
enlightenment programmes to educate the taxpayers on e-tax payment accordingly. Use
of Radio jungles, Bill Boards and sensitization at the rural areas should be
adopted as well as a means of reminding taxpayers that one of the obligations of a
good citizen is timely payment of taxes even from the comfort of their homes.
5. Above all, the administration of tax in the state should be made autonomous. This is
one of the ways efficiency and effectiveness would be enhanced. The bureaucratic
bottleneck of the Civil Service is a clog in the wheel of development of tax
administration in the states. The Revenue Service should therefore, be given
autonomy for better performance.
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ABSTRACT
Anchored on the Stakeholders theory, the study adopts a mixed research design of both survey
and content analysis to assess the environmental impact of firms’ economic activities and the
need for green accounting by firms in Nigeria. On the part of the firm; a content analysis of
the firms, sustainability report is done to ascertain the green accounting methods used by the
firms. Using a sample of 30 responses drawn from returned questionnaire, the study used
frequency and percentages to explain people’s perception towards green accounting and its
implication for firms’ sustainability (green accounting practice). From the study findings it is
concluded that environmental issues and poor sustainability measures by firms is still on the
rise as shown by the level of green accounting methods adopted by the firms in their published
sustainability reports. Irrespective of the oil and gas firms effort to publish sustainability
reports in line with the GRI standard to prove their level of environmental responsiveness, the
host communities members and other firm stakeholders responses shows that oil and gas firms
in Nigeria are putting less effort to foster green accounting practices that will minimize
negative environmental impacts as well as improve firms’ sustainability. Findings further
revealed that, poor implementation of green accounting methods as a result of firms’ economic
interest of cost minimization has led to environmental issues that have greatly thrown the image
of the firms to the mud in the eyes of stakeholders like the host community who are key players
to the existence and sustainability of the firms. Thus it is recommended that government must
introduce and adequately implement laws that guide the adoption of green accounting
practices by firms such that the environmental impacts of firms’ economic activities will be
checked and minimized. This can be done through imposition of high taxes on flaring that is
above alternative flaring cost, such that firms will be persuaded to resort to production
techniques other than gas flaring that encourages environmental conservatism and firm
sustainability. On the other, to avert such high tax impositions firms should consider the need
to employ the services of management accountants that are cost evaluation experts and
versatile in green accounting to determine the best cost approach that will be environmental
friendly. This approach best protects the interest of all the firms’ stakeholders as explained by
Freeman in his (1984) stakeholders’ theory of the firm.
Keywords: Green accounting, environmental pollution, stakeholders’ theory and
sustainability report.
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INTRODUCTION
Green accounting methods are erroneously considered by firms as means to additional
production cost. Even without adopting green accounting methods cost is definitely going to
be incurred, just that without adopting green accounting methods, global sustainability is
threatened which has more cost implication (financial and non-financial) to both the current
and future generation. The erroneous cost implicative idea has made many firms shy away from
their environmental responsibility as well as playing the role of partners in achieving the
sustainability goals of the world. In most cases, businesses fail to note that their economic
activities sooner or later deplete natural assets and pollute the environment, which is harmful
to the host community, thereby disrupting the relationship between firms and the host
community (Osemene & Olaoye, 2009). This issue threatens business-community healthy
relationship as a result of the divergent interest of both parties as stakeholders of the firm.
Agarwal and Kalpaja (2018), suggested that the practice of green accounting can remedy the
lingering unhealthy business-community relationship caused by harmful environmental
practices. This can be done by finding the right environmental and financial cost mix in order
to arrive at a point where the ultimate effects of the firms’ operations on the environment will
be minimized. Currently in Nigeria, green accounting is a voluntary practice, additionally there
are no straight forward regulations related to how companies ought to adopt or engage in green
accounting practice which has led many firms to engage in production practices that has little
or no regards to green-house protection of the environment and it’s inhabitant.
When firms use environment assets for their economic activities, they need to take into account
the costs of the environment impact of their production activities vis a vis environmental
pollution and prevention of such pollutions or restoration of such degradation with the aid of
green accounting practices. Societal awareness and concerns for green house impact of firms'
activities have risen over the past decades. At the time, questions about issues affecting the
natural environment have been raised. According to Daferighe, (2010), these issues include,
waste management, green-house gas emissions, protection of the ozone layer and climate
change. Although criticisms on the impact of firms’ activities on green house and the
environmental had slightly diminished in the Nineteen Eighties, the creation of environmental
and green house regulations in the Nineteen Nineties signified a renewed interest for green
house accounting (Otte, 2008). This renewed interest for the natural environment cuts
throughout various fields of study and has drawn world interest particularly in the business
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world whose economic productive activities contributes to environmental issues and impact on
green house (Rajshree & Sravani, 2018). As result, there have been calls globally by
stakeholders of the firm for increase green accounting and disclosure on the impact of firms’
economic activities on the environment and green house.
The disclosure of a firm’s green costs is believed to make the firm responsive (Singh & Joshi,
2009). By adopting green accounting methods, firms have the chance to minimize costs
associated with green methods of production and in same manner disclose the associated green
accounting method and cost to the various stakeholders as this serves as an essential
determinant of economic performance and environmental responsiveness of the firms
(Uwalomwa, 2011). Few studies have argued in support of a positive association between green
accounting and the level of firms’ economic performance (Yakhou & Vernon 2004; Agbiogwu,
Ihendinihu & Okafor, 2016; Nnamani, Onyekwelu & Ugwu, 2017); however, authors like ,
Makori Jagongo, (2013) Adekanmi, Adedoyin and Adewole (2015); Dibia and Onwuchekwa
(2015) argued that that green accounting negatively impacts the level of firms’ economic
performance as it is a cost against the profit of the firms. Agbiogwu et al., (2016) countered
authors who are of the opinion that green accounting increases a firm’s cost of production.
They argued that the cost associated with green accounting methods should be viewed as an
investment into the environment for sustainability sake, which is why Agbiogwu et al., (2016)
reiterated the need by firms to adopt green accounting for sustainability purpose.
Green accounting as a notion is an emerging issue in developing countries, Nigeria inclusive
however it has acquired massive attention in developed countries like the United States of
America (USA), the United Kingdom (UK), Australia and many others. In Nigeria, several
environmental and safety laws have been enacted with the aid of the Federal Government in
order to make certain that firms comply with the environment associated matters by way of
taking into consideration production techniques that are environmentally friendly as well as
disclose such methods used. Over the last decade, the government of Nigeria has encouraged
firms to carry out economic activities in line with global environmental best practices, as such
firms operating in Nigeria have been encouraged to adopt the Global Reporting Initiative (GRI)
standards for sustainability reporting. Despite such efforts firms in Nigeria particularly those
in the oil and gas sector that are involved in environmental unfriendly production activities take
little or no measures in compliance to these environment protection laws, neither has there been
strict compliance to the reporting guidelines set out by the GRI standard (Nnamani et al., 2017).
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To allow firms improve green cost responsiveness, it is essential to call their attention to the
need for green accounting and the need for such firms to dedicate a part of their annual reports
for green accounting reporting so as to be environmentally responsible. Thus, the study sets to
examine green accounting practices of firms in Nigeria vis a vis the level of green reporting.
Also, the study will examine the environmental impacts of firms’ economic activities in Nigeria
using a content analysis approach.
THEORETICAL LITERATURE

STAKEHOLDERS THEORY

The Firm
➢ Cost
➢ Product
➢ Profit

Host Community
➢ People
➢ Safe Environment

Shareholders
➢ Return on
Investment

➢ Healthy Product

Green Accounting
➢ Environmental protection

Freeman and Reed in 1983 postulated the stakeholders’ theory with due recognition of the
various firms' stakeholders and their interest in the activities of the firm. In 1984, Freeman
developed a wider view of stakeholders’ theory. Freeman (1984) defined stakeholder as any
individual or group who has an interest in the activities of the firm. He further stated that the
persons/group is capable of influencing the economic activities of the firm. The integral tenant
of the stakeholder’s theory is that the firm’s sustainability is established upon the successful
administration of the inter-relationships between the number of firms’ stakeholders without
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which the accounting concept of going concern won’t be achieved by the firm (Freeman 1984).
As mentioned in Abdel-Rahim and Yousef (2010); Agarwal and Kalpaja (2018), Freeman in
his 1984 study incorporated the stakeholders’ concept into the firms' policy planning model
and firms' “Triple Bottom Line” model also known as the TBL model. Kassinis and Vafeas
(2006) grouped the major stakeholders of firm into the firm management who represents the
firm’s interest, the host community and the shareholders. These firms stakeholders’ interests
are embedded in the 3Ps (People, Planet and Profit) tenants of TBL. The TBL model postulates
that, the firms (Firm managers) in carrying out their economic activities in order to make profit
for shareholders, impact negatively the environment which is the source of economic
sustainability of the people (Host communities). As such, firms while making profit must seek
ways to compensate the people through being socially responsible or by adopting green
accounting methods of production that are less harmful to the environment. The Freeman’s
stakeholders’ model posits a possible synergy for harmonizing the diverse interest of the
stakeholders.
In Freeman’s first model, the stakeholder evaluation focus on creating and evaluating the
approval of company green accounting strategic decisions by stakeholders like; the
shareholders and host communities whose support is required to uphold the firm’s
sustainability. These stakeholders pose little or no direct threat to the firm sustainability
however, their conflicting interest on how the environment should be used is continuously
regarded as an issue that must be managed effectively and efficiently through green accounting
methods. The best possible approach in mitigating this foreseeable conflict between
shareholders and host communities is for firms’ managers to use green accounting methods in
manufacturing products that are environmentally friendly, protect the green house, as well as
make returns on investment to the shareholders. Freeman’s second model suggest that,
evaluating strategic plans of firm managers should encompass external influences which if not
considered by the firm managers might sometimes be averse to the firms' interest. This
evaluation can be assessed through access to the firms report on green-house accounting. The
external groups may include the regulatory environmentalist worried with sustainability goals,
the shareholders, customers, potential investors, and the host communities (Ali, 2002).
The second model allow firms to consider strategic decisions that are adaptable to change in
the sustainability needs of various stakeholders. This means firms must adopt solely production
methods that discourages environmental depletion and pollution, as well as manufacturing
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products that are not hazardous to the people, creating a protected environment and healthy
products. The idea of stakeholder’s theory in green accounting is premised on the notion that
through adopting green accounting methods, environmental impacts of firms’ economic
activities will be minimized and the diverse stakeholders’ interest in a firm can be harmonized
to obtain sustainability goals.
The Concept of Green Accounting
Green accounting is synonymous to environmental accounting. Green accounting in a way
differs from environmental cost accounting. While, green accounting focuses on manufacturing
strategies that will possibly give rise to zero environmental hazards and improvement in greenhouse gases, environmental cost accounting entails cost evaluation of environmental hazards
brought about by firms economic activities and the cost involved to remedy such environmental
impacts (Tapang, et al., 2012; Ismail, 2009). According to Rajshree and Sravani (2018), the
term “Green Accounting” was coined by economist and Professor Peter Wood in the 1980’s.
As mentioned in Salah, (1997); Rajshree and Sravani (2018); green accounting is a type of
accounting that factors environmental costs into the financial results and operations of firms
by way of considering cost accounting techniques for production of environmentally friendly
products through environmentally friendly economic activities. It has been argued that firms’
in carrying out their economic activities ignore the environment cost factors. As a result,
policymakers have come up with models that comprises of green accounting methods in order
to compel firms into adopting green accounting methods to achieve the sustainability goals of
the world (The European Commission, 2011). Over the world, green accounting has been
heralded to be the new possible means of measuring firms’ contribution to sustainability goals
of the world (Lehman, 2011). Makori and Jagongo (2013) noted that the primary objective of
green accounting is to assist firms understand and control the possible inter-relation and interdependence between traditional business goals which has to do with profit maximization, cost
minimization and that of the stakeholders which is more of sustainability goals. Green
accounting is erroneously considered by firms as means to additional production cost which is
in opposition to the interest of the firm however, this be can be seen as a step towards
eventually a strong sustainability in the long run if green accounting methods are adopted by
the firms (Freedman & Jaggi, 2005). In this regards various legislations and guidelines have
been published world wide to encourage green accounting practice.
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Incorporating Environmental-Economic Accounting (SEEA) or the GRI standards as green
accounting guidelines are is to forestall the depletion of scarce natural resources and to stop
environmental degradation and pollution in order achieve global sustainability (Yakhou &
Vernon, 2004). The United States Environmental Protection Agency (2006) posited that green
accounting has two purposes out of which one is to improve the firms environmental
performance and the other is to look at the feasible impact of firms’ operations on the
environment in order to proffer new paradigm in production methods that will cushion such
adverse environmental impacts. Ullah, Hossain and Yakub (2014) further inferred that
inculcating green accounting into the firm’s financial and management system is necessary for
the sustainability of environmental and financial performance of the firm. Yet, it is still a hard
task to enforce the practice of green accounting methods in a developing nation like Nigeria
due to lack of information to the various firm stakeholders regarding the cost and benefits that
will arise from such policy implementation. Quiet often the lack of information on green
accounting practice has led both firms, the host community, shareholders and regulators to not
give credence to the possible and plausible environmental impacts of firms’ economic activities
which without green accounting global sustainability is threatened (Tapang et al., 2012).
In the early work of Salah (1997), he mentioned that green accounting is a path to a sustainable
future when firms consider the environmental impacts of their production methods vis a vis the
internal cost of mitigating such negative impacts. According to Srinivasa, (2014) to make worst
the case of sustainability, most firms ignore costs such as the environmental cost, social cost,
and economic cost in order to make more profit which in turn is unfavorable to sustainability
goals. Daferighe and Money (2015) reiterated that firms need to make sure they consider
exceedingly the need for sustainability overall performance in carrying out their economic
activities such that the natural resources can be efficiently used and the environment protected
at all means. Thus green accounting can be used by firms to track the economic activities of
the firm, evaluate the environmental impacts of such activities and determine measures that
will be possibly taken to reduce environment hazards and ensure sustainability of the green
house.
The Need Green Accounting
Green accounting is linked to the welfare concept of economics. The knowledge of green
accounting and its applicability helps the understanding of genuine environmental impacts of
firms’ economic activities so as to conserve the green house (Harazin & Horvath, 2011). Firms
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need to take responsibility for the impact of their activities on the environment in the past,
present and future via incorporating green accounting measures. These firms must be
responsible for the damages caused by their activities before, during and after the production
process. Impliedly, the environmental costs incurred as a result of usage of firms’ product
should be accounted for (Daferighe, 2010). James and Gbalam (2013) asserted that, firms need
to give quantitative and qualitative analysis of these environmental impacts in order to be able
to compare the consequences from time to time and keep taking active measures to limit such
environmental impacts on the green house. In a study made by Rajshree and Sravani (2018),
they made claims that green accounting is the new method firms can use to be environmentally
responsive. Instead of allowing the host community go through the negative environmental
impacts and consequently depletion of the green house, firms must take preventive and
proactive measures to mitigate such negative impacts by engaging in green accounting
practices. In our daily parlance, people make suggestions that preventive measure are more
environment friendly than reactive measures when damages occur thus, it is pertinent to note
that, green accounting is a preventive green-house sustainability measure, which is more
effective than taking environmental fee reactive measures when damages are already caused;
such damages on the green house cannot be readily repaired with these environmental fines.
Green accounting in Freeman (1984) view is important as a result of stakeholders’ reaction to
firms’ activities. Freeman argued that in order to achieve firms' sustainability, firm managers
have to act in a way that portrays a positive image to the various stakeholders and only through
environmental hazards preventive and green house protective measures can such image be
comfortably attained. Green accounting considers the best possible production procedure that
is likely to have minimal impact on the environment with due consideration to the cost impact
to the firm.
As cited in Agarwal and Kalpaja (2018), the following activities can be implemented by the
firm to prevent adverse environmental impacts and ensure green house protection.
➢ The firm should ensure that the right device is installed to control pollution.
➢ Adequate steps must be taken to ensure energy conservation.
➢ The firm must adopt production technique that is probable to enhance optimum
utilization of resources.
➢ The right steps must be taken for proper decomposition of waste.
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➢ The firm must consult the customers and make conscious effort to improve the quality
of their product towards greenhouse conservatism.
While to boast stakeholders’ confidence in the firm and send a positive image to the
stakeholders about the sustainability activities of the firms, Bassey et al., (2013) mentioned that
firms should enumerate the following information in their financial reports:
Water and raw material consumption.
Pollution generated
Impact of pollution control measures on conservation of natural resources.
Nature of hazardous and solid wastes produced and disposal practices adopted
Measures taken for environmental protection
Steps taken to popularize the benefits of green accounting and reporting by the firm
Methods to Green Accounting
The United Nations propagated both the physical method and the monetary method in
environmental accounting which can also be linked to green accounting (Adeyemi & Owolabi,
2008). The physical method entails a complete guide to the preparation of reports that indicates
the available resources within the reach and use of a firm within the environment while the
economic method entails financial qualification of the quantum of resources used by the firms.
Based on the physical environmental method of the UN it is anticipated that the environmental
operations of the firms are in a physical terms to verify the level of depletion and pollution,
this can be accomplished through physical examination of the state of the assets before
production activities and after the production activities (Ali & Rizwan, 2013). Ali and Rizwan
(2013) stated that the level of depletion curtailed determines the degree of green accounting
employed. Another physical method to green accounting can be noted in cases where firms
chose alternative production methods that are bio friendly i.e production of paper disposable
items or items that can be recycled than manufacturing products that cannot be recycled or
contain polythene disposals.
The monetary approached is regarded due to the fact the physical method alone does not fulfill
the essential requirements of the green accounting because the cost implication of considering
alternative environmental production techniques cannot be ascertained and reported in the
financial statement by mere physical evaluation. Although the physical method is crucial in
getting data about the resources used and environmental impacts of the firms economic
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activities which enables firms to prepare the environmental impact statistics, it is important that
the firms take into consideration cost evaluation of the physical methods in monetary terms
which can be captured and reported for cost implication and economic impact of such physical
methods to the firm as a whole. Thus, monetary method entails the financial evaluation of the
cost implication of physical method adopted by firms in ensuring the practice of green
accounting.
Enforcing Green Accounting
Green accounting is premised upon clarification of the objectives of averting or engaging in
environmental accounting. The objectives need to conform to policies for environmental issues
made in the business activities of firms and other organizations, and with their sustainability
goals and plans (Lehman, 2011). According to Bassey et al., (2013) an increasing number of
countries impose requirement on companies to report on their environmental performance
which has led them to consider the need for green accounting.
❖ Denmark is the first country to adopt legislation on environmental reporting and Danish
firms are required to prepare green account in their financial report.
❖ The Netherlands also considered and adopted new legislation on mandatory
environmental reporting to foster green accounting.
❖ In 1999 Norway accounting act requires that all companies include environmental
information in the annual report.
❖ In Sweden, similar legislation has been adopted for mandatory environmental
disclosure in annual financial reports (Bassey et al., 2013).
❖ The U.S.A. required all firms to submit data on emissions of specific toxic release
inventory (TRI).
❖ Canadian securities commission requires public companies to report the current and
future financial or operational impacts of firms’ economic activities on environment
and the protective measure (Green accounting) requirements in an annual report.
❖ Australian government and companies are also in the forefront of green accounting
measures. Firms in Australia are mandated to give information on performance with
regard to environmental regulations that apply to them.
The cases mentioned above are peculiar cases to the developed nations where conscious efforts
are made to enforce the practice of green accounting but there are little or no efforts made by
developing or emerging economies in enforcing the practice of green accounting. If nations
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from emerging economies are not pushed nor encouraged to enforce the practice of green
accounting then environmental issues will linger on and the sustainable goals of the world will
be unattainable.
Empirical Review
Yajhou and Doreweiler (2004) in their study observed that the business policy, as well as the
policy of the environment have been combined and taken into consideration to a large extent
by firms. Also, government led incentive-based regulation and public’s consideration was the
two major objectives of the study by Yajhou and Doreweiler. Considering environmental
policy along with the strategy of the business, Yajhou and Doreweiler (2004) asserted that
firms have to come up with a framework within which it would operate its business strategies
towards attainment of green accounting.
Otte (2008) in his study Green House Gas emissions accounting mentioned that there are
certain internal as well as external benefits to the company if they adopted green accounting.
According to Otte (2008) greenhouse gas emission accounting involves keeping a track of the
emissions, accounting and later reporting them. By implementing the greenhouse gas process,
there would be development in the communication process between the firms and the suppliers
which would, in turn, lead to reductions in the costs. Also, green accounting does have
limitations and barriers as well. But the Otte (2008) mentioned that with the consultation of
experts and application of right cost accounting techniques the firm can overcome these
barriers. Lehmann (2011) gave explanation about interpretive accounting research. To Lehman
(2008), the main objective of interpretive accounting research is to understand how the
accounting discipline like management accounting might help in overcoming or suppressing
issues related to cost of countering global warming and sustainability issues. The position of
Lehman (2008) helps explains the best cost approach to curtailing cost issues that arises when
firms try to implement green accounting.
Harazin (2011) in his article on relationship between environmental accounting and pillars of
sustainability’ explains the challenges regarding sustainable development goals. The objective
of his study was to find out and come to a conclusion whether the social and integration point
of view is outside of the environmental accounting concept. At the end of the study, after
various literature reviews and primer researches, Harizin (2011) was able to come to a
conclusion that environmental accounting, cannot be beyond social and integration challenge
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of sustainability thus calls for a preventive approach like green accounting which can be related
to pillars of sustainability.
Agarwal and Kalpaja (2018) in their study mentioned that green accounting is a path for
expansion. By using green accounting as a tool, many of the environmental costs can be
reduced by proper decision making and also by implementing greener technologies. Agarwal
and Kalpaja (2018) main objective is to understand what green accounting or green reporting
means and also its importance. They also aimed to find out how important it is for a company
to implement green accounting and keep a track of what is receiving from the environment and
what it is giving back in return. This they postulated would help in the efficient use of resources
and it would also help in reducing pollution to an extent. Agarwal and Kalpaja (2018)
concluded that green accounting plays a major role in the corporate social responsibility (CSR)
of a firm. Through primary data collection, their study made clarification to people’s
perspectives towards green accounting. They made claims that it is a difficult task to implement
green accounting in each and every organization as a result of the cost implication which is
against the motives of firms but an attempt is made to show how green accounting helps in
environmental sustainability.
METHODOLOGY
The study adopts a mixed research design of both survey and content analysis of the firms’
GRI report on Green accounting methods. Also, pictorial representation served as the
mediating evidence between the responses gotten and validation of authors content analysis on
the effect of firms’ economic activities on the environment and the need for adopting green
accounting by firms in Nigeria. The study used frequency and percentages to explain people’s
perception towards green accounting and its implication. This survey is conducted in Nigeria
during the period march 2020 with a sample of 30 respondents from all the stakeholders of the
firm who validly filled and returned the questionnaires used for analysis. The research
questionnaire was targeted to firm employees and host community members within the Niger
Delta Region of Nigeria. The questionnaire collected is administered using a 5 structured
Likert’s scale of agreement; Strongly agree (4), Agree (3), Neutral (0), Disagree (2) and
strongly disagree (1). Furthermore, published sustainability report contents of 6 oil and gas
firms are analyzed in line with the GRI standards to ascertain the level of Green accounting
methods adopted by the firms and it’s environmental impact.
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GRIs Disclosure Content
GRI 301

GRI 302

GRI 304

•
•
•
•
•
•
•
•
•
•
•
•

GRI 305

•
•
•
•
•
•
•

GRI 307
GRI 308

•
•
•

GRI 413

•
•

Materials used by weight or volume. (M1)
Recycled input materials used. (M2)
Reclaimed products and their packaging materials (M3)
Energy consumption within the organization. (E1)
Energy consumption outside the organization. (E2)
Energy intensity. (E3)
Reduction in energy consumption. (E4)
Reductions in energy requirements of products and services (E5)
Operational sites owned, leased, managed in, or adjacent to,
protected areas and areas of high biodiversity value outside
protected areas. (B1)
Significant impacts of activities, products, and services on
biodiversity. (B2)
Habitats protected or restored. (B3)
IUCN Red List species and national conservation list species with
habitats in areas affected by operations (B4)
Direct (Scope 1) GHG emissions. (EM1)
Energy indirect (Scope 2) GHG emissions. (EM2)
Other indirect (Scope 3) GHG emissions. (EM3)
GHG emissions intensity. (EM4)
Reduction of GHG emissions. (EM5)
Emissions of ozone-depleting substances (ODS). (EM6)
Nitrogen oxides (NOX), sulphur oxides (SOX), and other
significant air emissions. (EM7)
Non-compliance with environmental laws and regulations (EC1)
New suppliers that were screened using environmental criteria.
(SEA1)
Negative environmental impacts in the supply chain and actions
taken (SEA1)
Operations with local community engagement, impact
assessments, and development programs. (LC1)
Operations with significant actual and potential negative impacts
on local communities (LC21)

GRI Content Analysis Criteria
S/N Series
Total Content Disclosure
1
GRI 301 3
Materials (M)
2
GRI 302 5
Energy (E)
3
GRI 304 4
Biodiversity (C)
4
GRI 305 7
Emissions (EM)
5
GRI 307 1
Environmental Compliance (EC)
6
GRI 308 2
Supplier Environmental Assessment (SEA)
7
GRI 413 2
Local Communities (LC)
• Disclosed content is codified (1)
• Undisclosed content is codified (0)
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Environmental
Environmental
Environmental
Environmental
Environmental
Environmental
Social
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•

The disclosed content for each GRI standard by the firms is summed up to form
the total evaluation criteria that is compared against GRI required total content.

Decision Criteria: Green accounting method is fully adopted if the calculated mean of
methods disclosed is equal to the total number of required GRI standard disclosure content
adopted.
RESULT ANALYSIS
From the Firms’ Perspective on the Level of Green Accounting Practice.
Descriptive Statistics Table {Content Analysis}
N
Minim
Maximu Mean
E.V
um
m
GRI301
6
.00
3.00
1.666
3
7
GRI302
6
1.00
5.00
3.333
5
3
GRI304
6
1.00
4.00
3.000
4
0
GRI305
6
.00
7.00
3.833
7
3
GRI307
6
.00
1.00
.8333
1
GRI308
6
.00
2.00
1.000
2
0
GRI413
6
1.00
2.00
1.833
2
3
Valid N
6
(listwise)
Source: Authors Computation 2020
The descriptive statistic table represents the codified sustainability disclosure content of the
listed oil and gas firms green accounting method of production adopted. The oil and gas firms
sampled are those who engage in upstream oil and gas activities. In the table above, N
represents the number of firms under review; which shows that only 6 firms where sampled for
the study. GRI E.V represents the required Global Reporting Initiative (GRI) standards
evaluation values used as a basis for comparison against the respective sustainability (Green
accounting method) disclosure content published by the firms.
The results show variations from the result gotten about the firms’ sustainability disclosure on
green accounting methods adopted and the impacts on environmental performance of the firms
using with GRI 301, GRI 302, GRI 304, GRI 305, GRI 307, GRI 308 & GRI 413 as a
benchmark.
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Assessing the materials used by the firms as green accounting method, there is low level of
disclosure on the materials used by the firms as the calculated mean of 1.67 is below the GRI
required level of 3 contents to be disclosed. This shows that the level of firms’ disclosure on
the types of required materials to be use in accordance with green accounting practice is poor.
On energy used (GRI 302), the firms’ average of 3.33 on the required energy to be used as a
means to ensuring green accounting practice is below the GRI required level of 5 contents to
be disclosed. Disclosures about biodiversity (GRI 304) practices for the firms records an
average mean of 3.00 which is below the GRI required level of 4 contents to be disclosed.
Although GRI 305 and 307 (Emission and Environmental compliance) records a mean of 3.83
and 0.83 respectively, the level of disclosure in accordance with GRI 305 is below the required
level of 7 while, the level of disclosure in accordance with GRI 307 is approximately 1 if
rounded up, thereby the firms green accounting practice in line with compliance to Nigerian’s
environmental laws conforms that the firm’s comply to available environmental laws within
their respective economic environment. The firms’ disclosures concerning the green
accounting methods they adopt on Suppliers Environmental Assessment (GRI 308) has an
average of 1.000 against the required GRI 308 disclosure content of 2.00. This shows that the
firms are less responsive to screening new suppliers using green environmental criteria set by
GRI 308, neither do they pay attention to the negative environmental impacts in the supply
chain. The final phase of content analysis focused on how the firms engaged the local
communities, impact assessment of potential negative impacts on local communities (GRI
313). The level of disclosure records a mean of 1.83 which approximately is in line with the
required GRI level of 2 contents to be disclosed. This shows that the firms have been engaging
local communities within their respective places of economic activities in cushioning the
negative environmental impact of their economic activities.

Other Stakeholders Perspective of Firms Green Accounting Practices
Table 1: Are Firms aware of Green Accounting practices?
Frequency Percent
Valid
Percent
Valid Undecided
2
6.7
6.7
Strongly
3
10.0
10.0
Disagreed
Disagreed
5
16.7
16.7
Agreed
6
20.0
20.0
Strongly Agreed
14
46.7
46.7
Total
30
100.0
100.0
93

Cumulative
Percent
6.7
16.7
33.3
53.3
100.0
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In the table above, question pertaining firm’s awareness to green accounting practices was
asked and the various respondent gave their opinion on green accounting practices by firms.
6.7% of the respondent was undecided on whether the firms are aware of green accounting
practices; this is owing to the fact those respondents have no knowledge about what green
accounting is, because this category of the respondent fall under the host community category.
10% of the respondent strongly disagreed that the firms are not aware of alternative green
accounting production methods that are prescribed by the GRI while 16.7% further disagreed
that the firms are not aware of green accounting practices. Whereas, majority of the respondent
agreed that the firms are aware of green accounting practices; as 20% agreed while 46.7%
strongly agreed that the firms are fully aware of green accounting practices.

The Pie chart above depicts a graphic representation of the responses gotten on the awareness
of green accounting among firms. From the graphics above it is seen that the firms are aware
of green accounting practices as both the yellow (Strongly agreed) and purple (Agreed) charts
combined responses are above 180 degrees out of 360 degrees of the total pie chart. This means
that on an average the firms are aware of green accounting practices.
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Question 2: Why do firms not engage in green accounting practice?

Source: Yomi Kazeem in Quartz Africa 2018
The picture above shows a gas flaring activity by major oil and gas firm in Nigeria. According
to Yomi (2018), the issue of gas flaring by Nigerian oil and gas firms in particular is lingering
because firms sought alternative cheaper ways of petroleum product manufacturing and waste
disposal. This is to enable the oil firms save cost of production, which in turn has a negative
environmental impact. From the foregoing, the inability of firms to engage in green accounting
practice is premise on the fact that, there is absence of strong environmental laws and
regulations that serves as deterrence to environmental pollution by firms in Nigeria. Firms are
currently pursuing more cost minimization strategies devoid of green accounting practices
which is the basis for gas flaring by these oil and gas firms in Nigeria. This assertion is premised
on the picture evidence which forms the crux of report by the media about the negative
environmental impacts of oil and gas firms economic activities in the region.
Table 2: Do the activities of the firms contribute to environmental issues?
Frequency Percent
Valid
Cumulative
Percent
Percent
Valid Undecided
3
10.0
10.0
10.0
Strongly
3
10.0
10.0
20.0
Disagreed
Disagreed
3
10.0
10.0
30.0
Agreed
9
30.0
30.0
60.0
Strongy Agreed
12
40.0
40.0
100.0
Total
30
100.0
100.0
From the table above, the researcher seek the opinion of respondent on whether activities of
the firm contribute to environmental issues. Conflicting responses were gotten owing to the
fact each stakeholder was protecting the image and interest of her own. But on an average, 10%
of the respondents were undecided on whether firms’ activities contribute to environmental
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issues. Also,10% of the respondent strongly disagreed and another 10% of the respondent
disagreed that firms’ activities are not responsible for environmental issues. On the other hand,
majority of the respondent agreed that the firms activities are responsible for environmental
issues, these respondent are majorly under the category of host community members who are
directly affected by the economic activities of the firms. Among them, 30% agreed while 40%
strongly agreed that the firms activities are responsible for environmental issues in the region.
Below is a pictorial evidence that further validates the majority opinion of the respondent who
agreed that firms’ activities are responsible for environmental issues.

Source: Guardian Nigeria News Online (16th May 2017)
The picture above represents oil spillage site at Edagberi/Betterland community in AhaoadaWest local government area of Rivers State in Nigeria which is caused by the economic
activities of oil and gas firms in the region.

Source: Quartz Africa (2018)
Also, a picture of fire gutted environment as a result of gas flaring in the Niger-Delta
community in Nigeria.
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Table 3: Does Green accounting as alternative process conserve the environment?
Frequency Percent
Valid
Cumulative
Percent
Percent
Valid Disagreed
6
20.0
20.0
20.0
Agreed
14
46.7
46.7
66.7
Strongly
10
33.3
33.3
100.0
Agreed
Total
30
100.0
100.0
Source: Authors computation 2020
The response above by respondents proves that green accounting methods can be used to curb
environmental issues caused by firms’ economic activities. From the response gotten, it can be
seen that only 20% of the respondent disagreed that green accounting is not an alternative
production process to conserve the environment. Contrary to such assertion, 80% of the
respondent are of the opinion that green accounting methods are alternative processes to
conserve the environment as; 46.7% agreed while 33.3% strongly agreed that green accounting
serves as alternative process for environment conservation.

Source: Wikipedia (2020)
Above is a picture of the Cross river National Park in Cross River State Nigeria. This is an area
in the Niger Delta region that is conserved by environmental laws from being polluted by
economic activities of oil and gas firms. If such conservative laws and green accounting
methods are sustained by the firms, green environment will be sustained in the region. This
means that the application of green accounting will serve as both business and environmental
sustainability measure.
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CONCLUSION
There are divergent opinions about sustainability responsiveness and the practice of green
accounting by the various stakeholders of the firm. Environmental issues and poor
sustainability measures by firms is still on the rise as shown by the level of green accounting
methods adopted by the firms in their published sustainability reports. Irrespective of the oil
and gas firms effort to publish sustainability reports in line with the GRI standard to prove their
level of environmental responsiveness, the host communities members and other firm
stakeholders responses shows that these stakeholders are calling on firms to do more in their
level of environmental responsiveness by adopting more green accounting methods of
production. This shouldn’t be an issue of debate but a concern for all stakeholders, to embrace
the tenants of sustainability and sustainable development goals.
From the study findings, it is noted that existing environmental laws in Nigeria are weak as
green production methods are not expressly spelt out to direct oil and gas firms on the best
possible green accounting methods to adopts so as to be more environmentally responsible.
Poor implementation of green accounting methods as a result of firms’ economic interest of
cost minimization has led to environmental issues that have greatly thrown the image of the
firms to the mud in the eyes of stakeholders like the host community.
RECOMMENDATION
In consonance with the conclusions drawn, it is recommended that a synergy be created
between the stakeholders of the firm. This can be done harmonizing the diverse interest of the
stakeholders through constant consultation of the stakeholders, and harnessing their views prior
to each business year. Such harmony can be created by inviting all stakeholders to a platform
where each respective stakeholder view can be heard.
Also, government must introduce and adequately implement laws that guide the adoption of
green accounting practices by firms such that the environmental impacts of firms’ economic
activities will be checked and minimized. This can be done through imposition of high taxes
on flaring that is above alternative flaring cost such that firms will be persuaded to resort to
production techniques other than gas flaring that encourages environmental conservatism and
firm sustainability. On the other, to avert such high tax impositions, firms should consider the
need to employ the services of management accountants that are cost evaluation experts and
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versatile in green accounting to determine the best cost approach that will be environmentally
friendly. This approach best protects the interest of all the firms’ stakeholders as explained by
Freeman in his (1984) stakeholders’ theory of the firm.
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Abstract
The paper evaluates the level of IFRS implementation by listed entities across different
economic sectors in Nigeria and the effect of the adoption on published financial statement
figures. An IFRS Implementation Disclosure Checklist was constructed, validated and used to
score the implementation level on eighteen (18) IAS/IFRS standards based on content analysis
of the financial statements of twenty-one (21) purposively selected listed entities from ten (10
sectors in the Nigerian economy from 2012 to 2018. Paired sample financial statement figures
prepared based on the Nigerian Generally Accepted Accounting Principles (NGAAP) and
IFRS-restated equivalents for the year preceding the year of IFRS adoption were obtained,
compared and tested for significant differences. Results indicate high average level of IFRS
implementation (of 0.817) across economic sectors in Nigeria; with the financial services
sector recording the highest index of 0.925 while the Agricultural sector had the least
compliance index of 0.658. The paired samples t-test results reveal significant mean differences
between NGAAP-based and IFRS-restated financial statement figures on Return on Assets
(ROA) and Net Income (NI), whereas the mean differences in Earnings Per Share (EPS), Total
Assets (TA), Book Value of Equities (BVE), and Property, Plant and Equipment (PPE) were
not statistically significant. The paper concludes that the level of IFRS adoption is generally
high across the sectors and that observable differences between NGAAP-based and IFRSrestated financial statement figures are not uniform but varied with accounting figures. The
paper therefore recommends that government and financial reporting regulators should
strengthen compliance through capacity building opportunities, setting implementation targets
and granting fiscal and other compliance incentives to encourage entities across all sectors to
improve and sustain high compliance to set financial reporting standards to enhance their
attractiveness at the global investment market.
Keywords: IFRS Implementation Index, NGAAP, Return on Assets, Net Income, Earnings
Per Share, Total Assets, Book Value of Equities, Property, Plant and Equipment
Introduction
International Financial Reporting Standards (IFRS) is a principle–based accounting standards
issued by the IFRS Foundation and the International Accounting Standards Board (IASB) to
provide a common language for business affairs across international boundaries. Its
implementation is not just about changing accounting policies of corporate entities; its
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influence covers all aspects of a company, including financial reporting systems, internal
controls, treasury, management compensation, taxes, and cash management, among others.
Prior to 2001, the IASB existed as the International Accounting Standards Committee (IASC)
– the first international standard setting body which was formed in 1973 by sixteen (16)
professional accountancy bodies across the globe (Abata, 2015). The IASC originally
published IAS, many of which were adopted by the IASB on its inception in 2001. As at August
2019, there are 16 IFRS and 29 IAS, and it is expected that IAS will be replaced with IFRS
once it is finalized and issued by IASB (https://www.wikiaccounting.com/list-ifrs-ias/).
The origin of IFRS adoption is traced to the agreement in 2002 by members of the European
Union that starting from January 1, 2005, IFRS would be applied for consolidated accounts of
the EU listed companies. It was an attempt to harmonize accounting reporting and practice
across the European Union, but the benefit of the harmonization stimulated interest on the
concept around the world. It was designed to serve as a common global language for business
affairs to enable accounts prepared by companies to be comparable and understandable across
international boundaries. The standard therefore emerged in response to growing international
shareholding and trade, and are fast replacing many different domestic/national accounting
standards. IFRS set common rules so that financial statements can be consistent, transparent
and comparable around the world.
Before the agreement by EU member countries, individual countries adopted their domestic
accounting standards.

Following globalization of business and increase in cross border

transactions among nations justifications were made for the global economy to adopt a common
set of financial reporting rules that can be consistent, transparent and comparable around the
world.

The standard was intended to enhance access to international markets, offers

comparability, lower transaction costs, reduce information asymmetry, and opportunities for
accounting manipulation and stimulate greater international investment with positive impacts
on firms’ stock returns and financial performance measures (Ibanichuka & Asuquo, 2018;
Epstein, 2009; Ahmed, 2010 and Madawaki, 2012). For the Nigerian government, joining other
countries of the world to embrace the new accounting standard is expected to enhance financial
reporting quality and make entities in Nigeria to be more attractive and accessible to capital
from both local and foreign investors. Consequently, government approved a three phased
transitional arrangement for the adoption of IFRS in the country beginning from January 1,
2012 for three consecutive years.
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Following the approval for the commencement of IFRS adoption by Nigerian Government, a
number of reservations were expressed by many stakeholders. There were agitations that
bordered on political/sovereignty considerations, while others were concerned with economic
factors as to whether a single set of reporting standards can truly meet the needs of economies
at different stages of development. It was further argued that capacity building to unlearn
reporting rules previously acquired under the domestic accounting standards and the training
resources needed to adapt to the new standards may not be readily available at affordable costs
in developing/emerging economies like Nigeria, just as upgrading of information reporting
technology to align with the new accounting standards may constitute serious setbacks for
entities in such jurisdictions (Akinyemi, 2012). It was equally argued that the adoption will
depress financial statement figures when compared with the NGAAP-based financial
statements, and thus create no economic advantage or inducement for adopting entities in
Nigeria. These concerns were speculated to inhibit the level of implementation of IFRS by
listed entities across economic sectors in the Nigerian Stock Exchange (NSE).
Many researchers have sought and found explanations for low level of compliance to IFRS in
different parts of the world and thus provide policy direction on the factors that should be
targeted for mitigation if appreciable progress should be achieved in the level of IFRS adoption.
For instance, Obazee (2007) reviewed the principal factors affecting the implementation of
IFRS in Europe, America and the rest of the world and noted that cultural issues, mental
models, legal impediments, educational needs and political influences were more prevalent
than the most widely perceived technical issues. Cairns, (2001) linked the problem to the
failure of auditors to express opinion on IFRS compliance or non-compliance and concluded
that the major challenge for implementation of IFRS centred on enforcement mechanisms of
IFRS especially in jurisdictions with weak institutions and enforcement agencies. Ball (2006)
evaluated the challenges faced by countries in implementing IFRS and reported that changing
culture and hindrances in developing systems of regulation and accountability are major
deterrents. He reported the existence of cultural, language, regulatory/legislative challenges as
well as increasing demands for greater accountability and wider political participation by
countries as impediments to IFRS adoption.
Rong-Ruey (2006) identified implementation challenges of IFRS to include timely
interpretation of standards, continuous amendment to IFRS, accounting knowledge and
expertise possessed by financial statement users, preparers, auditors and regulators.
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UNCTAD, (2008) reported the challenges of adopting IFRS in to include gap between
education in Kenya and the requirements of IFRS, the lack of training and inability of
accountants and professional bodies in Kenya to remain abreast of the standards issued by
IASB and lastly, lack of Kenya representative in the standard setting process. Presenting the
position as it affects African continent, Katto (2010) equally noted that the lack of professional
accountants, lack of awareness of the value of audit and professional accounting bodies and
stock exchanges do not exist in all African countries to promote financial reporting. South
African is not left out as some of the challenges they will face relates to high cost of
convergence and implementation, the realization that the complexity around the standards was
greater than anticipated.
In Nigeria some of the challenges of the implementation of IFRS as posited by Abdulkadir
(2012) include poor enlightenment campaign, shortage of manpower for IFRS implementation,
associated problems in higher institutions, lack of training resources, the tax implication,
Another problem inherent with the adoption of IFRS is the universal tendency to resist change
(NASB 2010). Gambari (2010) stated that successful adoption of IFRS entails assessing
technical accounting, tax implications, internal processes, and statutory reporting, technology
infrastructure, and organizational issues. Adejoh and Hasnah (2014) reported that IFRS
implementation possess major challenges for tax practice in Nigeria advising that
implementation of IFRS should not be a rushed decision because of the daunting effects it could
have on the economy.
These reasons however should not form basis for major decisions because what good will a
financial statement be if being reported under the IFRS standard becomes irrelevant, untimely,
costly, incomprehensive, unreliable, does not give faithful representation to the stakeholders.
Therefore, developing countries should pursue international harmonization of these accounting
standards as far it does not hamper on the local accounting needs, laws and regulations. Also
one of the main objectives for proposing the IFRS is to achieve a globalized capital market
whereas most developing countries, Nigeria inclusive possess weaker or no capital, then surely
adopting these standards can be disastrous to some degree (Ayuba, 2012).
However, assessment of progress towards the global adoption of IFRS around the world
indicate that out of 166 jurisdictions monitored/profiled by IFRS Foundation and IASB, about
144 countries including Nigeria have complied with IFRS as at September, 2019. The
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jurisdictions profiled represent over 98% of the world’s GDP, and so provide an accurate
picture of global IFRS adoption. Analysis of the profiles by number of listed companies
indicate that of the approximately 49,000 domestic listed companies on the 93 major securities
in the world, over 29,000 use IFRS, and only three countries are yet to have entities that adopted
IFRS (IASB Guide to IFRS Adoption). These progress reports provide impressive global
perspective to the compliance level of IFRS by jurisdictions. However, within individual
countries, and in particular in Nigeria, there is need to determine the commitments to IFRS
(level of compliance by listed entities and by sectors) in the economy, and thus identify entities
and sectors that require greater monitoring and supervisory controls to induce greater
compliance. There is also need to ascertain whether NGAAP-based financial statement figures
differ significantly from their IFRS-restated equivalents. These constitute the central problems
which the present study investigated. Specifically, the objectives of this paper are to:
i.

Ascertain the distribution of IFRS implementation level by listed entities across
different economic sectors in Nigeria

ii.

Evaluate the difference between NGAAP-based financial statement figures and IFRSrestated equivalents of listed entities in Nigeria.

The paper tested six sub hypotheses derived from one main hypothesis. The main hypothesis
is stated viz:
H0:

There is no significant difference between the means of NGAAP-based financial

statement figures and their IFRS-restated equivalents of listed entities in Nigeria.
The remaining paper of this paper is devoted to the methodology adopted in collected the
required data for meeting the stated objectives and for testing for the problems as hypothesized,
and on the basis of which policy recommendations were made.
Methodology
Ex-post facto research design was adopted in extracting pre-existing financial statement figures
of 21 listed entities purposively selected from ten sectors of the Nigerian economy based on
specified criteria. Paired samples of financial statement figures on Earnings Per Share (EPS),
Return on Assets (ROA), Net Income (NI), Total Assets (TA), Book Value of Equities (BVE),
and Property, Plant and Equipment (PPE) under the two financial reporting treatments
(NGAAP and IFRS) for the year preceding the year of adoption of the new standard were
extracted and compared. Also, an IFRS Implementation Disclosure Checklist was drawn and
used in constructing the proxy for IFRS implementation. The Checklist contains relevant and
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applicable question items on eighteen (18) IAS/IFRS standards, all totaling eighty-seven (87)
item questions based on sufficient and adequate coverage of reporting/disclosure requirements
in each of the standards.
Each item question in the Checklist was scored based on the assumption that each item
implemented is equally important and provides a neutral assessment of the items, while
reducing subjectivity (Cooke, 1989). The scoring process is dichotomous and followed the
procedure used by Wallance and Naser (1995), Shehata, et. al., (2014) and Tapang (2016).
Thus, each item on the Checklist was assigned a value of ‘1’ if implemented and ‘0’ if the item
is assumed relevant but not implemented. Items that are not applicable and items that are
unknown to the researchers were coded ‘NA’ (Not Applicable). The score (index) for each
standard is the ratio of actual disclosure of that standard divided by applicable disclosure of the
standard; excluding non-applicable items of the standard.
The index was computed for the 18 IAS/IFRS for each year that the standard was adopted by
an entity. The yearly IFRS Implementation Index (IFRSII) for a company was then computed
by dividing the number of items that was implemented on the Checklist by the number of
possible items. Thus,
IFRSII
Where,
IFRSII
TI
TNI

=
=
=
=

“0”

TI
(TI+TNI)

IFRS Implementation Index for an entity in a particular year.
Total Implemented question items with scores of “1” on the
Checklist in a particular year.
Total Not Implemented relevant question items with scores of
on the Checklist in a particular year.

The resulting index was used as data for assessing the level of disclosure on IFRS
implementation by listed entities in each of the ten sectors studied.
Validation of IFRS Implementation Disclosure Checklist
The Disclosure Checklist was validated by five expert in the field of accounting (two senior
academics, two practicing Accountants, and one experienced staff of Financial Reporting
Council of Nigeria) to ascertain the appropriateness of the item questions in the Checklist.
Their comments and corrections on the question items were reflected. Fifteen (15) financial
statements of some companies that were not included in the sample used for the study were
sourced, marked IFRS-1 to IFRS-15 and given to each of the five validators for scoring using
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the IFRS Implementation Disclosure Checklist. The rating scores are shown in Appendix 1.
Kendall’s Coefficient of Concordance (Kendall’s W) was used to determine the degree of
agreement among the scorers. With Kendall’s W = 0.913 as reported in Appendix 2, the test
statistic shows high level of agreement among the raters, and thus affirms that the instrument
is reliable.
Descriptive statistics were used to describe the data while the Paired Samples T-test was used
to determine whether there is any statistical evidence that the mean differences between paired
observations (NGAAP-based and IFRS-restated accounting figures on specified outcomes)
significantly differed.
Results and Discussions
Results from the data analyzed are reported in two sub sections.
a) Level of IFRS Implementation in Nigeria: A Sectoral Overview
A cross sector overview of the level of IFRS implementation in Nigeria based on the Index
obtained using IFRS Implementation Disclosure Checklist is presented in table 1.
Table 1: IFRS Implementation Level in Different Economic Sectors.

Agriculture
Conglomerates
Construction
Consumer Goods
Financial
Services
Healthcare
Industrial Goods
Natural
Resources
Oil and Gas
Services
Grand Total /
Mean

No of
Financial
Statements
7
7
7
21

Descriptive Statistics
Min
Max
Mean

Ranking on
Std.
IFRSII
Deviation

.65460
.76540
.66120
.76550

.73250
.87960
.72670
.98570

.6637571
.8454857
.6865000
.8857429

10
5
9
2

.06336647
.05418045
.02686503
.07548755

14

.87130

.98970

.9458929

1

.05473143

14
21

.65960
.76850

.98680
.90940

.7748786
.8610381

8
4

.09919868
.04896744

14

.65640

.98930

.8373286

6

.11113170

21
21

.76580
.65460

.98730
.98960

.8772857
.7928190
.817073

3
7

.04919377
.11966416

147

Source: Computed with IFRS Implementation Index Disclosures based on content
analyses of published financial statements of selected companies.
A total of 147 financial statements published by the 21 selected entities were scored
using the Disclosure Checklist. With a grand mean of .817, table 1 indicates that the
level of IFRS implementation by listed entities across the ten economic sectors
investigated is generally high. Six (6) sectors as highlighted under the mean column in
the table, have mean implementation indices that are above the grand mean figure. The
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Financial Services sector had a mean implementation index of .946 to lead firms in
other sectors in complying with IFRS. This may not be unconnected with the high
reporting requirements imposed on banks and other financial institutions that operate
within the sector by the supervisory authorities. The Consumer Goods, Oil and Gas,
Industrial Goods and Conglomerates sectors followed in that sequence with mean
implementation indices of .886, .877, .861, and .845. The Agricultural sector took the
rear with .664 as the mean IFRS implementation index by entities in that sector. A
pictorial representation of the mean scores by sector is shown in the bar chart in figure
1.
Figure 1: Bar Chart of IFRSII by Economic Sectors in Nigeria

Insert bar chart here

b)

Differences in Mean NGAAP and IFRS Financial Statement Figures
One of the speculations that surrounded the introduction of IFRS was that the new
financial reporting standard (IFRS) could yield accounting figures that are materially
different from the equivalent figures that could have resulted from the application of
the old standard (NGAAP), and thus create different/wrong impressions on the true
financial performance and position of the reporting entity to users of the financial
statements. This work tried to provide evidence to affirm or nullify this speculation by
addressing the question:

What are the differences between NGAAP-based and IFRS-restated financial statement
equivalent figures of listed entities in Nigeria?
In answering this question, paired samples of financial statement figures under the two
financial reporting treatments (NGAAP and IFRS) for the year preceding the year of adoption
of the new standard were obtained and compared. The paired samples of NGAAP-based and
the IFRS-restated numbers on EPS, ROA, NI, TA, BVE and PPE were compared and the
statistics shown in table 2.
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Table 2: Paired Samples Statistics of Selected Financial Statement Figures.
Paired Samples Statistics
Mean
N
Std. Deviation Std. Error Mean
EPSIFRS
137.2986
21
740.79898
161.65559
Pair 1
EPSNGAAP
22.6719
21
1244.04989
271.47394
ROAIFRS
17.3629
21
13.60569
2.96901
Pair 2
ROANGAAP
6.9658
21
14.73212
3.21481
NIIFRS
92563121.95
21 173699469.658 37904331.804
Pair 3
NINGAAP
11068198.43
21 31940716.569
6970035.782
TAIFRS
274844027.67
21 547501189.875 119474554.556
Pair 4
TANGAAP
280280328.33
21 549318608.550 119871147.825
BVEIFRS
54621863.95
21 103604895.865 22608441.794
Pair 5
BVENGAAP
61715071.52
21 101336760.730 22113494.130
PPEIFRS
62935349.62
21 103143246.760 22507701.700
Pair 6
PPENGAAP
66929989.90
21 111124734.495 24249405.114
Source: Computed with data extracted from published financial statements of
the selected entities.
Table 2 shows six pairs of financial statement figures with their corresponding means
and standard deviations. In three (3) out of the six pairs (EPS, ROA, and NI), the means
for IFRS were found to be greater than the NGAAP equivalents, while the reverse is
the case for TA, BVE and PPE where NGAAP means were greater than their IFRS
equivalents. The main hypothesis (H0) formulated to evaluate the significance of the
mean differences is restated here as follows:
H0: There is no significant difference between the means of NGAAP-based
and IFRS-restated financial statement equivalent figures of listed
entities in Nigeria
This hypothesis was divided into sub hypotheses to fit into the six specified financial
statement figures (EPS, ROA, NI, TA, BVE and PPE) they are stated as follows:
H01:

There is no significant difference between the means of NGAAPbased and IFRS-restated equivalent figures for Earnings Per
Share (EPS) of listed entities in Nigeria.

H02:

There is no significant difference between the means of NGAAPbased and IFRS-restated financial statement equivalent figures
for Return on Assets (ROA) figures of listed entities in Nigeria.

H03:

There is no significant difference between the means of NGAAPbased and IFRS-restated financial statement equivalent figures
for Net Income (NI) figures of listed entities in Nigeria.
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H04:

There is no significant difference between the means of NGAAPbased and IFRS-restated financial statement equivalent figures
for Total Assets (TA) of listed entities in Nigeria.

H05:

There is no significant difference between the means of NGAAPbased and IFRS-restated financial statement equivalent figures
for Book Value of Equity (BVE) of listed entities in Nigeria.

H06:

There is no significant difference between the means of NGAAP-based
and IFRS-restated financial statement equivalent figures for Plant
Property and Equipment (PPE) of listed entities in Nigeria.

Each of the paired means were tested for possible statistical difference and the results
are reported in table 3.
Table 3: Paired Samples T-Test Results of Selected Financial Statement Figures

Mean

EPSIFRS Pair 1 EPSNGAA
P
ROAIFRS
Pair 2
ROANGA
AP
NIIFRS Pair 3
NINGAAP
TAIFRS Pair 4 TANGAA
P
BVEIFRS Pair 5 BVENGA
AP
PPEIFRS Pair 6 PPENGAA
P

Paired Samples Test
Paired Differences
Std.
Std. Error 95% Confidence Interval of the
Deviation
Mean
Difference
Lower
Upper

t

df

Sig. (2tailed)

114.62667

570.91236

124.58329

-145.24953

374.50286

.920 20

.368

10.39715

22.03433

4.80829

.36724

20.42706

2.162 20

.043

81494923.52
4

162184519.8
86

35391563.7
59

7669415.182

155320431.86
6

2.303 20

.032

5436300.667

35971744.91
9

7849678.28
-21810442.641
4

10937841.307

-.693 20

.497

7093207.571

35159864.13
2

7672511.37
-23097785.842
2

8911370.699

-.924 20

.366

3994640.286

17667350.25
1

3855331.89
-12036721.701
8

4047441.130

20
1.036

.313

Source: Computed with data extracted from published financial statements of the
selected entities.
The paired samples t–test on EPS indicates that the mean figures are not significantly higher
for the IFRS-restated mean numbers (M = 137.299, SD = 740.799) than for the NGAAP-based
mean figures (M = 22.672, SD = 1244.050), t(20) = .920, p = .368 > .05. Similarly, the results
on TA, BVE, and PPE show that IFRS-restated figures are not significantly higher than the
NGAAP figures with respective p-values of .497, .366 and .313 being > 0.05. However, the
paired samples t-test results on ROA and NI provide statistical evidence that the resulting mean
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differences between paired NGAAP-based and IFRS-restated figures are significant. The t-test
results on ROA indicate a significantly higher IFRS-restated mean figures (M = 17.363, SD =
13.606) than for the NGAAP-based mean numbers (M = 6.966, SD = 14.732), t(20) = 2.162, p
= .043 < .05. Also, the test results on Net Income (NI) show that IFRS restated mean figures
(M = 92,563,121.95, SD = 173,699,469.66) were significantly higher than the NGAAP-based
equivalent mean figures (M = 11,068,198.43, SD = 31,940,716.57), t(20) = 2.303, p = .032 <
.05.
The summary of the test results on the series is shown in table 4:
Table 4: Summary of T-Test Results on differences between the means of NGAAPbased and IFRS-restated financial statement figures of listed entities in
Nigeria
Accounting
Figure
Restated
EPS

F

Sig.

Decision

Conclusion

.920

.368

Accept H01

ROA

2.162

.043

Reject H02

NI

2.303

.032

Reject H03

TA

.693

.497

Accept H04

BVE

-.924

.366

Accept H05

PPE

1.036

.313

Accept H06

No significant difference exists between the
means of NGAAP-based & IFRS-restated
Earnings Per Shares (EPS) figures
Significant difference exists between the means
of NGAAP-based & IFRS-restated Return on
Assets (ROA) figures
Significant difference exists between the means
of NGAAP-based & IFRS-restated Net Income
(NI) figures
No significant difference exists between the
means of NGAAP-based & IFRS-restated Total
Assets (TA) figures
No significant difference exists between the
means of NGAAP-based & IFRS-restated Book
Value of Equities (BVE) figures
No significant difference exists between the
means of NGAAP-based & IFRS-restated
Property, Plant and Equipment (PPE) figures

Source: Extracted from results in the table 3

Table 4 summarized the conclusions on each of the six sub hypotheses evaluated. Test results
show that no significant differences exist between the NGAAP-based accounting figures for
EPS, TA, BVE and PPE and their IFRS-restated equivalents in Nigeria, while the test results
for ROA and NI indicate that significant differences exist between the NGAAP-based and IFRS
restated equivalents of the accounting numbers.
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Based on the test results, Null Hypotheses, H01(a), H01(d), H01(e) and H01(f), were accepted with
the conclusion that There is no significant difference between the means of NGAAP-based and
IFRS-restated financial statement equivalent figures for Earnings Per Shares (EPS), Total
Assets (TA), Book Value of Equities (BVE), and Plant, Property and Equipment (PPE) of listed
entities in Nigeria. However, two Null Hypotheses, H01(b) and H01(c), were rejected with the
conclusion that significant differences exist between the means of NGAAP-based and IFRSrestated financial statement equivalent figures for Return on Assets (ROA) and Net Income
(NI) of listed entities in Nigeria. Accordingly, the significant of the differences between
NGAAP-based and IFRS-restated financial statement figures of listed companies in Nigeria
are not uniform but varied with accounting figure s being considered.

Discussion of Findings
The high compliance indices observed across the sectors are coming against a priori
expectations based on the numerous concerns initially expressed by stakeholders at the
commencement of the implementation roadmap. As an emerging economy with a number of
economic challenges facing corporate entities, it was agued the a single set of global reporting
standards could undermine developing economies that may not be able to adjust and establish
sustainable training frameworks to manage the changes which the new standards could demand
(Odia & Ogiedu, 2013 and Abdulkadir, 2012). These challenges combined with cultural, legal,
political and economic issues to raise fears on the capacity of listed entities in Nigeria to
implement the global standards. Thus, the a priori expectation of IFRS adoption level in
Nigeria was predicted to be low.
However, the general high compliance level reported across the sectors may not be
unconnected with greater commitment by regulators and other stakeholders in the financial
reporting process. For instance, listed entities in the financial services sector have a tradition
of strict compliance to guidelines prescribed in statutes establishing them coupled with close
monitoring by the Central Bank of Nigeria (CBN), Nigerian Deposit Insurance Corporation
(NDIC), the Nigerian Insurance Commission (NIC) as regulators of operational standards in
the sector. Thus, the experiences gathered and the effective controls instituted and sustained by
the supervisory authorities may have accounted for their lead in complying to the new financial
reporting standards among listed entities in Nigeria.
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The high IFRS implementation index recorded in the financial services sector accords with
findings by Nwoye, et. al., (2017) who investigated the IFRS compliance impact and global
ranking of Nigerian banks and concluded that the level of compliance of the banks to IFRS
disclosure guidelines had significantly improved the acceptability of their financial reporting
practices globally. The obvious implication of this collaborative evidence from the sector is
that other regulatory agencies for corporate entities in other sectors should take a que from the
Central Bank of Nigeria (CBN), Nigerian Deposit Insurance Corporation (NDIC), the Nigerian
Insurance Commission (NIC) for the high financial reporting practices in the sector and step
up their enforcement mechanisms over compliance issues by entities in their sectors. In
particular, greater surveillance by the Financial Reporting Council of Nigeria (FRCN), and the
Securities and Exchange Commission (SEC) over listed entities with low compliance indices
in Nigeria is needed to ensure steady improvements in compliance with set standards in line
with their statutory mandates.
Again, the comparison of NGAAP-based and IFRS-restated financial statement figures of
listed entities in Nigeria provided evidence for resolving the speculations that the adoption of
IFRS by economic entities in Nigeria could result to financial statement figures that are
materially lower than equivalent figures computed under the NGAAP reporting regime. Six
NGAAP-based financial statement figures were compared with their IFRS-restated equivalents
and the test results in tables 3 and 4 provide evidence that the significance of the differences
between equivalent figures computed using the two financial reporting treatments are not
uniform but varied, depending on the accounting numbers under consideration.
Consistent with a priori expectation for this work, IFRSs yielded higher profitability figures
on ROA and NI than NGAAP. Similar findings had earlier been reported by Nengzih (2015)
and Donwa, et al (2015) in Indonesia and Nigeria respectively. Sochima and Iyafesche (2018)
also investigated the phenomena with banks in Nigeria and reported that profitability ratios
significantly increased under IFRS reporting regime. However, Elosiuba and Okoye (2018)
used t-test to analyse data collected from Nigerian banks and concluded that IFRS adoption
significantly reduced the profitability of the selected banks.
Comparisons on earnings per share (EPS), total assets (TA), book value of equities (BVE) and
property, plant and equipment (PPE) indicate that no significant differences exist between
equivalent pairs of financial statement figures obtained using the two sets of standards.
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Although this result is contrary to our a priori expectation, it accords with Ironkwe and
Oglekwu (2016) who found no significant difference in pre and post IFRS adoption values of
EPS of selected companies in Nigeria. The result however is inconsistent with Eluyela, et. al.,
(2019) and Eriki, et. al., (2017) both of who found significant difference between pre and post
IFRS adoption financial statement figures of SME in Nigeria.
It should be noted that the works of Elosiuba and Okoye (2018) and Eluyele et. al., (2019)
whose findings are inconsistent with the result of this study are sector specific, and their results
may have been affected by peculiarities associated with those sectors. The present work used
enlarged data series that cut across 91% of the economic sectors in Nigeria to yield more robust
and reliable results. Accordingly, findings from this study provide better guides for initiating
polices for regulating and monitoring the implementation of IFRS by entities across all
economic sectors in Nigeria.
Again, results on earnings per share (EPS), total assets (TA), book value of equities (BVE) and
property, plant and equipment (PPE) have implications for management of listed entities in
Nigeria. EPS is an important index for assessing the proportion of net profit that is attributable
to ordinary shareholders, based on the number of shares held. It therefore serves as a major
parameter for rating economic entities for investment decisions. IFRS offers management the
opportunity to exercise judgment under its fair value principle as against the rule-based
approach under NGAAP. From this study, the resulting IFRS-restated financial statement
figures on EPS, TA, BVE and PPE are not significantly different from their equivalents under
NGAAP as shown in table 4.3. This finding therefore is instructive for management to always
scrutinize their financial reporting practices to ensure that while exercising judgment granted
under IFRS, the accounting numbers used to calculate these ratios/figures are not unduly
sacrificed in the measurement process. Wrong exercise of judgment under IFRS 13 on Fair
Value Measurement, (including IAS 2 on Inventory, IAS 16 on Property, Plant and Equipment
(PPE), IAS 33 on Earnings Per Share (EPS) and IAS on Impairment of Assets), will affect the
resulting accounting figures and reduce investors’ ratings for the entities and thereby make the
company unattractive to both local and foreign investors. This caution to management to
exercise care and professionalism in financial reporting is informed by the evidence from this
study which confirms that differences between NGAAP-based financial statement figures and
IFRS-restated equivalents are not uniformly significant but varied across financial statement
numbers.
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Concluding Remarks
Based on the results and tests conducted, the following findings were made:
1. The level of IFRS implementation in Nigeria varies across economic sectors with
very high compliance recorded by entities in the financial services sector. Although
low implementation indices were reported within the agricultural and construction
sectors, compliance levels across all the sectors are generally high.
2. There were observable differences between NGAAP-based financial statement
figures and IFRS-restated equivalents among listed entities in Nigeria. However,
the paired samples t–test results showed that the observable differences between
NGAAP and IFRS equivalents for EPS, TA, BVE and PPE were not statistically
significant while the mean differences for ROA and NI were significant.
On the strength of the above findings, the work concludes that remarkable progress has been
made by listed entities in Nigeria in complying to the global financial reporting standards and
that the transition to the new standard does not have uniform influence/impact on reported
financial statement figures of entities in Nigeria. In line with these findings and conclusion, the
following specific recommendations are made:
1. Entities in economic sectors with low levels of IFRS adoption should be encouraged
and/or persuaded to enhance their compliance to the new standard. The agricultural
and construction sector entities in particular need to strengthen compliance through
human capacity building opportunities. The Federal government, Financial
Reporting Council of Nigeria (FRCN) and other regulatory bodies should provide
incentives and enabling environments for business corporations to thrive because
mere switch to international best practices does not automatically guarantee
continuous future higher corporate performance. For instance, Government may
provide IFRS compliance incentives in the form of tax shields for entities that
satisfied set implementation targets. Such incentives could be by giving a tax waiver
of a certain percentage to companies that adopted and fully implemented the global
standard. Penalties for non-compliance or compliance below a certain minimum
threshold should be imposed by regulation.
2. The Federal Government, through the FRCN and Securities and Exchange
Commission (SEC), should strengthen their data base on IFRS implementation on
entities and improve their monitoring and supervisory control mechanisms on IFRS
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compliance issues. Evidence from this study tends to support the existence of
positive correlation between supervisory role for entities and IFRS implementation
level. The high compliance level by the financial services sector, where regular
periodic supervision by the monetary authorities has become a major part of the
sectors operating and reporting tradition, makes it essential for the government,
FRCN and SEC to develop compliance rating and monitoring systems for listed
entities in Nigeria. The IFRS Implementation Disclosure Checklist constructed and
used for this study should be suitably adapted on all issued IAS/IFRS to serve as an
instrument for evaluating compliance to already set standards as well as on
compliance to any future reviews on the standards.
3. The constructed IFRS Implementation Disclosure measurement instrument
developed in this study should be adapted and used by regulators in determining
IFRS implementation indices on each standard and the aggregate index for each
firm and sector in Nigeria. Such data base will provide needed information for
further research, and serve as input to guide for future amendments in standards
targeted at enhancing financial reporting disclosure and accounting quality.
4. There is need to provide sustainable capacity building measures in Nigeria to match
new challenges for compliance arising from frequent updates/changes in IFRS.
There should be coordinated efforts for ensuring that information on new standards
or adjustments to existing ones are widely published and continuous enlightenment
campaigns mounted by standard setters and regulatory bodies. Training
programmes and workshops should be regularly mounted not only for corporate
financial managers, but for educators and researchers in educational institutions to
get them acquainted with new rules and principles needed to apply the standards.
Governments,

professional

accountancy

bodies,

educational

institutions,

Regulatory bodies and management of corporate entities should be active in
sponsoring research and studies in this emerging and dynamic are of accounting.
The syllabi of accounting programmes in institutions of higher learning should be
urgently and regularly reviewed to align the curricula with current IFRSs in
practice. These capacity building measures will enhance sustainability in the
knowledge of compliance to IFRSs.
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(a)

Appendix 1: Kandall’s Coefficient of Concordance (Kendall’s) Reliability & Validity Test
Results
Descriptive Statistics of Raters’ Scores of IFRSI Instrument
NPar Tests
Financial
Statement Code
IFRS -1
IFRS -2
IFRS -3
IFRS -4
IFRS -5
IFRS -6
IFRS -7
IFRS -8
IFRS -9
IFRS -10
IFRS -11
IFRS -12
IFRS -13
IFRS -14
IFRS -15

(b)

Descriptive Statistics
No. of Raters
Mean
5
5
5
5
5
5
5
5
5
5
5
5
5
5
5

.773540
.809720
.692320
.710300
.897940
.898120
.663260
.842940
.896100
.756320
.730940
.866440
.903820
.753660
.835640

Std. Deviation
.0561383
.0342804
.0239876
.0165330
.0250004
.0191274
.0320481
.0273235
.0239883
.0341487
.0176966
.0127312
.0134953
.0312542
.0214295

Kendall's W Test Results

Ranks
Financial
Mean Rank
Statement Code
IFRS -1
6.80
IFRS -2
7.80
IFRS -3
2.40
IFRS -4
3.40
IFRS -5
13.20
IFRS -6
13.60
IFRS -7
1.00
IFRS -8
9.40
IFRS -9
12.80
IFRS -10
5.40
IFRS -11
4.60
IFRS -12
10.80
IFRS -13
14.00
IFRS -14
5.60
IFRS -15
9.20

Test Statistics
N
5
Kendall's
.913
Wa
Chi-Square
63.940
df
14
Asymp. Sig.
.000
a. Kendall's Coefficient
of Concordance
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Minimum

Maximum

.7131
.7539
.6588
.6966
.8677
.8732
.6135
.7978
.8688
.7152
.7112
.8515
.8883
.7014
.8136

.8483
.8402
.7243
.7352
.9326
.9216
.7001
.8661
.9263
.8011
.7572
.8832
.9216
.7841
.8647
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ABSTRACT
This study examined the mediating effect of firm size on the relationship between corporate
social responsibility cost and financial performance of listed non financial companies in
Nigeria. The content analysis approach was adopted and data collected from secondary sources.
The collected data were analysed using the ordinary least square techniques. The results
revealed that companies with higher or equal to the median value expend more on corporate
social responsibility while companies with the value below the median expend less on
corporate social responsibility. The study also revealed that there is a positive and significant
relationship between corporate social responsibility cost and return on equity. It further
revealed that there is a positive and significant relationship between corporate social
responsibility cost and firm size. Also, the results showed that there is a positive and significant
relationship between firm size and return on equity. Finally, the results from the analysis
showed that firm size partially mediates the relationship between corporate social responsibility
cost and return on equity. The study concludes that large companies are investing more on
corporate social responsibility than smaller companies. The study recommended that for
corporate companies in Nigeria to improve their image/reputation they should engage in CSR
operations in all its aspects, thereby growing their returns. Corporate companies should spend
fair sums of their profits on social donation which in essence would result in a rise in their
earnings.
Keywords: Corporate social responsibility, Corporate social responsibility cost, Financial
performance, Firm size, Mediating effect, Return on equity
INTRODUCTION
The growing concern about the environment, and in particular sustainability, has promoted
legislation at the national and international levels. In Nigeria the Environmental Protection Act
of 1990 takes the first steps toward a piecemeal implementation of ‘the-polluter-pays’
principles through a system of integrated pollution control. The Act provides for levies on
certain categories of companies to fund the regulatory and control bodies which were to enforce
it (Ayeni, 1998). Controls are placed on emissions and industrial processes and there is more
public disclosure on the operations of polluting companies. For the accounting function, a legal
obligation is imposed to minimize waste production utilizing what is called the “Best Available
Technology Not Entailing Excessive Cost” (BATNEEC) principle (Adewumi, 2005).
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Accountants have begun to define some ecological issues falling within their range of skills.
For example, CIMA (1997) argued that the forward thinking management accountant should
be taking an active role in environmental management, as he or she has key skills to apply to
the process. The basic financial accounting model may be an impediment to change as it only
records and employs the data that arise from a transaction which generates a price. Prices are
only generated when property rights are transferred. Majority of the matters that are of concern
in ecology are things over which property rights do not exist. As a result, the basic financial
accounting model ignores it (Gray, 2003). Although there is an active and essential role that
accountants can play in the development of sound environmental and reporting procedures,
much work must be done to develop more comprehensive reporting systems involving both
quantitative and qualitative techniques.
The United Nations Environment Program (UNEP) has been active in directing attention to
issues of environmental disclosure. Recommendations have been made for the disclosure of
key environmental issues facing firms and plans for addressing them; progress in addressing
changes required by future legal requirements; actual and projected-levels of environmental
expenditure; energy use, materials use, emissions and waste disposal routes; financial estimates
of savings and benefits flowing from pro-environment efforts; and an independent audit
statement (Adams, 2000). In spite of this and other similar efforts, the preference has been to
avoid regulated reporting. This situation encourages companies to generally give low priority
to the reporting of social information. The slow response on the part of Companies towards
heightened public concern over environmental issues is unfortunate in view of the fact that
external reports are extremely valuable as a means of promoting public accountability, the need
for which is central to the emerging green agenda. The problem is not particular to the UK, as
it has been observed across several countries including Nigeria.
Today, the level of demand goes beyond the direct impact of the organizations business and
also incorporates how corporations can contribute to societal and environmental causes. For
corporations, these activities are manifested through the concept of corporate social
responsibility (CSR). However, from a corporate perspective, it is difficult to measure if these
changes can have a positive impact on a firm. Instead, these contributory practices are mainly
measurable from a philanthropic perspective. “Business is not divorced from the rest of the
society. Communities have expressed more mistrust of corporations because of various
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scandals. This has put business ethics in the spot light influencing companies to be good
corporate citizens, respecting the law but also to create good social values and principles.
The main objective of the study is to examine the mediating effect of firm size on the
relationship between corporate social responsibility cost and economic evaluation of listed
companies in Nigeria.
Hypotheses Development
Hypothesis 1: Corporate social responsibility cost has a positive and significant relationship
with return on equity.
Hypothesis 2: Firm size has a positive and significant relationship with corporate social
responsibility cost.
Hypothesis 3: Firm size has a positive and significant relationship with return on equity.
Hypothesis 4: Firm size has a mediating effect on the relationship between corporate social
responsibility cost and return on equity.
LITERATURE REVIEW
Conceptual framework
Concept of Corporate Social Responsibility
The concept of Corporate Social Responsibility (CSR) has attracted a lot of scholarly attention
and is viewed from different perspectives and angles. These perspectives vary from individual
scholarly authors to organizations and extend beyond notions embodied in current laws.
Essentially, it represents an emerging debate having its source in political and social theories.
The concept of social responsibility introduces new problems. First, there is yet no generally
accepted definition of the concept of social responsibility of business enterprise. Almost
everyone agrees that they should be socially responsible, though it may be argued that such a
view is merely extension of the universally accepted doctrine that individual, either single or
in groups, should weigh the impact of their actions on others (Glautier and Underdown, 2002).
But, on critically viewing the various definitions given one could observed that they are
centered on three themes as stated by Wissink (2012). These themes are corporate relations to
economic, societal and environmental sustainability. It is on this basis that several terms like
corporate conscience, good corporate citizenship, business responsibility, business citizenship,
social performance, sustainable responsible business, community relations and responsible
business are used to connote Corporate Social Responsibility (CSR).
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The concept is therefore closely linked to the principle of sustainability, which argues that
enterprises should make decisions based not only on financial factors such as profits and
dividends, but also based on the immediate and long term social and environmental
consequences of their activities (Tilt, 2009). According to Srivastava (2012) the basic focus
of Corporate Social Responsibility (CSR) concept is to provide prime benefits to employees,
environment, customers, society and shareholders which are considered as stakeholders of the
firm. The stakeholders are all the interested parties that have directly or indirectly affected by
the overall organizations processes.
Corporate Social Responsibility (CSR) describes “a demonstration of certain responsible
behaviour on the part of public and the private (government and business) sectors toward
society and the environment”. Business for Social Responsibility (BSR), a leading Global
Business partner, in a Forum held in 2006 defined Corporate Social Responsibility as
achieving commercial success in ways that honours ethical values and respect people,
communities, and the natural environment. For Business for Social Responsibility, Corporate
Social Responsibility also means addressing the legal, ethical, commercial and other
expectations society has for business, and making decisions that fairly balance the claim of all
key stakeholders. In its simplest terms, it is: “what you do”, “how you do it” “and when and
what you say”.
Corporate Social Responsibility is viewed as a comprehensive set of policies, practices and
programmes that are integrated into businesses operations, supply chain, and decision making
processes throughout the company and wherever the company does businesses that are
supported and rewarded by top management. It also includes responsibility for current and
past actions as well as future impacts. The issues that represent a company’s Corporate Social
Responsibility focus vary by business, size, sector and even geographical region. It is seen by
leadership of companies as more than a collection of discrete practices or occasional gestures
or initiatives motivated by marketing, public relations or other business benefits (Auka, 2011).
Corporate Social Responsibility development in Nigeria
With regard to Nigeria and the development of corporate social responsibility, Nigeria has been
party to several international human rights treaties. The government of Nigeria is one of the
governments together with Azerbaijan and Ghana, Kyrgyzstan who have committed to the UK-
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led Extractive Industries Transparency Initiative, where they have committed to making public
all their revenues for oil, gas and mining (Tapang, Bassey & Bessong, 2012).
Building on the United Nations declarations, conventions and efforts of constituents especially
the International Labour Organization (ILO), the ISO has continued a process towards a
harmonized approach under the leadership of both the Swedish Standard Institute and the
Brazilian Association of Technical Standards. This process has active participation of Nigeria
where the National Mirror Committee on Social Responsibility is working to contribute
towards the completion of ISO 26000 by 2008. The aim is to encourage voluntary commitment
to social responsibility and will lead to common guidance on concepts, definition and methods
of evaluation.
The Nigerian government has also through its NEEDS strategy (Nigerian National Planning
Commission 2004) set the context by defining the private sector role as by stating that “the
private sector will be expected to become more proactive in creating productive jobs,
enhancing productivity, and improving the quality of life. It is also expected to be socially
responsible, by investing in the corporate and social development of Nigeria…”
Corporate Social Responsibility and economic evaluation
The concept of sustainability is a new buzzword in CSR practice and is generally regarded as
having emerged from the environmental perspective to mean how firms manage physical
resources so that they are conserved for the future. Therefore, economic sustainability is about
the economic performance of the organization itself. Sustainability development calls for
economic growth that can relieve the great poverty of less developed countries, based on
policies that sustain and expand the environmental resource base (Tapang & Bassey, 2017).
In a bid to forestall the conflictual relationship that exist between host communities and the
firms having recognized their obligations to the firms shareholders and to the society since
Corporate Social Responsibility (CSR) enhance their reputations (Elkington, 1998) asserted
that firms should not only focus on enhancing its value through maximizing profit and
outcome but concentrate on environmental and social issues equally. In line with Elkington
assertion, firms over the years have spent billions of naira on projects as their contribution
towards addressing the peculiarity of the social economic development challenges aimed to
ameliorate the sufferings of the people who have been adversely affected by their activities
and also create an enabling environment for the continuation of business. The principal
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beneficiaries of firms’ Corporate Social Responsibility (CSR) policies are in the areas of
healthcare, education, security, housing, agriculture, arts and tourism, sports, charity
organizations, religion, social clubs, government agencies, youth development, public
infrastructure development and creating some level of employment opportunities. However,
as Aduralere (2019) puts it “this in recent times is fast becoming an apology medium for
vagrant abuse of social responsibility and protection of the environment in the scramble for
maximizing profit”. Such highly publicized charitable and philanthropic venture as he calls
it has not been able to placate the abused publics who have been impoverished, neglected
starved, marginalized, unemployed and environmentally bastardized (Yomere, 2002).
Ejumudo (2010, 2008) contends that Corporate Social Responsibility (CSR) is in tandem with
the principles of justice that seeks to achieve an accommodation or balance between access to
environmental costs or burdens (pollution, unemployment, social and economic dislocation
and crime) and environmental benefits (nutrients, food, clean air and water, health care,
educational assistance, skills acquisition and development, community development and
transportation and safe jobs).
This has not been the case in Nigeria. Rather, Corporate Social Responsibility (CSR) in
Nigeria has been very divisive (Yomere, 2002), pitching ethnic groups against one another.
Thus firms’ corporate social acts are usually perceived by the people including the host
communities as a “pin in haystack in comparison to the huge take-home revenues of these
firms” (Aderemi, 2011). Aderemi (2011) further capture their divisive act in the following
words: It serves as a shield against the various cases of resources exploitation and complicity
of the firms in human right violations. Thriving on the ethnic disputes, (which they have
helped to create), resource control tussle like in the case of the Niger Delta region between the
host communities and the federal government, the firms and other corporate bodies simply
continues to get away with their abuse of the environment.
So divisive have the firms in terms of their corporate behaviour, that it is they who determine
who is employed in the technical firms. Yomere (2002) noted this when he said that highly
qualified Nigerian youth hardly find favour in the recruitment polices of these multinational
firms. He continues: The argument that these graduate Nigerian youths did not meet the so
called standard of excellence as an excuse for recruiting graduates or their people from outside
Nigeria is totally unacceptable.
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Similarly, demands for adequate monetary compensations for damages done on the
environment and the request for special compensation for contractors operating in the
environment or host communities is usually met with divisive strategies. The issue of
compensation is a very good example in highlighting the divisive nature of companies in the
categories of exploration, manufacturing, construction, and industrial companies “supposed”
Corporate Social Responsibility. Aside the fact compensations are not adequately paid, if it is
paid at all, they often employ the divide and rule tactics in paying compensation. What they
do is to seek out those they feel can be very troublesome, educated or enlightened and pay
little money to them believing that these can placate any uprising from their operating
environment thus it has clearly proved that firms commitment to CSR is very vague,
complacent and environmentally disoriented.
(a1)

(b1)

FIRM SIZE
(M)

Corporate Social Responsibility
Cost (X)

FINANCIAL PERFORMANCE

(b2)

(Y)

b2 = direct effect; a1b1 = indirect effect
Figure 1: Conceptual model of CRSC, firm size and economic evaluation relationship
Theoretical framework
Agency theory
According to this theory, social disclosure as part of the overall disclosure by the firm is seen
as a means by which managers and firms reduce agency cost. Based on the thesis of Watts
(1978) and Zimmerman (1986), many studies have tried to relate Social Reporting (SR) to a
firm’s political exposure. The approach has been widely criticized. Milne (2002) argues that
SR literature based on positive accounting theory has to date failed to offer any substantive
evidence whatsoever to support the view that firms’ management use social disclosure in
pursuit of their own wealth interests. Gray, Neimark and Lehman (1995:25) dismissed agency
theory of social reporting by arguing that the “central assumption that all actions are motivated
by a morally degenerate form of short term self-interest seems not only empirically implausible
but also highly offensive”.
127

10TH ACCOUNTING AND FINANCE CONFERENCE BOOK OF PROCEEDINGS VOLUME 10 ISSUE 2, 2020

Stakeholder theory
Stakeholder theory has become more prominent because many researchers have recognized
that the activities of a corporate entity impacts on the external environment requiring
accountability of the organization to a wider audience than simply its shareholders. For
instance, McDonald and Puxty (1979) argue that companies are no longer the instrument of
shareholders alone but exist within society and, therefore, have responsibilities to the society
at large. One must however point out that the recognition of this fact has been a rather recent
phenomenon. Indeed, it has been realized that economic value is created by people who
voluntarily come together and co-operate to improve everyone’s position (Freeman, 2004).
Jensen (2001) criticized the Stakeholders theory for assuming a single-value objective (gains
that accrue to a firm’s constituencies). The argument of Jensen (2001) suggests that the
performance of a firm is not and should not be measured only by gains to its stakeholders.
Other key issues such as flow of information from senior management to lower ranks, interpersonal relations, working environment, etc are all critical issues that should be considered.
An extension of the theory called an enlightened stakeholder theory was proposed which
therefore appears better in explaining the role of corporate governance, in that creditors,
customers, employees, banks, governments, and society are all regarded as relevant
stakeholders. Related to the above discussion, John and Senbet (1998) provide a
comprehensive review of the stakeholders’ theory of corporate governance which points at the
presence of many parties with competing interests in the operations of the firm. They also
emphasize the role of non-market mechanisms such as the size of the board and board
committee structure as important to firm performance. However problems relating to empirical
testing of the extension theory have limited its relevance (Sanda, 2005).
Empirical Review
Aduralere Opeyemi (2019) study examined the impact of firm size on firm’s performance in
Nigeria: A comparative study of selected firms in the building industry in Nigeria. The selected
firms used in the building industry are Nigeria Wire and Cable plc, Lafarge WAPCO plc,
Cement Company of Northern Nigeria, Nigeria Ropes and Ashaka Cement plc. The annual
data from 2004 to 2017 was collected from companies’ annual reports and financial statement
on key variables for firm’s size and performance which are return on asset, return on equity,
output per labour, output per capital, total asset, total sales, capital, number of employees,
leverage, liquidity and age of the firm. His work revealed that firm size has a significant
relationship with financial performance.
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Orlitzky, M. (2001). Studied how firm size confounds the relationship between corporate social
performance and firm financial performance. This study examines the integration of three
meta-analyses of more than two decades of research on (1) CSP and FFP, (2) firm size and
CSP, and (3) firm size and FFP into one path-analytic model. The present study does not
confirm size as a third factor which would confound the relationship between CSP and FFP
Achmad (2018), carried out a research on the influence of corporate social responsibility
disclosure towards company stock return moderated by profit. The study was carried out using
secondary. Data collected were analyzed using ordinary least square regression analysis.
Corporate social responsibility cost was used to measure CSRD, while ROE was used to
measure stock return. The findings revealed that Corporate Social Responsibility (CSR)
Disclosure positively affects the stock return. The study suggest that the value of stock return
can be enhanced by improving both quality and quantity of CSR in the annual report of the
company.
Amadi and Ndu (2018), conducted a study on corporate social responsibility practice and
corporate performance of selected deposit money banks in Nigeria. Using data from the annual
reports of five topmost DMBs in Nigeria (FBN, Zenith Bank, GT bank, UBA and Access
bank). Philanthropic responsibilities was used as the sole dimension of CSR, while market
share (MS) and liquidity were used as the measures of corporate performance. The regression
technique for data analysis, it was found that there is positive and significant association
between CSR and MS; and that there is no significant association between CSR and Liquidity.
Based on this, it was concluded that banks in Nigeria can improve their market share through
improved CSR practices; while liquidity cannot be improved by CSR. The study recommended
that CSR practices be fully incorporated into the Nigerian banking sector, with regulatory
bodies empowered to ensure conformity to extant rules and standards; Banks should view CSR
as a means of achieving some corporate objectives.
Boafo and Kokuma (2018), conducted a study on the impact of corporate social responsibility
on organisational performance. The research was descriptive. Primary data were captured
through the use of questionnaires administered to management and staff of Vodafone Ghana
ltd. Target population of the study was made up of management and staff of Vodafone Ghana
ltd. (20) respondents. Ethical cost, philanthropic cost and social responsibility cost were used
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to measure CSR while PAT was used to measure performance. The study revealed that CSR
has a substantial and positive impact on all performance. It was therefore recommended that
companies should identify their stakeholders’ needs before taking CSR initiatives; also top
management must understand the strategic financial benefits of CSR activities and include CSR
initiates in their strategic plansates for companies that incurred social costs as a way of
encouraging good corporate reportage.
Dickson and Nwosu (2018), conducted a study on effects of corporate social responsibility on
organizational performance of selected firms. The study was carried out using primary data
with the aid of well-structured questionnaire. Corporate social responsibility cost was used as
proxy for CSR, while profit and sales was used as proxies for performance. The data were
analyzed using simple regression analysis. The result showed that there is relationship between
corporate social responsibility and organizational performance. It is recommended that
management of MTN Nigeria and NB Plc should improve the well-being of their employees as
it has a way of influencing their performances which will also affect the profit of the
organization.
Dilashenyi, Uma & Mathavi (2018), investigated the impact of corporate social responsibility
on firm’s financial performance in Malaysia, with the use of primary data. The research
employs a quantitative research approach whereby a sample 153 respondents were collected
using a stratified random sampling technique. Philanthropic cost, ethical cost and
environmental cost was used as proxy for CSR, while business risks, company’s reputation,
employee engagement and stakeholder concern was used as proxies for performance.
Employing SPSS software, multiple linear regression analysis was carried out. The results of
multiple regression revealed that business risk, company reputation and stakeholder concern
exert statistically significant influences on firm’s financial performance. However, there was
no enough evidence to support the claim that employee engage can significantly influence
firm’s financial performance.
Ernfjord and Voigt (2018), investigated the relationship between CSR reporting and financial
reporting, with the use of primary data. The research employs secondary data. The findings
revealed a negative and significant relationship between CSR disclosure and earnings
management, across all our CSR variables. In the multivariate regression analysis, the findings
revealed a significant results for one CSR variable. Specifically, the study revealed that firms
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that issue a separate CSR report are less likely to engage in accruals manipulation. The study
recommends for separate corporate social responsibility reporting for increase in earnings
management and efficient financial reporting.
Giltahi, Nasieku and Memba (2018), conducted a study on corporate social responsibility
disclosure and the value relevance of annual reports for listed banks in Kenya. The study was
carried out using both primary and secondary. Data collected were analyzed using ordinary
least square regression analysis. The results revealed that corporate social responsibility
disclosure had a positive and significant relationship with value relevance of annual reports
which was measured by the average market price per share, (MPS). This study therefore
concluded that corporate social responsibility disclosure in annual reports of listed banks in
Kenya affect the value relevance of the annual reports. The study recommends an expanded
role of the auditor in reviewing the corporate social responsibility disclosure and other
accounting narratives.
Hang and Ngoc (2018), conducted a study on the effect of corporate social responsibility
disclosure on financial performance. This study was conducted using a two-step Generalized
Method of Moment (GMM) technique with instrumental variables for balanced panel data
through the annual reports and sustainable development reports of 43 enterprises listed on the
Vietnam stock market from 2006 to 2016 (473 observations). The results showed that the level
of corporate social responsibility disclosure has a positive effect on return on assets. This study
has important implications for enterprises in terms of investing activities and corporate social
responsibility disclosure. The study recommends for effective disclosure of corporate social
responsibility for increase in performance.
Irfan and Faizen (2018), carried out a research on the impact of corporate social responsibility
on financial performance evidence from pharmaceutical sector listed companies of Pakistan.
The study was carried out using secondary. Proxies used in measuring corporate social
responsibility are expenditure on Education, Healthcare and Environment, Donation, and
Workers Welfare Fund used, while Earning per Share (EPS), Return on Assets (ROA), and
Return on Equity (ROE) as measurement of financial performance. Data collected were
analyzed using multiple regression analysis. The findings revealed that there is a positive
significant impact of corporate social responsibility on financial performance of
pharmaceutical firms in Pakistan. The study recommends that producers are proposed to ensure
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CSR related revelation, that won't just yield productivity yet in addition it will amplify the
market estimation of offers of that unit, eventually gathering of complex social and financial
advantages.
Kouzoumi (2018), investigated the relationship between corporate social responsibility and
firm performance. The study was conducted using secondary data and the data were analyzed
using multiple regression analysis. The findings revealed a positive and significant relationship
between corporate social responsibility and firm performance. The study recommends that
firms should disclosure the cost incurred on corporate social responsibility in order to enhance
corporate performance.
Leonardo, Stefania and Damiano (2018), conducted a study on corporate Social Responsibility
and corporate performance: evidence from a panel of US listed companies. Corporate social
responsibility cost was used as proxy for CSR, while ROE was used as proxy for corporate
performance. The study was conducted using secondary data and the data were analyzed using
ordinary least square regression analysis. The results find partial support to the hypothesis that
corporate social responsibility is a move from the shareholders wealth to a multi-stakeholders
welfare target.
Marcela, Ljerka and Vesna (2018), carried out a research on the relationship between corporate
social responsibility and business success. The study was carried out using secondary data
through the use of annual reports and accounts of Tobacco industry. Philanthropic and ethical
cost, while business success was measured using business growth, sales growth and profit. Data
collected were analyzed using regression analysis. The result of the analysis shows that there
is a relationship between corporate social responsibility and business success.
Miner, Amer and Bilal (2018), carried out a research on the Corporate Social Responsibility
Disclosure in Jordan: An Analysis of Annual Reports of listed companies. The study was
carried out using secondary. Data collected were analyzed using ordinary least square
regression analysis. Corporate social responsibility was measured using total spending on
environmental protection and cost incurred in providing social amenities to the host
community, while performance is measured using ROE and ROA. The findings revealed that
Jordanian listed companies disclose, although this voluntary disclosure might be considered
low as the means of disclosure were (17%) (i.e., overall) in the annual reports for the period
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2010-2015. In addition, the results show that the highest corporate social responsibility
disclosure was for the Activities for workers information and the lowest was for the consumer
and environmental protection information for the period 2010- 2016. The study recommends
that companies should disclose their corporate social responsibility cost for effective
accountability.
Niresh and Silva (2018), conducted a study on the nexus between corporate social
responsibility disclosure and financial performance: evidence from the listed banks, finance
and insurance companies in Sri Lanka. Corporate social responsibility was measured using
philanthropic and ethical cost, while performance is measured using net profit margin, ROA
and ROE. Secondary data has been utilized in this study and the observed data consists of sixyear period from 2010 to 2015. Information in relation to CSR was obtained from the
companies’ annual reports over the years from 2010 to 2014 and the data with regard to
companies’ financial performance was collected over the years from 2011 to 2015. Two
multiple regression models were analyzed using Stata. Findings of the study revealed that there
is a significant association between Corporate Social Responsibility Disclosure and future
financial performance of the selected listed banks, finance and insurance companies in Sri
Lanka. The study recommends that the regulating bodies of corporates in Sri Lanka for example
Colombo Stock Exchange (CSE), Ceylon Chamber of Commerce (CCC) and Securities and
Exchange Commission encourage companies to adopt sustainability principles in their core
business operations.
Obafemi, Oluwabunmi and Collins (2018), conducted a study on the investment in corporate
social responsibility, disclosure practices, and financial performance of banks in Nigeria. The
data were collected using secondary source. Investment in corporate social responsibility was
used to measure to CSR while ROA was used to measure financial performance of firms. The
data were analyzed using descriptive statistics. Using panel data set from banks in Nigeria, a
developing country, this paper examines the effects of corporate social responsibility (CSR)
investment and disclosure on corporate financial performance. The results suggest that CSR
investment without due disclosure would have little or no contribution to corporate financial
performance. The major implication of this paper is that it supports the argument that corporate
entities stand to benefit from voluntary disclosures of CSR activities than mere engaging in
CSR activities without proper channels of communicating to stakeholders. Hence, banks should
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not only engage in CSR activities, but also make deliberate efforts to disclose such activities
appropriately to accrue certain financial benefits in the long run.
Okwemba, Chitiavi, Egessa, Douglas and Musiega (2018), conducted a study on effect of
corporate social responsibility on organisation performance. The data were collected using
primary data with the aid of well-structured questionnaire. Environmental cost, ethical cost
and philanthropic cost used to measure CSR, while customer satisfaction, competiveness,
customer relation was used to measure performance. Based on the results of this study, it
was concluded that philanthropic responsibility of a bank has an impact on bank
performance. The positive significant correlation coefficient 0.490, P<0.05 shows that any
increase in philanthropic responsibility will increase the performance of the bank. The
study recommended that for banks to retain its customers, they should focus on more on
their ethics of how they treat their employees, customers and other stakeholder Bank
management should prioritise CSR activities in their institution and ensure enough
resources and personnel are set aside to fund the CSR activities.
Olaoye and Oluwadare (2018), conducted a study on corporate social responsibility and
stock price market of selected listed companies in Nigeria. The data for this study were
gathered from secondary source. Corporate social responsibility measured using CSR
disclosure index awareness in financial statements and its contributions while performance
was measured using PAT. The findings of regression analysis confirm as a whole that firm
social responsibility is not correlated to stock price market. It also discovered that corporate
social responsibility could not be influenced by stock price market. The paper recommends
that those who are saddled with responsibility should draw a line of distinction between
factors that affect CSR from stock price market in order to achieve organizational goals
and satisfy different stakeholders.
Onyekwelu, Eneh and Okechukwu (2018), conducted a study on the analytical review of the
effect of corporate social reporting disclosures on performance of firms in the financial sector
in Nigeria. The sample size of this work was two banks randomly selected from the fifteen
banks listed on the floor of the Nigeria Stock Exchange (NSE) for the year 2010-2014. The
study used corporate social responsibility expenditure as a measurement for CSR while ROA,
ROE, EPS and PAT were all used as proxy for financial performance. In testing hypotheses,
multiple regression analysis was used. The study reveals that Social Responsibility Expenditure
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does not have significant effect on the Gross Earnings of banks in Nigeria. It was also observed
that Social Responsibility Expenditure does not have any significant effect on Profit after Tax
of banks in Nigeria. The result of this study equally revealed that Social Responsibility
Expenditure has little or no effect on the Share Price of banks in Nigeria. The study
recommends that companies should take social accounting disclosure as part of their normal
reporting mandate in order to better inform stakeholders and the report must be separately
disclosed and form part of the content report statements and government should provide rebates
for companies that incurred social costs as a way of encouraging good corporate reportage.
Resmi, Begum and Hassan (2018), conducted a study on the impact of corporate social
responsibility on financial performance of industries in Bangladesh. Corporate social
responsibility cost was used as proxy for CSR while ROA, ROE, EPS and national income
were used as proxies for performance. Data was collected from secondary sources. Regression,
correlation was used for analyzing the data and results discussion. The findings presented
revealed that return on equity (ROE) & net income has significant impact on financial
performance favouring those firms that do Corporate Social Responsibility whereas; return on
assets (ROA) & earnings per share (EPS) has no significant impact on financial performance.
The study recommends that CSR phenomenon should be considered as an essential growth
element and FP-boosting tool through Agribusiness industries of Bangladesh.
Taridi (2018), carried out a research on the development of corporate social responsibility in
Indonesia and its impact on company. The study was carried out using secondary. Data
collected were analyzed using ordinary least square regression analysis. The findings revealed
that Result indicated that beside there was an improvement, the level of CSR implementation
in top 200 listed companies in Indonesia during the period of 2014 and 2015 was generally still
low compared to global CSR implementation standard. The study recommends that companies
should disclose their corporate social responsibility cost for effective accountability.
Umar, Saidu and Jamilu (2018), investigated the relationship between corporate social
responsibility disclosure (CSRD) and financial performance of listed conglomerates firms in
Nigeria, with the use of secondary data. The secondary data was sourced from sampled firms’
annual account and reports between 2007-2016. Corporate social responsibility cost was used
to measure CSR, while ROA, ROE and ROCE was used as proxies for performance. The data
generated were analyzed using descriptive, multivariate regression, Correlation and disclosure
index. The major finding from the analysis reveals that there was a positive relationship
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between CSRD and financial performance, in the light of the major findings it was concluded
that, CSRD brings about improvement in the financial performance of the sampled
conglomerates in Nigeria since they maintain a positive relationship.
Umoren, Isiavwe-Ogbani and Atolagbe (2018), conducted a study on corporate social
responsibility and firm performance in Nigeria. Data were collected through secondary source.
The data obtained were analysed using descriptive statistics, correlation and regression. The
determinants of disclosure were proxied by company size, profitability and auditor type. The
findings revealed that, the level of CSR was 44%, made up of social disclosure (68%) and
environmental disclosure (6%). Findings also revealed that CSR was influenced by company
size and auditor type; but not by profitability. This paper recommends a mandatory CSR
reporting framework in line with international best practice for all listed companies in Nigeria.
Adeniyi (2017), carried out a research on the corporate social responsibility reporting and
business sustainability in Nigeria: emerging issue. The study was carried out using secondary
data. The data were analyzed using regression analysis. Corporate social responsibility cost
was used to measure CSR while return on capital employed and net profit margin was used to
measure performance. The study discovered that there is significant relationship between
corporate social responsibility and business sustainability.
METHODS
The study made used of content analysis in the collection of data. The population consisted of
seventy-two (72) listed non-financial companies in the Nigeria Stock Exchange (NSE, 2019).
The entire 72 listed non-financial companies were sampled for the study. Data were collected
from secondary sources.
Model specification
The study made use of a mediation panel regression model. The mediation is tested using the
causal step approach as follows:
ROEit = b0 + b1LogCSRCit + ei ............................................................ 1
FSIZEit = a0 + a1LogCSRCit + ei .......................................................... 2
ROEit = b0 + b1LogFSIZEit + b2LogCSRCit + ei ................................... 3
The mediation is evaluated based on four conditions:
1) b1 ≠ 0 in the first equation; 2) a1 ≠ 0 in the second equation; 3) b1 ≠ 0 in the third equation;
and 4) b2 ≠ 0 in the third equation
Where:
ROE = Return on Equity; CSRC = Corporate Social Responsibility Cost (Amount
expended on donation); FSIZE = Firm Size (Log of Total Assets); a1b1 = indirect
effect; b2 = direct effect; ei = error term.
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Table 1: Operationalization of variables
Variables
Proxy
Independent Variables:
➢ Corporate social responsibility Amount expended on donation
cost
➢ Firm size
Log of Total Assets
Dependent variable:
➢ Financial performance

Return on equity

Code
CSRC
FSIZE

ROE

RESULTS AND INTERPRETATION
Table 2: Descriptive statistics
Statistics
ROE
Mean
12.945
Median
12.102
Min
86.266
Max
153.384
Sum
8929.94
Source: Researcher Computation (2020)

FSIZE
6.915
8.688
4.844
37
4789.45

LogCSRC
0.845
0.841
0.867
1.751
604

Table 2 shows the descriptive statistics of the study. From the table the mean value of financial
performance proxy by return on equity is 12.95%. This implies that about 12.95% of the
observation shows the level of financial performance. The median value of corporate social
responsibility cost (Donation) for the sampled companies is 0.845. The maximum value for the
study is 1.751 while the minimum value was 0.867. This therefore means that companies with
higher or equal to the median value of 0.841 expend more on corporate social responsibility
while companies with the value below 0.841 expend less on corporate social responsibility.
Table 3: Mediating effect analysis (Testing of hypotheses)
Hypothesis
Regression
R2
F
H1
CSRC→ ROE
.224 220.573
H2
CSRC→ FSIZE
.124
79.732
H3
FSIZE→ ROE
.151 104.375
H4
FSIZECSRC→ ROE
.207 170.857
Note: *significant at p < .05;
** with mediator variable.
Table 4: Result of Sobel Test
Regression
Input( unstandardized coefficients)
Beta
Std. Error
CSRC→FSIZE
.174
.011
FSIZE→ROE
.120
.000
137

Beta
.346
.245
.275
.322

t
10.502
6.314
7.224
9.243

Sig.
.030*
.045**
.032**
.043**

Output (Sobel test result)
t
Sig
10.147
.000
10.147
.000
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Hypothesis 1 results in Table 3 indicated that there is a positive and significant relationship
between corporate social responsibility cost and return on equity.
Hypothesis 2 also showed that there is a positive and significant relationship between corporate
social responsibility cost and firm size.
Hypothesis 3 further showed that there is a positive and significant relationship between firm
size and return on equity.
Hypothesis 4 explored the mediating effect of firm size on the relationship between corporate
social responsibility cost and return on equity, a series of steps were followed. Firstly, corporate
social responsibility cost was regressed against economic evaluation (ROE). The relationship
was found to be significant. Next the mediator variable (Firm size) was added to the model and
the result was found to be significant. However, the beta value was less than the beta value for
the direct corporate social responsibility cost to return on equity relationship. The results from
the analysis show that firm size partially mediates the relationship between corporate social
responsibility cost and return on equity. To assess the significance of the mediating effect, a
Sobel test was performed. To perform a Sobel test, the beta values and their corresponding
standard errors both for the relationship between corporate social responsibility cost and firm
size; and between firm size and return on equity was used. The results indicated a partial
mediation because the direct and the indirect effects were both significant. Hence, hypothesis
4 which states that firm size has a mediating effect on the relationship between corporate social
responsibility cost and return on equity is accepted. The implication of this result is that firm
size partially mediates the relationship between corporate social responsibility cost and return
on equity.
DISCUSSION OF FINDINGS
The empirical findings of hypothesis one showed that corporate social responsibility cost has
a positive and significant relationship with return on equity. This result is consistent with the
findings of Achmad (2018); Dickson and Nwosu (2018). Orlitzky, M. (2001), Amadi and Ndu
(2018), Boafo and Kokuma (2018), Dickson and Nwosu (2018), Dilashenyi, Uma & Mathavi
(2018), Ernfjord and Voigt (2018), Giltahi, Nasieku and Memba (2018), Hang and Ngoc
(2018), Irfan and Faizen (2018), Kouzoumi (2018), Leonardo, Stefania and Damiano (2018),
Marcela, Ljerka and Vesna (2018), Miner, Amer and Bilal (2018), Niresh and Silva (2018),
Obafemi, Oluwabunmi and Collins (2018), Okwemba, Chitiavi, Egessa, Douglas and Musiega
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(2018), Olaoye and Oluwadare (2018), Onyekwelu, Eneh and Okechukwu (2018), Resmi,
Begum and Hassan (2018), Taridi (2018), Umar, Saidu and Jamilu (2018), Umoren, IsiavweOgbani and Atolagbe (2018), Adeniyi (2017).
The study also revealed that firm size has a positive and significant relationship with corporate
social responsibility cost and return on equity. This result corroborated the findings of
Aduralere (2019).

CONCLUSION AND RECOMMENDATIONS
Based on the results, it is concluded that large companies are investing more on corporate social
responsibility than smaller companies. The study further concludes that firm size has a partial
mediation on the relationship between corporate social responsibility cost and return on equity.
In view of the findings in this study, it is recommended that;
1.) In order to improve their image / reputation, corporate companies in Nigeria should
engage in CSR operations in all its aspects, thereby growing their returns.
2.) Corporate companies should spend fair sums of their profits on social donation which
in essence would result in a rise in their earnings.
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Abstract
The study examined the effect of board diversity on the financial performance of listed firms in
Nigeria. Using Ex-post facto research design with a content analysis approach to specific
variables, the study employed a multiple regression model; in analyzing data gotten from the
financial statement of 7 firms randomly selected from 7 sectors on the Nigerian stock exchange
market who engage in manufacturing activities from 2014 to 2018. Findings revealed that
gender diversity has no significant effect on the leverage ratio of the listed firms while
educational diversity and nationality diversity both have no significant effect on the leverage
ratio of the listed firms in Nigeria. Thus, it is recommended that listed firms in Nigeria consider
highly the need to admit more female board members to balance up the ratio of gender
diversity. This will not only give credence to the contemporary propagation of gender equality
but having more female members who are resourceful in risk evaluation will serve as a check
to the possibility of bankruptcy when firms expose themselves to a high leverage ratio. Also,
the listed firms should admit board members that are resourceful as a result of educational
diversity. This will help the board have the required human resources to evaluate the best
possible financing option vis a vis cost of capital and any agency issues that may arise from
such investment decisions. Lastly, the need for board diversity in terms of the nationality of
board members is important. The board members with diverse nationalities are resourceful
and vast in international business culture and economic experiences. This will help the board
members navigate the contemporary economic dynamism as a result of business globalization,
which poses a threat to businesses’ survival daily.
Keywords: Gender diversity, educational diversity, nationality diversity and leverage ratio

INTRODUCTION
The failure of companies over the world has remained a risk to sustained world economic
growth (Garba & Abubakar, 2014). Considering the current world business activities that are
managed by people with diverse gender, nationality, culture, and academic experience, the
issue of these diversities of a board member who manages companies comes into focus. (Ilona,
Abidin & Zaluki, 2019). Monks and Minow (2004), noted that notwithstanding the diversity
of board members coupled with the evolution of corporate governance practices and different
strategic management, the failure of companies to meet preferred corporate goals still lingers.
Saleh (2016), has reiterated the imposing challenge of managing companies to meet set goals
in emerging economies and had prescribed a reflection of the cultural circumstance, board
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diversity as central to the failure of corporate boards and consequently firm performance.
Owing to the financial consequences of these failures, which are of long-term effects, different
strategic efforts like enhancing the composition of board members have also been put in place
to ensure the survival and growth of companies (Sunday & Godwin, 2017). Although, the issue
of board diversity is multi-faceted, also, attempts at understanding the dynamics of board
diversity have attracted a multi-disciplinary approach.
Authors like Ujunwa, Okoyeuzu, and Nwakoby (2012); Onyekwere, Wesiah, and Danbatta
(2019); have argued that the economic case for a diverse board is that board diversity likely
increase the profitability of companies a business to be more worthwhile and creates value for
shareholders. This argument implies that diverse board members are not ideal substitutes with
identical capacity and skills however diversity of board members has special characteristics
that create additional value. While authors like Moscu (2013); Hillman, Cannella, and Harris
(2002), argued that the diversity of board members leads to ineffective policies that affect the
company overall performance adversely; this is as a result of a misunderstanding of mixed
culture, gender attitude, and academic experience. To navigate a business through international
business characterized by cross border policies and culture, Kim, Eppler-Kim, Kim, and Byun
(2010) recommended the need for diversity of board members; as a different culture, gender,
and educational background breeds different abilities and competence of corporate board
members. Various corporate governance reforms have particularly emphasized appropriate
modifications to be made to the board of directors in terms of its composition, structure, and
skill configuration and constituting strategic resources to the organization; there is another
policy-based approach to stern the occurrences of corporate failure thru diversity of board
members.
Studies on the effect of board diversity on firms’ financial performance are mixed and
inconclusive. There is empirical research in Nigeria linking distinctive elements of board
diversity and firms’ financial performance such as Ahmadu (2017); Adesanmi, Sanyaolu,
Isiaka, and Fadipe (2019); Akinwumi, Dada, Oluto, and Jayeoba (2019), they all regarded at
both gender and educational diversity. Outside Nigeria, the research carried out by Ilona et al.,
(2019) in Malaysia explored the nationality of board members as a component of board
diversity. Listed companies in Nigeria are expanding their activities beyond the shores of
Nigeria and it is vital to explore the component of board diversity in the aspect of board
members nationality of Nigerian firms. This will enable corporate governance members and
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shareholders to grasp the need for board diversity in terms of nationality and how this
influences the firm's performance in the wake cross border business. This study will have a
look at the effect of board diversity (Gender, Education, and Nationality) on the financial
performance of listed firms in Nigeria.
THEORETICAL LITERATURE
The need for board diversity is the premise on the assumption that a diverse board is resourceful
(Matanda, Luke & Lishernga, 2015). The resourcefulness of board members is enhanced by
gender, education, and nationality composition which the company relies upon for making
policies that will enhance the financial performance of the firm. This assumption is anchored
on the resource dependence theory as propounded by Pfeffer (1972). Pfeffer (1972), stated that
the board is a fundamental link between the company and the external resources that a company
requires to maximize its performance. According to Pfeffer (1972), the board is an essential
strategic resource for the company in terms of knowledge, contact with the business world,
source of capital, new markets/competitors, so that increased diversification on the board is
positive for association financial performance (Kim &amp; Lim, 2010; Kim, Eppler-Kim, Kim
&amp; Byun, 2010). Resource dependence was developed to be an alternative theory to
financial theories of mergers and board composition and to help the understanding of the kind
of inter-organizational board members interactions that have played such a massive role in
recent corporate failures (Pfeffer, 2003).
Erhardt, Werbel, and Shrader (2003), stated that having the best mix of skills, expertise, and
experience is paramount to ensure that the board as a collective group is equipped to manage
the business and activities of the company. Also, Akinwumi et al., (2019), mentioned that the
quantity and the kind of formal education have been featured as an essential demographic
attribute indicating cognitive orientations and experience needed by the board members to
drive the company objectives. The diversity in the boards of corporate, as regards educational
qualification diversity turns out to be more significant as the global businesses are confronted
with economic dynamism (Francoeur, Labelle &amp; Sinclair-Desgagné, 2008). Akinwumi et
al., (2019) established a positive correlation between the accounting education of board
members and the financial performance of companies which on the other hand confirms a
credible board. In terms of the resourcefulness of gender diversity, Onyekwere, Wesiah, and
Danbatta (2019) asserted that women are meticulous, risk-averse, skilled in accounting and
finance, and excellent decision-makers. Thus, companies have to involve more women in
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strategic positions to enhance their degree of performance. Furthermore, Ilona et al., (2019)
stated that global business competition has a positive effect on firms' overall performance
within the same industry. To deal with global competitiveness, board members need to be
composed of different nationalities to have global experience. This will allow firms to appoint
board members who perform higher not putting in mind their nationality. By so doing a
company additionally offers a signal to stakeholders on its willingness to improve monitoring
opportunities through, foreign outsider board members on the board.
Concept of Board Diversity
According to Bebeji, Mohammed, and Tanko (2015), the overall performance of the board is
influenced utilizing the effectiveness of the board members owing to factors as; board
composition, size of the board, gender diversity, ethnic diversity, and foreign board members.
The board of directors is one of the most influential decision-making bodies. Its responsibilities
cut across making key monetary to strategic decisions, such as approving modifications in
capital structure and mergers and acquisitions, to the challenging task of selecting the
company’s top executive management (Carter, D'Souza, Simkins & Simpson, 2008).
According to Matanda, Luke, and Lishernga (2015), the key duties of board members are to:
reveal and control managers, provide information and guidance to managers, monitor
compliance with relevant laws and regulations, and linking the company to the external
environment. From time to time, the modifications and reviews of corporate governance codes
are geared towards the need to constantly inspect traits of boards that will improve performance
and minimize company risk and scandals. The Security and Exchange Commission (SEC) in
2003, but argued that, the financial sector attracted under-performing corporate governance
because, about 40% of quoted companies, along with banks had diagnosed codes of corporate
governance in the region (Otuya, Donna & Edgware, 2017). Consequently, in 2003, a Code of
Best Practices on Corporate Governance for public quoted firms was once launched by the
Nigerian Securities and Exchange Commission (SEC).
The code of corporate governance in Nigeria additionally gives credence to the need for
diversity of board members. There is no limit of persons from any religion, cultural
background, educational qualification nor nationality to be on the board of directors of any
listed company in Nigeria. Hence, companies in Nigeria hire directors that are not limited to
any culture, religion, gender, academic qualification, or nationality as long as such directors as
the personnel resource needed by the company (Ujunwa, 2012). This is the bedrock of board
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diversity in Nigeria. Carter, D'Souza, Simkins, and Simpson (2010), define board diversity as
the inherent traits of board members in terms of gender and ethnicity. Ilona et al., (2019) looked
at board diversity in regards to the difference in the nationality of board members. Hilman et
al., (2002) considered board diversity to be gender and race whilst authors like Adesanmi et
al., (2019); Akinwumi et al., (2019), and Ahmadu (2017) posit board diversity to be the
composition of board members with a diverse academic qualification, gender, and culture.
Thus, board diversity is a combination of inherent diverse features; in terms of gender,
educational qualification, and nationality which make up the composition of board members.
Gender Diversity and Financial Performance of Firms
In a world as pluralized as ours particularly along gender lines; the role of gender on company
investment choice and performance can't be overemphasized. Gender according to Blair
(1995), is the role performed by both females and males in society. This refers to the anticipated
role of each sex in any given society. Authors like Bilimoria (2000) suggest female directors
enhance the boardroom discussions given the that fact they possess higher listening
competencies and are extra sensitive towards others. This improved quality of board room
interaction improves decision making, which leads to accelerated company performance.
While, Burke and Mattis (2013), believe that women are, risk-aversive than men. Men turn to
take greater risky investment than women; which would possibly be right but on the other hand,
the risk aversive nature of female board members can assist the board members with better
investment risk reevaluation for an efficient investment decision.
One of the essential issues confronted by modern board members is choosing the right
investment decision or capital mix considering the cost of capital and risk involved. The
amount of leverage a company decides to use can be of advantage to the firm in terms of tax
shields but the transactional cost in terms of interest on debt coupled with bankruptcy problems
need to be put into consideration whilst selecting the optimal debt to equity ratio of the
company (Nwaorgu & Iormbagah, 2019). To avoid making the wrong investment choice or
inappropriate capital mix there is a need to subject the investment choice to a gender diverse
board. This to Burke and Mattis (2013); Blarke (1995) will enable both gender cognitive ability
to analyze the investment choice and come up with the excellent possible capital structure
decision (Leverage). As mentioned in Nicholson and Kiel (2007), when board members are
made extra accountable for their decision and work, it improves the financial performance of
firms.
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Educational Diversity and Financial Performance
Kim and Lim (2010) argue that the educational diversity of board members in the area of
accounting, business, economics, and law can be a resourceful asset to a company, while Khan
and Awan (2012), consider the composition of board members with different academic
background, experience and networks can create value when they can be utilized to the efficient
management of a company or making an investment decision. In the case of making the proper
financing decision in regards to capital mix, there is a need for board members to have a sound
understanding of the rules and laws regulating debt contracts also, the need for payback
evaluation, financial background of the company, and business relationship with fund
providers. This is possible with a board that has a diversity of members which cuts across
accounting, business, economics, and law.
Empirical research carried out on educational qualification diversity substantiated the fact that
the academic qualification of board members has a positive impact on firm financial
performance studies like Uadiale (2010); and Ahmadu (2017). Educational diversity of board
members furnish board members with management expertise and networking, which is very of
benefit in the strategic management of the firm. According to Ahmadu (2017), the
characteristics that are essential for board members in performing their obligations, such as
overseeing the company and monitoring the performance of senior managers is their
educational diversity. Having the most suitable mix of skills, expertise and experience are
paramount to ensure that the board as a collective team is equipped to guide the commercial
enterprise and investment choice of the firm.
Nationality Diversity and Financial Performance
Globalization of business comes with a lot of challenges which range from access to capital on
international capital markets to gaining global market shares. These challenges according
to Fama and Jensen (1983) have kept board members and firm owners on their toes specifically
companies that have interaction in cross-border trade. According to Ruigrok, Amann, and
Wagner (2007), to deal with the global competitiveness of companies for market share control
and cross-border investment decisions, companies need to employ board members across
diverse nationalities to have global experience. Ruigrok et althroughout that having board
member that is different in nationality will enhance the cross-border investment choice s of the
company and financial performance owing to the multinational experience possessed by such
board members of the firm. Also, a firm additionally offers a signal to stakeholders on its
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willingness to extend its global business, and market expansion by including foreign outsiders
as directors on the board (Sunday &amp; Godwin, 2017). This, therefore, attracts investors;
lenders, and equity providers alike who are inclined to fund the investment, of the firm.
Nationality diversity of director board members will be a benefit to the firm performance
because specific nationalities will provide. variations in culture, knowledge, experience,
expertise, and potential to better control and display marketers effectively, and finally, it
reduces the company costs (Mallin, 2004; Sunday &amp; Godwin, 2017).
Nationality diversity refers to a situation that the director is from a different country. There are
quite a few benefits for companies to include non-local members as their director members.
First, non-local board members bring the director's expertise, experience, and capacity to better
manage the firm and extend shareholder wealth and promote new ways for the director to
increase the shareholders’ wealth. Second, foreign director members convey the interests of
shareholders and managers, collectively (Thomsen & Conyon, 2012). According to Ruigrok et
al. (2007), a foreigner getting into a board member of a firm director may not solely have
distinct perspectives, abilities, and knowledge, but, different values, norms, and
understanding. Sambharya (1996) in Ilona et al., (2019) points out one way that a firm can
respond to international competition is by way of giving power. This is essential for managers
with global experience, therefore legitimating the international career path.
One of the disadvantages for companies to appoint only foreign board members is that it will
impede the performance of existing board members due to the time taken such overseas board
members to familiarise themselves with the new business environment such as language,
subculture, and system. As such Kim et al., (2010) posit the need for companies to include
local board members that can enhance company financial overall performance by assisting the
foreign board member to recognize the culture, language, and financial/business system of the
firm host country. Diversity of board members in terms of nationality offers insider knowledge,
line management skills, support specialist abilities, and experience working with the
community as well as investment choice of the company (Ilona, 2019). Oxelheim &amp;
Randoy (2003) recommend that the presence of at least one foreign director will result in
greater active director monitoring, strengthens shareholder confidence, and leads to an increase
in firms performance. The empirical research has documented numerous conclusions of the
relationship between nationality diversity of board members.
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Empirical Review
Ahmadu (2017) investigated the effects of board diversity on the financial performance of
quoted deposit money banks in Nigeria with secondary data over the period of 2010- 2014. He
used descriptive statistics to describe the data set, whilst panel regressions were used to analyze
the results of board diversity on firms’ financial performance. They discovered that gender
diversity affects positively financial performance whilst ethnic diversity and board composition
affects negatively on firms’ financial performance represented by return on equity. The study
additionally found that foreign directorship and board size did not affect the return on equity.
Ahmadu (2017) made claims that gender diversity influences positively firms’ financial overall
performance whilst ethnic diversity and board composition are negatively affected firms’
financial performance. Also, he stated that the presence of foreigners on a board of banks in
Nigeria will not add any value to return on equity and that quoted banks maintained sub-optimal
board size.
Adesanmi et al., (2019) examined the effect of board diversity on the financial performance of
banks banks banks in Nigeria using profit margin as a proxy for financial performance whilst
the proxies for board diversity and board independence are the ratio of women directors to total
board size and ratio of non-executive directors to total board size, respectively. They sourced
the data for their study from the annual reports of 10 listed, banks in Nigeria from 2008 to
2017. Also, data were analyzed using pooled Ordinary Least Square regression. They
discovered that both gender diversity and board independence positively affect the financial
overall performance of, banks in Nigeria.
Onyekwere et al., (2019) investigated the nature of the relationship between board diversity
and financial performance of, Banks quoted on the Nigerian stock exchange using three board
diversity variables; the percentage of female in the boardroom, the share of non-executive
directors that make up the boardroom and board size. Using the fixed effects Panel regression
model they discovered that gender diversity has a statistically significant influence on banks'
financial performance. On the other hand, the study additionally indicated that non-executive
administrators and board dimensions do no longer have a sizeable impact on bank performance.
Akinwumi et al., (2019) examined the relationship between board academic qualification
diversity and performance of fifty-three manufacturing firms quoted on the Nigerian Stock
Exchange between 2006 and 2015. Descriptive and explanatory research designs were adopted
for the study analysis of information sourced from the annual financial statement of the firms
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under consideration. The study did not establish any significant relationship between board
academic qualification diversity and the financial performance of quoted companies in Nigeria.
However, the results exhibit significant relationships between board academic qualification
diversity and financial performance metrics of Tobin’s Q and return on assets when controlled
for board size and firm leverage. Ahmadu (2017) investigated the effects of board diversity on
the financial performance of quoted deposit money banks in Nigeria using secondary data over
the period 2010- 2014. He used descriptive analysis to describe the data set, while panel
regressions were used to assess the effects of board diversity on firms’ financial performance.
The study found that gender diversity impacts positively on financial performance while ethnic
diversity and board composition impact negatively on firms’ financial performance represented
by return on equity. The study also discovered that foreign directorship and board size did not
affect the return on equity. Ahmadu (2017) made claims that gender diversity impacts
positively on firms’ financial performance while ethnic diversity and board composition are
adverse to firms’ financial performance. Also, he noted that the presence of foreigners on a
board of banks in Nigeria will not add any value to return on equity and that quoted deposit
money maintained sub-optimal board size.
Adesanmi et al., (2019) examined the effect of board diversity on the financial performance of
deposit money banks in Nigeria using profit margin as a proxy for financial performance while
the proxies for board diversity and board independence are the ratio of female directors to total
board size and ratio of non-executive directors to total board size, respectively. They sourced
the data for their study from the annual reports of 10 listed deposit money banks in Nigeria
from 2008 to 2017. Also, data were analyzed using pooled Ordinary Least Square regression.
Their study found that both gender diversity and board independence positively affect the
financial performance of deposit money banks in Nigeria.
Onyekwere et al., (2019) investigated the nature of the relationship between board diversity
and financial performance of deposit money banks quoted on the Nigerian stock exchange
using three board diversity variables; the proportion of women in the boardroom, the proportion
of non-executive directors that make up the boardroom and board size. Using the fixed effects
Panel data regression model they found that gender diversity has a statistically significant
positive impact on banks' financial performance. On the other hand, the study also indicated
that non-executive directors and board size do not have a significant impact on banks'
performance.
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Akinwumi et al., (2019) examined the relationship between board educational qualification
diversity and performance of 53 manufacturing companies quoted on the Nigerian Stock
Exchange between 2006 and 2015. Descriptive and explanatory research designs were adopted
for the study analysis of data sourced from the annual reports of the companies under
consideration. The study did not establish any significant relationship between board
educational qualification diversity and the performance of quoted companies in Nigeria.
However, the results show significant relationships between board educational qualification
diversity and performance metrics of Tobin’s Q and return on assets when controlled for board
size and firm leverage.
Ilona et al., (2019) carried out a conceptual review to evaluate applicable literature that is
related to the relationship between director diversity and firm performance. According to Ilona
et al., (2019), director diversity means the variant of board members' attributes such as ethnic
background, nationality, gender, experience, faith, and others. They reeled out two theories
underpinning the relationship between director diversity and firm overall performance which
are the agency and resource dependence theory.
Yadav and Chakraborty (2020) examined the effect of female directors on the firm marketbased financial overall performance of listed Indian corporations using an econometric
modeling approach. They used the company's annual unit of analysis with a sample of 60 BSE
listed corporations across several industries. The research study result using panel least squares
and random effects estimation models indicates, a positive and significant correlation between
the proportion of female directors and Tobin q. However, results are observed to be strong
when market-to-book values of share were used as company financial performance. They
observed out that the number of companies with no female directors has decreased throughout
the 12 years of study which they argued can also be due to the external pressure created by the
new company governance code 2013.
METHODOLOGY
The study adopts an ex post facto research design. 52 listed manufacturing firms in Nigeria
cuts across 7 sectors; the study used a random sampling technique in selecting 1 firm from each
sector of the manufacturing firms. Thus, data will be collected from the financial statement of
7 firms across all the sectors from 2014-2018. The study also adopts multiple ordinary least
square regression for analysis of data.
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List of Firms/Sectors
FIRM
Forte Oil PLC
Cement company of Northern Nigeria
PLC
Cadbury PLC
GlaxoSmith PLC
Okomu Oil PLC
Aluminum Extrusion Company
Chellerams PLC
Source: Authors Compilation 2020
The model is specified as;

SECTOR
Oil & Gas
Industrial Goods
Consumer Goods
Health Care
Agriculture
Natural Resources
Conglomerates

Mathematic model:
Leverage ratio = f (Gender diversity + Educational diversity + Nationality diversity)
Econometric model:
LEVit = α + β1 GDit+ β2 EDit + β3 NDit + Uit
LEV = Financial performance (Gotten by dividing the total liability to total assets of the firm
at a
time)
GD = Gender diversity (number of female divide by the total number of male on the board)
ED= Educational diversity (Diversity Index for Educational Qualification). The parameters for
estimating the diversity index are described below: The members of the board of firms were
classified into 6 categories namely: members considered to have a qualification in accounting,
business, economics and law. Using content analysis for each category; 1 is assigned under
each categorized criteria if found and 0 if not found at a time. The number of possible categories
is four (4). The maximum diversity index will be 1 if the board members are equally distributed
in the 4 categories and zero if non fall in any of the category using division rule.
ND = Nationality diversity (number of foreign nationals divided by the total number of board
members)
U= error term
it = icross-section & ttime
β = Beta coefficient of the model.
Decision rule: to accept the null hypothesis if the calculated probability value is greater than
the significant probability value of 0.05 (5%)
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ANALYSIS/DICUSSION OF RESULT
Descriptive Statistics Table
Minimum Maximum
Mean
Std. Deviation
Statistic Statistic Statistic Std. Error
Statistic
.04
.87
.4488
.03279
.19400
.00
.33
.1322
.02224
.13158
.50
1.00
.8357
.03065
.18132
.08
.64
.4003
.02792
.16519

N
Statistic
LEV
35
GD
35
ED
35
ND
35
Valid N (listwise)
35
Source: Authors computation (SPSS, V.20)

The table above represents the data spread for the 7 firms sampled. N represents the total
number of observations. Observations were taken from 7 firms; 5 years for each firm which
gave rise to 35 observations. According to Gujarati and Porter (2010), the required number of
observations for regression analysis should be more than 30. This study data has 35
observations which mean the data result is not porous.
From the table above, the firms’ record a minimum and maximum leverage (LEV) ratio of 0.04
and 0.87. The firms’ data also reveal a mean record of 0.4488 and a standard deviation of
0.19400 for the period. For gender diversity (GD), some of the firms have no female board
members as shown in the minimum statistics of 0 while, the maximum ratio of gender diversity
of the firms is 0.33. On average, listed firms in Nigeria record a gender diversity ratio of 0.1322
with a deviation of 0.13158 among the firms. Furthermore, the level of educational diversity
of the firms’ board members stands at an average of 0.8357 with a deviation index of 0.18132
among the firms. The least firm records an educational diversity of 0.50 among the board
members while the highest record of educational diversity index among the firms is 1.000
which means those particular firms with such index have board members with a qualification
in accounting, business, economics, and law. Lastly, the minimum and maximum ratio for
nationality diversity of board members for the firms stood at 0.08 and 0.64 respectively. On
average the firms record a mean size of 0.4003 for board members’ nationality diversity while
there is a 0.16519 deviation of nationality diversity among the firms’ board members.
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Model Summaryb Table
Model R
R
Adjusted Std. Error
Change Statistics
DurbinSquare R Square of the
R
F
df1 df2 Sig. F Watson
Estimate Square Change
Change
Change
1
.806a
.650
.616
.12028
.650 19.150 3 31
.000
1.175
a. Predictors: (Constant), ND, ED, GD
b. Dependent Variable: LEV
Source: Authors computation (SPSS, V.20)
The table above represents the over-all model regression result. To test for autocorrelation of
data, the Durbin-Watson statistics is employed.

The standard DW statistics to test for

autocorrelation of independent data prescribed by Gujarati and Porter (2010) is less than or
equal to 2; the model revealed a DW statistic of 1.175 which is less than 2 thus indicates the
absence of autocorrelation.
In the model, the R statistics show that there exists a very strong relationship between board
diversity (GD, ED & ND) and financial performance (LEV) of the firms. Furthermore, the R2
which measures the level of variation that the independent variable(s) can cause the dependent
variable revealed that; 65% (0.650) change in the leverage ratio of the listed firms can be caused
by the firms’ board diversity (GD, ED & ND) used in this study while the remaining 35%
(0.35) can be caused by other board diversity characteristics not included in this study. Lastly,
the adjusted R2 revealed a record of 0.616; this means if the overall model is adjusted and other
board diversity variables like ethnicity and religion are included, the level of variation that
board diversity can cause leverage to change will deviate by 3.4% (0.650-0.616= 0.034). The
level of deviation is less than the accepted error term of 5% which is too much to infer that the
result of this study is porous and cannot be relied upon. To further substantiate this claim the
study relied on the Fisher statistic probability value which is significant at a P value of 0.000;
this means the overall model is statistically fit.
Coefficientsa Table
Model
Unstandardized
Standardized
t
Sig.
Collinearity
Coefficients
Coefficients
Statistics
B
Std. Error
Beta
Tolerance VIF
(Constant)
.072
.101
.715 .480
GD
1.256
.184
.852 6.816 .000
.723 1.382
1
ED
.123
.130
.115 .942 .353
.764 1.309
ND
.270
.160
.230 1.687 .102
.611 1.636
a. Dependent Variable: LEV
Source: Authors computation (SPSS, V.20)
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The table above shows the result of individual model specific test.
HO1: Gender diversity has no significant effect on the leverage ratio of listed firms in Nigeria.
Hypothesis one is tested for gender diversity of board members against leverage ratio of the
firms; result revealed that a unit variation in the gender diversity of board members brought
about an increase in the leverage ratio of firms up to the tune of 85.2%. The variation of
leverage ratio caused by gender diversity is a result of few female members on the board as
women are known to be risk aversive. The high number of male members on the board gave
rise to such a causation effect. The result further reveals that the gender diversity of board
members have a significant effect (0.000) on the leverage ratio of the firms which represents
the firms’ financial performance.
HO2: Educational diversity has no significant effect on the leverage ratio of listed firms in
Nigeria.
For the second hypothesis, the result revealed that an increase in the level of educational
diversity of board members will lead to an 11.5% increase in the leverage ratio of the firms.
This means that if the board members have a vast knowledge of accounting for leverage,
business relationship with lenders, the macro-economic policies of lending, and contracts laws
the firms will increase their leverage ratio by 11.5%. But the study revealed that educational
diversity has no significant effect on the leverage ratio as the calculated probability value
shown of 0.353 is above the accepted probability value of 0.05.
HO3: Nationality diversity has no significant effect on the leverage ratio of listed firms in
Nigeria.
The hypothesis for nationality diversity and leverage ratio shows that a variation in nationality
diversity of the firms will cause an increase in the leverage ratio of the firms to the tune of
23%. This means that if more diverse nationalities are appointed on the board some chances
cross nationality ideas and experience will be harnessed to burst the financial performance of
the firms in the aspect of leverage management to the tune of 23%. The test of hypothesis
revealed that nationality diversity of board members have no significant effect on the leverage
ratio of the firms as the calculated probability value (0.102) is higher than the accepted
probability value of 0.05.
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Conclusion
The postulate that female board members are risk aversive is shown in the results of this study;
as gender diversity of the firms’ board members is seen to have a strong significant relationship
with the leverage ratio. On the other hand, both educational diversity and nationality diversity
of board members reveal a weak relationship and insignificant effect on the leverage ratio of
the listed firms in Nigeria.
Recommendation/Policy implications
To further strengthen firm specific policies, the study recommends that;
i.

Listed firms Nigeria should consider highly the need to admit more female board
members to balance up the ratio of gender diversity. This will not only give
credence to the contemporary propagation of gender equality but having more
female members who are resourceful in risk evaluation will serve as a check to the
possibility of bankruptcy when firms expose themselves to the high leverage ratio

ii.

Also, the listed firms should admit board members that are resourceful as a result
of educational diversity. This will help the board have the required human resources
to evaluate the best possible financing option vis a vis cost of capital and any agency
issues that may arise from such investment decision.

iii.

iii. Lastly, the need for board diversity in terms of the nationality of board members
is important. The board members with diverse nationalities are resourceful and vast
in international business culture and economic experiences. This will help the board
members navigate the contemporary economic dynamism as a result of business
globalization which poses a threat to the survival of businesses on a daily basis
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ABSTRACT
Business entities are expected to impact the society positively in order to continue to enjoy the
goodwill of the various stakeholders. Their social impact can be measured by the amount the
company spends on their corporate social responsibility, (CSR). This study used the CSR
donations as a measure of the social impact the firms exerts on the society. An OLS regression
analysis was run to ascertain how some components of corporate governance impacted the
society. The study surveyed twenty firms quoted in Nigerian Stock Exchange and covered a
period of 14 years from 2006-2019. The result shows that Board size (BS), CEO duality
(CEOD) and foreign directors (FDIR) influenced the amount the firms spent on social impact,
positively and significantly.
Key words: Corporate governance, CSR donations, social impact
INTRODUCTION
Business entities all over the world are expected to impact the society positively. This is in
order to continue to enjoy the goodwill of their various stakeholders. However this expectation
is not always met or at best met in part. Often firms pay more attention to the interest of their
shareholders by endeavoring to grow their profit, while consciously or unconsciously
neglecting the society or the environment. Perhaps this was what led John Elkington, in 1994
(www.wikipedia) to coin the term “triple bottom line” thereby raising the consciousness that
a firm’s performance should not be measured only in terms of profit (p) but it should include
people (p) and planet (p), hence the triple “P” bottom line principle.
Iyoha (2010) argues that the concern of organizations in Nigeria is profit making and dividend
payment and as such lesser attention is given to social impact. Corporate Governance (CG)
has become a topical issue attracting the attention of practitioners’ (Abdulazeez, Ndibe and
Mercy. 2016), Corporate governance is the set of processes, customs, policies, laws and
institutions affecting the way a company is directed. (Ahmed and Hamdan, 2015).
However, corporate governance has the board of directors of the company as the primary force
influencing it. (www.investopedia). It therefore means that the board (of directors) is the driver
of corporate governance in firms. The role of board of directors through their various aspects
determines, to a good extent, the performance of the firm. The relationship between corporate
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governance (represented by the board) and firm’s performance has been usually measured by
return on asset (ROA), return on equity (ROE), profit after tax (PAT) and other financial
measures. These investigations have yielded mixed results lacking consensus. (Abdulazeez,
Ndibe and Mercy 2016; Uwalonwa, 2011; Mohan and Chandramohan, 2018; Hussain and Hadi
2019; among others)
Studies that used non-financial indices as a measure of performance are limited. This study, in
the principle of the triple bottom-line of the 3Ps, which is people, planet and profit, investigates
the relationship between corporate governance represented by some characteristics of the board
and firms social impact exerted on people and the planet. This is proxied by the amount spent
as Corporate Social Responsibility (CSR) donations made by the firms.
Over the years, there has been an increasing need for organizations to voluntarily disclose in
their annual reports activities that interface between them and the society (Ebimobowei, 2011)
but this has not been the case in developing countries like Nigeria.
Statement of the Problems
Corporate governance and its societal impact are associated with low corporate governance
factors that affect the corporation’s performance. These corporate governance factors include
the characteristics of the firms’ board of directors and the board size, the CEO duality, gender
diversity and the presence of foreign directors well as many other factors which are regarded
as key to the governance of a firm. All this factors work in synergy to determine the
performance of such firms. A firm’s performance is therefore assessed by the contribution or
lack of it of the various components of these corporate governance elements. Included in
board’s characteristics is the issue of how such firm’s board is composed. Board compositions
in most cases are associated with an unbalanced mix. Also where the composition mix lacks
the veritable qualities as experience, training, exposure, the board cannot be said to be balanced.
Moreover, where the board is male dominated with little regard given to femininity in the
composition, forgetting that the female members in the board reflect a more diversified
characteristics of the board and that the public usually have a better image perception of the
firm if there are more females in the board.
The separation of ownership and control creates a problem of good corporate governance
because the directors may not be able to run the company in the way that is in the best interest
162

10TH ACCOUNTING AND FINANCE CONFERENCE BOOK OF PROCEEDINGS VOLUME 10 ISSUE 2, 2020

of the shareholders. It is known that the shareholders might not be able to prevent the directors
from doing this because the directors have most of the powers to control what the firms are
doing The influence of foreign directors on societal impact has been a very important issue.
Foreign investors come in with their resources and expertise into the board but the benchmark
placed by the regulatory bodies limits this.
Problem of corporate governance with corporate social responsibility arises also when
businesses operate within society and interact with local communities, stakeholders,
environment, and employees to mention a few. Firms have moral duty to consider the concern
of various stakeholder groups. Employees are treated as a means to achieving the end of a
higher company profit. Firms do not realize that they do not have only obligation to pursue the
objective of making profits only in a way that will enhance the material well being of society
in the decisions and actions they take.
To address these problems as they affect the performance of quoted Nigerian firms is the
subject of this study. This is done to assess how these corporate governance mechanisms affect
the firms’ performance indicator measured by Corporate Social Responsibility (CSR)
donations.
Objectives of the study
The broad objective of the study was to investigate the influence of Corporate Governance of
selected Nigerian quoted firms on the social impacts of such firms. The specific objectives
were to
1. Examine the impact of board size on the firms social impacts of quoted Nigerian firms
in the Nigerian stock exchange
2. Evaluate the influence of CEO duality on the social impacts of quoted Nigerian firms
3. Establish the effect of the presence of female member(s) in the board on the social
impact of quoted Nigerian firms.
4. Ascertain the relationship between the presence of foreign directors in the board and
the social impact of firms quoted on the Nigerian stock exchange.
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Research questions
The study was guided by the following research questions;
1. To what extent does the size of board of directors of quoted Nigerians firms influence
the social impact of quoted firms in Nigeria.
2. How does the CEO duality affect the social impact of quoted firms in Nigeria.
3. To what extent is the social impact of quoted firms in Nigeria affected by the presence
of female members on the board.
4. To what extent does the presence of foreign director on the board influence the social
impact of quoted Nigerian firms’.
Hypotheses of the study
The following hypotheses stated in the null form were tested
1. Board size has no significant influence on the social impact of quoted Nigerian firms
2. The CEO duality does not exert a significant influence on quoted Nigerian firms’ social
impact.
3. There is no significant relationship between the presence of female board members and
the social impact of Nigerian quoted firms
4. The presence of foreign directors in the board does not have any significant relationship
with the social impact of quoted firms in Nigeria.

Review of Related Literature
Conceptual Framework
This study relied on the corporate governance components to extract the desired corporate
governance metrics that constitute the independent variables by which the stated hypothesis
were tested. These components (independent and dependent variables) are:
Board Size, and social impact
Board size is the total number of directors sitting on the board of a particular firm. The
corporate governance code stipulates that it should not be more than 20. This study examined
the extent to which the size of the board of directors of Nigerian firms affects the performance
of the firm and also impacted socially. This is because there are two opposing schools of
thoughts one argues that a smaller board size will impact more on the success of the company.
(Yemarck, 1996, Lipton & Lorsch, 1992, Asuagwu, 2013 and Yoshikawa and Phan, 2003).
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On the other hand, the second school of thought believes that a larger board size is a requisite
for firm performance. Among these are Arosa, Iturralde & Mased (2010), Hanniffa & Hudaib
(2006) and Adeusi, Akeke, Aribaba & Adebisi, (2013) and Coles, Daniel & Naveen (2008).
This study therefore yielded result that aligned with either of these schools of thought and give
information on the impact of board size on firm’s performance in Nigeria. This is measured by
the total number of people on the firm’s board.
Chief Executive Officer, (CEO) Duality, and social impact
Though empirical studies do not agree on the contribution of C.E.O. duality to a firm’s
performance, shareholders, institutional investors and policy makers agree that the chair of
firm’s board should be different from the Chief Executive Officer of the firm. (Duc and Thuy,
2013). In fact, Dahya Garcia and Van Bommel (2009) reported that between 1994 and 2003,
policymakers in 15 advanced countries and the United Kingdom recommended that the chief
executive officer of a firm and the firm’s board chairman should be separated. Heidricks and
Struggles, (2009) also reported that in Europe, 84 percent of firms separate the roles of the
chair of a company’s board and it’s CEO. Other studies such as Kajola, (2008) Klein (2002
and Yemarde (1996) also agreed with the stand of separating the CEO and Board Chairman,
CEO duality is measured by asserting (1) if the CEO also occupies the chairmanship of the
firm’s board.
Gender Diversity in the Board and social impact
A casual look at the composition of the membership of many boards of firms indicates that
they are male-dominated. However, the subject of gender diversity in the board has been a
subject of empirical studies. (Duc and Thuy, 2013). The presence of female board members is
an indication that the board is diversified. (Duta and Bose, 2006). Also Smith and Verners,
(2006) outlined three reasons why it is important to have female members of the board. They
are:
(i)

In comparison with their male counterparts, female board members usually have a
better understanding of a market. According to them, this understanding will impact
positively on decisions made by the board.

(ii)

The presence of women in the board gives a better image of the firm as perceive by the
community and this will enhance the firm’s performance.

(iii)

Other members of the board gain a better understanding of the business environment
when the board has female members.
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Importantly, female board members can positive influence the career development of junior
female staff in the business. A firm’s performance can be directly and indirectly improved with
the inclusion of women in the board.
Corporate Social Responsibility, (CSR) donations as a measure of social impact
Corporate Social Responsibility (CSR) is a concept that is crucial to the firm achieving the
expectations of her stakeholders. Doda, (2015), describes CSR as an important instrument that
pushes the competitive advantages, the creativity and innovation, improves the business
reputation to the society with the employees, state, institution and governmental organization.
CSR is a phenomenon where companies are concerned not only of their profit but also to the
society related issues. ( Rusmanto, Waworuntu & Syahbandiah, 2014).
CSR activities are no longer charitable events but tools for boosting positive image of the
company, employee, and customers’ satisfaction and organizational profitability.( Folajin,
Ibitoye & Dunsin, 2014) Corporate Social Responsibility has been defined by the World
Business Councils for Sustainable Development,(WBCSD) (2004) as the commitment of
business to contribute to sustainable economic development, working with employee, their
families, the local community and society at large to improve their quality of life.
Theoretical framework
Agency Theory
Agency Theory revolves around the issue of the agency problems and its solution. This theory
can be traced back to Ross (1973), Mitnick, (1973) Jensen and Meckling. (1976). Agency
problem is one of the age old problems that persisted since evolution of the joint stock. It cannot
be ignored since every organization suffers from this problem in different forms. There is the
need to understand agency problem and its various forms and the various cost involved in it to
minimize the problem. The wide existence of the agency problem in different type of
organization has made this theory one of the most important theories in finance.
Stakeholders’ Theory:
Freeman. (1984), propounded this theory highlighting the notion that corporations consist of
many stakeholders aside from their own shareholders and that it should be managed with the
groups in mind. Broomhill (2007), reports that this is the basis of stakeholder’s theory. The
stakeholders’ theory suggests that the purpose of a business is to create as much value as
possible for stakeholders. In order to succeed and be sustainable over time, executives must
166

10TH ACCOUNTING AND FINANCE CONFERENCE BOOK OF PROCEEDINGS VOLUME 10 ISSUE 2, 2020

keep the interest of customers, suppliers, employees, communities and shareholders aligned
and going in the same direction (Lexiconft.com).This therefore implies that there are various
stakeholders with different commitments to and expectations from organizations. The World’s
Business Council for Sustainable Development (2000), as recorded by Akanbi and Ofoegbu
(2012) say that companies have a responsibility to the stakeholders and their expectations.
Empirical Literature
There have been many empirical studies investigating the link between corporate governance
and firm performance. Muhammad and Sabo (2015) studied the impact of board characteristics
on corporate social responsibility disclosures of eleven food product firms in Nigeria.
Secondary data were used and analysed by means of descriptive statistics, correlation and
regression analysis. Board size and female board members showed a significantly positive
association with corporate social responsibility disclosures of sampled firms. Also board
independence showed an insignificant association with CSR disclosure. Size, which is one of
the control variables indicate an insignificant negative association with CSR disclosure.
Rusmanto, Waworuntu & Syahbandiah, (2014), examined the impact of corporate governance
to corporate social responsibility in providing information to interested parties with evidence
from Indonesia. Descriptive statistic was employed. The result found that there is no evidence
of statistically significant correlation between corporate governance and CSR disclosures.
Abdulazeez, Ndibe and Mercy, (2016) studied the link between corporate governance and the
financial performance of listed deposit money banks in Nigeria. They used secondary data for
a period of 7 years, and their independent variables were board size, (CEO Duality) and audit
committee. Their study used ROA as the performance measure. They reported that a lower
board size contributes positively and significantly to the financial performance of deposit
money banks in Nigeria. Uwalonwa, (2014) used secondary data to analyze the impact of
corporate governance on capital structure of listed Nigerian firms between 2006 and 2011. In
his study, corporate governance was represented by board size, CEO duality, management
ownership and board composition. The dependent variable was debt to equity ratio (DER).
With regression analysis, he found a negative relationship with size and board size and the
capital structure.
Rouf,(2013) studied the link between corporate governance disclosures and the financial
performance of firms in Bangladesh using secondary data. His dependent variable was ROA
while the independent variable was percent of equity owned by insiders to all equity using OLS
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regression and correlation analysis. He reported that a higher ROA of the firm is positively
correlated to the level of corporate governance disclosures.
Mohan and Chandramohan, (2018) investigated the impact of corporate governance on firms
performance in India. They used panel data to analyses the impact of board composition, CEO
duality and board size had a significant negative impact on firms performance.
A study of the impact of corporate governance on the performance of firms in Bahrain was
undertaken by Ahmed and Hamdan (2015). The study used panel data and covered a period of
5 years (2007- 2011).performance of firms were measured by ROA, ROE and Earnings per
share (EPS) of corporate governance variable were board size, independent non executive
director, ownership structure, committee size and leverage as a control variable. An OLS
analysis regression analysis showed that ROA and ROE were significantly related to corporate
governance variables but the EPS had a significant relationship to Bahraini firms.
A two nation study of the impact of corporate governance practice on firms performance in
Indian and South Korean firms was undertaken by Gupta and Sharma (2014), They used
secondary data to explore the impact of Board size, Board composition and audit type on the
ROA and the MPS of firms in the two countries. By panel data analyses, they found that
corporate governance had limited effect on both countries share prices and their financial
performances.
An investigation into the relationship between corporate governance and firms’ performance
in Vietnam was carried out by Duc and Thuy (2013). They used secondary data which they
analyzed with correlation analysis, Pearson product moment correlation coefficient and
regression analysis. They reported that there is a positive and significant relationship between
corporate governance and firms’ performance. The study of Hussain and Hadi (2019) on
corporate governance and its impact on the construction industry of Malaysia showed
empirically that corporate governance mechanisms had insignificant impact on firms’
performance in Malaysia. The data sets used in this study were both primary and secondary
data. They used descriptive statistics, Pearson correlation test as well as logistic regression.
Ogege and Bolunpremo,(2014) studied the impact of corporate governance on the financial
performance of banks in Nigeria using secondary data. They used regression analysis to assess
the relationship between board sizes, non executive directors NEDs, corporate governance
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disclosures index and board composition on ROA and ROE of Nigerian banks. They reported
a positive relationship between corporate governance variables and firms performance
Adekunle and Aghedo (2014) investigated the impact of corporate governance on financial
performance of selected quoted firms in Nigeria. Their study used secondary data on board
size, board composition, CEO duality and ownership concentration to regress on ROA and
Profit margin,(PM). They reported a positive and significant relationship between the corporate
governance variables and the ROA and P.M of the studied firms.
Zenzo and Nyasha (2014) analysed the impact of shareholders activism on corporate
governance in Zimbabwean banking sector. They used survey design and questionnaire to
generate primary data. They however, reported a positive relationship between shareholders
activism and corporate governance. In Malaysia, Hussain and Hadi,(2017) used primary and
secondary data to investigate the effect of corporate governance on firms performance. Their
performance measure was ROA while the independent variables were board composition,
board size, remuneration committee, and risk management committee and gender diversity. By
the use of descriptive statistics and logistic regression they were able to link board size, board
composition and risk management committee to significant firm performance.
The study of corporate governance and firms’ performance in India by Surya- Bahadur (2016),
revealed that good corporate governance adopted by companies are positively related with
financial performance. For the study, he collected panel data on Board size, no of board
committees, and directors remunerations for a period of 5years from 2008-2012 which were
subjected to LSDV and SLS panel data model. Their study revealed that firms with large board
size perform better while firms with more independent board members perform poorly. They
reported no link between audit committee characteristics and firms performance.
In the same vein, Fakile and Osemene (2018), studied the effectiveness of audit committee and
financial performance of deposit money banks in Nigeria. Their report says that audit
committee characteristics influenced the ROE of deposit money banks. Several studies have
attempted to supply the link between corporate governance and firm performance. However,
results from these studies have been mixed. Some researchers have found positive relationship
between corporate governance variables and the performance of the firms, others report
negative relationships.
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The point of departure of this study from other studies stems from the fact that the measure of
performance by other researchers were limited to the of financial performance measures like
ROA, ROE, PAT and their likes. Corporate social responsibility disclosures is one measure of
performance that is closely related to this study (CSRD) .This study employed corporate social
responsibility expenditure/donations as a measure of social impact as this fulfils the triple
bottom line principle.
METHODOLOGY
The Research Design and Source of Data
The study adopted the Ex-post Facto design, using secondary data sourced from the annual
reports of the surveyed firms quoted in the Nigerian Stock Exchange (NSE) from 2006-2019.
Pooled time series and cross sectional data were generated for the 20 firms purposively sampled
for the study.
Criteria for including a firm in the study were
1. That the firm was listed in the NSE.
2. That the shares of the firm were traded on the floor of NSE and
3. That the firm had published her annual reports consistently from 2006-2019.
The data generated were analyzed using the ordinary least square (OLS) technique to
estimate the regression equation specified.
Model Specification
This model, in the explicit form with the addition of the error term was specified to investigate
the relationship between the independent and dependent variables of the quoted Nigeria firms.
Model 1
SI = bo+biBSit+b2CEODit+b3 GDit+b4 FDIRit+b5FSit+b6Levit+eit
Where:
Dependent Variable
SI = Social Impact

Measurement
This is the log of the total CSR donations of the ith firm
in year t. It captured the firm’s impact on the society.

Independent variables/Explanatory Variables
BS -Board size
Total number of people sitting on the firm’s board.
CEOD (CEO Duality)
“1” if the chairman is also the CE|O of the firm and “O”
if otherwise
GD (Gender Diversity)
Number of women sitting on the board
FDIR (Foreign Directors)
Number of non-Nigerians on the firm’s board/
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Control variables
FS Firm Size Natural logarithm of the book value of the firm’s total assets
bo =
Constant or Intercept
b1 – b6
Estimated Beta Coefficients from the regression.
eit
Error/Stochastic term
The a-prior expectations for Model 1 are
bo
b1
b2
b3
b4
b5
b6

=
=
=
=
=
=
=

?
>0
>0
<0>
>0
<0>
<0>

1. RESULT AND DISCUSSION
The result of the regression analyses is presented in the table below
Model =SI=ꝭ (BS,CEOD,GD,FDIR,FS)
Dependent Variable: SI
Method: Panel Least Squares
Date: 10/28/20 Time: 05:21
Sample: 2006 2019
Periods included: 14
Cross-sections included: 20
Total panel (unbalanced) observations: 264
Table 1: Regression output with E-Views 9
Variable

Coefficient

Std. Error

t-Statistic

Prob.

C

1.666646
***0.75388
8
1.071990
***0.087296
**0.091620
-0.012896

2.642770

0.630644

0.5288

0.199451
0.109212

3.779816
9.815679

0.0004
0.0000

0.052674
0.030753
0.061145

-1.657288
2.978221
-0.210915

0.0935
0.0107
0.8331

BS
CEOD
GD
FDIR
FS
R-squared
Adjusted R-squared
S.E. of regression
Sum squared resid
SLog likelihood
F-statistic
Prob(F-statistic)

0.543519
0.507308
7.610734
10739.95
-714.2169
12.04700
0.000000

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

8.807992
8.458548
6.971340
7.052612
7.003997
1.683098

Source: Research Regression output from E- View version 9
*** = Significant at 1% level of significance
** = Significant at the 5% level of significance
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The regression result in the table shows the adjusted R.Square indicating that about 51%
slightly more than half of the variations in the dependent variable social impact were explained
by the independent variables. The other 49% variations are explained outside the model. The
Durbin- Watson D-W statistic of 1.68 indicates that the model was not totally free from autocorrelation bearing in mind that the ideal value for autocorrelation free model is 2. The FStatistic at the value of 12.047 is significant at the 1% level of significance. This implies the
overall significance of specified and estimated model. The specified model contains 4
independent variables with one control variable totaling 5 variables in all. The regression result
shows that 3 out of the 5 variables were significant while the other two are not.
Board size (BS) (significant at 1%). The regression output shows that the size of the board
which is the number of directors sitting on the board influenced the social impact of firms
positively and significantly. This conforms to the a-priori signs. The result implies that the
board was conscious of the importance of

the social impact and worked assiduously to

maintain it. The size of the board was optimal and effectively monitored and controlled the
management to ensure that the board decision on CSR and CSR donations were implemented.
Another plausible reason could be that board because of the size was cohesive and there
appeared to be no internal wrangling among members. A bloated board could increase
monitoring cost and thereby divert money meant for CSR activities to board maintenance. On
the other hand an undersized board could also hinder CSR activities by not been able to provide
the necessary and sufficient monitoring of management who could also mismanage the money
meant for CSR activities.
The regression results implies that a unit increase in the board size (value: 0.753888) will also
increase the social impart the firms create by 0.75 units. In view of the fact that there is a dearth
of studies where social impact via CSR donations were used as a performance measure. This
study will therefore resort to other to other measures for comparison. In that wise, this study
aligns with study of Diaz, Rodrigues and Craig. (2017), who reported a positive and significant
relationship between the board size of Portuguese firms and their index of CSR Disclosures
(ICSRD). They also suggested in line with the study that a larger board will disclose more
information on CSR thereby support more CSR expenditure. De Villiers, C., Naiker, V. and
Van Stadios, C. (2011). The result of this study is consistent with the stakeholders’ theory that
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suggests that a larger board will provide a good representation to the stakeholders in this case
the society. Also Zhou and Maggina (2018), found that firms with larger board perform better.
Chief Executive Officer (CEO) Duality: CEO Duality is the practice of separating the position
of the chairman and the CEO of the company. The regression result in the table shows that
CEO Duality was positive and significant at the 1% level of significance. This implies that
separating the positions of the chairman and that of the chief executive officer (CEO) favors
the social impact the firms create. The regression result shows that 1unit increase in the
separation of chairman from the CEO will result in a corresponding increase in the firms’ social
impact. This result is also consistent with the a-priori expectation of a positive relationship
between CEO duality and social impact (CSR expenditure), than when one person occupies the
two post. The result shows that there was no clash of interest as both chairman and CEO work
together to promote CSR activities. This is in implicit agreement with the agency theory which
supports the separation of the two posts, thereby promoting monitoring and supervision of
management in order to mitigate the agency problem. This result is in consonance with the
study of Diaz, Rodrigues and Craig (2017), who reported a positive and significant relationship
between CEO duality and CSR disclosures among Portuguese firms. Also Al- Janadi, Raman
and Omar (2013) also found that firms with CEO duality provide more information than those
without CEO duality. This variable is highly significant and with a coefficient of 1.07 connotes
that a unit increase in CEO duality is expected to elicit a corresponding 1.07 unit increase in
the CSR donations (social impact) of the firm.
Gender diversity (GD)
This variable refers to the number of persons sitting on the board of Nigerian quoted companies.
The result of from the regression analysis shows that the relationship between gender diversity
of the firms and their social impact was negative and insignificant at the 1 and 5 percent levels
of significance. The result can be interpreted to mean that there are few women in the boards
of such firms to influence CSR activities. Women on the board are expected to bring a
perspective. The empirical result drives home the initial observation; from the dearth of Nigeria
firms are male-dominated.
Foreign Directors (FDIR)
This refers to the ratio of foreign directors that are members of the board of directors that are
members of the board of directors of quoted Nigerian firms. The result shows that the foreign
173

10TH ACCOUNTING AND FINANCE CONFERENCE BOOK OF PROCEEDINGS VOLUME 10 ISSUE 2, 2020

directors on the board influence the social impact of the firms positively and significantly at
the 5% level of significance. The beta coefficient, at a value of 0.0916 implies that a unit
increase in the number of foreign directors on the board have the potential increase firms’ social
impact by 0.09 units. Foreign directors come into boards with a mindset to do all they can to
protect their investments thereby investing in CSR activities that will secure goodwill that will
boost profits. Foreign directors with experience come from more developed environments
where CSR activities play some roles in enhancing firms’ earnings.
Firm size (FS)
This study reveals a negative and an insignificant relationship between firm size (FS) (control
variable) and the social impact of quoted Nigerian firms, the result shows that only quoted big
firms do CSR activities. This is not surprising as smaller firms are still growing their corporate
entities and may not afford to do CSR which they consider irrelevant. The result shows that in
impacting socially, size seems to matter. Bigger sized firms are already established and to
continue enjoy their established and to continue to enjoy their established positions, they need
to do CSR.
Test of Hypothesis
Table 2: Test of Hypothesis
S/N

Hypothesis (stated in Hypothes
the null form)
ized sign

1.

There
is
no
significant
relationship between
the firms’ board and
the social impact
exerted by the firms.
The chairman and
CEO separation does
not
significantly
affect the firms
social impacts,
There
exist
no
significant
relationship between
the
genderdiversified boards of
quoted
Nigerian

2.

3.

+

+

Regression
Estimated sign and
output
beta- Acceptance
or
coefficient T- rejection
value (P.value)
Consistent with a0.753888***
prior expectation.
3.779816
Reject
null
(0.0004)
hypothesis.

1.061990***
9.815679
(0.0004)
-0.087292
-1.657288
(0.0935)

-
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Agree with a-prior
expectation. The null
Hypothesis in hereby
rejected.
Agrees with a-prior
expectation. The null
hypothesis
is
accepted.
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4.

5.

firms and their social
impact.
Foreign Directors in
the board of quoted
0.09162**
firms in Nigeria do
2.978221
not
significantly
+ or
(0.0107)
influence their social impact (represented
by
their
CSR
donations)
The size of the firm
0.012896
does not exert a
0.210915
significant influence
+ or (0.8331)
on the firms’ social
impact.

Confirmed to the
negative
A-prior
expectation.
Null
hypothesis is rejected.

Consistent with the
positive and negative
sign expected A-prior.
Null hypothesis is
accepted.

Source: Compiled by Author’s Research Regression
*** = Significant at 1% level of significance
** = Significant at 5% level of significance
( ) = Figures enclosed in brackets are the prob-Values
SUMMARY, CONCLUSION AND RECOMMENDATIONS
This study was carried out to investigate the influence of corporate governance, represented by
some characteristics of a typical board of directors in quoted Nigerian firms on the social
impacts (proxied by CSR donations.) made by such firms, the board characteristics measures
were board size, CEO duality, gender diversification foreign directors and firm size used as a
control variable.
This empirical research, which surveyed 20 firms quoted in the Nigerian stock exchange (NSE)
covered a period of 14 years running from 2006-2019, used regression analysis. The study was
driven on two theories Agency and Stakeholders theories. The result from the study showed
that the social impacts exerted by the firms were influenced positively and significantly by
some aspects of board characteristics which is a component of corporate governance. The
influential characteristics of the boards (variables) are board- size, CEO duality and foreign
directors. On the other hand gender diversity and the control variable firms’ size generated
negative but insignificant influences. From the research findings we conclude that corporate
governance can drive the firms’ social impact when the board size is optimal, the positions of
the chairman and CEO are separated and we have foreigners as members of the board of
directors.
Based on the results we recommend as follows:
1. That the membership of the board of directors of quoted Nigerian firms be left optimal
using the regulatory bodies recommendations as a guideline.
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2. To continue to drive social impact in Nigeria the positions of the chairman and CEO
should always be kept separate for effective monitoring and the control of management
and fulfill all shareholders expectation.
3. To enjoy the benefits of a diversified board firms should increase the number of female
board members as this empirical study has revealed that boards of Nigerian quoted
firms are male-dominated.
4. The presence of foreign directors sitting on quoted Nigerian firms should be vigorously
encouraged. They come with experiences that may not be present locally. Again in the
spirit of driving foreign direct investment (FDI) foreign directors should be given
incentives to be on the board as their presence would help to increase the social impacts
of such firms.
5. The study revealed a negative though insignificant relationships between firm size and
social impact, connoting those small firms may not be very involved in creating social
impacts. Regulatory bodies should ensure that all quoted firms in Nigeria create impacts
through CSR. The generated goodwill will encourage business growth.
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Abstract
The purpose of this paper is to ascertain the effect of IFRS adoption on accounting quality of
firms listed on the Nigerian Stock Exchange. The study adopted a value relevance perspective
to accounting quality by assessing the accounting quality of earnings and equity measured
under NGAAP and IFRS reporting regimes. Data for Market Value per share (MVPS), Net
Income per share (NIPS) and Book Value of equity per share (BVPS) were extracted from
financial statements of 21 listed entities for the last year of NGAAP and first years of IFRS
adoption and the Price Level regression model used in comparing the relative value relevance
quality under the two alternative accounting rules. Also, data were computed for Annual Stock
Returns (ASR), BVPS, NIPS, Changes in Book Value of equities per share (BVCH) and
Changes in Net Income per share (NICH) for a period of seven years (2012 to 2018) and ASR
regression model was used as a robustness test to assess the sustainability of accounting
quality under the period IFRS was adopted by the entities. Results of the Price level model
indicate that NIPS and BVPS have significant positive effects on MVPS, jointly explaining
89.5% of the changes in Market value of equities under IFRS as against 80% reported under
NGAAP with only NIPS having significant effect. The coefficients and t-values of BVCH and
NICH under the second model indicate that changes in both earnings per share and book value
of equity per share had significant positive effects on annual stock returns over the period of
IFRS adoption. Based on the results, the paper concludes that IFRS adoption has sustainable
significant positive effect on accounting quality of listed companies in Nigeria, and therefore
recommends that managers of listed entities should comply with IFRSs in other to increase the
quality and value of their earnings and equities with associated positive tradeoffs for local and
foreign capital inflows.
Keywords: IFRS adoption, value relevance, accounting quality, annual stock returns, book
value of equity, earnings quality
Introduction
The quality of accounting information generated by an economic entity in its financial reports,
no doubt, affects the quality of decisions made on the basis of such information by its
stakeholders. This is because corporate stakeholders rely on information contained in financial
statements in reaching informed economic decisions on matters relating to their dealings with
the entity. Therefore, to ensure that decisions are not misdirected, financial statements
conveying reports of business operations /activities must be of good quality. To enhance
accounting quality of financial statements of listed entities, a lot of statutory and quasi-statutory
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requirements guide the preparation of published accounts (Ihendinihu, 2006). In Nigeria, these
requirements primarily relate to first, legally prescribed rules contained in the Companies and
Allied Matters Act (CAMA) 2004 which was re-enacted in 2020, and secondly, accounting and
reporting requirements in the Statement of Accounting Standards (SAS) published by the
Nigerian Accounting Standards Board (NASB). This Board was replaced by the Financial
Reporting Council of Nigeria (FRCN) following the enactment of FRCN Act, 2011 to aid and
sustain the implementation of the International Financial Reporting Standards (IFRSs) by
entities in Nigeria. IFRSs are principle–based accounting standards issued by the IFRS
Foundation and the International Accounting Standards Board (IASB) to provide a common
global financial reporting language for business affairs so that company’s accounts are
understandable and comparable across international boundaries. By 2010, the IFRSs was
widely reported to have started gaining international acceptance following increasing
globalization of business and economic activities (Kenneth, 2012; and Essien–Akpan, 2011).
It was envisaged that adopting IFRSs in Nigeria, as was being done in other countries of the
world, will enhance financial reporting quality and make companies operating in Nigeria more
attractive and accessible to capital from both local and foreign investors. Consequently, the
Nigerian Federal Executive Council in July 2010, accepted the recommendations of a
committee on the Roadmap for reporting entities in Nigeria to implement the global accounting
standard by fully adopting IFRSs in a three phased transitional arrangements. The arrangements
set out January 1, 2012 as commencement date for compliance by entities in Phase 1, January
1, 2013 for those in Phase 2, and January 1, 2014 for entities in Phase 3 (Fastina & Adegbite,
2014, Oyedele, 2011, and Mardawaki, 2012). The adoption of IFRS in Nigeria was predicated
on government convictions that the implementation of the global standards will enhance
accounting quality and increase the feasibility, comparability and reliability of financial
statements of Nigerian companies in the global market.
From January 1, 2012 when economic entities in Nigeria commenced implementation of this
global standards, considerable concerns have continued to mount as to whether the expected
benefits of the adoption are being realized, particularly in the areas of encouraging
transparency, efficiency and reliability of financial reporting in Nigeria, and in providing better
quality financial information for stakeholders of listed entities in Nigeria (Obazee, 2007;
Abdulkadir, 2012; Assens–Okofo, et. al., 2011; and Odia & Ogeido, 2013). For now research
is ongoing and there is yet no consensus on major areas of these problems.
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Research works that investigated different dimensions of these issues within and outside the
Nigerian environment have been widely reported in literature with conflicting results, although
the preponderance of these researches in Nigeria tend to focus on the financial services sector
(Jibril, 2019; Abba, et. al., 2018; Pavtar, 2017; Uwuigbe, et. al., 2016; and Abata, 2015). Other
sector specific studies besides those within the financial services sector also reported mixed
results (Abdullahi & Abubakar, 2020; Odoemelam, et. al., 2019; Olajide, et. al., 2018 and
Umonbong & Akani, 2015). Some of these scholars evaluated the problem based on
perceptional or survey evidence of qualitative characteristics of financial statement
information, while others adopted a value relevance perspective with sector specific
quantitative data. Yet, some other studies use stock prices and/or stock returns as an external
benchmark for measuring value relevance in accounting variables (Goodwin, et. al., 2008 and
Bartov, et. al., 2005).
The approach of including external benchmark factors in evaluating the relevance of
accounting quality is justified on the ground that stock prices and returns are the best estimates
of equity. Properly anticipated equity values (based on prices in efficient stock markets)
summarize all available information, and the values only change in response to new
information, and this is potentially useful in assessing their value-relevance. Conversely, the
use of qualitative characteristics of financial information to capture accounting quality tends to
limit the assessment to information contained in financial statements only without any external
benchmark to guide assessors’ judgment. In the present research work, the value relevance
perspective to accounting quality was duly adopted based on both the Price Level and the
Annual Stock Returns (ASR) models applied by Goodwin, et. al., (2008) following procedures
used by Bartov, et. al., (2005) and Ohlson (1995). The Price Level model helped the researcher
to use equity prices as a common external index for benchmarking the valuation of accounting
quality of financial statements prepared under the two alternative accounting rules, while the
ASR model was modified and used to determine the sustainability of accounting quality over
the period in which IFRS was used in preparing financial statements by listed entities in
Nigeria. Additionally, the present study focused on entities listed across ten out of eleven
sectors in the Nigerian Stock Exchange, thereby providing all-inclusive empirical evidence
which previous sector specific studies largely ignored.
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The major objective of this paper therefore, is to use a cross sector data to ascertain the effect
of IFRS adoption on the accounting quality of listed companies in Nigeria based on two value
relevance perspectives. Accordingly, the paper hypothesis that:
H0:

IFRS adoption has no significant positive effect on the accounting
quality of listed companies in the Nigerian economy.

The paper is divided into six main sections. The first provides background information and
overview of the major issues investigated while the second section gives insight into the
concept and measurement of accounting quality. Section three discusses the theory used as a
framework for the study while the methodology adopted in carrying out the work was reported
in section four. The data collected were analyzed and discussed in section five while the last
section contains the concluding remarks.
Accounting Quality
The value of financial accounting is determined largely by its quality. Some accounting
information are obviously better than others at communicating what they purport to
communicate. Accounting quality is thus of great interest to participants in the financial
reporting supply chain.
There is no single, widely accepted definition of the term accounting quality as it is interpreted
differently by different individuals, organizations and industries. Although both the Financial
Accounting Standards Board (FASB) and the International Accounting Standards Board
(IASB) stress the importance of high quality financial reports, one of the key problems found
in prior research works is how to operationalize and measure this quality.
In the works of Barth, et. al., (2008) and Soderstorm, et. al., (2007), accounting quality is
defined either as quality of financial statements (financial reporting) or by qualitative
characteristics of financial information in accordance with IFRS. In general, users perceive
financial information presented in financial statements of an entity as having high level of
quality if it conforms to their expectations and satisfy information need of the users. As defined
in the Conceptual Framework of IFRS, for financial information to be useful, it must be
relevant (have predictive value and/or confirmatory value and be material), and faithfully
represented (be complete, neutral and free from error). In addition to these primary qualitative
characteristics, financial information should also have enhancing characteristics of
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comparability, verifiability, timeliness and understandability. Summarizing descriptions of the
concept, Renata (2017) defined accounting quality as the degree of usefulness of accounting
information to represent a true and fair view of entity’s financial results and position, to help
predict its future performance and to enhance assessment of entity’s value. Accounting quality
is also defined in terms of the value relevance of earnings and book value of equities of
reporting entities. Value relevance is the ability of information disclosed by financial
statements to capture and summarize the value of the reporting firm. It can be measured through
the statistical relationship between information presented by financial statements and stock
market values or returns.
Theoretical Framework
The Diffusion of Innovation theory provides the theoretical framework for this study. The
theory postulates that a new idea or behavour or innovation or product gains momentum and
diffuses or spreads through a specific population or system overtime, and that the new idea,
behavour, innovation or product is adopted overtime. The theory is widely cited to have been
developed by Everett M. Rogers in 1962 (Parisot, 1995. Medlin, 2001, Ismail, 2006 and Ishola,
2017).
In this research work, the global financial reporting standard (IFRS) is considered as a new
innovation or idea to replace the NGAAP and was communicated to economic entities in
Nigeria for adoption. The reporting and disclosure requirements of the new standard are
innovative ideas diffused and adopted by reporting entities as communicated. Accordingly,
evaluation of IFRS implementation is based on the presumption that the adoption of the
requirements of the new standard by the entities is in conformity with the theoretical
proposition that the innovative financial reporting requirements in the new standards will be
adopted overtime with positive results.
The diffusion of Innovation theory has been found by Parisot (1995) and Medlin (2001) to be
relevant in the accounting profession, especially as the innovation of a global reform of
financial reporting is communicated to accountants worldwide through the pronouncement of
new sets of technical standards known as International Financial Reporting Standards to be
globally adopted. Ishola (2017) also applied the framework of this theory (as a standard that
communicated the innovation of global accounting reforms) while investigating the effect of
IFRS adoption on the performance of Deposit Money Banks in Nigeria.
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Empirical Review
Previous empirical studies that investigated the effect of IFRS implementation on accounting
quality of firms within and outside Nigeria are many and they reveal mixed results. Providing
an overview of such studies, Nijam and Athambawa (2016) reviewed IFRS adoption and
financial reporting quality of 20 different countries on aspects of value relevance, disclosure
quality, cost of capital, earnings management and financial statement impact and provided
evidences that economic consequence of IFRS adoption significantly differ across
jurisdictions, with positive impacts reported in majority of cases, and in which cases IFRS
supersede other domestic financial reporting standards in terms of volume and quality of
disclosure in financial statements, quality of earnings, and value relevance. Pena and Franco
(2017) compared the impact of the mandatory adoption of the IFRS on the quality of the
financial information of listed companies in the UK and France. Firm specific data were
collected from 1991 to 2014. Results of the panel regression analysis show that IFRS adoption
in the UK improved the financial information quality of companies while the results do not
support any improvement in the quality of financial information after IFRS adoption was
reported in France.
In Turkey, Akgun (2016) obtained opinion data on quality, reliability, qualification, accuracy,
efficiency and comparability of 306 registered companies. Results obtained using ANOVA
suggest that IFRS adoption improved the accounting quality characteristics investigated. A
similar results was earlier reported by Yurisandi and Pupitasari (2015) in Indonesia who used
data on relevance, faithful representation, understandability, comparability and timeliness to
assess financial reporting quality of 55 listed companies from 2009 to 2013. T–test results
obtained indicate that qualitative characteristics of relevance, understandability and
comparability levels increased after IFRS adoption, while faithful representation decreased,
even as there was no change in timeliness level after the adoption. Comparing the effect of the
adoption on accounting quality based on value relevance of earnings and book value of equity
of listed firms in seven countries in Africa and Asia from 1998 to 2012, Chebaana and Othman
(2014) reported that IFRS adoption has positive effect on accounting quality of the entities in
the two regions. A similar result was obtained in Ghana by Agyei–Mensah (2016) to the effect
that significant improvements in the quality of accounting report was made after adopting
IFRS.
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However, there are studies in other jurisdictions that made contrary findings. Yabas and Pereva
(2019) for instance, investigated the phenomena with data of 29 listed manufacturing
companies in Sri–Lanka. Data of both pre (2009–2011) and post (2013–2015) IFRS adoption
on market price per share, earnings per shares, book value of equity per share, net operating
cash flow, and leverage were collated and analyzed using regression technique. Results show
no significant difference in the accounting quality in the post IFRS period. In Canada, Nulla
(2014) evaluated differences between Canadian GAAP and IFRS figures on net income,
earnings per share, book value per share, market price, operating cash flow and accruals using
correlation and regression techniques and regression techniques and reported mixed results.
While earnings quality increased based on value relevance, persistency and predictability in
earnings, cash flows and earnings to shareholders value, the study reported decrease in
accruals, timeliness loss of recognition and accounting valuation usefulness. In an earlier study
in South Africa, Ames (2013) equally reported mixed results after using logistic regression
technique to analyze data collected on earnings, net income and other firm specific
characteristic variables covering from 2000 to 2011 from listed Compustat global firms. While
no significant improvement in earnings quality in the post IFRS adoption period was reported,
changes occurred in the value relevance (net income) value during IFRS adoption era.
In Nigeria, instances of research works with inconsistent results about the phenomenon exist.
Pascan (2015) reviewed the effect of IFRS adoption on accounting quality by identifying a
typology of metrics used by researchers for measuring the quality of data published in the
financial statements. The review covered such metrics as the value relevance approach, the
credit relevance approach, the earnings management (measured using income smoothing, small
positive earnings, accruals quality and absolute discretional accruals) as well as timeliness of
loss recognition. The work reveals that IFRS are of higher quality than domestic GAAP and
that the effect of the adoption depends on both country and firm specific characteristics/ factors
used in measuring accounting quality.
In a perceptional study of operators in the Nigerian Stock Exchange (NSE) regarding the value
relevance of IFRS–based accounting information, Olajide, et. al., (2018) extracted survey
opinion data from 121 stockbrokers in the Exchange on disclosure requirements of accounting
information, value relevance of items in statements of income, financial position and cash flow
and used Chi–square to analyze the data. The study found that accounting disclosures under
IFRS drive value relevance more than under NGAAP.
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A good number of studies in Nigeria used data drawn for the financial services sector to
investigate the phenomenon with lack of consensus in their findings. For instance, Jibril (2019)
used data on timely loss recognition to measure accounting quality among other firm specific
variables of 15 money deposit banks for the pre (2011 and 2012) and post (2013 and 2014)
IFRS adoption era. Results of the regression analysis show that IFRS adoption has a positive
and significant relationship with accounting quality of the banks investigated. Abba, et. al.,
(2018) collected panel data of listed banks on asset quality ratio, return on assets and capital
adequacy ratio for a 10-year period (2006–2015) segregated into pre and post adoption periods.
Correlation, generalized least squares and regression techniques were used to analyze the data
which yielded mixed results. While IFRS adoption has a significant but negative effect on asset
quality ratio, its effects on return on assets and capital adequacy ratio were positively
significant.
Pavtar (2017) also investigated the effect of IFRS adoption on value relevance of accounting
information of fifteen (15) listed deposit money banks in Nigeria from 2008 to 2015 split into
two with 2008-2011 as pre and 2012-2015 as post IFRS adoption eras. Regression was
employed to analyze the data collected on share price, earnings per share, volume of shares and
book value per share. The results reveal that earnings per share and book value per share do
not significantly impact on the share price while volume of shares significantly impacts on the
share price, and therefore concludes that IFRS adoption does not have any significant effect on
the value relevance of accounting information of listed deposit money banks in Nigeria.
In an earlier study of the effect of mandatory adoption of IFRS on accounting quality of 11
listed banks on the NSE, Uwuigbe, et. al., (2016) used OLS regression technique to analyze
pre (2010 and 2011) and post (2012 and 2013) adoption data collected on net income and
selected firm specific variables to control for the effect of IFRS on accounting quality. Results
obtained indicate a decrease in the quality of accounting information after IFRS adoption. But
in a later study by Uwuigbe, et. al., (2017) using ten listed banks on the Exchange for the same
periods and using same analytical procedures, the results obtained are rather inconsistent with
their earlier findings as significant improvement was reported in the value relevance of
accounting information of the banks after IFRS adoption.
Still within the financial services sector, Abata (2015) explored the impact of IFRS adoption
on financial practices of 14 listed banks in Nigeria. Financial statement figures on total assets,
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total liabilities and total equity prepared under IFRS and NGAAP were extracted and compared
using one–sample t–test. Results indicate that financial reports of the comparability index of
assets, liabilities and equity prepared under NGAAP significantly differ from those prepared
under IFRS, concluding that IFRS have impact on financial reporting in the Nigerian banking
sector.
A few studies on the causal link between IFRS adoption and accounting quality in Nigeria
focused outside the financial services sector and such works have mixed result. Umobong and
Akani (2015) drew their data on discretionary accruals, earnings per share, book value per
share, earnings returns and IFRS dummy from 11 manufacturing firms over a 5 year period
(2009 to 2013). Results obtained using multiple regression analysis indicate a decline in
accounting quality of the selected listed firms.
More recently, Odoemelam, et. al., (2019) and Abdullahi and Abubakar (2020) used different
methodologies in investigating the phenomenon. Odoemelam, et. al., (2019), while exploring
the effect of IFRS adoption on earnings value relevance of 101 quoted companies on the
Nigerian Stock Exchange, used correlation and regression techniques to analyze six years post
(2012 to 2017) IFRS adoption periods data on market value of shares, earnings per share, book
value per share and IFRS dummy regulation regime, among other firm specific variables and
found that IFRS adoption leads to higher earnings value relevance of the firms. Abdullahi and
Abubakar (2020) however investigated the effect of IFRS adoption on reporting quality of 79
quoted firms covering 5 years before IFRS adoption (2007-2011) and another 5 years under
IFRS (2012–2016) reporting regime. Data on qualitative characteristic index for relevance,
faithful representation, understandability, comparability, verifiability and timeliness were
collected and analyzed using ANOVA, and results reveal that IFRS adoption made significant
positive difference in the reporting quality of firms.
The observable inconsistencies in results of previous studies within and outside Nigeria, make
further research efforts in this area very necessary. As most of these studies are sector specific
and covered short periods of time from when IFRS was adopted, an investigation based on
cross sector setting and with data covering a longer time frame with a robust methodology that
integrates firm specific and market driven variables promises to yield more reliable research
results and close knowledge gaps identified.
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Methodology
The ex-post facto research design was adopted as pre-existing data were used. Twenty-one (21)
listed entities were purposively selected based on firms that adopted IFRS within any of the
three phases of the implementation road map in Nigeria, or not earlier than a year before the
mandatory date of compliance, provided that such firm consistently adopted the standard in the
preparation of its published financial statements up to December 31, 2018 with completeness
of data on specified accounting variables for the period of the study. The study employed value
relevance perspective to accounting quality of earnings and equity using both Price Level and
Annual Stock Returns (ASR) regression models. The models were adapted from the works of
Iatridis, (2010) and Goodwin, et. al., (2008) following prior studies by Bartor, et. al., (2005)
and Ohlson (1995).
1. Price Level Model
This model is explicitly specified as follows:
MVit

=

ao

+

a1NIit

+

a2BVit

+

μit

(1)

Where:
MVit
NIit
BV it

=
=
=

μ
=
ao
=
a1 and a2

the market value of a firm’s equity at the end of year t scaled by the
number of shares at t.
the firm’s net income (earnings) for year t under NGAAP or IFRS
scaled by the number of shares at t.
the book value of equity under NGAAP or IFRS at the end of year t
scaled by the number of shares at t.
the error term.
the constant term
= coefficients (rate of change) in the predictor variables

In comparing the relative value relevance of earnings and book values under the alternative
accounting rules of NGAAP and IFRS, use was made of:
a) The figures for end of last year that NGAAP was used for each entity to estimate the
parameters for value relevance under NGAAP.
b) The figures for end of the first year that IFRS was used by the entity to estimate the
parameters for value relevance under IFRS.
Thus, two regression models were fitted; first using financial statement data based on the last
year of NGAAP application, and the second based on data of the first year of full IFRS
adoption viz.:
NGAAPMVit = NGAAPao + a1NGAAPNIit + a2NGAAPBVit + NGAAPμit (2)
IFRSMVit = IFRSao + a3IFRSNIit + a4IFRSBVit + IFRSμit
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The two models run and the results compared based on the significance level, relative
explanatory powers of the models measured by the adjusted R2, and the coefficients obtained
from the regression of market value of a firm’s equity on book value per share and net income
per share (Iatridis, 2010).
2. Annual Stock Returns Model
The ASR model is explicitly specified as follows:
ASRit = a0 + a1BVPSit
Where: it

+ a2BVCHit

+ a3NIPSit

+ a4NICHit

+ ↋it

it-1

ASRit = Annual stock return of firm at the year end, which is computed by the
formula:
Pit − Pit − 1
Pit − 1
with Pit as the price of stock i at the end of period t, and Pit –1 as the
price of stock i at the end of period t – 1.
BVPSit

=

corresponding

Book Value of equity i at the end of period t divided by the
number of share ie Book value per share of equity i at the end of

period t.
BVCHit =

the change in company book value of equity i at the end of period t
from the book value of equity at the end of period t-1. BVCH is
calculated as follows:
BVit − BVit − 1
BVit − 1
with BVit as the book value of equity i at the end of year/period t and
BVit –1 as the book value of equity i at the end of period t –1.

NIPSit

=

Net income of company i at the end of period t divided by the
corresponding number of shares ie Net income per share of company i
at the end of period t.

NICHit

=

the change in the net income of company i at the end of period t from
the value of net income per share at the end of period t-1.. NICHit is
calculated as follows:
NIit − NI𝐢𝐭– 𝟏
NI𝒊𝒕– 𝟏
with NIit as the net income of company i at the end of period t and
NIit–1 as the net income of company i at the end of period t – 1.
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a0

=

the constant term

a1 - a4

=

coefficients (rate of change) in the predictor variables

↋

=

the error term.

It should be noted that the ASR model used in this study was modified. The focus was shifted
from comparing the pre adoption year financial statements with those of the first year of IFRS
adoption, to measuring the sustainability of accounting quality over all the years in which IFRS
was adopted. Hence, the values for BVCH and NICH were based on the rate of changes in
value from period t – 1 to period t of IFRS adoption.
The test procedure for ASR model requires that multiple linear regression analysis with the
semi-log regression model be fitted. The decision is based on the direction of the rate of change
in net income per share (i.e. the coefficient of NICH) and the rate of change in book value of
equity per share (i.e. the coefficient of BVCH) as obtained from the ASR regression model.
Thus, if the value of the coefficients of BVCH and NICH are positive, IFRS is presumed to
have sustainably yielded positive effects on accounting quality over the period of its adoption,
otherwise, the accounting quality under NGAAP is preferred (Enggar, 2013).
Data Analysis and Discussion of Results
Data collected were analyzed and discussed under two subheadings:
a)

Relative Value Relevance of Accounting Quality under NGAAP and IFRS based on
Price Level Model

The price level regression model was used to compare the relative value relevance of
accounting quality under the two reporting standards and the results obtained are summarized
in table 1.
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Table 1: Value Relevance of Accounting Quality under NGAAP and IFRS
Details
R Square
Adjusted R Square
F statistic (Sig.)
Unstandardized Coefficients:
NIPS

NGAAP
Regression Results
.800
.777
35.937 (.000)
27.500
1.926

IFRS Regression
Results
.895
.884
77.053 (.000)
36.483
4.513

BVPS
t-statistic (Sig.): NIPS
4.599 (.000)
11.391 (.000)
BVPS
1.054 (.306)
4.541 (.000)
Durbin-Watson
2.709
2.132
Collinearity statistics: Tolerance
.188
.502
VIF
5.315
1.992
Source: Computed with data extracted from published financial statements of
selected companies.
Results in table 1 show that the NGAAP and IFRS models are properly fitted, with significant
F-values. The Durbin-Watson statistics of 2.709 and 2.132 are within the acceptable range of
1 to 3 suggested by Field (2009), hence the absence of autocorrelation problem is presumed.
The residuals indicate that NIPS and BVPS explains 80% of the changes in Market Value per
share under NGAAP but accounts for 89.5% under IFRS. Again, the IFRS model indicates that
both predictors (NIPS and BVPS) had significant positive effects on MVPS while only NIPS
was reported to be significant under NGAAP. The coefficients of NIPS and BVPS under the
two models are positive. With one unit increase in NIPS and BVPS leads to approximately
36.5% and 27.5% increase in MVPS under IFRS and NGAAP respectively. Based on the
significant levels of the predictors, the statistical values of the residuals, the relative
explanatory powers of the models and the coefficients obtained, there is sufficient evidence to
reject the null hypothesis and conclude that IFRS adoption has significant positive effect on
the accounting quality of listed companies in the Nigerian economy. Thus, the value relevance
of accounting quality under IFRS is higher than the value under NGAAP.
b)

Sustainability of Value Relevance of Accounting Quality under IFRS based of ASR.

A total of 147 financial statements prepared using IFRs by 21 selected listed entities were used
and the variables relevant to the Annual Stock Returns model extracted to further determine
whether the established value relevance of accounting quality is sustainable over the seven
years of IFRS adoption covered by this study. The results of the descriptive analysis of the
variables are presented in table 2.
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Table 2: Descriptive Statistics of ASR Model Variables for Accounting Quality

Mean
Median
Maximum
Minimum
Std. Dev.
Skewness
Kurtosis

ASR
-0.011972
-0.051720
1.890630
-0.722660
0.355227
2.498904
12.90647

BVPS
19.83353
8.548090
90.98657
0.487750
23.70575
1.577415
4.405193

BVCH
0.101368
0.066780
1.975790
-0.468660
0.263995
3.569299
24.49281

NIPS
5.574892
1.250280
75.38055
-5.620140
11.50179
3.531358
17.51003

NICH
-14.72946
0.000640
8.812920
-1745.748
148.2039
-11.10874
128.7991

Jarque-Bera
Probability

754.0864
0.000000

73.05609
0.000000

3141.514
0.000000

1595.091
0.000000

99954.10
0.000000

Sum
-1.759900
Sum Sq. Dev. 18.42317

2915.529
82046.53

14.90110
10.17521

819.5091
19314.51

-2165.231
3206801.

Observations 147
147
147
147
147
Source: Computed with data extracted from published financial statements of
selected companies.
In table 2, the book value of equity per share (BVPS) has the highest mean value of 19.834
followed by the Net Income Per Share (NIPS) with mean value of 5.575. The least mean score
of -14.729 relates to the change in Net Income (NICH). The mean changes in the Book Value
of equity (BVCH) and the mean Annual Stock Returns (ASR) stood at 0.101 and -0.012
respectively. NICH has the widest variability (standard deviation) of 148.204 and serially
followed by BVPS and NIPS with deviations of 23.706 and 11.502 respectively. All the
variables are not normally distributed with Jarque–Bera statistics having probabilities that are
less than 0.05; hence the natural logarithm of the series were used in the regression result
reported in table 7.
The correlation analysis conducted on ASR Model variables for accounting quality produced
the results shown in table 3.
Table 3: Correlation Matrix of ASR Model Variables for Accounting Quality
ASR
BVPS
BVCH
NIPS
NICH
ASR
1.000000 -0.027011
0.121426
0.154930
0.014126
BVPS
-0.027011
1.000000
0.161459
0.563285 -0.015340
BVCH
0.121426
0.161459
1.000000
0.206575 -0.001793
NIPS
0.154930
0.563285
0.206575
1.000000
0.047059
NICH
0.014126 -0.015340 -0.001793
0.047059
1.000000
Source: Computed with data extracted from published financial statements of
selected companies.
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The results indicate that ASR is negatively correlated with Book Value of equity Per Share
(BVPS) with a coefficient of -0.027011. However, ASR is shown to exhibit positive
relationship with mean changes in Book Value (BVCH), Net Income Per Share (NIPS), and
the mean changes in Net Income (NICH) with associated coefficients of 0.121426, 0.154930
and 0.014126 respectively. Consequently, increases in the values for BVCH, NIPS and NICH
are likely to result to increases in ASR, while ASR is likely to decrease with increases in units
of BVPS.
Validity test on Annual Stock Returns Model Variables
Two processes of validity tests were done on ASR Model series – the Unit Root Test and the
Co-integration Tests.
The Panel Unit Root Tests were conducted on each of the variables employed in evaluating
accounting quality under the Annual Stock Returns Model. In conducting the validity tests, the
Levin, Lin & Chu t* (LLC), the Augmented Dickey Fuller (ADF) – Fisher Chi–square and PP
–Fisher Chi-square (PP) methods for individual Unit Root processes were adopted based on
assumptions of asymptotic normality. Table 4 contains the summary of the test results.
Table 4: Balanced Panel Unit Root Test Results of ASR Series for Accounting Quality
LLC Test ADF Test PP Test Remarks on
Series
Order
t-statistic
t-statistic t-statistic
Order of
(p-value)
(p-value) (p-value) Integration
ASR
Level
-9.60746
69.3690
86.5753
(0.0000)
(0.0050) (0.0001)
I(0)
Level
-1.45094
32.3656
39.2900
BVPS
(0.0734)
(0.8577) (0.5906)
I(1)
First
-15.8304
85.1791
102.480
Differencing
(0.0000)
(0.0001) (0.0000)
BVCH
Level
-12.3354
94.9474
133.122
I(0)
(0.0000)
(0.0000) (0.0000)
Level
-2.77233
47.0404
51.3898
NIPS
(0.0028)
(0.2738) (0.1519)
I(1)
First
-12.3729
83.0583
108.319
Differencing
(0.0000)
(0.0002) (0.0000)
NICH
Level
-11893.0
85.8543
110.118
I(0)
(0.0000)
(0.0001) (0.0000)
Source: Computed with data extracted from published financial statements of
selected companies.
Table 4 presents the results of the Unit Root Test Null hypothesis that the variables are not
stationary (that is, that each of the series possesses a unit root). The results indicate that the
Null Hypothesis of the Unit Root is rejected for ASR, BVCH and NICH at level based on the
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statistics for LLC, ADF and PP tests, hence these series are taken to be stationary at zero, I(0).
For BVPS, the test results from the three processes failed to reject the null hypothesis for Unit
Root at level, while for NIPS, the ADF and PP tests could not validate the stationarity of the
variables at level. Consequently, BVPS and NIPS were subjected to Unit Root test process at
first differencing and at which level both variables were found to be stationary and integrated
of order one, I(1). Some of the variables in the series are integrated at order one, I(1), hence it
became necessary to carry out Cointegration test to ascertain if there can be a linear
combination or equilibrium relationship among the series in the long run. The Johansen
Cointegration Test procedure was carried out and the results are shown in tables 5.
Table 5: Summary of Johansen Cointegration Test Results on ASR Model Series for
Accounting Quality
Date: 05/13/20 Time: 08:05
Sample (adjusted): 5 138
Included observations: 133 after adjustments
Trend assumption: Linear deterministic trend
Series: ASR BVPS BVCH NIPS NICH
Lags interval (in first differences): 1 to 4
Unrestricted Cointegration Rank Test (Trace)
Hypothesized
No. of CE(s)

Eigenvalue

Trace
Statistic

0.05
Critical Value

Prob.**

None *
At most 1 *
At most 2 *
At most 3 *
At most 4 *

0.219963
0.179172
0.159908
0.097759
0.057695

127.5311
87.03957
54.85660
26.45491
9.686498

69.81889
47.85613
29.79707
15.49471
3.841466

0.0000
0.0000
0.0000
0.0008
0.0019

Trace test indicates 5 cointegrating eqn(s) at the 0.05 level
* denotes rejection of the hypothesis at the 0.05 level
**MacKinnon-Haug-Michelis (1999) p-values
Unrestricted Cointegration Rank Test (Maximum Eigenvalue)
Hypothesized
No. of CE(s)

Eigenvalue

Max-Eigen
Statistic

0.05
Critical Value

Prob.**

None *
At most 1 *
At most 2 *
At most 3 *
At most 4 *

0.219963
0.179172
0.159908
0.097759
0.057695

40.49155
32.18297
28.40169
16.76841
9.686498

33.87687
27.58434
21.13162
14.26460
3.841466

0.0070
0.0119
0.0040
0.0197
0.0019

Max-eigenvalue test indicates 5 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: Computed with data extracted from published financial statements of
selected companies.
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In table 5, both the Trace and the Max-Eigen test results indicate five cointegrating equations
at the 0.05 level. Accordingly the null hypothesis for the Unit Root test is rejected, suggesting
that the variables may have long run relationship and that short run shocks among the variables
in the series may likely converge in the long run.
Accordingly, we proceed to test the null hypothesis which postulates that:
H0:

IFRS adoption has no significant effect on the Accounting Quality of listed
companies in Nigeria

In carrying out this investigation, the fixed and random effect semi log regression models and
the Hausman Tests were carried out and the significance of the Chi-square from the Hausman
test guided the selection between the two regression results. The results of Hausman Test are
summarized in table 6.
Table 6: Summary of Huasman Test Results on ASR Model Series for Accounting
Quality
Correlated Random Effects - Hausman Test
Equation: Untitled
Test cross-section random effects
Test Summary

Chi-Sq.
Statistic

Cross-section random

10.660494 4

Chi-Sq. d.f. Prob.
0.0307

Cross-section random effects test comparisons:
Variable

Fixed

Random

Var(Diff.) Prob.

LNBVPS
LNBVCH
LNNIPS
LNNICH

0.069066 -0.100584 0.038521
0.100197 0.041584 0.001367
0.274529 0.066964 0.011324
0.070335 0.061076 0.000421

0.3874
0.1129
0.0511
0.6517

Source: Computed with data extracted from published financial statements of
selected companies.
Since the Hausman Test result in table 6 shows that the Chi-square statistic of 10.6604 is
significant (p = 0.0307 < 0.05), the Null Hypothesis of the Hausman test is rejected; hence the
fixed effect regression model is adopted and presented in table 7 and used as basis for
hypothesis testing.
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Table 7: Test Results of ASR Fixed Effect Regression Model of Accounting Quality.
Dependent Variable: ASR
Method: Panel Least Squares
Date: 05/13/20 Time: 08:41
Sample: 2012 2018
Periods included: 7
Cross-sections included: 21
Total panel (unbalanced) observations: 66
Variable

Coefficient

C
LNBVPS
LNBVCH
LNNIPS
LNNICH

-0.046522
0.069066
0.100197
0.274529
0.070335

Std. Error

t-Statistic

Prob.

0.540488 -0.086075
0.224615 0.307486
0.064961 1.542421
0.136599 1.009750
0.037036 1.899126

0.9318
0.7600
0.0131
0.0511
0.0065

Effects Specification
Cross-section fixed (dummy variables)
R-squared
0.499727
Adjusted R-squared 0.206885
S.E. of regression
0.361995
Sum squared resid
5.372659
Log likelihood
-10.87499
F-statistic
1.706471
Prob(F-statistic)
0.046686

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

0.080333
0.406476
1.087121
1.916536
1.414862
2.225686

Source: Computed with data extracted from published financial statements of
selected companies.
Results in table 7 indicate that the model is properly specified with F-statistic of 1.706471
being significant at 0.05 level. The Durbin-Watson statistic of 2.225686 is within the
acceptable range of 1 to 3 suggested by Field (2009) and indicates the absence of
autocorrelation problem in the series. The residuals also indicate that the BVPS and NIPS with
their associated changes (BVCH and NICH), jointly account for about 49.97% of the changes
in Annual Stock Returns to equities during the IFRS reporting regime.
The coefficient of the log of BVCH is positive and its magnitude is 0.100197. The associated
t-value of 1.542421 has a p-value of 0.0131 and this satisfies economic a priori expectation of
significant influence on ASR. This implies that a 1% increase in Book Value of equities Per
Share (BVPS) leads to approximately a 0.10% increase in annual stock returns. Similarly, a
positive coefficient of the log of NICH of 0.070335 (with t-value of 1.899126 and p-value of
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0.0065 < 0.05) connotes that a 1% increase in Net Income Per Share (NIPS) of the companies
that adopted IFRS have their annual stock returns (ASR) increased by about 0.07%.
Accordingly, since the coefficients for NICH and BVCH are positively signed consistent with
decision rule in Enggar, (2013), the null hypotheses (H0) is rejected, adoption of IFRS over
the period is presumed to have significant and positive trade-off on accounting quality of listed
entities in Nigeria. It is therefore concluded that the adoption of IFRS has sustainable
significant and positive effect on the accounting quality of earnings and book value of equities
of listed entities in Nigeria.
Although, the implementation of IFRS is shown to result to positive increases in accounting
quality, it should be noted that the responsiveness of annual stock returns (ASR) to the changes
in both BVPS and NIPS is inelastic – producing a less than proportionate increase in ASR of
0.10% and 0.07% for a 1% increase in BVCH and NICH respectively. This calls for due care
on the part of management in exercising judgment when applying standards that call for fair
value.
This is in line with positive coefficient predicted in our a priori expectation. The result of the
present study accords with a good number of findings in previous studies, including Abdullahi
and Abubakar (2020); Jubril (2019); Olajide, et. al., (2018); Uwuigbe, et. al., (2017); Pena and
Franco (2017); Nijam and Achambawa (2016) and Agyei–Mensah (2016).
However, a few studies made inconsistent findings on the subject. Yasas and Pereva (2019) for
instance used data of listed manufacturing companies in Sri-Lanka and found no significant
difference in the value relevance (accounting quality) in the post IFRS adoption period.
Uwuigbe, et. al., (2016) also reported that the quality of accounting information in financial
statements decreased after IFRS adoption, just as Umobong and Akini (2015) indicated a
decline in accounting quality of listed cement and brewery companies in Nigeria. In South
Africa, Ames (2013) reported that, while no significant improvement in earnings quality of
sampled firms were recorded in the post IFRS adoption period, significant changes occurred in
the value relevance of post adoption era.
Concluding Remarks
This study finds that implementation of International Financial Reporting Standards (IFRSs)
has significant and positive effect on accounting quality of listed entities in Nigeria and
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concludes that all economic entities in the country should see compliance to global reporting
requirement as a major avenue for enhancing corporate financial information disclosure and
for showcasing the competitiveness of management quality with those of other entities at
national and international levels. Accordingly, companies operating in Nigeria should be
zealous/eager to fully comply with IFRS to increase the quality of their earnings and the book
value of equities as evidence from this study has shown that IFRS implementation has
significant positive trade-offs with market value of equity and sustainably enhances annual
stock returns and by extension, the accounting quality of the reporting entities. Such positive
impacts, enhances the relevance assessment and perceptions of investors and other stakeholders
of corporate entities, and thus, make the entities more attractive and assessable to capital from
both local and foreign investors following increasing globalization of business and economic
activities.
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Abstract.
The study investigated the extent to which presence of Risk Management Committee has
exerted influence on Financial Reporting Quality of money Deposit Banks in Nigeria. A
total of 10 money deposit Banks were selected for the study. Time series data were obtained
from annual report of the money deposit Banks from 2006-2019 Accruals model was used
to compute the proxy for financial reporting quality, while risk management committee is
calculated by the number of people on the committee board.Regression analysis was used
to analyse the data. The study indicate that risk management committee has impact on
Financial reporting quality of Money deposit Banks in Nigeria. The study therefore
concludes that the Risk management committee should be given upper hand to critically
scrutinize investments before the banks invest in them, as most of the portfolios that the
Banks carry out are heavily risky in nature. The study recommends that Nigeria secturies
and Exchange commission should strengthen it regulation to ensure full compliance since
it only 64% of listed Banks compliances and also for Banks to practice prudent risk
management and safeguarding of their assets.
KEY WORDS: Risk Management Committee, Deposit Money Banks, Accrual Model,
Nigeria Securities and Exchange Commissions
INTRODUCTION
The quality of financial reporting is to promote transparency and deliver high quality annual
report through comprehensive disclosure. This issue on ground has contributed to the
accounting standard settings and law regarding financial reporting. The quality of financial
reporting has always being an issue of interest among regulating bodies, share holders,
researchers and accounting profession itself. This is due to the fact that financial reporting has
been a principal means of communicating financial information to outside user (Johnson,
Khurana&Reynold, 2002).
In the event of the massive collapse of great companies due to fraud and fraudulent financial
reporting, it appear to have highlighted the loss of confidence of stake holders in the financial
reporting system of organization a number of governance measures have been suggested to
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improve cooperate governance and financial reporting quality with major emphasis on the
aspect of risk management. Risk management is a victual practice in enhancing the suitability
of a company that is the context of globalization. Companies face a multitude of risks which
are sometimes beyond their reach. (Maruhun, Abdullah, Afan& Yusuf, 2015).
Risk is an occurrence that executive will have to face in order to make a profit and avoid risk,
which implies giving up the chance to make profit. The manager requires to handle risk
stimulating parameters so that they can pursue strategic benefits and possibilities arising from
potential risk,(Miclolis& Shah, 2000). Risk management system is essential if the company is
to be successful and sustainable in today’s dynamic business environment. As risk management
continues to develop by integrating several events of company operators and activities
cooperate governance and risk management are increasingly intertwined, highlighting the
significant of interconnections and the shared influence of cooperate governance decision in
general risk management policies(Lagili, 2009).
Following the post financial global crises, as well as past accounting scandals, which have
changed the view on the importance of handling risk within business entity, following a global
survey in 2018, 85% of financial institutions indicated that their board of directors had
conducted regular review of entity and management report the figure increased by 12%
compared to 2005. Deloittee (2011).
In the word of Baxter, Bedard and Yezegal (2013) shows that in the post-global financial crises
period investors will offer a posture signal in proper risk management activities in related
companies as shown through a positive relationship between the quality of cooperate
governance and risk management.
The weakling confidence of risk management procedures, especially after the global economic
crises in the banking sector has made cooperate governance a top priority for board of directors,
senior management auditors and stakeholder’s.Sobal and Reding (2004). As a result of the
knowledge of risk management is increasing and company practices are increasingly structured
around risk. Resolving from the impact of cooperate meltdowns, policy makers and
stakeholders are demanding high oversight from organization particularly the board of directors
and top management to manage the fundamental risk facing the entities in this regard, senior
managers need to take more responsibility in managing cooperate risks.
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In most countries, including Nigeria the formations of risk management committee is a
mandatory for companies in the banking sector, since the sector has more complex risk
compared with other sectors. Risk management seems to be an essential process within the
financial industry. According to Sseviziyivu, Meresigwa, Joseph and NkotaNabutu (2017) are
of the opinion that risk management is the most important determinant in performance of a loan
portfolio. For other sectors the formation of risk management committee is still important.
According to Brown, Steen and Foreman (2009) that due to the increase in business risk
complexity also occurs in the non-financial industry the need also arise for cooperate
governance that specifically focuses on risk management practice such shall be made to move
it in the firms.
2.1 CONCEPTUAL REVIEW
2.1.1 The issues of Risk Management Committee
Section (101) of the code of corporate governance 2011 in Nigeria provides that board must
establish risk management committee to assist the board in its over-sight of risk profiles, risk
management and risk reward strategy for organization. It is a voluntary recommendation not
binding on the companies. Risk is a concept used to describe future uncertainty. Risk
management has now become an integral part of corporate governance and in a link to the
internal control system. This awareness has resulted in improving board over sight function
which in turn can enhance the board governance structure.
The quality of individual who are members of risk management committee is an important
indicator of the effective monitoring of risk matters. The risk management committee seems to
be more independent non-executive directors. Frame and Jensen (1983) One way to have a
successful and good risk management committee is no doubt by including majority of nonexecutive directors to be put on the committee. Preventive action is the best cure and nonexecutive directors procure and acknowledge how management is taking care of risks. Barde
(2009).The stakeholders wealth increases if non-executive directors establish a good risk
management system and effective business and decisions.
2.1.2 Financial Reporting Quality Concept.
Financial reporting quality, allows financial analyst to conduct a financial analysis and
relationship among financial element and making comparisons with relevant
information Kariuki and Jagongo,(2013). It is a valuable tool used by investors and
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creditors. Financial analyst and others in their decision making processes related to
stocks, bonds and other financial investment. The goal in analyzing financial statement
is to access past performance and current financial position and to make predictions
about the future performance of a company. Business and Finance Encyclopaedia,
(2001). The primary qualities that make accounting information useful for decision
making are relevance and reliability. Accounting information is relevant if it is capable
of making a difference in a decision, and for information to be relevant, it should have
predictive or feedback due and it must be presented on a timely basis. The importance
of information is affected by its predictive value, confirmatory value, materiality,
timeliness. The fundamental principal of any financial report lies on it’s under stability
relevance, reliability and comparability. Quality in financial reporting is the hierarchy
of hunting qualities with relevance and reliability.
2.2 EMPERICAL REVIEW
Larasati, Rati, Nasir and Harymawan (2019) carried out a research on independent audit
committee, risk management committee and audit fees on 216 companies indexed in the
Indonesia stock exchange. The study covered a period of 2 years ranging from 2014 – 2016,
using ordinary least square analysis. The study shows that the existence of a stand-alone risk
management committee and more independent commissioner sitting on the audit committee
will demand higher audit coverage.
Olayimna, Uwuigbe, Sylvester, Uwuigbe&Amiolomen (2019) look at enterprise risk
management impact on accounting quality? Evidence from the Nigeria Financing institutions.
The study period being 5 years from 2007 -2011 (pre-ERM period) and another 5 years 2013
– 2017 (post-ERM period). In doing the work they the panel generalized method of movements
estimating to test the hypotheses. The result shows that they is no significant association
between enterprise riskmanagement and accounting quality during the pre-ERM period.
Sani, Latif, Al-dhamani (2018). Investigated risk management committee and real earnings
management, through sales: evidence from Nigeria. The study made use of 80 listed financial
firms for the period of 5 years (2012 - 2016). Thompson Reuters data base panel corrected
standard error regression (PCSE) was employed. The result shows that risk management
committee and independence directors reduce the management desire to manipulate the
reported earnings. The study informs the regulators on the needs for firms to set up an
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independent RMC to restrain management from manipulating the real earnings activities
through sales. Kakanda, Salim and Chandren (2017). Examine the disclosure intensity of risk
management practice of listed financial service firms in Nigeria after the corporate government
reform in 2011, 45 sampled firms were studied from 2012 to 2015. The study finds that there
is significant disclosure of risk management practice of the sampled firms especially in relation
to their risk management committee structure and responsibility.
Kallamu and Basiru (2015). Investigated risk management committee attributes and firm
performance, a sample of 37 finance companies listed in Malaysian stock exchange covering a
period of 2007 financial year to 2011. The result indicates that a committee composed of
majority independent directors positively enhances firm market valuation and negatively affect
accounting returns. Independent committee chair was found positively enhance accounting
returns and market valuation of the companies, finally the presence of executive on RMC
shows a significant negative relation withROA, which support agency theory that suggests that
independent directors are in better position to monitor the executive and protect the interest of
the various stake holders. Kakanda, Salim and Chandren (2017) examined the relationship
between board characteristics, riskmanagement disclosure and performance of Deposit Money
Banks (DMBs) in Nigeria. The period of study was from 2012 to 2016 with the DMBs listed
on the Nigeria stock exchange (NSE) random effect regression model was employed. The study
finds that risk management disclosure have a significant positive effect on ROA.
Amran, Manat and Che(2015) conducted a study of risk reporting in Malaysia, using multiple
regression on a sample of 100 quoted companies in Burea Malaysia for 2005, the study
indentifies that there is no adequate disclosure of risk management by Malaysian companies.
Dabari and Saidin (2015) employed logistic regression model, examined the level of
implementing enterprise risk management (EVM) in Nigeria banking industry, with 21 banks.
The finding of study discloses that ERM is implemented by some banks and yet to be
implemented by others. A study by Nahar, Jubb and Azing (2016) utilizes multiple regression
and report that there is a significant relationship between risk governance (disclosure risk
management committee existence and number of risk management committees) and
performance of 30 sampled Australian banks covering a period of 2006 to 2016.
Abdullah and Ismail,(2016) studied the effectiveness of risk management committee and hedge
accounting practices in Malaysia, a total of 500 large non-financial companies listed in 2013
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were. The study made use of regression and the result reveal that there is no significant
relationship between the application of hedge accounting and effectiveness of RMCs.

2.3 Gap in Literature.
After reviewing the related literature, this study identified some gap, in earlier studies
in Nigeria, for instance Kakanda ,Salim and Chandren (2017) examined the disclosure
intensity of risk management practice of listed financial service firms in Nigeria The
approach in this study is quite different in that we used only quoted deposit Money
Banks 2006-2019, ie a total of fouteen years and the Banking sector are the backbone
of every economy that is the gap this study want to fill.
2.4 Hypothesis.
Risk management committee has no significant effect on financial reporting quality of
quoted deposit money banks in Nigeria
2.5 Theoretical Review
Stakeholders Theory.
This theory stipulates that a corporate entity invariably seeks to provide a balance between the
interest of its diverse stakeholders in order to ensure that each interest constituency receives
some degree of citification -Abaram (1951) A stakeholder is any individual or group who can
affect or is affected by the achievements of the organisation’s objectives. Mohiuddin&Karbbi
(2010). Thus stakeholders include shareholders, employees, supplier, customers, creditor’s
communities in the vicinity of the entity’s operations and the general public (including
government). Stakeholders theory represents that the entity and it is connected to different
parties in achieving a broad range of purpose.(Donaldson&Preston 1995). They pointed out
that mangers are responsible for deploying their wise decision and best effort in obtaining
benefits for all stakeholders,. The board cannot overlook its responsibility in protecting
stakeholder’s interest.
3.0 Methodology
3.1 Research Design
The research design adopted for the study was ex-post facto as the study used documented data
which were extracted from the annual reports and accounts of the sampled banks. In view of
the use of documented data for the study, the uses of ex-post facto research design is thought
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justified, and as such are not subject to manipulation. Purposive sampling was used to select
ten quoted money deposit banks in Nigeria who have complete data points for the relevant
number of years. The study period of the research is from 2006-2019 because the CBN reform
of 2005 introduced the corporate governance mechanisms of 2006.
3.2 Source of Data
In order to assess the effect of risk management on financial reporting quality, the data selected
for the research were secondary in nature and were collected from the published audited
financial statement of banks covering a period 2006-2019.
3.3. Method of Data collection and Analysis.
Annual time series data was employed ranging from 2006-2019 with a sample size of
10 quoted deposit money banks, and Annual report published by the Banks Selected.
In this study Accrual model was used as a proxy for financial reporting quality serves
as the dependent variable. Accrual model was developed by Jones 1991 which is
∆WC= CFOt-1 +CFO1+CFOt+1 + ∆Sales +PPE+€
Where ∆WC= Change in Working Capital in year t, ie ∆Accounts
receivables +∆inventory – ∆Accounts Payable – ∆taxes payable + ∆other
assets (Net).
CFOt-1= Cash flow from operation in year t-1
CFO1= Cash flow from operation in year t
CFOt+1= Cash flow from operation in year t+1
∆Sales= Sales in Year t less sales from Operation in year t-1
PPEt= Gross property, plant and equipments in the Year.
The Independent Variable is the Risk Management committee which is computed as
the number of people in the committee quoted deposit money banks in Nigeria,
Proxy for financial reporting quality is the accrual model which is calculated using
Jones model.
The study made use of simple linear regression sine the explanatory variable (Risk
Management committee) is one. The method of data analysis is Ordinary Least Square
(OLS) technique. The statistical formation of the model is presented as follows:
FRQ = f (RMC)
The simple linear relationship is stated thus:
LOGFRQ=β+β1 LOG RMC +µ
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Where:
FRQ- Financial Reporting Quality
RMC- Rick Management Committee.
β- Intercept
β1- Estimation of Coefficient
µ- Error term
Techniques of Analysis
This study employed the panel data based simple regression model to understand the
interaction among the variables and estimating the relevant data. Time series data was collected
on annual basis on variables captured in the model.
Model Specification
FRQit = β0+ β1RMCit+uit ………………….(i)
Where
FRQ = financial reporting quality (measured using accruals).
RMC = risk management committee
4.0 DATA PRESENTATION, ANALYSIS AND DISCUSSION OF FINDINGS
Data Presentation
The data extracted were estimated based on the panel data regression analysis to determine the
effect of the variables. Accrual was used as proxy for financial reporting quality (dependent
variable) while risk management committee was used as the independent variable. The adjusted
R square which is the coefficient of determination and the F statistic was used to ascertain the
significance of the overall model. Specifically, the probability of the F-statistic test was used
to test the hypotheses of the study to determine the relationship between the variables. The data
for the various variables are shown in the appendix 1 below.
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Data Analysis
Haussmann Test
Correlated Random Effects - Haussmann Tes t
E q u a t i o n : U n t i t l e d
Tes t cross-sect ion and period random effect s
T e s t

S u m m a r y

Chi-Sq. Statistic

C r o s s - s e c t i o n r a n d o m 0.000000
P e r i o d r a n d o m 8.277452
Cross-section and period random 9.793441

Chi-Sq. d.f.

Prob.

1
1
1

1.0000
0.0040
0.0018

* Cross-section test variance is invalid. Hausman statistic set to zero.
** WARNING: estimated period random effects variance is zero.
Cross-section random effects test comparisons :
V a r i a b l e Fixed

Random

Var(Diff.)

Prob.

RISK_MGT

0.021943

-0.000084

N

0.026703

A

The Haussmann test is used to differentiate between fixed effects model and random effects
model in panel data. In this case, random effect is preferred under null hypothesis due to higher
efficiency, while under the alternative fixed effects is at least as consistent and thus preferred.
In this case, fixed effect panel data is preferable. This is so because the null hypothesis was
rejected (p-value of 0.0040 is less than 0.05).
Panel Data Test
D e pe n d e n t

V ar i a b l e :

A C C R UA L S

Method: Panel Least Squares
Date: 05/02/20
S a m p l e :
P e r i o d s

Time: 23:15

2 0 0 6

2 0 1 9

i n c l u d e d :

1 2

Cross-sections included: 10
Total panel (balanced) observations: 120
V a r i a b l e

Coefficient

Std. Error

t-Statistic

Prob.

C

5.385119

0.196336

27.42812

0.0000
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R I S K _ M G T

0.143169

0.055475

2.580790

0.0113

Effects Specification
Cross-section fixed (dummy variables)
Period

fixed (dummy

variables )

R - s q u a r e d

0.810246

Mean dependent var

5.869508

Adjusted R-squared

0.769584

S.D. dependent var

1.314979

S.E. of regression

0.631212

Akaike info criterion

2.081791

Sum squared resid

39.04596

Schwarz criterio n

2.592832

Log likelihood

-102.9075

Hannan-Quinn criter.

2.289327

F - s t a t i s t i c

19.92655

Durbin-Watson stat

1.276699

P ro b(F-statistic )

0.000000

The panel data result shows the effect of risk management committee on financial reporting
quality (accruals) of deposit money banks in Nigeria. The coefficient of determination R-square
of 0.810 implied that 81.0% of the sample variation in the dependent variable financial
reporting quality (accruals) is explained or caused by the explanatory variables (risk
management committee) while 19.0% is unexplained. This remaining 19.0% could be caused
by other factors or variables not built into the model. The value of R-square is an indication of
positive and strong relationship between the dependent variable (financial reporting quality)
and independent variables (risk management committee).Consequently, the value of the
adjusted R2 is 0.769. This shows that the regression line which captures 76.9 per cent of the
total variation in financial reporting quality is caused by variation in the explanatory variable
specified in the model with 23.1 per cent accounted for the stochastic error term. The F-statistic
was also used to test the overall significant of the model. The F-value of 19.927 with p-value
of 0.0113 is an indication that the model is not statistically significant at 5 percent level of
significant at degree of freedom df1= 1 and df2= 3.Finally, the test of autocorrelation using
Durbin-watson shows that the Durbin-watson value of 1.276699 falls outside the conclusive
region of Durbin-watson partition curve. Hence, we can clearly say that there is no sign of
autocorrelation.
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Test of Hypotheses
Hypothesis
H0: Risk management committee has no significant effect on financial reporting quality of
deposit money banks in Nigeria.
To test the hypothesis:
The F-statistic with 19.927 has probability of 0.0113% level of significance. Since the
probability of the F statistics is less than 5% level of significance, we would reject the null
hypothesis, H0 and therefore conclude that Risk management committee has a significant effect
on financial reporting quality of deposit money banks in Nigeria.
Discussion on Results
Result in the hypothesis revealed that risk management committee has a significant effect on
financial reporting quality of deposit money banks in Nigeria. The decision is based on the fact
that the P-value is less than 0.05. The findings are consistent to the findings of Gitman and
Zutter (2010), which revealed that risk management committee affect financial reporting
quality of firms in Nigeria. Also, the findings are consistent to the findings of Gyekyi (2011),
which revealed that risk management committee affects the financial reporting quality of firms
in Nigeria. In contrary, the findings of Gup, & Brooks (2013), which revealed that there is no
relationship between risk management committee and financial reporting quality.
5. CONCLUSION AND RECOMMENDATIONS
Conclusion
This study focused on risk management committee and financial reporting quality of deposit
money banks in Nigeria. Risk management committee (RMC) is a sub-committee of the board
that performs the oversight of risk management. It is required that every listed company to have
a risk management committee separate from the audit committee. Prior to this guideline, the
burden of risk management is carried out by the audit committee. Therefore, the risk
management committee is expected to facilitate a significant role in risk management
monitoring and thus enhance the performance and market value of the firms.
The study was carried out using ten (10) selected deposit money banks in Nigeria for the period
of 14 years ranging from 2006 to 2019. The data collected were analyzed using panel data

213

10TH ACCOUNTING AND FINANCE CONFERENCE BOOK OF PROCEEDINGS VOLUME 10 ISSUE 2, 2020

based simple regression analysis and the findings revealed that risk management committee
has a significant effect on financial reporting quality of deposit money banks in Nigeria.
Recommendations
Based on the summary of findings and conclusion of the study, the following recommendations
were made.
(i)

Nigerian Securities and Exchange Commission should strengthen its regulation to
ensure full compliance relating to risk management committee since only 64% of listed
companies in Nigeria set up the risk management committee.

(ii)

It is of crucial importance that banks practice prudent risk management and
safeguarding the assets of the banks and protect the investors’ interests.

(iii)

For asset quality banks need to improve their processes of screening credit customers
and monitoring of credit risk .This is an important indicator because banks have had
serious problem with non-performing loans in the past which led to collapse of many
banks.
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Abstract
The paper evaluated the impact of financial inclusion on the rate of poverty in Nigeria. The expost facto research design was adopted, aggregate Secondary, annual time series data were
sourced from Central Bank of Nigeria (CBN) Statistical Bulletin and World Bank statistical
database. The data collected for the period spanning between 1992 and 2019 were analysed
using the Autoregressive Distributed Lag (ARDL Bound) testing approach to Co-integration
and Vector error correction model on a five variable model which was employed. Findings
suggested that there exists a long run and short run association between the variables used in
the study. Also in the long and short run, Microfinance bank credit, currency outside bank and
commercial bank rural deposit exerted negative effect on the rate of poverty in Nigeria, while
commercial bank rural credit exerted a positive effect. The study among others recommended
that a strong and vigorous financial literacy campaign coupled with financial advice and
monitoring should be involved in the financial inclusion drive of the authorities. Concerted
efforts should be made to evolve policy to encourage/ persuade banks to grant credits at
concessionary interest rate to rural dwellers.
Keywords: Financial inclusion, Poverty, ARDL cointegration, credit and Nigeria.
1. Introduction
According to literature the primary objective of economic development is to reduce poverty.
Many scholars have underlined the fact that poverty is certainly a major issue in developing
countries. All over the world governments have evolved measures to ensure the eradication of
poverty but policies to promote economic growth do not always result in the improvement of
lives for the poor (Todaro & Smith, 2012), which access to financial service maybe a huge
impediment to attainment of the set goal. There is a growing body of literature examining the
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link between financial development and poverty reduction. Studies show that by participating
in the financial system, people have greater opportunity to start and expand businesses, invest
significantly in education, manage and mitigate risk, and be able to absorb financial shocks.
Productive investments and consumption can equally be boosted when people have access not
only to accounts, but to savings and payment mechanisms (Ageme, Anisiuba, Alio, Ezeaku &
Onwumere, 2018).
Although, Nigeria like most transitional and developing economies, has achieved substantial
financial development, but it still faces significant poverty. According to statistics, Nigeria has
become number one country with the highest number of people living in extreme poverty, the
data revealed an estimated 87 million Nigerians, or around half of the country's population
(50%), thought to be living on less than $1.90 a day (Adebayo, 2018), with this it has surpassed
India. The effect of the financial development can only trickle down when people are involved
in the financial system and this reduction in poverty can be seen through the improvement of
the standard of living, access to loans at a lower interest rate, transfer of funds at low cost, etc
(Dia, 2018).
Given the above scenario, it suggests that there could be other channels through which financial
development may impact poverty reduction that needs to be explored further. Such a channel
might be financial inclusion. The Centre for Financial Inclusion (2010) defines financial
inclusion as “a state in which all who can use them have access to a full suite of quality financial
services, provided at affordable prices, in a convenient manner, and with dignity for the clients.
It went further to posit that it is a state where financial services are delivered by a range of
providers, most of them private sector, and reach everyone who can use them, including the
poor, disabled, rural, and other excluded populations”. Elaborately, Chima (2011) held that
Financial inclusion is the state of financial system where every member of society has access
to appropriate financial products and services for effective and efficient management of their
resources; get needed resources to finance their businesses; and financial leverage to take up
opportunities that will lead to increase in their income. Financial inclusion has become a
phenomenon in the global financial system, without exception to Nigeria and it is often
associated with poverty. However, financial inclusion is not an end in itself, rather it is a means
to an end, it cannot directly increase the net assets of the poor, but it can enable them to engage
in small income-generating activities with small investments (Dia, 2018; Ageme, et al, 2018).
In the view of Sanusi (2011) one of the reasons why poverty is persistent in Nigeria is because
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majority of the adult population in the country are financially excluded, and for Nigeria to
achieve level of financial inclusion, it has to empower 70 per cent of the population who live
below poverty line, and this would boost economic growth and development and majority of
them live in the rural areas. In the same vein Enhancing Financial Innovation and Access
(EFInA 2012) held that the majority of Nigerian adults who are fully excluded from formal and
informal financial services living in rural areas are estimated to be 80.4 percent. Also EFInA,
(2016) revealed that 41.6% of the Nigerian adult populace are financially excluded and this
worst in Nigeria's rural areas, and more advanced in urban centers.
Having realised the ramifications of financial exclusion, the government, the Central bank of
Nigeria and policymakers in recent time have vastly adopted policies and strategies such as the
national financial inclusion strategy in 2012, Financial System strategy 2020, geared towards
growing financial inclusion, thus making it possible for larger share of the population to access
financial services which is viewed as being important for economic prosperity thus poverty
eradication (Kama & Adigun, 2013). Despite pivotal roles played by monetary authorities and
government, vast majority of adults in Nigeria do not have access to financial services and this
has remained unsatisfactory, since there was no significant improvement in which the financial
exclusion rate only reduced by 0.2% to 39.5% in 2014 from 39.7% in 2012 (EFInA, 2016),
while poverty is still on the increase. Furthermore, previous studies on the subject have
produced mixed results. Studies of Dia (2018) and Ayyagari, Beck and Hoseini (2013)
supported a positive impact of financial inclusion on the level of poverty while Umaru and Imo
(2018) and Ajide (2015) found a negative effect of financial inclusion on the level of poverty.
The lack of consensus among researchers constitutes a problem. It is against the backdrop that
this study attempt to examine the effect of financial inclusion on poverty level in Nigeria.
2. Literature Review
2.1 Concept of financial inclusion
Financial inclusion is a broad concept with no single definition. Sarma (2008) viewed financial
inclusion as the process that ensures the ease of access, availability, and usage of a formal
financial system for all members of an economy, While Gwalani and Parkhi (2014) described
Financial Inclusion as the delivery of financial services at an affordable cost to unbanked group
in the society, especially the low-income and underprivileged. Also the RBI (2006) maintained
that financial inclusion is the provision of affordable financial services to those who are underattended by formal agencies of the financial system. Going further, Dia (2018) defined financial
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inclusion, as a process to make financial services, such as loans, savings, insurance, payments
and transfers accessible. In the view of Ageme et al (2018) financial inclusion refers to the
access, availability and the usage of formal financial institutions by all members of an economy
to advance individual and collective needs. While According to Bank of Indonesia (2014),
financial inclusion is defined as eliminating barriers of access to financial services. In summary
the UN defines the goals of financial inclusion as: (1) Access at a reasonable cost for all
households with many financial services, including transfer and payment services, deposit or
savings services, credit and insurance; (2) sound and safe institutions governed by precise
regulation and industry performance standards; (3) financial and institutional sustainability, to
ensure continuity and certainty of investment; and (4) Competition to ensure choice and
affordability for clients (Valerio, Parton, & Robb, 2014; World Bank, 2014).
Financial inclusion is an essential tool for inclusive growth. Inclusive growth can be seen as a
target and financial inclusion as a tool. In the transnational regressions, the development
alleviates poverty and reduces income inequality (Beck, Demirg and Levine 2004). Chibba
(2009) emphasises that financial inclusion offers incremental and complementary solutions
which would ultimately alleviate poverty, promote inclusive development and to tackle the
millennium development goals (MDGs). Though there has been argument among researchers
on the importance of financial inclusion in reducing the poverty level of any society. Indeed
Chibba (2009) argued that financial inclusion presents additional and supplementary solutions
to fight poverty, while Kiendrebeogo and Minea (2016) have claimed that access to financial
services unequivocally reduces poverty. Dia (2018) has maintained that if vulnerable people
had easy access to affordable financial services, they would be encouraged to save in a financial
institution by simply opening an account, while at the same time benefiting from other facilities
in the financial account saving. But he however maintained that financial inclusion cannot
directly increase the net assets of the poor, but it can enable them to engage in small incomegenerating activities with small investments. World Bank (2014) argues that access to and use
of basic financial services like savings, payments, loans, and insurance, helps the poor to move
out of poverty by economically and socially empowering them. Also, Demirgüç-Kunt,
Córdova, Pería, and Woodruff (2011) further argued that financial inclusion improves the
fascination of remittances and eases the relocation of funds from overseas, which is vital to the
recipient household.
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However, it is worthwhile to note that access to financial services and the actual use thereof
are two distinct concepts that are financial exclusion could be voluntary or involuntary and this
is important to distinguish. According to World Bank (2014), in a situation where a proportion
of the population or firms resolve not to use financial services either because they have no need
for them or due to lack of knowledge of such financial services, or some individuals may have
access but decide not to use it because of religious, cultural or other reasons. Such situation is
called voluntary financial exclusion and may occur as a result of indirect usage through a family
member or lack of demand for financial services. Conversely, some individuals may have the
need for financial services but face serious physical barriers to access and, as such, they are
involuntarily excluded. Even as Okoye, Adetiloye, Erin and Modebe (2017) maintained that
involuntary financial exclusion takes its root from insufficient income and high risk profile or
due to discrimination and market failures and imperfections. Involuntary financial exclusion
is a problem and can be caused by one of the followings: (i) remoteness of the places where
households live, (ii) unfavorable conditions attached to financial products, (iii) the prices of the
products offered are not affordable, (iv) lack of knowledge of available financial products due
to a lack of marketing, and (v) self-exclusion for fear of rejection (Kempson and Whyley,
1999). Furthermore, EFInA (2012) adduced three reasons for vast exclusion in rural areas.
First, the distance between bank branches in most rural areas makes it expensive and difficult
to access financial services. Second, low limit of the profit potential of financial institutions as
results of lower levels of economic activity in rural areas. Third, financial literacy and
education levels are typically lower in rural areas, making it less likely that customers will
make use of financial services and products. While Ageme et al (2018) highlighted major
barriers to financial inclusion to include (i) income, (ii) physical access, (iii) financial literacy,
(iv) affordability, and (v) eligibility. Though Avais (2015) maintained that technological
advancement for innovative financial products has helped to broaden financial inclusion and
address poverty challenges, this approach still has its own shortcomings.
Nigeria launched a national financial inclusion strategy in 2012. The strategy aims at bringing
the exclusion rate of 46.3 percent of adult population (comprising people with neither formal
nor informal financial services) in 2010 to 20 percent by 2020. Access to credit is projected to
reach 40 percent of adult population (rate of access to credit currently remains at 2.0 percent)
(IMF 2015). As part of its reforms, the Central Bank of Nigeria (CBN) and other development
partners introduced reforms aimed at reducing the financial exclusion rate to 20% by the year
220

10TH ACCOUNTING AND FINANCE CONFERENCE BOOK OF PROCEEDINGS VOLUME 10 ISSUE 2, 2020

2020, these reforms includes: implementation of the Micro Small and Medium Enterprises
Development Fund (MSMEDF), linkage banking, agent banking tiered Know-Your-Customer
(KYC) requirements, credit enhancement programmes, consumer protection, and financial
literacy (EFInA, 2012). But available statistics from EFInA (2016) has shown that not much
progress has been made, only a modest improvement in the financial exclusion rate 0.2% to
39.5% in 2014 from 39.7% in 2012. In addition, according to the EFInA (2016) financial
inclusion is achieved when financial services are provided at an affordable cost and adults have
easy access to many formal financial services that meet their needs. This is in support of the
elements used in the definition provided by CBN (2012) which include:
i.

Access to and usage of a wide range of financial products and services such as insurance,
credit, savings, pension, and payments products.

ii.

Easy access to financial products and services financial products, this financial product,
and services must be within reach of all sections of the populace and should not have
onerous requirements.

iii.

Provision of affordable financial services to low-income groups.

iv.

Financial products must be designed according to the need of customers (financial
excluded) persons and should consider access to distribution channels and income levels.
(Alkire & Sumner, 2013; Mondal, 2015)

Also Umaru and Imo (2018) maintained that Strategies for achieving the financial inclusion
targets should be concentrated in the area of agent banking, mobile banking, linkage banking,
and client banking.
1)

Agent Banking: is the provision of banking services outside traditional bank
branches through mobile phones, technology such point of sales (POS) devices and
touch points such as petrol station and existing retail stores.

2)

Mobile Banking: Provision of access to financial services through the use of mobile
wallets as intermediary virtual money accounts or mobile phones that are directly
linked to a bank account.

3)

Linkage models: Business cooperation and enhancement of financial between
traditional financial institutions (Deposit Money Banks or Development Finance
Institutions), microfinance banks/institutions, and government for providing
wholesale funding for and lending transactions.
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2.2 Empirical review
Dawood, Pratama, Masbar, and Effendi (2019) in their study tried to answer the question if
financial inclusion alleviate household poverty in Indonesia. They employed the Binary
Logistic model on data from approximately 300,000 households from the 2017 Indonesian
National Social and Economic Survey. Findings from the study indicated that access to credit
in formal financial institutions, access to credit in non-formal financial institutions, ownership
of account, higher education level, living in urban areas, Gender, access to electricity and more
assets had negative impact, while larger household size, working in an agricultural sector, and
suffering health shocks tend to be positively related to the probability that a household is
severely poor.
Dia (2018) in his study comparative studied three countries namely Mali, Bangladesh, Bolivia,
and Nigeria to determine the effect of financial inclusion on poverty reduction. These countries
together with Mali provided a panel data analysis for the period from 1992 to 2015. The Cob
Douglass model was adopted in analysing the data collected. Findings from the study indicated
that farm land size had a negative and significant impact on poverty in Bangladesh and Mali,
while it had positive impact in Nigeria and Bolivia, while Credit (financial inclusion) had
positive but insignificant impact on poverty in Bangladesh, Mali, Nigeria and Bolivia.
Furthermore, Agricultural machinery had positive effect on all the countries except for Mali
where the impact was negative and significant, also educational level exerted a positive effect
on poverty in Nigeria and Bolivia, while the impact in Bangladesh were Mali negative.
Ageme et al (2018) tried to ascertain the effect of financial inclusion on poverty reduction in
Nigeria using quarterly data from 2009:Q1 to 2014:Q4. The data collected was analysed using
Augmented Dickey Fuller (ADF) unit root test, Johansen cointegration test and error correction
model (ECM). Findings showed that Automated teller machines inclusion channel and deposit
money bank credit to the rural populace have significant positive effect on poverty reduction,
whereas web based/ internet banking channel and microfinance credit exert negative impact on
poverty reduction.
Umaru and Imo (2018) in their study tried to ascertain the moderating effects of microfinance
in the use of financial inclusion to reduce poverty in Nigeria. The study employed the survey
research design and data was collected through a self-administered questionnaire. The
questionnaire were administered to a total of 384 to the respondents that are microfinance banks
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customers from the three senatorial districts in Kebbi State Nigeria by using simple random
sampling procedures. In analysing the relationship among the variables, a Partial Least Square
(PLS)-Structural Equation Modelling (SEM) technique was adopted. The findings of the study
revealed that there is a significant relationship between the financial inclusion and poverty
reduction. The results further revealed that microfinance positively moderate the relationship
between the variables under studies.
Anwar and Amrullah (2017) investigated the Impact of Financial Inclusion towards Poverty in
Indonesia. The study employed multiple regression analysis on secondary data covering the
period between 2005 and 2013. Findings from the study suggested that financial inclusion
exerted a negative and significant impact on the level of poverty in Indonesia, while income
inequality had positively and significantly impacted the Indonesia`s poverty level.
Ajide (2015) tried to examine the effect of financial inclusion on poverty reduction in Nigerian
rural communities using data from 1996-2013.Data sourced from Central bank of Nigeria
(CBN), National Bureau of Statistics and World Bank data base were analyzed using
Autoregressive Distributed Lag Modeling (ARDL). Bound test results showed that there was a
long-run relationship among the variables. Both short and long run relationship confirmed the
importance of financial inclusion as a suitable strategy for poverty reduction in rural
communities. The finding of this paper has a clear-cut policy implication. As the beneficial
effect of financial inclusion on rural poverty reduction is dampened or even cancelled out by
cost of borrowing and degree of financial openness, the policy package must take into account
the risk of interest charged by banks and financial exposure or openness of rural communities
in Nigeria. This is because the levels of financial literacy are often low in rural areas. This does
not allow people to understand financial services they have around them which may serve as
an opportunity for banks to be exploited.
To this effect, Park and Mercado (2015) extend the existing literature on financial inclusion by
focusing on examined Financial Inclusion, Poverty, and Income Inequality in Developing Asia.
They constructed a financial inclusion indicator to assess a number of macroeconomic and
country specific factors affecting the level of financial inclusion for 37 selected developing
economies in Asia. The finding showed that per capita income, rule of law, and demographic
characteristics have significant effect on financial inclusion in developing Asia. The results

223

10TH ACCOUNTING AND FINANCE CONFERENCE BOOK OF PROCEEDINGS VOLUME 10 ISSUE 2, 2020

further revealed that financial inclusion significantly reduces poverty; and also lowers income
inequality.
Using data from Nigeria, Dauda and Makinde (2014) employed Vector autoregressive (VAR)
model to determine the relationship between financial sector development and poverty
reduction in Nigeria using. Results of both the VAR and impulse response showed that the
indirect effect of economic growth have strong influence on poverty reduction in the short run
but could be adversely affect to the poor in the long-run due to the unfavorable effect of income
inequality.
Mago and Chitokwindo (2014) examined the impact of mobile banking on financial inclusion
in Zimbabwe. The paper adopted a qualitative research methodology and a survey design. The
survey covered Masvingo district in Zimbabwe and relied on a well structured questionnaire to
collect the required data. Findings indicated that the low income people are willing to adopt
mobile banking and the reasons are that it is easily accessible, convenient, cheaper, easy to use
and secure. Recommendations made are that there is need for the Central bank to supervise
non-bank led mobile banking models and manage their cash holding limits and cost structures.
The poor people have been traditionally located in the informal sector where they hardly enjoy
banking services. With mobile banking, they can now enjoy the same basket of financial
services through mobile banking. The mobile banking system is definitely ideal for the remote
areas given that it is an easily accessible, cheaper, more convenient and faster means of sending
and receiving money. Financial activity is increased in the rural areas and therefore economic
growth is boosted.
Using data from Nigeria, Dauda and Makinde (2014) employed Vector autoregressive (VAR)
model to determine the relationship between financial sector development and poverty
reduction in Nigeria using. Results of both the VAR and impulse response showed that the
indirect effect of economic growth have strong influence on poverty reduction in the short run
but could be adversely affect to the poor in the long-run due to the unfavorable effect of income
inequality. The report in Ayyagari et al (2013) the study used state-level data from India within
the period 1983 and 2005. The study found a strong negative association between financial
deepening, rather than financial inclusion, and poverty reduction. Also the study revealed that
financial deepening reduced rural poverty especially among the self-employed.
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3. Research Methodology
The ex-post facto research design was adopted, annual time series data which was sourced from
Central Bank of Nigeria (CBN) Statistical Bulletin and World Bank statistical database for the
period spanning between 1992 and 2019. The choice of the selected period was predicated on
the availability of data. In analysing the data collected, the study employed the Augmented
Dickey Fuller (ADF) unit root test, Autoregressive Distributed Lag (ARDL-Bounds) testing
approach to co-integration to test for long run relationship and Vector error correction model
to test for short run association and complementary diagnostic tests were also conducted. 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 test results in small
and large sample sizes (Pesaran & Shin, 2001). Also E-veiw 9.0 econometric software package
was used in the estimation of the stated models.
3.1 Model specification
The model formulated was influenced by Ageme et al (2018) which focused on electronic
payment system. It however, differs in several specifications, including the introduction of two
variables not included in previous studies, that is, currency outside bank and commercial bank
rural deposit as measures of financial inclusion. Considering currency outside bank as a
measure was hinged on the belief that it points to the level of public confidence in the banking
system which is in the heart of financial inclusion. In a bid to measure the impact of financial
inclusion, with emphasis on the rural areas, on the level of poverty, the model was postulated
thus:
POVt= β0+β1lnCOBt+β2lnCBRD t+ β3lnCBRLt + β4lnMFBCt+ µt …(1)
Where: POV is the Poverty rate, COB is the Currency outside bank measured by COB/M2,
CBRD is the value of deposit mobilized by Commercial bank in rural area, CBRL is the value
of Commercial bank rural credit while MFBC

is the value of Microfinance bank credit,

while β0 is constant, β1 – β4 are coefficients, In is logarithm operator for the respective
variables and µ the Error term
In estimating the long-run relationship between financial inclusion and poverty rate, the
model was specified as:
POVt = λ0 + λ1 COBt + λ2 lnCBRD t + λ3 lnCBRLt + λ4lnMFBC t + µ t …(2)
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While the error correction representation of the series can be specified as follows:
Δ POV t-1 = λ0 + λ1Δ lnCOB t-1 + λ2Δ lnCBRD t-1 + λ3ΔlnCBRLt-1 + λ4ΔlnMFBC t-1 + ηECM t1

+ εt. …(3) The a priori expectation of the parameters given as β1, β2, β3, and β4< 0

4. Results and Discussions
The collected data on Poverty rate, financial inclusion proxies, which include Currency outside
bank, Commercial bank rural credit, Commercial bank rural deposit and Microfinance
institution credit were analysed and the result presented in this section. The descriptive
statistics of the variable were utilized to ascertain the structure and distribution of the variables
used in the model. The result is presented in Table 2.
Table 1: Summary Statistics, using the observations 1986 – 2017
CBRD
CBRL
COB
MFB_M
Mean
46799.54
109277.4
19.44767
59266.54
Median
15361.05
16330.74
19.12204
19650.20
Maximum
354860.5
988587.9
39.34168
262630.0
Minimum
19.72322
1602.200
5.165496
135.8000
Std. Dev.
89839.20
240646.4
11.64389
78683.42
Skewness
2.538174
2.675249
0.226059
1.282051
Kurtosis
8.342277
9.042785
1.483896
3.302591

POV
57.90857
55.90000
66.90000
52.99000
4.549308
0.591439
1.838930

Jarque-Bera
Probability

63.36076
0.000000

76.00026
0.000000

2.920145
0.232219

7.777214
0.020474

3.205163
0.201376

Sum
Sum Sq. Dev.

1310387.
2.18E+11

3059767.
1.56E+12

544.5348
3660.665

1659463.
1.67E+11

1621.440
558.7975

28

28

Observations
28
28
28
Source: Computation by authors with E-view 9.0

The summary of the descriptive statistics of the variables utilized in the study as presented in
Table 1 revealed that the average Commercial bank rural deposit, Commercial bank rural
credit, Currency outside bank, Microfinance institution credit and Poverty rate stood at
N46799.54, N109277.4, 19.44, N59266.54 and 57.91 respectively within the period under
review. It can also be observed that the variables were normally distributed
Result of the unit root test
Although the ARDL framework does not in anyway require the pre-testing of each variable for
a stationarity, but the result will assist in arriving at the decision on whether the ARDL model
should be employed or not, since the technique, with certainty, will crash when I(2) series are
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present. Tables 2 present the results of the stationarity tests adopting Augmented Dickey- Fuller
(ADF) test.
Table 2: Summary of Augmented Dickey Fuller (ADF) Unit Root Tests Result with
Trend and intercept
Variables
ADF Test
Critical Values @ 5% P-value
Order of Integration
Statistics
LOGCBRD
-3.862082
-3.595026
0.0290
I(1)
LOGCBRL
-4.947390
-3.595026
0.0026
I(0)
COB
-4.842560
-3.595026
0.0033
I(1)
LOGMFB
-4.569633
-3.587527
0.0059
I(0)
POV
-5.034066
-3.595026
0.0022
I(1)
Source: Computation by authors with E-view 9.0
Result of the unit root test shown in Table 2, suggests that the time series of the variables were
integrated of mixed order, this was informed by the comparism of the t-statistic values with
their critical values. Two variables were stationary at level while three were stationary at first
difference. This satisfies the condition for the use of ARDL.
Result of the ARDL Bounds Test
The ARDL bounds test for co-integration in order to ascertain if there exists a long-run
relationship between the variables utilized in the model and the results was shown in Table 3.
Table 3: Result of the ARDL Bounds Test for Co-integration
Test Statistic
F-statistic

Value

k

4.958448

4

Critical Value Bounds
Significance
5%

Lower
Bound

Upper
Bound

2.86

4.01

Source: Computation by authors with E-view 9.0
Result from the ARDL bound testing approach to co-integration presented in Table 3 showed
that the F-statistic with a coefficient of 4.95 is greater than the upper bound value of 4.01 and
that of the lower bound value of 2.86 all at 5% significance level. This empirical result indicates
that there exists a long run relationship between the variables in the model, which is a desired
outcome.
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Regression Results of the Long-run ARDL Model
Based on the evidence that the poverty rate is co-integrated with the explanatory variables in
the model, the long-run parameters of the ARDL model were estimated and the result shown
in Table 4.
Table 4: Result of the estimated long run coefficients of financial inclusion – poverty
rate model.
Variable

Coefficient

Std. Error

t-Statistic

Prob.

LOGCBRD
LOGCBRL
LOGMFB_M
COB
C

-1.086234
2.219011
-6.745736
-1.069769
112.651824

0.220666
0.701538
2.649063
0.300084
30.845213

4.922518
3.163068
-2.546461
3.564899
3.652166

0.0005
0.0090
0.0272
0.0044
0.0038

R-squared
Adjusted Rsquared

0.881415

F-statistic

6.289293

0.741270

Prob(F-statistic)
Durbin-Watson stat

0.002183
2.165028

Source: Computation by authors with E-view 9.0
The result of the estimated long run equilibrium relationship between the variables in equation
(2) is presented in Table 4. The empirical evidence from the result showed that in the long run,
Commercial bank rural deposit, Microfinance banks credit, and Currency outside bank all
exerted negative and significant impact on the level of poverty in Nigeria. The result is
consistent with a priori expectation. While on the other hand, Commercial bank rural credit
had a positive and significant influence on the level of poverty in Nigeria.
In evaluating the entire result of the model, the R2 representing the Coefficient of determination,
that gauges the power explain the multiple regression model had a coefficient of .881, this
suggest that 88.1% changes in the poverty of Nigeria is as a result of the changes in the
explanatory variable. This indicates that all variables stated in the model were relevant in
expressing the changes shown in the poverty of Nigeria within the period under investigation.
Furthermore, F- statistic which is used applied to capture the model`s level of significance
showed that the overall regression is significant, which from all indication suggests a well
specified model also the Durbin-Watson statistic is substantial and shows there is no sign of
autocorrelation in the model.
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Short-Run Dynamic Regression Results
Having estimated the long-run parameters, the short-run dynamic parameters within the ARDL
framework also estimated and the result is presented in Table 5.
Table 5: Result of the Short-run error correction estimates
Variable

Coefficient

Std. Error

t-Statistic

Prob.

D(LOGCBRD)
D(LOGCBRL)
D(LOGMFB_M)
D(LOGMFB_M(-1))
D(LOGMFB_M(-2))
D(COB)
D(COB(-1))
D(COB(-2))
Ect (-1)

-0.066089
1.158409
-5.699671
1.027796
-4.811600
-1.069769
-0.010979
0.918319
-0.902617

0.299226
0.478234
1.562806
1.897127
1.574800
0.300084
0.298386
0.276032
0.195374

-0.220868
2.422265
-3.647076
0.541765
-3.055372
3.564899
-0.036794
3.326854
-4.619943

0.8292
0.0339
0.0038
0.5988
0.0109
0.0044
0.9713
0.0067
0.0007

Source: Computation by authors with E-view 9.0
The result on table 5 indicated that the directions expressed by the short-run dynamic effect
were entirely maintained to the long-run. In line with the long-run results, Commercial bank
rural deposit, Microfinance banks credit, and Currency outside bank all exerted negative and
significant impact on the level of poverty in Nigeria, but the impact of Commercial bank rural
deposit was not significant. The result is consistent with a priori expectation. Again,
Commercial bank rural credit exerted a positive and significant impact on the poverty level of
Nigeria. This is inconsistent with a priori expectations but consistent with the finding of
Dia(2018) and Ageme et al (2018). This maybe attributed to the high cost of lending to
customer by the commercial banks and other condition attached to the loan which put more
pressure on the rural dweller, eroding the anticipated benefits. In addition, misapplication of
funds extended by the commercial banks maybe another factor responsible for the outcome.
Furthermore, the coefficient of the lagged error-correction term as desired was negatively
signed and significant at 5% level, which supports the view that indicates the existence of a
short-run association between the variables. With an error term of -0.902, suggests a 90.2%
adjustment speed of returning back to equilibrium after a year, and this happens to be high.
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Results of diagnostic tests
To improve the validity and reliability of the outcome of the models stated earlier, diagnostic
test for serial correlation, heteroscedasticity and stability (Ramsey RESET) were conducted
and the results shown in Tables 6, 7 and 8
Table 6: Result of Breusch-Godfrey Serial Correlation LM Test
F-statistic
Obs*R-squared

1.314104
5.650500

Prob. F(2,9)
Prob. Chi-Square(2)

0.3157
0.0593

Source: Computation by authors with E-view 9.0
Table 7: Result of Breusch-Pagan-Godfrey Heteroskedasticity
Test
F-statistic
Obs*R-squared
Scaled explained SS

0.732239
11.59786
1.894473

Prob. F(13,11)
Prob. Chi-Square(13)
Prob. Chi-Square(13)

0.7069
0.5609
0.9998

Source: Computation by authors with E-view 9.0
Table 8: Result of the Ramsey RESET Test
t-statistic
F-statistic

Value
0.620454
0.384964

df
10
(1, 10)

Probability
0.5488
0.5488

Source: Computation by authors with E-view 9.0
Given the test results on Tables 6, 7 and 8, it is evidenced that the model met the threshold of
all the diagnostic tests. It further indicates non suspicion or existence of serial correlation
among variables as functional form of the model was properly specified; also nothing suggest
the presence of heteroscedasticity in the model as well. The output from this model testing
provides a best fit, stable and can be relied upon.
5. Conclusion and recommendation
The paper evaluated the impact of financial inclusion on the poverty level of Nigeria, since the
issue of financial inclusion and poverty has been on the front burner for a while. Based on the
findings of the study, the conclusion is made that that there exists a long run and short run
association between the variables used in the study financial inclusion proxies employed,
Currency outside bank, Commercial bank rural deposit and Microfinance institution credit
negatively and significantly influenced the level of poverty in Nigeria, while Commercial bank
rural credit did not. Possible cause may stem from the high interest rates charged by banks and
the stringent conditions attached on the credit facilities. In all, financial inclusion has play
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important role in the reduction of the level of poverty in Nigeria. Based on the foregoing, the
study amongst other thing recommends that a strong and vigorous financial literacy campaign
coupled with financial advice and monitoring should be involved in the financial inclusion
drive of the authorities. More Agent and electronic banking should be rolled out so as to make
deposit and other financial service easier to access. Concerted efforts should be made to evolve
policy to encourage/ persuade banks to grant credits at concessionary interest rate to rural
dwellers.
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Abstract
This study examines tax farming as panacea for increased revenue generation in
Nigeria. Ineffective tax administration appears to be an unending setback in Nigeria as a result
of myriad of challenges resulting in poor tax revenue generation. The study reviewed many
previous studies on tax farming. The reviews revealed that tax farming leads to excessive
exploitation of taxpayers in their bid to overzealously recover the advance payment to the
government and running expense and then make profit. It was uncovered that the
unpredictability and volatility of tenure of tax farmers results in lack of investment in the system
because tax-farmers investments were not secured as their contract could be terminated by the
state at any time thereby discouraging investment in the long-run. However, the advantages
far outweigh the demerits. The study revealed that tax farming is in line with privatization, the
current economic drive where the management of hitherto public enterprises has been
transferred to competent private individuals to ensure efficiency and effectiveness of such
organizations. Again, it ensured a highly coherent and efficient system of resource allocation.
The system similarly provided guidance for resource allocation not only to the tax-farmers but
also to the state. The tax-farming system was a very efficient revenue collection tactic for the
state. It played a substantial role behind the decision of the state to invest directly in the various
industries where it generated enormous tax revenue. The tax-farming system contributed
significantly to the increase in capital in the private sector both by the massive profits it helped
create and by compelling the entrepreneurs to form partnerships. Based on the findings via
review of relevant literatures, the study recommends that tax farming should be introduced by
the government and given legal backing in Nigeria as a veritable strategy for taxes and levies
collection. Government should concentrate on tax administration which involves interpretation
of the law and issuing guidelines, assessment, and auditing to ensure fairness and the rule of
law which will entrench significant degree of monitoring of the government's agents while tax
collection should be contracted out to tax farmers in the collection of determined tax arrears
in order to stop over-collection. They should be engaged in the verification of value of goods
declared by importers at customs to ensure that it corresponds to international price data. This
would guarantee efficient revenue collection and accountability since the amount to be
collected is already determined. The bidding and auctioning off process of tax farming to
determine the right of private sector collectors to collect certain taxes and levies should be
competitive and transparent to ensure that maximum revenue is derived from the system and
to avoid corrupt leaders ceding the right to collect taxes and levies to their cronies, a practice
which negates the primary objectives of tax farming. The bidding process should be done at
arm’s length.
Keywords: Tax Farming, Tax Administration, Tax Farmers, Collection Mechanism
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1.1

Introduction

Unproductive and ineffective tax administration appears to be an unending setback in many
developing countries. Myriad of challenges confront effective tax administration and practice
in Nigeria, resulting in poor tax revenue generation. Unwillingness of many taxable Nigerians
to file in their tax returns or remit taxes for the fear that money raised may be siphoned off
instead of being spent on health, education, critical infrastructure and other public services is
one of such challenges. In other words, corruption is a bane to tax revenue generation in
Nigeria. Studies have revealed more impediments to tax revenue generation in Nigeria. As
opined by Simser (2008), when people deliberately refuse to abide by tax responsibility, it is
called tax evasion. Tax evasion is seen to be as old as taxation itself because even from
antiquity, people have been seen to be reluctant to comply with payment of taxes. Tax
noncompliance is a serious challenge facing tax administration thus resulting in poor
performance in terms of revenue generation in Nigeria. Huge amount of revenue leakages is
enormous and this persists, it has devastating effect on the economy (Devos, 2008). One more
inhibiting factor to tax revenue generation in Nigeria is lack of experienced personnel. The
enforcement machinery of the country appears weak that taxpayers manipulate it with ease
(Tijani and Ogundeji, 2013). The tax officials charged with the responsibility of tax policies
implementation and administration seem to be ill-equipped because often times, they lack the
basic skills needed to discharge their duties effectively and efficiently with its attendant low
tax revenue generation and revenue leakages.
The recurrent and capital expenditure of the government has been on the rapid increase and the
charge on debts servicing has grown over the years, but revenue increase or growth has not
been proportionate to all these. Consequently, revenues generation has missed its targets by
over 45% since 2015 irrespective of the fact that the Federal Inland Revenue Services (FIRS)
is being commended for doubling the number of taxpayers since 2015 resulting to increased
tax revenue generation. An enormous change confronting Nigeria is the fall in the price of
crude oil in the international market because the Nigerian economy depends largely on oil
revenue to thrive. The average price of crude oil fell from around $113 a barrel in 2012 to just
over $54 in 2017. The fluctuation in the price of crude oil has continued unabated because oil
price is susceptible to vagaries of international market forces and international politics.
Consequent upon the outbreak of coronavirus (COVID-19) pandemic, the price per barrel of
crude oil fell below US$ 20. This unexpected circumstance has forced the country into
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borrowing huge sum of money from foreign financial institutions at high interest rates.
Unarguably, Nigeria is Africa’ largest crude oil producer. Between 2012 and 2014, the oil
sector provided 57% of total government revenue. This fell to 41% between 2016 and 2018.
The crash in crude oil price reached its crescendo - below US$ 20 following the COVID-19
pandemic. For any nation to experience economic growth and development in the 21st century,
there should be a paradigm shift from crude oil revenue because of its unreliable and
unpredictable nature. Tax revenue, having been proven to have reliability and predictability
features is advocated for developing nations such as Nigeria. To this end, appropriate strategic
mechanism suitable to our environment that would enhance tax revenue collection has to be
put in place.
Organization for Economic Co-operation and Development (OECD) (2016), estimates that
Nigeria has one of the world’s least ratios of tax to GDP – a situation that calls for urgent fiscal
and economic policy action. GDP refers to the total amount of tax revenues collected as a
proportion of GDP - the totality of the value of the country's goods and services produced per
annum. In 2016, total tax revenue to GDP stood at 6% (OECD, 2016). The tax-to-GDP ratio in
South Africa was 29%, Ghana stood at 18%, Egypt 15% and Kenya 18% (OECD, 2016). It
was estimated that the tax-to GDP average for OECD members - which includes all the
advanced economies was 34%. The World Bank adopts a slightly different measurement of tax
which excludes majority of social security payments. This model applied by the World Bank
placed Nigeria's tax-to-GDP ratio lower at just 3.4% in 2016. It was observed that in 2017, the
ratio did advance to 4.8%. The World Bank (2018) stipulates that 15% of tax-to-GDP is the
level which is necessary to achieve economic growth and poverty reduction. It should be
stressed that Nigeria should strive urgently to be practical oriented in the much needed tax
reforms and administration and a such pragmatic approach should embrace tax farming because
of its capacity to boost tax collection considering the peculiar nature of the Nigerian
environment, the demerits notwithstanding.
In the light of the above, the adoption of tax farming as a policy option is being x-rayed thus
this study intends to critically examine the pros and cons of tax farming as a fiscal policy option
with a view to ascertaining whether it is the appropriate tax collection strategy to enhance tax
revenue collection in Nigeria.
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1.2

Objectives of the Study

The objective of this study is to find out whether tax farming could be adopted as a reliable tax
collection mechanism to enhance tax revenue generation.
In specific terms, the study is aimed at:
1. Ascertain whether tax-farming would be adopted as a veritable tool to boost tax revenue
generation in Nigeria.
2. To determine whether tax-farming can be used as a tax collection mechanism to entrench
transparency and accountability in the use of tax revenue by the government.

2.1

Research Methodology

This study intends to utilize secondary analyses. Secondary connotes literally a second hand
analysis of data or information that was either gathered by other researchers, institutions and
Non-Governmental organizations and so on or a critical re-interpretation of the available texts
chosen from extant documents. Sources of secondary data are transcripts from focus groups,
published texts, literature reviews and observation records. Documentations done and kept by
individuals such as dairies and journals and accessed by other people are also viewed as
secondary sources. This methodology is adopted so as to test the objectives upon which this
study is predicted on. Similarly, making frantic efforts to ascertain the positive and negative
consequences of tax farming could be done successfully upon the review of extant literatures
relevant to the subject matter in question. Thus this methodology is justifiable on the ground
that there are hard and soft voluminous academic materials on the research problems which are
easily accessed by researchers the world over. More so, the study of tax farming as a policy
option for tax administration can reliably be done when a thorough study of the effect of tax
farming on ancient and present economies has been done.

2.2

Review of Related Literature

Definition of the Concept of Tax Farming
Tax farming represent a system where the right to collect certain taxes owed the state is auctioned
off to the highest bidder in the private sector. It is also described as a system of collecting taxes
and other state revenues from the population. Tax farming is a representation of a private sector
solution to the tax collection challenges. Under this system, the state transfers the right of
collection to private individuals called tax farmers in exchange for a certain fee. The farmers
accumulated great wealth since the taxes and charges they collected exceed by two or three times
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the amount deposited in the treasury. Tax farming is a feature of pre-capitalist system in which
a natural economy is prime, credit is not developed, the state is in financial difficulties and
communications are poor. Three varieties of tax farming were in existence and such include
(a) general

which covers a country or the whole tax system (b) regional

comprising a single city or region and (c) special which centres on individual taxes, like
customs duties or revenues from the liquor monopoly (The Great Soviet Encyclopaedia, 3rd
Edition, 2010).
History and Development of Tax Farming
Tax farming became well-known in Iran in the sixth century B.C., and in Greece and Rome in
the fourth century B.C. During the Middle Ages, it was widespread in France from the 13th
century and during the same period, it was practiced widely in Holland, Spain and England. Tax
farming became one of the most important sources for ancient amassing of capital. While
capitalism advanced, tax farming was preserved in a distinctive manner in 20th century Italy,
where private and saving banks did the collection of certain taxes. In the late 19th and early 20th
centuries, forms of tax farming were used for collecting arrears in the USA. Tax farming was
extensively applied in the Ottoman Empire beginning the late 16th and 17th century; it was
abolished in 1925. It was also broadly practiced in Iran from approximately the tenth century to
the 1930’s and in India from 13th or 14th century to the 19th century. Tax farming (otkup) was
introduced in the late 15th or early 16th century in Russia. It was used especially for customs
duties, salt and liquor revenues. Tax farming to collect liquor revenues was introduced in the 16th
century and assumed the greatest importance during the 18th and 19th centuries. Treasury
revenues from the liquor tax constituted more than 40% of income from all taxes in the state
budget. In 1863 tax farming to collect liquor revenues was abolished and replaced by excise tax
(The Great Soviet Encyclopaedia, 3rd Edition, 2010).
Ancient Origin of Tax Farming in Islam: An Institutional Background
Medieval Egypt - Daman and Qabala
This institution engaged in tax-farming and was saddled with the responsibility of tax collection
rather than resource allocation. Cizakca (1989) noted that the earliest evidence on the existence
of Daman dates from 187 A.H. when Mahfuz b. Sulaiman auctioned off (Daman) tax
collection for the whole of Egypt with the caliph (Morimoto, 1981: 228-229). Step by step,
however, the system spread to smaller and smaller regions and more and more Damins
engaged. As time went on, the Daman system metamorphosed into the Qabala which
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penetrated the entire country and was reduced to the village level. When the terms began
Daman and Qabala were used interchangeably in Fatimid era, the lost their distinction.
On the basis of al-Maqrizi, Morimoto describes the functioning of the system as follows:
‘When tax contracts for all the lands were to be made, the financial director of Egypt took up
his seat in the Mosque of 'Amr b. al-'As in al-Fustat and people from villages and towns
assembled there. A man indicated the various regions by shouting out the agreed quotas
(sofoqot) for the contracts in turn, while the fiscal scribes in front of the financial director wrote
down the quotas for kuras for which the auction had already been finished and the agreed
quotas for those people among the crowd who had made a successful bid of their contracts for
the taxes. The tax contractors (mutaqabbils) used to contract for the taxes of a specific region
(balad) for a term of four years on account of draught, flood and other causes’ (Morimoto,
1981: 232).
Main Characteristics of this System
Cizakca (1989) listed the features of the system as follows. First, the tax collection from the
entire Egyptian countryside appears to have been organized in this system. Second, the decision
as to who should collect the taxes from each tax zone was taken as a result of a competitive
auction. Third, the term of contract of each mutaqabbil (tax-farmer) was valid for four years.
In short, we have here a system which solves the problem of revenue collection from the land.
At this point we may wonder just what induced the mutaqabbil to commit himself to the
government and assume the responsibility of tax collection. In theory, between the 8th and
10th centuries A.D. there was no obvious inducement for the tax contractors. They forwarded
50% of the auctioned amount to the treasury and kept back the remaining 50% with which they
were supposed to fund irrigation work and other infrastructure investments (Morimoto: 244).
However, in practice the mutaqabbils simply made use a part of this second half. This was their
profit, that is, the ration for which they contested for in the auctions process.
Cizakca (1989) opined that during the Tulunid era (868-905 A.D.), the tax-farming system
was well established in Egypt. The study argued further that the well-known Tulunid prosperity
was mainly due to this system. The awesome importance of the tax-farming system for the
financial arrangement of Tulunid Egypt is clearly confirmed by the following incident.
Between 292 A.H and 905 A.D. the Abbasid armies conquered the Tulunids and after leaving
a strong battalion and appointing a governor and a financial director returned to Mesopotamia.
In the same year a former Tulunid general, Mohammed al-Haliji, rebelled and proclaimed the
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reinstatement of the Tulunids. The Abbasid governor and the financial director were forcefully
compelled to withdrawal to Alexandria. Cizakca (1989) states that Morimoto notifies us that
among the few essential things that they carried with them to Alexandria, the tax-farming
records were the most important. Undeniably, the Abbasid rulers knew impeccably well that
the tax-farming system constituted the backbone of the Tulunid financial power. Nevertheless
this, probably taking full advantage of their familiar knowledge of the local affairs, the Tulunid
rebels managed to detect the tax-farmers and compelled them to pay their contracted dues to
them rather than the Abbasids. Simply put, a fight for the control of the tax-farmers had been
fought between the contenders for power and the records of the tax-farming system obviously
became the sine qua non of fiscal administration (Morimoto, 1981: 250-251).
Tax farming system witnessed a major boost during the late Fatimid era because there was the
reduction of the sum forwarded to the Treasury from one half to one third of the total contracted
sum. As a result, the amount usurped by the tax-farmers witnessed an increase, resulting to
obvious increase in their profits as well as the competition in the auctions. Barkan (1953:270)
opined that by the 10th Century A.D., about half of the revenue of Egypt was collected by the
tax-farming system and he noted that this volume of revenue increased to about 80% in 1527.
In ‘Ayyubid Egypt the tax-farming extended to all the sectors of the economy such as mining,
fishing including the removal of ordure from urban dwelling. Besides, the military more and
more became associated with the system which soon performed not only the task of revenue
collection but also the upkeep of troops (iqta'). Participation of the military soon led to subtax-farming, whereby the officer (muqta) had the taxes of his allocation collected by locals
appointed at private auctions (Rabie1972:137). From the foregoing, the characteristics of the
system of tax farming in Medieval Egypt can be summarized thus:
1.

The system started initially with agricultural taxation due to a region and later spread to
all the tax sources in the economy.

2.

Through competitive bidding, a tax-farmer was delegated by the state the right to collect
the taxes due to a tax source (mukataa). The highest bidder was given the authority for
the collection of the revenue. In this case, the tax-farmer took part of this revenue and
transferred the remaining portion of the Treasury and the usurped portion represented his
profit.

3.

The tenure of tax-farmer was limited to four years.

4.

The tax-farmer agreed with surety to pay to the state a certain sum, determined in the
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auction. It is the last feature which shows clearly that the tax-farmer was in fact an
entrepreneur, a risk taker. Indeed, if the revenue he collected exceeded his total cost he
enjoyed a profit. It should be pointed out that the total cost here includes the amount he
paid to the Treasury plus his operational expenses. On the contrary, a situation where the
tax revenue the tax-farmer collected dropped below the amount he had guaranteed to pay
the state, the tax-farmer had suffered a loss in the auction. Where the tax-farmer is unable
to offset the liability incurred with his personal assets, as a result of the loss, he would
inevitably end up in prison and all his assets would be impounded.
Conclusion
Tax-farming institution in Egypt was known in Medieval Egypt as Daman-Qabala.
Consequently, tax-farming dominated the life of the Muslims for more than one thousand years
in a geographical dimension extending from the Atlantic to the Indian Ocean.
Advantages and Disadvantages of Tax-Farming System-Ottoman European Provinces, Egypt,
Anatolian provinces as Case Studies.
Advantages: It functioned as a highly coherent and efficient system of resource allocation.
The system, also, provided guidance for resource allocation not only to the tax-farmers as fully
explained above, but also to the state. Since the majority of the data presented in this article
has been obtained from the records kept by the state, we can safely assert that the state was also
well informed about the changing critical state of affairs in the economy as well as the
comparative profitability of each sector. This information, undoubtedly, played a substantial
role behind the decision of the state to invest directly in the various industries (Cizakca, 1980:
145-147). Additionally, the tax-farming system was a very efficient revenue collection strategy
for the state. Essentially it was exactly for this motive that it was applied formerly. It is worthy
of note that 23.16% of the total revenue of the Ottoman European provinces, 19.75% of the
Anatolian provinces and lastly 80% of Egypt was collected through the Iltizam system in the
1527-28 financial year (Barkan, 1953).
In conclusion, the tax-farming system contributed significantly to the increase in capital in the
private sector both by the massive profits it helped create and by compelling the entrepreneurs
to form partnerships and sherkats (Cizakca, 1980:147).
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Disadvantages:
The most severe demerit was the excessive exploitation of the mukataa, more specifically, the
peasantry. Indeed, most historians agree that the peasantry was callously exploited in this
system, a clear violation of Islamic principles (Abu Yusuf, 1979:211). Yet it is clear that the
unpredictability of tenure, the intervention of the military in the smooth functioning of the
system, sub-tax farming as well as absentee landlordism were the main reasons behind this.
Another major disadvantage caused by the unpredictability and volatility of tenure was the lack
of investment associated with the system. The tenure of the tax farmers was not secure as their
contract could be terminated by the state at any time thereby discouraging investment in that
direction in the long-run. These investments were not in the nature of continuous outlays
designed to improve the mukataat. Consequently, a deterioration of the mukataat over time did
occur.
Argument Justifying the Adoption of Tax Farming
Three plausibly different justifications of tax farming will be considered below:
1. Administrative Cost Saving Rationale
The largely common argument in favour of tax farming was that it allowed governments that
are weak in terms of administration to minimize the cost of collecting tax

revenues.

Proponents of this view stress that savings accrues to government through the avoidance of the
encumbrances of a large bureaucracy. Webber and Wildavsky (1986) put forward the argument
that in sharp contrast to Egypt and India, the use of tax farmers in Mesopotamia (ca.1750 B.C)
was a representation that the government needed only a comparatively modest administrative
capability to bargain contracts and ensure the enforcement of the contract fees. This is the
argument given as the rationale for the adoption of tax farming lately in variety of forms in
Egypt and by many diverse governments during the late eighteenth century. Stella (1993)
emphasized that when administrative scarce resources are economized, tax farming would
present a potential Pareto improvement in comparison with government collection.

To

determine the advantage of this argument, it is important to recognize that some organized
entity had to undertake the expense of collection. The amount generated by a government at
auction represented a private sector estimate of the net revenue that could be collected. Net
revenue implies the total estimated revenues collected as tax revenue less estimated
administrative cost to run the process of the collection of revenue from the taxable individual,
group of individuals and corporate entities. It has become pertinent to prove that private tax
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collectors would be more effective and efficient in tax revenue collection than the government
tax collectors. There is sufficient evidence that private tax collectors had to shoulder the
expense of extensive collection networks. Take for instance, in primordial Rome, for example,
the Senate bargained a single contract for all direct and indirect revenues from each far-away
province and this was a large-scale undertakings. The consortium holding contracts in Bynthia
in the first century B.C., for example, had tens of thousands of employees (Webber and
Wildavsky (1986:116).
In the same way, in seventeenth-century France, the tax system was the leading employer
offering job to at least 75,000 people for the purpose of tax collection alone. Collins (1988)
opined that the peasant collectors themselves if counted among the employees of the system
would add another 80,000 to 100,000 people to already gotten total. A breakdown of this figure
showed that estimated 2 percent or 3 percent of adult male French population worked for the
tax system each year. The implication is a replication of the bureaucracy witnessed in the
government which results in little profit from tax collection in the private sector. For the state
to set the rules and monitor play, it should be committed to the rule of law rather than discretion.
The aim of modern developing country tax administrations and practice include the observation
of the outcome of tax administration and the process of tax collection, safeguarding taxpayer
rights and determining that the lawfully obliged revenue is collected appropriately and at the
slightest social cost. Though tax farming makes easy monitoring the outcome, it complex the
problem of monitoring he process. The greater the devolution the more difficult it is to monitor
the process and attain accountability.
In terms of tax collection, this problem can be stern. As put forward by International Monetary
Fund (1986:102), tax payments, by their meaning are compulsory, unrequited, non-repayable
contributions levied by a government for policy purposes. Thus, tax collection does not involve
two willing participants, and the main moral justification for allowing free operation of markets
that transactions are voluntary is not present. Accordingly, one cannot rely on the market to
produce a suitable outcome. Finally, problem concerns the contact to secret proprietary
information that would apparently be needed to execute auditing and investigatory functions
of tax collection. There could be conflicts of interest between private tax farmers and other
firms because tax farmers may take undue advantage of tax assessment to have access
confidential or proprietary information to acquire an undue advantage of the firms being
assessed Stella (1993).
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2. Sovereign Borrowing Made Easy Rationale
Tax farming served to assist sovereign borrowing from the farmers. Problems coming up from
shallow or imperfect credit markets or market failure owing to moral hazard problems were
mitigated to the extent that tax farms, representing the right to collect certain established taxes,
served as collateral for risky loans by the farmer to sovereign governments. It is important to
note that this proposition is more importantly different from the administrative cost saving
rationale in that it does not require private collectors to be more efficient than public collectors.
Indeed, the private sector might be less efficient yet the requirement by private lenders that
governments offer collateral for loans resulted in collection being placed in private hands
(Stella, 1993). The fact that it readily served as collateral for government for borrowing made
it widely acceptable then. By this arrangement, it became harder for the state to reject the tax
farming agreement than a simple loan. This assumption has some validity, since neither the
sovereign nor his surrogates would typically have the specialized ability to take over the
collection apparatus on short notice. Thus, tax farming may have served as a form of precommitment on the part of the government (Stella, 1993). Broadly speaking, it is clear that
improvements in tax compliance are an effective way to improve a nation's creditworthiness
since it could serve as collateral to obtain foreign loans. It mean therefore that since taxpayers
are always unwilling to pay taxes, its collection by outside from whom the loan has been
collected needs the total legal enforcement of the government that receives the credit facility.
Otherwise, there would be noncompliance on the part of the taxpayers especially in developing
countries where the populace have developed apathy towards tax payment owing to high rate
embezzlement of public fund realizable from tax revenue.
3.

Revenue Collection Maximized Rationale

Stella (1990) opined that tax farming will result in over-collection notwithstanding a litany of
complaints from the taxpayers. A situation where the state intends to maximize revenue instead
of economic welfare, tax farming would effectively and efficiently serve this purpose. Over
zealousness in tax collection practice can lead to abuse of powers by tax officials resulting in
violence. Tax farming produces the maximum amount of net revenue because it offers the
farmer profit-maximizing inducement to maximize net revenue collected to maximize profit.
This argument is basically dissimilar to the first two in that it shows tax farming as a socially
inefficient institution leading to over expenditure on tax collection in the quest of the tax farmer
to enforce collection strategies resulting in increased administrative expenses. In this instance,
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such an institution may be preserved either because it represents the best option among
available technologies, that is, it is a second-best solution or because the government has an
objective function that does not suitably value citizens' preferences (Stella, 1993).
The historical documentation is stuffed with evidence that farming resulted in overzealous
collection. Higgs (1928:71) reported that France the practice of farming the indirect taxes to
the highest bidder gave rise to revolting harshness in collection. The tax collectors became
harsh in their attempt to ensure that tax payers remit their taxes as and when due
notwithstanding their reasons. De Vries (1976) noted that the Dutch Republic’s experience
during the seventeenth and early eighteenth centuries was that tax farmers controlled the excise
tax collections; each year the tax collection privileges on forty-three separate excises were
contracted out to the highest bidders. The study stated that the system produced social discord
that generated the most significant riots in the Republic's history (De Vries 1976: 202). Even
Adam Smith in 1776 in Wealth of Nations criticized the behaviour of tax farmers (Smith
(1937)). Bid rigging and a general lack of competition were among the features tax farms. The
leases were awarded by Court favour and led to much ruse and corruption, always to the
detriment of the public. The farmer made large profits and it was based on the accusation of
this swindling that the farmers generally were executed during the Revolution (Higgs
(1928:71)). This problem has important implications for developing countries where the
shortage of skilled personnel and excessive corruption would not permit effective competition.
Tax Farming as a Second-Best Solution
Stella (1993) opine that tax farming obviously has defects, particularly the too much revenue
effort; and the practical alternatives are far from perfect and may result in insufficient revenue
collections. Though the best system is not the one that generates the most revenue, there are
those who argue that revenue generation is the most important objective of the tax system
(Tanzi, 1989).
This section x-rays tax farming as a second-best solution. In considering whether to embark on
tax reform or not, it is important to make a diagnosis of the challenges of existing tax
administration problems in order to come up with appropriate alternative solution. In some
cases the government salary schedule has been compressed and reduced to the point where it
is not possible to recruit or retain qualified personnel with the specialized talents required for
tax administration. Raising wages may be politically or administratively difficult to reduce
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pressure from the rest of the civil service in their quest to be to be treated similarly. Another
challenge in some countries is that it is very difficult to dismiss anyone from the civil service
thus giving rise to difficulties in dealing with poor performers. Corruption is not left out as one
of the major challenges. One technique to the salary problem is to compensate the tax
administration based on its revenue performance.
Chand and Lorie (1992) noted that, economies in the process of being transformed from
centrally planned to market oriented reduction in real salaries of tax administrators revenuerelated bonuses may play an important role in motivating tax officers. Such incentive systems
are similar to tax farming, although the important difference that government official will most
likely be subject to a set of political, ethical, and administrative constraints that a private farmer
would not essentially adopt. In Argentina and Bolivia, for instance, the amount retained by
the tax authority for its use is based on a percentage of the total tax collection. This, in turn,
means that the percentage rate is pretty low and, as a result, the marginal incentive is low. On
the other hand, the administration could be rewarded on the basis of a percentage of the
collections over a predetermined target. In this latter case a higher marginal compensation
could be offered with the same overall cost. The current system has the effect of increasing the
tax officials’ basic remuneration and does not change incentives very much particularly since
any one individual's contribution to overall collections is likely to be small. In order to
fundamentally change incentives, a higher marginal reward would have to be offered. In the
limit, receiving 100 percent of collections above a certain threshold would present the
government tax official with the same incentives as a tax farmer. In other cases the tax
administration may be engulf with corruption, and severe measures are necessary.
Before the consideration of tax farming, one must determine whether there is an indisputable
political devotion to reform at some higher level. In the absence of such a commitment, tax
farming may simply replace a centralized type of corruption for a decentralized one. Another
issue worthy of consideration is that one may overestimate the net revenue gain to be derived
from abolishing corruption. If the venal tax collector has simply accepted an average level of
bribes that brings his or her wage to the alternative he or she could obtain elsewhere, then the
wages the private sector farmer would have to pay his or her employees, presuming corruption
were eliminated, would be that much higher. In such a case the tax farmer could not offer the
government higher net revenue than is currently being obtained (Stella, 1993). On the other
hand, in circumstances where the public collector cannot be fired and entry into the tax
246

10TH ACCOUNTING AND FINANCE CONFERENCE BOOK OF PROCEEDINGS VOLUME 10 ISSUE 2, 2020

collection profession is restricted, the public employee could generate a level of bribes that
would bring his or her compensation above the private sector equivalent and this would
advocate a need for civil service reformation. In other circumstances public revenue collection
is weak for reasons that would not be addressed by private collection. Vague or excessively
complex laws, an ineffective legal enforcement apparatus, or a large underground economy are
all situations wherein tax farming is not likely to get better the situation. Moreover, if the legal
system cannot be relied upon to successfully monitor the behaviour of tax farmers, the adverse
consequences of private sector collection could be severe up. In reality, tax administration
involves many different identifiable stages beginning with the issuance of interpretations of tax
law, regulations, and guidelines, to the collection of court-awarded tax arrears and penalties.
In consideration of the wide range of activities that are the task of tax administration it is
appropriate to consider areas that might be suitable for privatization. Based on the previous
discussion, only activities that involve little vagueness, judgment, interpretation, and discretion
would properly fit in to privatization. The collection of known tax arrears describes a case
where the judicial system has already decided on any issues in disagreement and where what
is required is simply collection. Data processing services and employer-mandated tax
withholding are other cases where the private sector can be valuably involved. In relation to
later, the employer does not play any role in the determination of the final tax liability of the
taxpayer thus simply serves as an agent in the retention or withholding process. The nucleus
activities of the tax administration which entails interpretation of the law and issuing
guidelines, assessment, and auditing are areas where, if the government is dedicated to fairness
and the rule of law, a considerable degree of monitoring of the government's agents is needed.
Analogically speaking, it can be argued that the privatization of prisons results in efficiency
gains, but a society committed to justice and equality before the law could not privatize the
course of action by which an individual is sentenced to prison (Stella, 1993). Therefore, where
tax administration cost is high, tax farming is the most suitable option to apply. Take for
instance, in Argentina; it has been proposed that the collection of tax arrears be contracted out
to private firms that would retain a share of collections.
In this case, since private collection efforts would be aimed only at those with identified tax
arrears, there would be little scope for over-collection. Other countries have contracted private
companies to administer part of the customs functions like the verification of the value of goods
declared by importers at customs that corresponds to international price data. The verification
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task is privatized without ceding the actual right to collect taxes. This study argues that the
collection of tax on the value of goods declared by importers at customs should also be the
private companies hired in the verification exercise thus need for tax farming. Furthermore, if
corruption is nipped in the bud and the bidding auction made competitive, tax farming would,
no doubt, boost revenue generation in Nigeria.
2.2

Theoretical Framework

The Socio-Political Theory: This theory of taxation posits that social and political objectives
should be the key factors in selecting taxes. The theory believes that a tax system should not
be planned in such a way that individuals are served, but should be used to treat the ills of
society as a whole (Bhartia, 2009). It should be pointed out that such ills include absence of
basic infrastructure, poor educational system, insecurity, unstable political system and poor
judicial system resulting to human right abuse et cetera. Since economic and political
objectives of a government are inseparable and needed for speedy growth and development of
a country and tax revenue is needed for such advancements, this theory is therefore relevant to
this study because it talks about growth and development within the economy.
3.2

Conclusion and Recommendations

Tax collection and administration are not a monolithic activity. Tax administration involves
many different identifiable stages beginning with the issuance of interpretations of tax law,
regulations and guidelines, to the collection of court awarded tax arrears and penalties. This
degree of simplification is evident as well and in many theoretical works on tax evasion, the
tax collector is usually confined to setting an audit strategy and a penalty structure. In
consideration of broad range of activities that are the duty of the tax administration it is fitting
to consider which might be suitable for privatization and which would not and it is on this
ground that this study makes some recommendations.
▪

Since the world economies are driving towards privatization which has been proven over the
years to be more efficient and effective, adopting tax farming in tax collection would no doubt
replicate the same efficiency and effectiveness characterized in privatized economy.

▪

The government should concentrate in tax administration which involves interpretation of the
law and issuing guidelines, assessment, and auditing are areas where, if the government is
committed to fairness and the rule of law, a significant degree of monitoring of the
government's agents is required, while tax collection should be contracted out to tax farmers
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in the collection of tax arrears in order to stop over-collection and verification of value of
goods declared by importers at customs to ensure that it corresponds to international price
data as well as ceding the actual right to collect taxes. This would guarantee efficient revenue
collection and accountability since the amount to be collected is already determined.
▪

Tax farmers should be involved in data processing services in conjunction with employer in
the collection of withholding taxes are since it is (employer plays no role in the determination
of the ultimate tax liability) determined in advance in percentage and the employer only serves
as an agent of retention.

▪

Tax farmers should be involved in private collection efforts aimed at those with identified tax
arrears as this would stop the chances of over-collection- a criticism levelled against tax
farming.

▪

Since some of the approaches to ensure that the welfare of taxpayers is guaranteed are to
protect them from exploitation or being ‘over-taxed’ as well as the provision of basic
amenities and infrastructural facilities, government should concentrate on tax administration
activities while the actual tax collection responsibility should be auctioned off to tax farmers
to ensure efficiency and effectiveness in tax collection which would boost revenue generation
for the provision of welfare packages.

▪

In order to avoid taxpayers’ abuse only unambiguous activities (tax administration) could be
privatized while the collection of already determined tax liabilities should be auctioned off
tax farmers.

▪

Levies and other related duties should be farmed in a transparent manner and revenue so
generate published in official government gazette on monthly, quarterly, half yearly and
annually in order to inform the taxpayers the total revenue generated through their obligations
to the government. This would help them to hold the government accountable should it fail
to discharge its responsibility in terms of provision of infrastructural facilities, social
amenities, security and economic regulations.
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Abstract
Human capital accounting involves identifying and reporting investments in human resources,
with emphasis on measurement of costs incurred to recruit, select, hire, train and develop
human capital. It upholds matching of cost and revenue; organizing records and communicating
financial information efficiently. These imperatives are conceptually underscored by Akintoye
(2012), Edom, Inah and Adanma (2015), and Umaru (2017), amongst others. Using secondary
data published by the Nigerian Stock Exchange, this study investigates the relationship between
human resource accounting and financial performance of deposit money banks in Nigeria. The
specific dimensions are compensation cost, training and development cost; while financial
performance has return on assets as proxy. Data analysis utilises descriptive and inferential
tools (including mean, standard deviation, correlation and multiple regression), facilitated by
Statistical Package for the Social Sciences. The results indicate that return on assets of the
banks is significantly associated with compensation cost (t = 0.850; p = 0.037 < 0.05); training
and development cost (t = 0.726; p = 0.046 < 0.05), and health and safety cost (t = 0.975; p =
0.031 < 0.05). This establishes that human capital accounting has significant relationship with
financial performance of deposit money banks in Nigeria. Based on this conclusion, it is
recommended that the banks should promote financial reporting efficiency by ensuring the
capitalization of human assets and implementation of innovative training and development
schemes. They should also upgrade the work atmosphere to make for good health and high
morale, and ultimately drive higher performance in the Nigerian financial sector.
Keywords: Accounting trends, Deposit money banks, Human capital, Nigerian economy.
Introduction
Stakeholders seek to drive impressive performance amongst Human Resources (HR) engaged
by Deposit Money Banks (DMBs) in Nigeria. The fortunes of some DMBs have not been quite
impressive over the past decade. A review of the quarterly performance of the banking index
in 2016 reveal that, apart from the first quarter when the sector gained 1.484%, in second and
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third quarters, it declined by 0.93% and 8.05%, while in the fourth quarter, it shed 0.16%
(Obamuyi, 2013; Itsibor, 2017). The Nigeria Deposit Insurance Corporation (NDIC) reported
that many banks are facing liquidity issues in addition to dwindling revenues and profits,
relatively resulting from non-performing loans and policy on daily withdrawal of deposits by
Ministries, Departments and Agencies (MDAs) of government (Umaru, 2017). The treatment
of human capital in financial institutions has equally attracted the attention of in recent times.
Human capital represents critical asset in the operations of financial institutions. However,
there is no legal regulation for accounting human capital in organization’s annual report.
Practitioners, who are advancing the course of Human Capital Accounting (HCA), admit that
employees are valuable assets, considered more important than intangible and physical assets.
Further, HR experts generally agree that assets measured in terms of physical value should be
reported in financial statements.. However, due to shift in paradigm, it now prevails in
intellectual capital domain, to be reported in the accounting statements. By this, the disposition
is that accounting for the value of HR is capable of changing the dynamics of organizations
(Kuhn, 1962).
Several studies on HCA are trending, focusing on wide-range of concerns, including linking
HCA measures with organizational performance. Some analysts focus on the valuation of
HCA, while some address issues bordering on regulations, standards or reporting of HCA.
Under conventional accounting system, utilization of money and materials are reported,
whereas the value of human capital employed is seldom incorporated in financial statements
(Afiouni, 1999; Johanson & Mabon, 1998; Snell, 1992). Generally, the studies established a
positive association between HCA and financial performance. On this premise, this study
investigates the relationship between HCA and financial performance of DMBs in Nigeria. The
specific objectives are to:
(i)

examine the relationship between compensation cost and return on asset of DMBs
in Nigeria;

(ii)

determine the relationship between training and development cost and return on
asset of DMBs in Nigeria; and

(iii)

ascertain the relationship between health and safety cost and return on asset of
DMBs in Nigeria.
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The hypotheses addressing the above objectives are:
Ho1:

Compensation cost has no relationship with return on asset of DMBs in Nigeria;

Ho2:

Training and development cost has no relationship with return on asset of DMBs in

Nigeria; and
Ho3:

Health and safety cost has no relationship with return on asset of DMBs in

Nigeria.
Literature Review
Human capital has been identified a major source of competitive advantage in today’s highly
competitive banking business environment. It refers to people’s energies, skills, talents and
knowledge, which are engaged in the production of goods or rendering services. It sustains
competitiveness among organizations, as it meets the criteria of being valuable, rare,
inimitable, and non-substitutable. Resource-based theorists opine that human assets constitute
a source of sustainable advantage because tacit knowledge and social complexity are hard to
imitate (Coff, 1997; Okeke, 2016). In further recognition of the importance of HR in
organizations, HCA is conceptualized and promoted as the process of identifying and reporting
the investments made in human resources, presently not adequately accounted for in the
conventional accounting practice. It involves measuring the costs incurred by organizations to
recruit, select, hire, train and develop human capital. It represents the process of identifying,
measuring and communicating information about HR in order to facilitate effective
management in an organization. It features as extension of the accounting principles of
matching cost and revenue, and organizing data to communicate relevant information in
financial terms. The Committee on HRA, constituted by the American Accounting Association
(1973), defines it as the process of identifying and measuring data about HR and
communicating this information to interested parties.
Many best performing companies have little tangible assets yet their intangible assets have
market capitalization greatly exceeding their book value. The value intellectual capital adds to
a firm’s value is also highly conspicuous in the service sector, information technology and
manufacturing (Newman, 1999; Wiley, Kirfi & Abdulahi, 2012). They submit that human
capital is often worth three to four times the tangible book value; that information on
intellectual capital both current and future should occupy at least one third of the annual reports.
Hence, HCA seeks to ensure that investments in HR are treated as assets, capitalized and
written-off within the period that the staff will serve the organization. It ensures that existing
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and potential investors appreciate the changes and value in human assets in order to evaluate
assets and income properly. This underscores significance of the human capital theory, which
projects people as assets and stresses that investment by organization in people will generate
worthwhile returns. This brings about sustainability of competitive advantage, and lending
credence to the position that HCA is an invaluable tool capable of portraying the actual values
of firms. Professionals further buttress the significance of HCA by underscoring the provision
of useful information to organization’s management, financial analysts and employees
((Okpala & Chidi, 2010). By this, it helps organizations in:
i.

employing, locating and utilization of HR,

ii.

deciding transfer, promotion, training and retrenchment of HR,

iii.

providing basis for planning of physical assets vis-à-vis HR,

iv.

evaluating expenditure incurred for imparting further education in HR,

v.

identifying causes of and remedies to high turnover amongst HR;

vi.

addressing real cause for low returns attributable to improper/under-utilization of HR,

vii.

assessing HR/inner strengths of organization to foster efficient management,

viii.

affording valuable information to attract long term investment in the firm; and

ix.

improving performance as well bargaining power, for better contribution towards
improvement organizational fortunes.

The main dimensions of HCA include recruitment cost, compensation cost, training and
development cost, pension cost, health and safety cost, amongst others. In this study, the
dimensions adopted are compensation cost, training and development cost, as well as health
and safety cost. Regarding compensation cost, previous studies found more positive than
negative effects of wages dispersion on firm’s real value-added. Attention is shifting from
effects of separate HR practices on employee performance to a macro perspective, which
captures influence of overall set of HR practices on firm performance. Closely associated to
compensation cost is pension cost, which is incurred by an employer as compensation to
employees for efforts expended in the organization productive process (Sackman, Flamholtz
& Bullen, 1989; Oke, 2010). Pension plan sponsorship typically emanates from primary
considerations, concerned about:
i.

many employers who seek to provide employees with potentials to accumulate
sufficient retirement income to support their standard of living on retirement. Doing so
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boosts the ability of employees to voluntarily retire at appropriate times, which in turn
helps employers with the execution of workforce plans; and
ii.

many employers who offer competitive pension benefits to attract and retain quality
employees.

Regarding training and development cost, the essence relates to the growth of organizations.
As blood is essential to human existence so is the training of staff essential to the success of an
organization. Training (physical, social, intellectual and mental) drives not only HR levels of
productivity but equally promotes HR development, with a systematic acquisition of the
knowledge, skills and attitudes by employees to handle given tasks. Employees training and
development is seen as a fundamental responsibility of any competent management; the reason
being the ever-increasing technological sophistication of the age present computer age makes
it mandatory for organizations to meet changing situations (Okeke, 2016). Regarding health
and safety cost, the vital responsibility of an employer is to provide an atmosphere for
employees to perform. Against subsisting organizational safety and health rules, preventive
measures have to be taken and provided for the wellbeing of HR, even as employees are treated
to safety education, with protection and regular enforcement for enhanced performance
(Newman, 1999; Oke, 2010).
Financial performance, in relation to HR practice, has also attracted much scholarly attention
over the years. Basically, performance refers to a set of financial and non-financial indicators
which offer information on degree of achievement of targets (Gavrea & Stegerean, 2011). It
could be measured in terms of turnover, productivity, quality, customer satisfaction and
manufacturing flexibility. The financial accounting perspective identifies such measures as
sales, profit levels, return on assets, return on equity, etc; while the financial market perspective
underscores stock prices, ratio of market value of the firm’s assets to replacement cost, relative
to the Tobin’s Q (Okeke, 2016; Itsibor, 2017). Return on assets measures how efficient an
organization uses assets to generate operating profits; thus, representing the total return to all
providers of capital (debt and equity). It is computed as net income divided by total assets.
Average total assets may be adopted to prevent anomalies associated with net asset value
estimation. Interest expense may be added back in order to use operating returns before costs
of borrowing in the process. Return on assets, thus, measures the effectiveness of organization
in generating profits by exploiting its assets. This ratio may indicate good or bad management
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in implementing cost control or management of property (Oke, 2010; Bassey & Tarpang,
2012).
In terms of empirical evidence, analysts submit that HR information in annual reports are
deficient in quality or extent of disclosure. In technology and people - oriented concerns,
studies which utilised annual reports of public and private firms found external capital as most
frequently reported category in the accounting process. An investigation on the relationship
between HCA and firm performance, involving firms quoted on the NSE; using primary data
(facilitated by questionnaire distribution to staff of HR and audit/internal control departments
of the target firms), in addition to relevant secondary data which captured the composite value
of the HCA variable, revealed that HCA positively impacts the level of firm performance,
specifically return on equity (Wiley, Kirfi & Abdullahi, 2012; Obamuyi, 2013).
In an appraisal of HCA and its effect on performance of Micro Finance Banks (MFB) in
Nigeria; involving content analysis of the annual reports and financial statements of sampled
MFBs, with respondents cutting across directors, employees and shareholders, and data were
analysis techniques (parametric and non-parametric), supported that HR expenditure should be
capitalized and treated as assets rather than written off to profit and loss accounts. This
validated that HCA has a significant effect on the performance of the MFBs (Oke, 2010; Okeke,
2016). In an investigation to determine the effect of adoption of HCA (underscoring increase
in staff salary, increment in staff, and staff retirement benefits) on the profitability of corporate
organizations, the analysts set out to: determine the extent to which increase in staff salary
affects organizational profitability; ascertain if the increment in staff contributes positively to
organizational profitability; and evaluate the extent to which staff retirement benefits affect
organizational profitability. In the framework, research questions and hypotheses were
formulated in line with the objectives of the study; exploratory research design employing time
series data was adopted; while the data so collected were analysed with t-test statistical tool; of
which the findings revealed that: increase in staff salary has positive effect on organizational
profitability; level of increment in staff has influence on organizational profitability; and staff
retirement benefits have positive effect on organizational profitability (Oke, 2010; Umaru,
2017). The focus of the present investigation is on the relationship between HCA and financial
performance of DMBs in Nigeria.
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Methodology
Secondary data pertaining to DMBs in Nigeria are employed in this study. The population
comprise 21 DMBs in Nigeria (Table 1), out of which a representative sample of 15 DMBs is
selected (Table 2):
Table 1: Population of the Study
S/N
Bank
1.
Zenith Bank Plc
2.
Guaranty Trust Bank Plc
3.
Access Bank Plc
4.
United Bank For Africa Plc
5.
First Bank of Nigeria Limited
6.
Fidelity Bank Plc
7.
Eco Bank Nigeria Limited
8.
Polaris Bank Limited
9.
First City Monument Bank Plc
10.
Stanbic IBTC Bank Plc
11
Citibank Nigeria Limited
12
Diamond Bank Plc
13
Heritage Bank Limited
14
Keystone Bank Limited
15
Sterling Bank Plc
16
SunTrust Bank Nigeria Limited
17
Standard Chartered Bank Limited
18
Union Bank of Nigeria Plc
19
Unity Bank Plc
20
Wema Bank Plc
21
Providus Bank Plc
Source: Nigerian Stock Exchange FactBook (2018, December, 31).
Table 2: Sample Size of the Study
S/N
Bank
1. Zenith Bank Plc
2. Guaranty Trust Bank Plc
3. Access Bank Plc
4. United Bank For Africa Plc
5. First Bank of Nigeria Limited
6. Fidelity Bank Plc
7. Eco Bank Nigeria Limited
8. Polaris Bank Limited
9. First City Monument Bank Plc
10. Stanbic IBTC Bank Plc
11. Diamond Bank Plc
2. Sterling Bank Plc
13. Union Bank of Nigeria Plc
14. Unity Bank Plc
15. Wema Bank Plc
Source: Nigerian Stock Exchange FactBook (2018, December, 31).
258

10TH ACCOUNTING AND FINANCE CONFERENCE BOOK OF PROCEEDINGS VOLUME 10 ISSUE 2, 2020

Focusing on variables identified with HCA and financial performance of DMBs in Nigeria, the
data are analysed using descriptive statistics (covering mean scores, and standard deviation)
and explanatory tools (correlation and multiple regression), facilitated by Statistical Package
for the Social Sciences (SPSS). The following computational functions are outlined, in line
with the dispositions of Akindehinde, Enyi and Olutokunbo (2015), as well as Okeke (2016):
ROA =
ROA =
ROA =

f (COC, TDC, HSC)
f[µo+b1COC+b2TDC+b3HSC+b4FS+ - - - - mi]
f[µo+b1logCOC+b2logTDC+b3logHSC+ b4logFS+ - - - - mi]

…
…
…

(i)
(ii)
(iii)

Where:
ROA
=
Return on Asset
COC
=
Compensation Cost
TDC
=
Training and Development Cost
HSC
=
Health and Safety Cost
FS
=
Firm Size
µ
=
Regression constant
b
=
Regression coefficient
m
=
Stochastic term
The model appropriately captures the specified variables, alongside firm size as an operational
moderating variable.
Data Analysis and Results
The data obtained from the DMBs are analysed with the specified tools, beginning with the
descriptive statistics (Table 3):
Table 3: Descriptive Statistics on COC
N
Minimum
COC

150

Maximum

Mean

Std.
Skewness
Deviation
1025111.573 1854998.746
288.00 11012687.00
2.838
3
05

Valid N (listwise)
150
Source: SPSS Output (2019)
Table 3 indicates that COC has mean of 1025111.5733 and standard deviation of
1854998.74605. The minimum and maximum values are 288.00 and 11012687.00
respectively, with skewness value of 2.838 showing normality of the variables (within the
threshold of +/- 1.96) and signifying absence of outliers in the data set.
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Table 4: Descriptive Statistics on TDC
N
Minimum
TDC
150
Valid N (listwise)
150
Source: SPSS Output (2019)

Maximum

221.00 8057998.00

Mean

Std.
Skewness
Deviation
713317.2133 1280832.179
2.997

Table 4 indicates that TDC has mean of 713317.2133 and standard deviation of1280832.179.
The minimum and maximum values are 221.00 and 8057998.00 respectively, with skewness
value of 2.997 showing normality of the variables (within the threshold of +/- 1.96) and
signifying the absence of outliers in the data set.
Table 5: Descriptive Statistics HSC
N
Minimum
HSC
150
Valid N (listwise)
150
Source: SPSS Output (2019)

Maximum

211.00 3518297.00

Mean

Std.
Deviation
378823.9400 588240.9995

Skewness
2.621

Table 5 indicates that HSC has mean of 378823.940 and standard deviation of 588240.9999.
The minimum and maximum values are 211.00 and 3518297.00 respectively, with skewness
value of 2.621, showing normality of the variable (within the threshold of +/- 1.96) and
signifying the absence of outliers in the data set.
Table 6: Descriptive Statistics on ROA
N
Minimum Maximum
Mean
Std. Deviation Skewness
ROA
150
-.90
24.25
2.0430 2.55424
5.158
Valid N (listwise)
150
Source: SPSS Output (2019)
Table 6 indicates ROA has mean of 2.0430 and standard deviation of2.55424. The minimum
and maximum values are -.90 and 24.25 respectively, with skewness value of 5.158, showing
normality of the variable (within the threshold of +/- 1.96) and signifying the absence of
outliers in the data set. The correlation (range) benchmarks, drawing from Likert (1967), are
enumerated in Table 7; while explanatory statistical details on ROA, COC, TDC, and HSC are
presented in Tables 8:
Table 7: Relationship Range Statistics
Range of r values
Descriptive level of association of r
±0.80 – 1.00
Very strong
±0.60 – 0.79
Strong
±0.40 – 0.59
Moderate
±0.20 – 0.39
Weak
±0.00 – 0.19
Very weak
Source: SPSS Output (2019)
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Table 8: COC and ROA Correlation Statistics

COC

Pearson Correlation

COC

ROA

1

.740**

Sig. (2-tailed)

.000

N
ROA

150

Pearson Correlation

**

.740

Sig. (2-tailed)

.000

N

150

150
1

150

**. Significant
Source: SPSS Output (2019)
.
Table 8 indicates correlation coefficient of 0.740, with probability value of 0.00 (p< 0.05);

indicating a strong relationship between COC and ROA.
Table 9: TDC and ROA Correlation Statistics

TDC

Pearson Correlation

TDC

ROA

1

.481**

Sig. (2-tailed)

.000

N
ROA

150

Pearson Correlation

**

.481

Sig. (2-tailed)

.000

N

150

150
1

150

** Significant.
Source: SPSS Output (2019)

Table 9 indicates correlation coefficient of 0.481, with probability value of 0.00 (p< 0.05);
indicating a strong relationship between TDC and ROA.
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Table 10: HSC and ROA Correlation Statistics

HSC

Pearson Correlation
Sig. (2-tailed)
N

ROA

Pearson Correlation

HSC

ROA

1

.346**

150

.000
150

.346**

1

Sig. (2-tailed)

.000

N

150

150

**Significant.
Source: SPSS Output (2019)
Table 10 indicates correlation coefficient of 0.346, with probability value of 0.00 (p< 0.05);
indicating a strong relationship between HSC and ROA.
Table 11: t-Statistics on COC, TDC, HSC and ROA
Variables
Coefficient
t-cal
Constant
2.074
8.150
COC
1.193
.850

t-tab (0.05, 149

Sig. T
0.000
0.037

2.043
TDC
2.043
HSC
1.925
Dependent Variable: ROA
Source: SPSS Output, 2019.

.726
.975

0.046
0.310

Regarding the research hypotheses, Table 11 indicates that:
i.

COC recorded t-value of 0.850 > t-tab (0.05, 149) = 2.043 and probability value of 0.037
(p< 0.05), which affirm that compensation cost has significant relationship with return
on asset of DMBs in Nigeria;

ii.

TDC recorded t-value of 0.726 > t-tab (0.05, 149) = 2.043 and probability value of 0.046
(p< 0.05), which affirm that training and development cost has significant relationship
with return on asset of DMBs in Nigeria; and

iii.

HSC recorded t-value of 0.975 > t-tab (0.05, 149) = 2.043 and probability value of 0.031
(p< 0.05), which affirm that health and safety cost has significant relationship with
return on asset of DMBs in Nigeria.

Discussion of Findings
This study ascertains the relationship between HCA and financial performance of DMBs in
Nigeria. The outcome of data analysis reveals that: there is a significant relationship between
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compensation cost and return on asset; there is a significant relationship between training and
development cost and return on asset; and there is a significant relationship between health and
safety cost and return on asset. This is in line with the submission of experts who investigated
HCA and performance of business organizations in Nigeria, and concluded that capitalizing
human assets would positively impact on performance of organizations; that HCA has a
significant relationship with financial performance measures of returns on capital employed
and earnings per share. The influence of expensed human resources cost on corporate
productivity had also been examined the results affirming that expensed HR costs
(remuneration, protection and dismissal/compensation) significantly influence corporate
productivity (Bassey & Tarpang, 2012). The present investigation has revealed that
compensation cost, training and development cost and health and safety costs as dimensions of
HCA have significant relationship with ROA of DMBs in Nigeria. This implies that when
investment in human capital is high, employees are motivated to achieve more efficiently and
boost organizational overall performance (Flamholtz, Bullen & Hua, 2002; Kajola & Adedeji,
2011; Edom, Inah & Adanma, 2015).
Conclusion and Recommendations
This study investigated the relationship between HCA and financial performance of DMBs in
Nigeria. The identification and recognition of human value in organizational productivity
drives the concept of HCA. Essentially, HCA involves measuring costs incurred by
organizations to recruit, select, hire, train and develop human assets. Information generated by
the analysis of investment in HR has many applications for managerial efficiency (Oke, 2010;
Akintoye, 2012; Pepple, 2020). Investments in human capital relate to expense heads, which
include:
i.

salaries and wages,

ii.

contribution to pension funds,

iii.

employees’ welfare funds,

iv.

expenditure on advertisement for recruitment,

v.

payment for redundancy,

vi.

cost of selecting and hiring,

vii.

training cost, subsistence allowance,

viii.

educational and tour expenses,

ix.

medical allowance, and
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x.

ex-gratis payments.

HCA ensures that investments in HR is treated as asset, capitalized and written-off within the
expected period that the staff will serve the organization. It also influences existing and
potential investors to appreciate change, and value human assets in order to project assets and
income properly. Anchoring on the significance of the human capital theory, which regards
people as assets and stresses that investment by organization in people generates worthwhile
returns, HCA fosters effective and efficient use of HR. Supported by adequate financial and
material resources, HR contribute critically to the production of goods and services in an
organization. Physical and monetary resources by themselves cannot improve efficiency or
contribute to increase in return on investment. It is through the concerted effort of people that
monetary and material resources are harnessed to achieve organizations goals (Newman, 1999;
Kajola & Adedeji, 2011; Okeke, 2016). The focus, in this study, is on the relationship between
HCA and financial performance of DMBs in Nigeria. The findings reveal that the adopted
dimensions of HCA have significant relationship with the proxy of financial performance. In
line with the findings, the study establishes that:
i.

compensation cost has significant relationship with return on asset,

ii.

training and development cost has significant relationship with return on asset, and

iii.

health and safety cost has significant relationship with return on asset.

With the above specifics, the study concludes that HCA has significant relationship with
financial performance of DMBs in Nigeria. It, therefore, recommends:

i. Capitalization of human assets in recognition of the potency of compensation cost relative
to HR contribution to improved financial performance of the DMBs; and
ii. Implementation HR training and development schemes in recognition of relevance to the
ever-increasing technological sophistication of the times.
Also advocated is the creation and sustenance of work atmosphere (congenial climate) that
makes for good health and high morale for HR to function competitively and boost financial
performance of deposit money banks in the Nigerian economy.
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Abstract
Education at all levels is seen as a fundamental catalyst for moral and intellectual development
which humans require in order to live a meaningful life. Tertiary education enhances the
training and development of minds capable of impacting on the economic and social
development of society. Thus the extent to which a society can prosper largely depends on its
level of human and infrastructural development. This study investigated the impact of
TETFUND on the human and capital development in the south eastern federal universities in
Nigeria. Data was collected from the annual bulletin of TETFUND for the period under review
and analysed using regression method. The results indicated that funds released for human
training and infrastructural development has positive significance with p-values ranging from
0.0022 to 0.00326 respectively. The study recommended timely disbursement of the
interventionist fund for effective utilization and strict monitoring of contracts
INTRODUCTION
Education is the bedrock for every development that takes place in the society and a remedy to
the menace of unemployment that plagues the third world nations and Nigeria in particular. It
enables high skilfulness of human resource and technological development of an organization
that enhances input maximization which brings unquantifiable benefits to individuals in the
societies (Hornby, 2016). The highest level of human capital development is trained at the
apex of the educational system known as the university. The quality and efficiency of human
capital depends on the quality and quantity of infrastructural development in the institutions.
Physical infrastructure is the bedrock of any university whether in developed or developing
countries, for effective teaching and learning. The major essence of infrastructure in the
education of students in higher institutions is to increase relevance, aesthetics, and staff
motivation as well as improve on the academic achievement of students. Provision of
stimulating learning environment and safety is a major consideration in infrastructural
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development (Uche, et al 2011). Thus, ensuring their quality and maintenance up to global
standard is very challenging.
In order to improve on the infrastructural status in Nigerian educational institutions, a national
donor agency known as Tertiary Education Trust Fund (TETFUND) became the substantial
source of financial assistance to various educational institutions especially in the construction,
completion or rehabilitation of capital projects embarked upon by those institutions.
TETFUND was established as an intervention agency under the TETFUND ACT, 2011 and is
charged with the responsibility of managing, disbursing and monitoring the education tax
meant for public tertiary institutions in Nigeria. Ehiametalor (2011) sees infrastructure as the
operational inputs of every instructional programme and constitutes elements that are necessary
for teaching and learning. Hornby (2016) defines infrastructure as the basic systems and
services that are necessary for an organization to run smoothly which include buildings,
transport, water and power supplies.
The Tertiary Education Trust Fund (TETFund) was originally established as Education Trust
Fund (ETF) by the Education Tax Act No. 7 of 1993 and amended by Act No. 40 of 1998, to
operate as an intervention fund to all levels of public education (Federal, State and Local).
Though the act was amended by Act No. 40 of 1998, the agency faced challenges that made it
unfunctional. For example it was over burdened and over stretched coupled with duplication
of functions and mandate of other agencies such as Universal Basic Education (UBE) and
Millennium Development Goals (MDGs) and the available funds were thinly spread and made
no significant impact on the dilapidated facilities in tertiary institutions (Bogoro, 2015). It is
an intervention agency set up to provide supplementary support to all levels of public tertiary
institutions with the main objective of using funding alongside project management for the
rehabilitation, restoration and consolidation of tertiary education in Nigeria. The main source
of income available to the Fund is the two percent education tax paid from the assessable profit
of companies registered in Nigeria.
In order to strengthen co-operation within and outside the university, staff development has
been identified as a source of training; updating, bridging the gap and assessment of the
learning processes in the 21st century mandates the higher institutions to offer varieties of
training programmes which include short courses, part-time, modularized courses, and distance
learning. It has been noted that every economy need to invest in research and knowledge
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generation through human capital development (Uche, 2013) which will equip them to face the
economic challenges, competitions and other areas of needs. The training of teachers helps the
education system cope with the changing society and the universities to boost their human
capacity, teaching, research, skills and knowledge acquisition. In the same vein, universities
cannot exist without adequate provisions for updating and improving research, teaching and
learning processes for their staff both male and female. The importance of ensuring this
professional training and excellence in research, teaching and learning was supported by the
general conference of UNESCO in 1997.
The decline in the standard and quality of Nigerian university education is one of the biggest
challenges facing the nation for over two decades and has been a source of concern to
stakeholders in the education sector. Some of the challenges facing the public universities
include inadequate lecture halls, hostels (and low standard of room atmosphere), light system,
acoustics, furniture and sanitation. With enrolment explosion witnessed in the universities
today, students are faced with poor living conditions, lack of equipment and materials as can
be seen in the overcrowding of lecture theatres during lectures and examination periods. This
points to the fact that inadequate infrastructure is one of the factors responsible for the decline
in quality of education in Nigeria (Olagbemiro, 2010).
OBJECTIVES OF THE STUDY
The main objective of this study was to ascertain the extent to which TETFund affects staff
training and infrastructural development. While the specific objectives include:
1. To determine the effect of tetfund allocation on staff training in Nigerian universities
2. To identify the impact of tetfund on infrastructural development in Nigerian universities
3. To evaluate the impact of tetfund on research and development in Nigerian universities
RESEARCH QUESTIONS
1. What effects does tetfund have on staff training in Nigerian universities?
2. To what extent does tetfund affect infrastructural development in Nigerian universities?
3. To what extent does tetfund impact on research and development in Nigerian
universities?
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RESEARCH HYPOTHESES
1. Tetfund allocation has no significant effects on staff training in Nigerian universities
2. There is no significant effect between tetfund and infrastructural development in
Nigerian universities
3. Tetfund has no significant impact on research and development in Nigerian universities
The study is limited to federal universities in South Eastern Nigeria. This means that private
universities and other level institutions were excluded.
This study aims at examining Nigerian universities’ performance subject to tertiary education
trust fund intervention and focuses on staff training and infrastructural development using an
empirical survey spanning ten (10) years 2009-2018 to investigate the extent of effects
TETFUND intervention has on the overall performance of both staff and infrastructural
development in public universities.
LITERATURE REVIEW
THE TERTIARY EDUCATION TRUST FUND
Tertiary Education Trust Fund (TETFUND), was established as an Intervention Agency under
the Education Tax Act No. 7 of 1993. Tertiary Education Trust Fund (Establishment, etc.) Act,
2011 repeals the Education Tax Act Cap. E4, laws of the Federation of Nigeria, 2004 and
Education Tax Fund Act No. 17, 2003 and establishes the Tertiary Education Trust Fund
charged with the responsibility of managing, disbursing and monitoring the education tax to
public tertiary institutions in Nigeria. To enable the TETFund achieve the above objectives,
TETFund Act, 2011 imposes a 2 percent Education Tax on the assessable profit of all registered
companies in Nigeria. The Federal Inland Revenue Service (FIRS) is empowered by the Act to
assess and collect Education Tax. The fund administers the tax imposed by the Act and
disburses the amount to tertiary educational institutions at Federal and State levels. It also
monitors the projects executed with the funds allocated to the beneficiaries. From the above,
it is clear that one of the TETFund cardinal objectives is to carry out and strengthen academic
staff training and development (Ogar, 2012).
In other words, academic-based intervention programmes are fashioned to launch TETFund
beneficiaries into world class institutions with high capacities to withstand and excel in global
competitiveness in the world market, effectively drive Nigerian knowledge-based economy
and continuously engineer the production of highly skilled manpower, world class facilities
and innovations (Suleiman, 2015). Concerted efforts therefore are continuously being put in
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place by Education Support Services Department through effective coordination and
management of the implementation of TETFund Academic-based interventions in the
institutions to build, propagate and transform TETFund Beneficiary Institutions into centres of
excellence in research, innovation research incubation and entrepreneurship development
systems.
TRAINING AND DEVELOPMENT
This is a function of human resource management concerned with organizational activity aimed
at bettering the performance of individuals and groups in organizational settings”. Training and
development is synonymous with “Human Resource Development”, “Human Capital
Development” and “Learning and Development”.
THE NEED FOR FOREIGN TRAINING
Foreign training is a necessary element for the creation of a pool of scientific personnel
required for the sustenance of research and development activities in the Third World and will
remain so for the foreseeable future (Suleiman, 2015). These countries have the infrastructure,
the human resources and the capacity to train personnel to the highest international standards.
Asia is by far the largest exporter of foreign students to the industrialized nations. Indeed,
Taiwan, Korea, and Malaysia are all among the top ten countries sending students to the United
States and the numbers are still increasing. The impact of foreign training on the development
of research and development is quite significant. As noted earlier, as much as foreign training
is desirable for production of high skilled manpower needed for scientific research, it is also
capable of bringing along with it some undesirable consequences. On the positive side, it is an
established fact that in almost all academic fields, the most advanced training facilities, the best
libraries, and the most distinguished scholars are located in the major Western nations. Most
of the high ranking researchers, administrators and policy makers in Asian countries are foreign
trained. Although there are no empirical records to show that foreign trained professionals in
science and technology in Nigeria perform better than their home trained counterparts, there
are evidences however to show that they are exposed to better training facilities in foreign
universities (Suleiman, 2015).
Nigeria among other developing countries have to look overseas for students and training of
their professionals because of the unavailability of such training opportunities at home and the
kind of value that societies and the trainees themselves attach to overseas training. It is therefore
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important to carefully examine the activities of the TETFund in these areas which are keys to
sustainability of higher education institutions in Nigeria.
CHALLENGES CONFRONTING THE TETFUND IN NIGERIA
Government Policy: One of the policies of the government which can be said to have curtailed
the scope of operation of the agency is in the area of limiting their role to that of intervening in
only the nation’s public tertiary institutions and not the private. Government’s directives in
some cases have the capacity to expand or minimize the function of various agencies in the
country. The case is not different for the TETFund. Funds generated by the agency are subject
to some prescribed governmental policies. As such, the agency lacks the freedom to express
their will on how their activities should be coordinated. This has in some way being a hindrance
to the function of the agency.
Funding: Funding has remained a major challenge to almost all the sectors of the Nigerian
economy. This is because funding is a very vital resource in the course of executing a strategic
function like that which is executed by the TETFund. The activities of TETFund in Nigeria is
highly capital intensive. The agency needs money in order to keep up with the financial, human
and material needs of all the tertiary institutions in the country. The projected expenditure of
the agency is usually higher than generated income. The agency therefore becomes
incapacitated to execute effectively the sole responsibility which it is expected to carry out.
Suffice it to say that the absence of adequate funds will either slow or totally ground the ability
of the TETFUND to carry out the most important plans laid down ahead of it.
Project Facilitation: Aside the funding of Universities, TETFund also assist in the facilitation
of projects. Project facilitation just like the funding function of the TETFund should be carried
out with a zero exclusion ratio. That is, in monitoring and ensuring project execution, the
TETFund should endeavor to monitor projects to the extent that such projects can make
effective contribution to the administration of the university system where such projects are
executed. Based on agreed criteria, the TETFund should ensure that the ratio of projects to
teachers and/or students should be reasonable enough for efficient and effective teaching,
learning, research and community development. Due to the importance of facilities in the
administration of tertiary education in the country, the quantity and quality of projects should
be such that can contribute to the management of the education system. Students and teachers
should be able to feel the impact of facilities made available in the benefiting institutions. It
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should not be mere lips service that facilities have been provided, but rather, the agency should
ensure that such facilities are qualitative enough. The TETFund should be involved in assisting
institutions facilitate projects that will be of benefit. This role can be carried out by
collaborating with the National Universities Commission (NUC). This is to ensure that
available facilities are able to cater for the programmes being run in these universities. Clear
reports from our universities reveal beyond reasonable doubt that available facilities such as
Classrooms, Laboratories, Workshops, Libraries, Office Spaces, Canteens and Common
Rooms etc. are grossly inadequate for both teachers and students. As such, when the word
‘project facilitation’ comes to the fore, any one project that the TETFund intends to execute
should be such that its impact will be felt by the university community. The essence of any
project in the university environment is only achieved when it is able to add value to teaching,
learning, research and community development and this should be the watch-word for the
agency.
TERTIARY EDUCATION TRUST FUND (TETFUND) AND THE MANAGEMENT
OF UNIVERSITY
Emphasis has usually been laid on the role of the TETFUND as a public tertiary institutions
intervention agency. The agency has continually intervened in the monitoring of public
Universities, Polytechnics and Colleges of Education among others. However, most of the
private institutions in the country have continued to bear their mind on the injustice embedded
in this kind of policy. According to Ajayi and Ekundayo (2008) tertiary institutions in the
country either public or private are jointly responsible for the overall development and
transformation of the country. Teaching, research, community development and other
functions performed by these institutions are geared towards the overall advancement of the
national economy. Proponents have indicated that products of these private institutions have
become productive employees in the various sectors of the country. Olagbemiro and Adesulu
(2012) stated that what private universities need is encouragement and financial assistance to
better their lot and add substantial value to the lives of Nigeria’s teeming youth. As such, the
private institutions need to be provided with the financial and material wherewithal with which
they can improve on the absorption capacity of the nation’s tertiary institutions.
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THEORETICAL FRAMEWORK
The study adopted the Public Goods Theory by Samuelson (1954). The Public goods theory
has two main assumptions that good once produced for same consumers can be consumed by
additional consumers at no additional cost. Thus, there is non-excludability which means that
it is difficult to keep people from consuming the good, once it has been produced. According
to Samuelson, goods with these characteristics will be under-produced in the private sector, or
may not be produced at all. Following the conventional wisdom, economic efficiency requires
that the government forces people to contribute to the production of public goods, and, then
allow all citizens to consume them. A public good is a good produced by government and
generally made available for the benefit of its citizens. The public goods theory provides
justification for large public expenditure in education. This is based on the assumption that it
is only the government that can effectively provide educational services appropriately to the
citizens given the varied externalities associated with it.

EMPIRICAL REVIEW
Bogoro (2015) in his work on Sustainability of Higher Education in Nigeria, Challenges and
Prospects opined that “foreign training is a necessary element for the creation of a pool of
scientific personnel required for sustenance of research and development activities in the Third
World and will remain so for the foreseeable future”. These advanced countries have the
infrastructure, the human resources and capacity to train personnel to the highest international
levels. In the work of Ogundu and Nwokoye (2013) on Tertiary Education Trust Fund and
Development of Higher Education in Nigeria, he said “TETFund disbursement system of 2:1:1
when critically examined does not take into consideration the peculiar needs of some
Universities”. His work observed that TETFund has alleviated the Universities problems in the
area of infrastructures, instructional materials and equipment and needs to do more in the area
of human capital development.

Onyeike and Eseyin (2014) examines the role of the Tertiary Education Trust Fund (TETFund)
in the management of University education in Nigeria. A brief history of University education
in Nigeria as well as the creation of TETFund was examined using the theory developed by
Drucker in 1954. Emphases were laid on the basic functions of TETFund such as that of project
facilitation, funding and staff development. The challenges confronting TETFund and ways of
improving TETFund’s relevance in Universities in Nigeria were also discussed. It was
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concluded that if well-co-ordinated, TETFund can help to boost the structure of University
education in Nigeria. It was therefore recommended that various private organizations should
contribute to the empowerment of TETFund and appropriate legislations should be made to
assist the agency carry out its activities effectively. Afianmagbon and Obiukwu (2012)
investigated the impact of Tetfund as an intervention agency on infrastructural development in
Nigerian Universities and its influence on the academic performance of Abia State university
students. It was a descriptive survey carried out ex-post-facto. The population of the study
consisted of 2,539 final year students in all the faculties in Abia State University Uturu. Out of
this population, a sample size of 762 students, that is 30%, was drawn using simple random
sampling technique. A personally developed questionnaire tagged “Tetfund Infrastructural
Impact and Student Academic Performance (TIISAPQ)” was used to collect data. The
questionnaire items were validated and a reliability coefficient of 0.82 was obtained using
Pearson product moment correlation coefficient statistic. Three research questions and one
hypothesis were formulated for the study and data obtained were analyzed using mean and
Pearson product moment correlation coefficient statistics. The findings revealed that there was
a positive influence of infrastructural development on academic performance of students.
Based on the findings, it was recommended that university administrators should ensure proper
utilization of yearly fund allocation.

DATA PRESENTATION
The presentation of data in form of descriptive statistics and the regression results on the
variables been examined are as follows:
4.1.1 DESCRIPTIVE STATISTICS
Mean
Median
Maximum
Minimum
Std. Dev.
Skewness
Kurtosis
Probability
Jarque-Bera

TETFR
1990.700
1981.500
3660.000
150.0000
1084.899
-0.189901
2.195478
0.000012
0.329794

TETFU
8685000.
7150000.
16000000
4700000.
4079083.
0.950978
2.488751
0.002431
1.616172

INFR
3.06E+09
3.53E+09
4.90E+09
8.96E+08
1.47E+09
-0.333650
1.807678
0.037601
0.777884
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HCD
2267.400
2295.000
3500.000
774.0000
852.7503
-0.139974
2.090928
0.000003
0.376993

R&D
485.4000
396.5000
850.0000
139.0000
255.1192
0.479798
1.779595
0.001237
1.004256
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Key
TETFR- TETFUND Releases
TETFU- TETFUND Utilization
HCD- Human Capital Development
R&D- Research and Development
The table above presents the mean, median and standard deviation of the variables analysed.
The mean for all variables as presented were 8685, 3060, 1990, 485 and 2267 respectively.
While the median display 715, 3530, 1981, 396 and 2295, their standard deviations stood at
4079083, 147090, 1084, 255 and 852 respectively.

TEST OF HYPOTHESES
1. R&D is not significantly affected by TETFUND
Dependent Variable: R&D
Method: Least Squares
Date: 08/23/20 Time: 21:24
Sample: 2009 2018
Included observations: 10
Variable
Coefficien Std. Error
t-Statistic
TETFR
1.99E-05
2.01E-05
0.988525
C
100.4883
343.3431
0.292676
TETFU
-2.84E-08
5.56E-08
-0.510057
TETFA
0.150195
0.029378
5.112546
R-squared
0.928465
Mean dependent var
Adjusted R-squared
0.892697
S.D. dependent var
S.E. of regression
83.56985
Akaike info criterion
Sum squared resid
41903.52
Schwarz criterion
Log likelihood
-55.89209
F-statistic
Durbin-Watson stat
1.977182
Prob(F-statistic)

Prob.
0.3611
0.7796
0.03282
0.0022
485.4000
255.1192
11.97842
12.09945
25.95815
0.000779

The result shows an overall statistical significance of the model with F-statistic of 0.0007 while
total revenue significantly affected R&D, with a p-value of 0.0022 at 5% level of significance.
The result also displays the coefficient of determination of 92.8% which is an indication that
the entire variables fitted in the model have a significant effect on the dependent variable
leaving about 7.2% unexplained.
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TEST OF HYPOTHESIS 2: HUMAN CAPITAL DEVELOPMENT IS NOT
SIGNIFICANTLY AFFECTED BY TETFUND
Dependent Variable: HCD
Method: Least Squares
Date: 08/23/20 Time: 21:29
Sample: 2009 2018
Included observations: 10
Variable
Coefficient
C
TETFR
TETFA
TETFU
R-squared
Adjusted R-squared
S.E. of regression
Sum squared resid
Log likelihood
Durbin-Watson stat
The findings showed that

Std. Error

t-Statistic

Prob.

62.39278
131.8956
0.473047
0.6488
4.87E-05
1.39E-05
3.511090
0.0079
-3.63557
0.98723
4.127654
0.0021
4.43278
2.657912
3.879124
0.0249
0.606449
Mean dependent var
485.4000
0.557256
S.D. dependent var
255.1192
169.7539
Akaike info criterion
13.28343
230531.1
Schwarz criterion
13.34395
-64.41716
F-statistic
12.32775
1.860459
Prob(F-statistic)
0.002949
there are both positive and negative significance on HCD with p-

values of 0.0079, 0.0021 and 0.0249 respectively at 5% level of significance. This was further
indicated by the overall statistical model, F-statistic with a value of 0.002949 and Durbin
Watson statistics of 1.860459 respectively.
IFRD is not significantly affected by TETF
Dependent Variable: INFRD
Method: Least Squares
Date: 08/23/20 Time: 21:24
Sample: 2009 2018
Included observations: 10
Variable
Coefficient Std. Error
t-Statistic
TETFR
1.99E-05
2.01E-05
0.988525
C
100.4883
343.3431
0.292676
TETFA
-2.84E-08
5.56E-08
-0.510057
TETFU
0.150195
0.029378
5.112546
R-squared
0.928465
Mean dependent var
Adjusted R-squared
0.892697
S.D. dependent var
S.E. of regression
83.56985
Akaike info criterion
Sum squared resid
41903.52
Schwarz criterion
Log likelihood
-55.89209
F-statistic
Durbin-Watson stat
1.977182
Prob(F-statistic)

Prob.
0.3611
0.7796
0.6282
0.0226
485.4000
255.1192
11.97842
12.09945
25.95815
0.003779

The model, F-statistic of 0.0037 is significant with all the variables. Specifically, the amount
used by universities on infrastructural development significantly affected performance with a
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p-value of 0.0226 at 5% level of significance. The result also displays the coefficient of
determination of 92.8% which is an indication that the entire variables fitted in the model have
a significant effect on the dependent variable leaving about 7.72% unexplained.
SUMMARY OF FINDINGS AND RECOMMENDATIONS
The findings from this study substantially corroborate the work of Olagbemiro (2010) in which
empirical survey indicates a strong impact between Tetfund and staff training in Nigerian
universities using similar parameters. The amount allocated had a negative and insignificant
impact on infrastructural development, which is an indication that the level of corruption
ravaging contract awards and execution of contracts is high and impact negatively on
infrastructure. Students and teachers should be able to feel the impact of facilities made
available in the benefiting institutions. It should not be mere lips service that facilities have
been provided, but rather, the agency should ensure that such facilities are qualitative enough.
The study therefore recommends among other issues the need for timely release of fund and
contract monitoring.
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Abstract:
This paper assessed the effect of ownership structure on financial reporting quality of listed oil
companies in Nigeria. The ownership structure was proxy by the proportion of the total number
of common shares owned by the board of directors to the total number of common share
outstanding, while the financial reporting was computed through the 1991 Jone model of
financial reporting quality. Data for the study was sourced from the annual reports and
accounts of the sampled study oil companies. Time series data from 2006-2019 was used. The
hypotheses were tested using regression analysis technique. The result shows that ownership
structure has a significant effect on quality of financial reports of listed oil companies in
Nigeria. The study among others recommends that shareholders and investors to reconsider in
the level of the ownerships in the companies especially the institutions that invest in other
companies in other to increase their supervisory role on the management performance when
preparing financial statement, it also went further to say that with regard to structure of
company’s share ownerships that the government and the institution should consider the
influence of shareholders control over the quality of the financial reporting.
Keywords: Ownership Structure, Oil Company, Shareholders, Financial Reporting Quality.
Introduction
In a world characterized by imperfect information and costly monitoring, a divergence of
interests between shareholders and managers can lead to suboptimal management decisions.
Such decisions are possible because the actions of managers are largely unobservable and the
goals of the managers and their shareholders are not necessarily aligned (Alves, 2012).
Financial reporting quality is considered as one of the main indicators of firm reliability and as
such, issue of financial reporting quality has already gained the attention of academic
researchers, financial markets regulators, operators and investors. Consequently, financial
reporting quality can no longer be handled with levity while organizations are confronted with
creative accounting practices.
Quality financial reports promote transparency and deliver high quality annual report through
comprehensive disclosure (Hassan, 2013). Financial information helps investors in all rounds
as they influence the behavior with respect to portfolio selection which in turn affects prices.
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With the issue of global financial crises, corporate failures and scandals around the world,
which has raised serious questions about relevance, reliability and effectiveness of reported
accounting information. There has been growing interest in the issue of ownership structure
and how they influence financial reporting quality, both in the developed and emerging
economies Arezoo, Banafeheh & Mohammed, (2011).The wave of accounting scandals and
financial crises brought to the relevance of ownership structure in ensuring ethical practice in
financial reporting.
According toBeylclinek, Blanco and Garcialan, (2013) ownership structure has been a
necessary condition to assure and maintain the confidence of stakeholders on issues relating to
the quality of financial reports. The presence of ownership structure has important implications
on financial reporting quality of most corporate organizations; just as Chtourun and Courteau,
(2001) as well as Klai and Omiri(2011) affirm that ownership structure affects the quality of
financial reports produced by companies. An organization with a presence of large investors
tends to increase financial reporting quality due to strict monitoring by supervisory authorities.
On the issue of managerial discipline Jensen (1993) suggests that managerial stake holding is
one way of helping to link the interest of stakeholders and mangers; for as the proportion of
managerial equity ownership increases then so too do firm’s financial reporting quality. With
concentrated ownership structures around the world structures of such firm are being controlled
by single large stakeholders, who more often than not exercise ultimate control despite only
possessing cash flow rights. This separation between ultimate ownership and control provides
stakeholders with a large controlling interest with the incentive to drive personal benefits at
expense of stakeholders. La porta,Lopez and Shleiter (1999)
Oil companies in Nigeria are the biggest employer of labour in Nigerian other parts of the world
as they pay good salaries and also the oil sector contributes up to 70% of GDP in Nigeria .With
the above information ,the study attempts to ascertain whether a relationship exist between
ownership structure and financial reporting quality of oil companies in Nigeria as well as the
strength of the relationship where it exists between ownership structure and financial reporting
quality of oil companies in Nigeria. No other research work has considered this aspect among
oil companies operating in Nigeria, hence the motivation to cover this gap in the current
research.
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2.1 Conceptual Review
2.1.1 The issues of Ownership Structure
Ownership structure is an important concept which attracts public interest because of its
importance to the financial and economic health of companies and public in general. It is
described as the proportion of the total number of common shares owned by the board of
directors to the total number of common share outstanding. Hashim (2008) says that ownership
structure is the ratio of share owned by the largest corporate investors to the total number of
shares issued. Institutional investors take different forms such as fund managers, private equity
firms, banks mutual funds and pension funds. Fame and Jensen(1983) are of the opinion that
when insiders obtain relatively large ownership, they may posse sufficient power to overcome
governance mechanisms which allow insiders to act in their own interest with year of removal
or sanction so they will become convinced. Velury, Reisch and O’Reilly D (2003) believe that
the presence of institutional ownership would likely influence managements attributes through
increases monitoring activities by this class of investors. This constant monitoring tends to
forestall indiscipline within management by producing quality financial information to
stakeholders.
We have three types of ownership
➢ Internal investors: the ownership of managers.
➢ Institutional ownership: this is ownership by institutional investors E.g. pensions
fund, private equity banks, mutual funds, private firms and managers.
➢ Foreign ownership: this is ownership by foreigners.
2.1.2 Financial Reporting Quality Concept
Financial reporting quality is defined as a true, relevant and timely discourse of the accounting
information in order for users of information to solve problem, plan and evaluate the activity
of a company. It relates to the accuracy with which reported finances of a firm reflect its
operating performance and how useful they are in forecasting futures cash flows (Scoft & Irem,
2008).
The value of financial accounting is generally determined by its quality (Pounder, 2013) and
reporting quality suggests that accounting information is better and more reliable than other
information in relation to its characteristics of communicating what it purports to communicate.
Biddle, Hilany and Veidi (2009) define financial reporting quality as the precision with which
financial reports convey information about the firms operations, in particular and its cash flows
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in order to inform the equity investors. Tang, Chen and Zhijun (2008) define financial reporting
quality as the extent of true and fair information about the underlying performance and financial
position of a firm. Jones and Balanced (2000) define financial reporting quality as full and
transparent financial information that is not designed to obfuscate or mislead users.
2.2 Empirical Review.
Han (2004) studied the relationship between financial reporting quality and institutional
investors of 500 firms in US. They study established a negative relationship between financial
reporting quality and institutional ownership.
Teshima and Shut (2008) examine the effect of managerial ownership in earnings management
using discretionary accruals. Samples of 18,790 Japanese firms were used in the period 1991
to 2000. They find that this relationship is significantly positive within intermediate regions of
ownership which suggests that entrenchment effect is dominant in these regions.
Dockery, Isegba and Herbart (2012) investigated an empirically question whether ownership
structure leads to improvements in firm performance in an emerging market like Nigeria. Date
from 73 firms were used, for the period of 2001 to 2007 while ordinary least square regression
was used for the test of the hypotheses if shown that strong owner concentration has no
influence in firm performance but foreign ownership influences firm performance.
Alves (2012) examined the relationship between corporate structure and earnings
managementin Portugal. The study made use of 34 non financial listed Portuguese firms from
2002-2007, using discretional accruals as a proxy for earnings management. The study found
out that earrings management is negatively related both to managerial ownership and to
ownership concentration.
Beuselineu, Blanco and Lara (2013) examined the role foreign stakeholders in disciplining
financial reporting from southern European countries. The study established a positive
relationship between foreign ownership and quality of financial reporting.
Tsagba, Herbart and Ene (2014) examined corporate ownership, corporate control and
corporate performance in sub-saharan Africa: evidence for Nigeria. The study period was from
2002-2007. Data were obtained for annual report and accounts and Nigeria stock exchange
daily performance report a total of 70 firms were used, while ordinary least square (OLS)
regression analysis were used. The result of the study shows that foreign ownership structure
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exhibit significant improvement in firm performance while there was no statistically significant
relation between concentrated ownership and firm performance.
Yo Han and Timy (2016) investigated the impact of family ownership in firm value and
earnings quality: evidence from Korea. The study period is for 2000-2005. Earning ownership
was classily into 3 categories family ownership, pure family ownership and ownership –
control disparity. The study find out that family ownership and pure family ownership is
positively associated with firm value and carvings quality.
Builar, Garba, Mustapha and Karaye (2016) study the impact of institutional ownership and
tobacco firms in Nigeria. The study established a positive relationship between earnings quality
and institutional ownership.
Adebiyi and Olowookere (2016) studied ownership structure and quality of financial reporting:
evidence from Nigeria deposit money banks. The study period was nine years from 2005 to
2013; ordinary least square regression technique was used. The study result shows that
managerial ownership improves the quality of annual earnings by reducing the level of
financial reporting manipulation.
Omalichinwa and Mukor (2017) studied ownership structures and Earnings management
practices of Nigeria companies. The study made use of 137 sampled companies. OLS
regression technique was used to measure the research model as well as Pearson moment
correlation coefficient. The study shows that ownership structure has a significant relationship
with earnings management practice in Nigeria.
Hussein and Nympha (2017) examine the effect of ownership structure upon the audit quality
in developing country, case of Bahrain. To achieve this annual report of listed companies in
Bahrain Burse for 2015 and unlisted companies registered by central bank of Bahrain as at
September, 2016 were used. Logistic regression was used to test the hypotheses. The result
shows that institutional ownership and ownership concentration factor have positive
relationship but not significant with the audit size.
Alsmady (2018) examined ownership structure and its endogeneity effect on the quality of
financial reporting. The study made use of 68 annual reports collected from Judaman
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companies, for the period of 2005-2015 Hausman tests was used to perform the test. The result
shows that ownership concentration variable has no significant effect on OFRs.
Uwuigbe, Erin, Uwuigbe, Igbioba and Jafaru (2019) investigated ownership structure and
financial disclosure quality: evidence from listed firms in Nigeria. A total of 75 firms listed on
the Nigeria stock exchange, were used and study period was from 2011 to 2015. The study
used foreign ownership, managerial ownership and institutional investors as ownership
structure attributes. General least square (GLS) regression method was used to estimate the
parameters of the model. The study revealed that there is significant relationship between
institutional investors, managerial ownership and quality of financial disclosure.
2.3 GAP IN LITERATURE.
2.4 RESEARCH HYPOTHESIS
H01: Ownership structure has no significant effect on financial reporting quality of oil
companies in Nigeria.
2.5 Theoretical Review
Stewardship theory
This theory is in contract with agency theory. Stewardship theorist upholds that
directors frequently have interests that are consistent with those of shareholders.
According to them there will not be any major agency cost since managers are naturally
trustworthy, Donaldson (2003).
Stewardship theory postulates that a steward protects and maximizes shareholders
wealth through firm performance, because by so doing the steward utility functions are
maximized. According to Cullen,Kirwan and Brennan(2006),the stewardship theorist
upholds that the attainment of organization success also satisfies the personal need of
the steward. The steward derives greater unity from satisfying organizational goals
than through self serving behavior. The theory reorganizes the essentials of structures
that empower the strewed, offering maximizing action built upon trust. This minimizes
the cost of mechanisms aimed at monitoring and controlling behaviors.
According to Muth and Donaldson (1998) stewardship theory is an opposite of agency
theory which offers opposite of agency theory which offers opposing predictors about
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structuring o effective board. While most of the governance theories are economic and
finance in nature the stewardship theory is sociological and physiological in nature.

3.0 METHODOLOGY
3.1 Research Design
The research design adopted in this study is the ex post facto research design.
3.2. Method of Data collection and Analysis.
Annual time series data was employed ranging from 2006-2019 with a sample size of
10 quoted oil companies, and Annual report published by the oil Companies Selected.
In this study Accrual model was used as a proxy for financial reporting quality serves
as the dependent variable. Accrual model was developed by Jones 1991 which is
∆WC= CFOt-1 +CFO1+CFOt+1 + ∆Sales +PPE+€
Where ∆WC= Change in Working Capital in year t, ie ∆Accounts receivables
+∆inventory – ∆Accounts Payable – ∆taxes payable + ∆other assets (Net).
CFOt-1= Cash flow from operation in year t-1
CFO1= Cash flow from operation in year t
CFOt+1= Cash flow from operation in year t+1
∆Sales= Sales in Year t less sales from Operation in year t-1
PPEt= Gross property, plant and equipments in the Year.
The Independent Variable is the ownership structure which is computed as the
proportion of the total number of common shares owned by the board of directors to
the total number of common share outstanding.,
Proxy for financial reporting quality is the accrual model which is calculated using
Jones model.

The study made use of simple linear regression sine the explanatory variable
(ownership structure) is one. The method of data analysis is Ordinary Least Square
(OLS) technique. The statistical formation of the model is presented as follows:
FRQ = f (OWS)
The simple linear relationship is stated thus:
LOGFRQ=β+β1 LOG OWS +µ
Where:
FRQ- Financial Reporting Quality
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OWS- owner ship structure
β- Intercept
β1- Estimation of Coefficient
µ- Error term

4.0 DATA PRESENTATION, ANALYSIS AND DISCUSSION OF FINDINGS
This study employed the panel data based simple regression model to understand the
interaction among the variables and estimating the relevant data. Time series data was
collected on annual basis on variables captured in the model.
MODEL SPECIFICATION
FRQit = β0+ β1OSit+uit ………………….(i)
Where
FRQ = financial reporting quality (measured using accruals).
OS = ownership structure
DATA PRESENTATION
The data extracted were estimated based on the panel data regression analysis to determine the
effect of the variables. Accrual was used as the proxy for financial reporting quality (dependent
variable) while ownership structure was used as the independent variable. The adjusted R
square which is the coefficient of determination and the F statistic was used to ascertain the
significance of the overall model. Specifically, the probability of the F-statistic test was used
to test the hypotheses of the study to determine the relationship between the variables. The data
for the various variables are shown in the appendix 1 below.
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DATA ANALYSIS
Hausman Test
Correlated Random Effects - Hausman Test
E q u a t i o n :
U n t i t l e d
Test cross-section random effects
T e s t

S u m m a r y

Chi-Sq. Statistic

Chi-Sq. d.f.

Cross-section random

2.681607

1

Prob.
0.0115

Cross-section random effects test comparisons:
V a r i a b l e

Fixed

Random

Var(Diff.)

Prob.

OWNERSHIP

0.217140

0.157245

0.001338

0.0115

The Hausman test is used to differentiate between fixed effects model and random effects
model in panel data. In this case, random effect is preferred under null hypothesis due to higher
efficiency, while under the alternative fixed effects is at least as consistent and thus preferred.
In this case, fixed effect panel data is preferable. This is so because the null hypothesis was
rejected (p-value of 0.0115 is less than 0.05).
Panel Data Test
D e p e n d e n t V a r i a b l e : A C C R U A L S
Method: Panel Least Squares
Date: 05/02/20
Time: 23:19
S a m p l e :
2 0 0 6
2 0 1 9
P e r i o d s
i n c l u d e d :
1 4
Cross-sections included: 10
Total panel (unbalanced) observations: 118
V a r i a b l e

Coefficient

Std . Erro r

t- Statisti c

Prob.

C
OWNERSHIP

4. 9 4 9 07 9
0. 3 2 5 53 5

0.221018
0.113210

22.39222
2.875497

0.0000
0.0050

Ef f ec ts Sp e cif ic at io n
Cross-section fixed (dummy variables)
P e r i o d f i x e d ( d u m m y v a r i a b l e s )
R - s q u a r e d
A djusted R -squa re d
S . E . o f re g r e s s i o n
Sum squared resid
Log likelihood
F - s t a t i s t i c
Prob(F-statistic)

0. 7 6 1 26 9
0. 7 0 9 04 7
0. 6 0 2 21 7
3 4. 8 1 58 9
- 9 5 . 41 8 7 2
1 4. 5 7 74 6
0. 0 0 0 00 0

Mean dependen t var
S .D. d ep en d en t v a r
Akaike info criterio n
Schwarz criterion
Hannan-Quinn criter.
Durbin - Watson sta t
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1.116456
1.990148
2.506716
2.199890
1.697656
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The panel data result shows the effect of ownership structure on financial reporting quality
(accruals) of oil companies in Nigeria. The coefficient of determination R-square of 0.761
implied that 76.1% of the sample variation in the dependent variable financial reporting quality
(accruals) is explained or caused by the explanatory variables (ownership structure) while
23.9% is unexplained. This remaining 23.9% could be caused by other factors or variables not
built into the model. The value of R-square is an indication of positive and strong relationship
between the dependent variable (financial reporting quality) and independent variables
(ownership structure).Consequently, the value of the adjusted R2 is 0.709. This shows that the
regression line which captures 70.9 per cent of the total variation in financial reporting quality
is caused by variation in the explanatory variable specified in the model with 29.1 per cent
accounted for the stochastic error term. The F-statistic was also used to test the overall
significant of the model. The F-value of 14.58 with p-value of 0.0050 is an indication that the
model is not statistically significant at 5 percent level of significant at degree of freedom df1=
1 and df2= 3.Finally, the test of autocorrelation using Durbin-watson shows that the Durbinwatson value of 1.67 falls outside the conclusive region of Durbin-watson partition curve.
Hence, we can clearly say that there is no sign of autocorrelation.

TEST OF HYPOTHESES
Hypothesis
H01: Ownership structure has no significant effect on financial reporting quality of oil
companies in Nigeria.
To test the hypothesis:
The F-statistic with 14.58 has probability of 0.005% level of significance. Since the
probability of the F statistics is less than 5% level of significance, we would reject the null
hypothesis, H0 and therefore conclude that ownership structure has a significant effect on
financial reporting quality of oil companies in Nigeria.

DISCUSSION ON RESULTS
Result in the hypothesis revealed that ownership structure has a significant effect on financial
reporting quality of oil companies in Nigeria. The decision is based on the fact that the P-value
is less than 0.05. The findings is consistent to the findings of La Porta, (2015),which revealed
that ownership structure affect financial reporting quality of firms in Nigeria.Also, the findings
is consistent to the findings of Zhao, (2017), which revealed that ownership significantly affect
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the financial reporting quality of firms in Nigeria. In contrary, the findings of Thomsen (2018),
which revealed a negative relationship between ownership structure and financial reporting
quality.

5.0 SUMMARY OF FINDINGS, CONCLUSION AND RECOMMENDATIONS
Summary of Findings
Based on the data collected and analysis of data the result was summarized thus:
(i)

Ownership structure has a significant effect on financial reporting quality of oil
companies in Nigeria.

Conclusion
This study focused on ownership structure and financial reporting quality of oil and gas firms
in Nigeria. Financial reporting quality (FRQ) in its essence is a description of all financial and
accounting activities of a company that can be used as a reference by external and internal
parties to make final decisions. The use of financial reporting will be more pronounced if it
meets the qualitative characteristics of reliable, understandable, relevant and comparable. The
financial crisis and its relation with the lack of accountability of directors for allowing their
companies to take excessive risks raise a big and world-wide debate on the directors’
obligations and its enforceability.
Given that investors need to real and unbiased earnings information to know and estimate cash
flows, the scandals have made corporate governance and governance structures reforms more
essential and highlighted the crucial need for firms to enhance the quality of reported earnings.
The study was carried out using ten (10) selected oil and gas firms in Nigeria for the period of
14 years ranging from 2006 to 2019. The data collected were analyzed using panel data based
simple regression analysis and the findings revealed that Ownership structure has a significant
effect on financial reporting quality of oil companies in Nigeria.
Recommendations
Based on the summary of findings and conclusion of the study, the following
recommendations were made.
(i)

With regard to the structure of company’s share ownership, the government and the
institution should consider the influence of shareholder’s control over the quality of the
financial reporting, which may affect the company's sustainability and, globally, affect
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the economy. The considerations made by the government and institutions can be rules
or limitation regarding the ownership structure of companies objected to create a
balance between interests of shareholders and the interests of management and to
improve the level of transparency and the extent of disclosure.
(ii)

Furthermore, this study recommends of the shareholders and investors to reconsider in
the levels of the ownerships in the companies, especial the institutions that invest in
other companies in order to increase their supervisory role on the management
performance when preparing financial statements.
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ABSTRACT
Contributory pension system (CPS) was introduced in Nigeria in July, 2004 to replace the old
defined Benefit (Pay-as-you-go) system. The motive behind the introduction of the new pension
system is to reduce the poverty of Nigerian workers in Public & Private sectors and improve
their standard of living. The Pensions Reform Act of 2004 brought a new dawn in Nigerian
Pension industry which formally was a defined benefit but now defined contributory. Although
the new scheme is being adjusted to be better than the old scheme in that it is expected to
remedy all the abnormalities, ranging from diversion/looting of Pensions funds to poor
records, it is advocated that PENCOMM should be alive to their responsibilities in monitoring,
supervisory, coordinating and over-regulating the pension industry in Nigeria to get these
objectives of the government over the Pension reform achieved.
Keywords: Pension Scheme, Deferred Benefit Scheme (DBS), Contributory Pension Scheme
(CPS), Retirement Benefit, Pension Fund Administrators
INTRODUCTION
A pension is a retirement account that an employer maintains to give the employee a fixed payout when he/she retires. It is a kind of defined benefit plan. Thus, pension is the amount paid
by government or company to an employee after working for some specific period of time,
considered too old or ill to work or have reached the statutory age of retirement (Adams, 2005).
Iwu (2007) asserts that as a scheme, pension is the periodic payment granted to an employee
for services rendered, based on contractual legal enforceable agreement, paid by an employer
at the agree time of termination of employment. It can also be seen as the monthly sum paid to
a retired officer until death because the officer has worked with the organization paying the
sum. Prior to the enactment of the Pension reform Act 2004 that gave birth to Contributory
plan, Pensions Scheme in Nigeria had been bedevilled by many problems. The public services
operated an unfunded defined benefit scheme and the payment of retirement benefit were
budgeted annually. The annual budgetary allocation for pension was often one of the most
vulnerable items in budget implementation in the light of resource constraints. In many cases,
even where budgetary provisions were made, inadequate and untimely release of funds resulted
in delays and accumulation of arrears of payment of pension rights. It was clearly evident,
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therefore that the defined benefit scheme could not be sustained. The private sector on the other
hand did not have many employees covered by the Pension schemes put in place by their
employer, and many of these schemes were not funded as well. Where the schemes were
funded, the management of the pension funds was full of malpractices between the Fund
Manager and the Trustees of the pension funds.
The objectives of a pension system are firstly to reduce poverty among the elderly, secondly
to smoothen consumption between the working years and the retirement years and that an
individual does not suffer a huge drop in living standards when in old age or disability reduces
his earning ability. Recently, the non-contributory unfunded pension system was replaced by
a fully funded contributory pension scheme (Schwarz, 2006). In most traditional societies, it
is customary for families or communities to care for persons who have reached old age,
become disabled or families that suffer the death of a bread winner. However, there are still
individuals who do not have children to care for them or whose families or communities are
too poor to shoulder the responsibilities of adequately caring for them. Nigeria, especially in
the public sector, had in the past operated a deferred pension scheme, which was noncontributory and largely unfunded. The pension scheme was also characterized by a pay-asyou-go scheme (PAYG) as retirees were to be supported not by any previous contribution, but
by annual budgetary provisions. Okafor (2001) observed that there is something particularly
inhuman and degrading about the plight of most men and women who after spending the most
active years of their lives, serving the nation, are left to face the vagaries and vicissitudes of
life without security that comes with retirement. The situation is relatively better in the private
sector as some companies manage to operate pension schemes which were functional from the
perspective that they were able to make some payments. This scenario necessitated a re-think
of pension administration in Nigeria by the administration of President Olusegun Obasanjo.
The pension reform Act 2004 was promulgated and signed into law by the President on June
25, 2004. The pension fund administrators are expected to open retirement savings account
for employees, invest and manage the pension funds and maintain books of accounts while the
National Pension Commission was saddled with the responsibility of regulating, supervising
and ensuring effective administration of pension matters in Nigeria. The commission will
equally be responsible for licensing, approving, regulating and monitoring the investment
activities of pension administrators and custodians. The new pension scheme is contributory,
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fully funded and based on individual accounts that are privately managed by pension fund
administrators with the pension assets held by pension fund custodians (Barrow, 2008).
Despite this new pension reform, there has been a hiccups in the planning and administration
of the pension scheme ranging from diversion/looting of pension funds by public office
holders, enormous pension arrears, difficulties experienced by the retirees or pensioners in
accessing their earnings on pension funds, poor records and weak database of retirees, frauds
and corruption in the scheme. It is against this backdrop that this study is anchored to examine
pension reform in Nigeria as a comparative study between the old and new scheme and the
extent of performance they have on the pension operation.
LITERATURE REVIEW
The Chilean Model – Copied by Nigeria
Pension provision in Chile dates to the 1920s when social insurance funds (Cajas de prevision)
were established for specific categories of workers providing old age and retirement pensions
(Arellano, 1980). These were funded from payroll contribution from employees & employers
with benefits determined by final earnings and contributory model. After the 1950’s, there was
rapid growth in the number of covering of social insurance funds. By 1976 there were over 35
social insurance funds covering three quarters of the labour force against a wide range of
contingencies including disability, dependants, health costs and unemployment. This
expansion was financed by raising contribution levels and by fiscal transfers. The military
government which took power in 1973, imposed fundamental reform of social insurance in
1980 (Barrientos, 1998). Individual retirement saving plans managed by private pension fund
managers were introduced for new entrants to the labour force while existing workers were
offered substantial inducements to switch their pension entitlements to the new pension plans.
In 1981, Chile’s pension system was restructured to comprise three pillars: a Poverty
prevention/solidarity pillar; a mandatory contribution pillar; and a voluntary saving pillar. The
combination of these pillars seeks to guarantee that individuals maintain a similar standard of
living during retirement as they enjoy during their working lives and to eliminate poverty
among the elderly and disabled. The major objective of the solidarity pillar is to prevent poverty
among the elderly and disabled. Dostal and Cassey (2007) argued that the Nigerian authorities
embraced the pension reforms of the Chilean government (i.e. emulated and copied it). But
they failed to learn the lessons of Chile. By the time Nigeria was busy copying Chilean pensions
plan, Chile was preparing for an alternative social pension scheme. Again, while the Nigerian
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government was beginning to give serious attention to pension reform (using the Chilean
model) in early 2005 the Chilean model was being criticized by supporters of the scheme and
the World Bank had come to conclude that the Chilean reform model has not delivered the
benefits that it was set out for from the beginning because of the too many assumptions that to
realize the claims, other reforms were also required to complement or precede pension reforms
(Gill, et al 2005; World Bank, 2005). In 2006, the Chilean government announced a wide-range
of change in their pension scheme, placing greater emphasis on solidarity and the financing
and higher control on the operation of the individual accounts to which employees are
subscribed (Gobierno de Chile, 2017). Again the World Bank has claimed that it advised
against the establishment of a “multi-pillar system” in Nigeria on the grounds that the financial
sector was insufficiently developed (World bank, 2005) however, the reforms undertaken in
Nigeria were radical involving the setting of a new basis for determining pensions and the
establishment of new structures.
Pension scheme is broadly divided into the defined contribution plan and the defined benefits
plan. In defined contribution plan, a contribution rate is fixed (Odia and Okoye, 2012). For
instance, in Nigeria, an employee contributes 7.5% of his monthly emolument while the
employer also contributes the same amount or more depending on the category of employee.
The retirement benefit is variable depending on the performance of the investment selected. In
defined benefit plan, the retirement benefit is stipulated usually as a percentage of average
salary, but the contribution will vary according to percentage of the average compensation a
participant receives during his or her three earning years under the plan (Owojori, 2008).
Basically, the two pension plans create very different investment problem for the plan sponsors.
While the defined benefit plan create a liability pattern that must be anticipated and funded, the
defined contribution plan creates a liability only as long as there is investment at any point in
time. Investment is often left to the people who benefit from the decision or suffers from the
consequences (Santamero and Babble, 1997). The inherent problem of the pension fund
administration was the non-payment or the delays associated with the payment the funds when
available. It was estimated that as at December 2005, the pension back-log or arrears were put
at about N2.56 trillion. In fact, pension fund administration became a thorny issue with millions
of retired Nigerian workers living in abject poverty and they were often neglected and not
properly catered for after retirement (Orifowomo, 2006). It was a distress to witness the tough
times the retirees in Nigeria passed through coupled with the rigorous process before the
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pension and gratuity are paid as well as other retirement benefit (Abade, 2004). Other problems
were gross abuse of pensioners and pension fund benefit which were politically motivated in
some cases, extended family and other traditional ways already broken down due to
urbanization and increased labour and human mobility. Moreover, considering Statement of
Accounting Standard (SAS) No. 8 “on accounting for employees retirement benefits”, the
problems of the old pension scheme which led to the pension reforms of 2004 include wrong
investment decision, wrong assessment of pension liabilities, arbitrary increase in pension
without corresponding funding arrangement, non-preservation of benefits; some were mere
saving scheme and not pension schemes and serious structural problems of non-payment and
non-coverage. There inadequate safeguarding of the funds to guarantee prompt pension and
other benefits payment to retirees.
The New Pension Reform Scheme
The Nigeria contributory pension plan came through the Pension Reform Act of 2004. The
scheme is called contributory because it was fully funded on individual accounts that are private
managed by Pension Fund Administrator (PFAs) with the pension fund assets held by pension
fund custodians. Under the system, the employee contributes a minimum of 7.5% of their basic
salary, housing & transport allowance while employers shall contribute 7.5% too. An employer
may elect to contribute on behalf of the employees such that the total contribution shall not be
less than 15% of the Basic Salary, Housing & Transport allowance of the employees. PFAs are
private organization that has been duly licensed to open retirement savings accounts for
employees, invest and manage the pensions fund in fixed income securities listed and other
instruments as the commission may from time to time prescribe, maintain books of accounts
on all transaction relating to the pension funds managed by it, provide regular information or
investment strategy to the employees or beneficiaries and pay benefit to employees in
accordance with the provision of the Act.
The objectives of the scheme according section 2 part 1 of the PRA of 2004 include to
• Ensure that every person who worked in either the public service of the federation,
federal capital territory or private sector receives his retirement benefits as and where
due.
• Assist improvident individuals by ensuring that they save in order to carter for their
livelihood during the old age.
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• Establish a uniform set of rules, regulations and standards for the administration and
payment of retirement benefits for the public services of the federation, federal capital
territory and private sector.
• To stem the growth of outstanding liabilities
• Secure compliance and promote wider coverage
It is believed that all these reforms put in place, which clearly spelt out in the objectives of the
new PRA of 2004, would be able to remedy the situation by adequately tackling the difficulties
in the old scheme by being adequate, affordable, sustainable and robust (Balogun, 2006). It
must as well eliminate old age poverty and be able to improve standard of living for majority
of people. It will also be able to withstand major shocks including economic, demographic
and political volatility. Ahmad (2008) remarked that as part of the implementation efforts
increased registration of contribution in public & private sector, membership of Contributory
Pension Fund Administrator (CPFAs) and custodians (CPFCs), total pension fund assets grew
to about $6.08 billion in December, 2007.
Risk Management & Investments of Fund & Committee
The main concern of the new pension scheme is safety of the fund & the maintenance of fair
returns on the amount invested. The need for safety is emphasized in determining the quality
of the instrument to invest in and a PFA is expected to adopt a risk management profile in
making investment decisions with due regard to the Credit rating of companies registered under
the investment of securities acts of 1999. It is expected that every pension fund administrator
shall establish the following standing committees to assist in carrying out its function &
ensuring compliance with the provision of this act.
a.

Risk management committee and

b.

Investment strategy committee

Risk management committee should take care of the following:
•

To determine the risk profile of the investment portfolios of the pension fund
administrator

•

To draw up programmes of adjustments in the case deviation

•

To determine the level of reserves to cover the risks of the investment portfolios

•

To advice the PFA in maintaining adequate internal control measure & procedures and
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•

To carry out such other function relating to risk management as the board of the PFA
may from time to time determined.

Problems Associated with the New Pension Scheme
Olurankise and Adetula (2006) analyzed all available pension reform schemes in Nigeria and
argued that the public sector organization at the Federal, State and local government levels
have failed woefully to meet up with payment of pension liabilities thereby making retirees to
groan under heavy survival burden and hunger before their monthly rights were given to them.
They assert that many pensioners gave up the ghost before they could get access to a reasonable
percentage of their pension benefits.
According to Ahmed (2008) the problems associated with the new pension scheme include:
a) Lack of knowledge and general misconceptions.
b) Widening the coverage in the informed and private sector, many of the SMEs,
private have not yet bought the idea.
c) Securing systems wide buy-in and inital reluctance from employees to register with
PFAs
d) Capacity building in the new pension industry
e) Quantifying and transferring legacy funds & asset managed by employees,
insurance companies and pension managers.
Table 1: Comparison between the Old and New scheme
Characteristics

Old Scheme

New Scheme

1. Type

Largely defined benefits

Defined contribution

2. Funding

4. Pension Portability

Mostly unfunded and pay as you Contributory and fully funded
go(PAYG)
Voluntary in private sector
Mandatory for all employees in public
and private sector, except pensioners
and those with three years to retire
Not portable
Personalized and very profitable

5. Management

Large state and management union

Private sector and individual choice

6. Retirement Benefits

Discriminatory

Uniform application

7. Supervision

Strictly regulated by PENCOM

8. Pension liability

Fragmented and unregulated
(SEC, NAICOM & JTB)
Implicit and not transparent

9. Tax Exemption

Limited

3. Membership
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10. Insurance Policy

Voluntary and mostly in private i. Mandatory for all employers
sectors
ii. Three times the employees
emolument
from No pension benefits
Full pension benefits

11. Dismissal
service
12. Collateral for loans

Benefits could be used as collateral

Benefits cannot be used as collaterals

13. Deductions from Benefits can be subjected to Contents of RSA can be used for
benefits
deductions especially employers in payments of retirement benefits only
any financial obligation in the
employee
14. Claiming retirement Cumbersome
Straight forward
benefits
15. Minimum service Generally 5 years for gratuity and 10 Month of employment for all benefits
years
years for pension
subject to minimum wage
16. Gratuity
Provided to those qualified
Provided for lump sum withdrawal
17. Risk management

No provision

Adequate provision

Source: Ahmad, M. K. (2008)
A comparison of the old and new pension show some remarkable differences between them as
shown in the table 1. For instance, starting from the type of scheme, funding, membership to
risk management of the pension fund, the new scheme seems to be broader, inclusive and more
adequately provided for. While the old pension scheme was largely defined benefits and
unfunded, the new scheme is to find contribution and fully funded. The new scheme is very
portable and enjoys uniform application unlike the old which was not. In fact, employees who
leave one employment for another or even dismissed from service have no fear of losing
entirely from their pensions or other retirement benefits under the new pension scheme. The
regulation and supervision of the new scheme is by PENCOM whereas the SEC, NAICOM
and JTB were jointly responsible for the old scheme. Akeni (2009) made a comparison of nine
items in the old and new scheme by conducting a survey of the pension fund administrators,
pension fund custodians and the beneficiaries in the public and other sector. He found that the
new scheme was better than the old in terms of accountability, accessibility, ease of payment
of pension and gratuity, funding, management of pension fund, transparency, stakeholders'
confidence in the scheme, auditor's control and corporate governance. Although, there was
agreement that the new scheme was applauded as far better than the old, he discovered that the
new scheme may not address the difficulties currently encountered in the pension industry in
Nigeria nor impact positively on the standard of living of the retirees and pensioners unless
there was proper co-ordination and supervision by the Nigerian Pension Commission of the
pension fund administration and custodian. Therefore PENCOM must undertake periodic
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reviews of the investment guidelines of pension fund and create conducive environment for
smooth operations by the pension fund administrators and custodians. It must ensure that the
administrators and custodians abide by the rules of the pension game in order to ensure their
efficient and effective performance. The public must be regularly enlightened and adequately
kept abreast of developments in the pension industry by the commission and administrators.

DATA ANALYSIS AND INTERPRETATION
Test of Hypotheses
Test of hypothesis 1: Effect of the new pension scheme on pension performance in Nigeria
Model Summary
Model R
R Square Adjusted R Std. Error of
Square
the Estimate
a
1
.790
.683
.036
781.961
a. Predictors: (Constant), new pension schemes
b. Dependent Variable: performance

Model

Coefficientsa
Unstandardized
Coefficients
B
Std. Error
94667.455 1582.151

(Constant)
New
1
PENSION
7.742
2.009
SCHEME
a. Dependent Variable: performance

ANOVAa
Model

Standardized t
Coefficients
Beta
593

Sig.

.921

.033

Sum
of Df
Mean
Squares
Square
Regression 13.025
1
13.025
1
Residual
103.963
7
1.268
Total
116.988
8
a. Dependent Variable: performance
b. Predictors: (Constant), new pension scheme

.593

3.852

F

Sig.

10.273

.002b

The results above show how much the variance in the dependent variable (pension
performance) is explained by the model. The table provided useful information about the
regression analysis, the value is 0.783 which when expressed in percentage terms shows that
78.3% variation in the dependent (pension performance) is explained by the independent
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variable (pension scheme) while the remaining 21.7% variation in the dependent variable is
affected by other factors not captured in this study. The value of R (0.880) is an indicator of a
strong positive difference between the independent variable and the dependent variable
(pension performance). The ANOVA table in table 1 shows a significant variation between
pension scheme and performance with P value 0.002, which is less than 0.05.
Test of hypothesis 2: Effect of the old pension scheme on the performance of pension in
Nigeria.
Model Summary
Model

R

R Square Adjusted
Square

1

.872a

.792

R Std. Error of
the Estimate

.036

817.214

Predictors: (Constant), old pension scheme
Dependent Variable: pension performance

Coefficientsa
Model

(Constant)
1

Unstandardized
Coefficients

Standardized T
Coefficients

B

Beta

Std. Error

-84539.455 13876.151

Old pension
2.345
scheme

2.764

.749

Sig.

-.432

.543

2.851

.023

a. Dependent Variable: pension performance

ANOVAa
Model

1

Sum
Squares

of Df

Mean
Square

F

Sig.

15.749

.000b

Regression 18.849

1

18.849

Residual

98.139

7

1.197

Total

116.988

8

a. Dependent Variable: old pension scheme
b. Predictors: (Constant), pension performance
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The result of the regression analysis shows how much the variance in the dependent variable
(liquidity) is explained by the model. The table provided useful information about the
regression analysis, the value is 0.792 which when expressed in percentage terms shows that
79.2% variation in the dependent (liquidity) is explained by the independent variable (old
pension scheme while the remaining 16.8% variation in the dependent variable is affected by
other factors not captured in this study. The value of R (0.872) is an indication of a strong
positive variation between the independent variable and the dependent variable.
CONCLUSION AND RECOMMENDATIONS
The role of pension as a deferred compensation scheme has continued to attract varying interest
in major economies of the world. Accountability in the pension scheme today is a vital
ingredient in enhancing pension performance in Nigeria. This will directly affect employees’
welfare and boost their morale as observed in the findings above. The results show positive
variations between the two pension schemes in the two models developed thereby proving the
new to be better. It is therefore recommended that bottlenecks capable of drawing the nation
back such as weak records and management be addressed for a better pension scheme
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Abstract
This study examines the effect of Board size and Chief Executive Officer (CEO) duality on
Corporate Social Responsibility Disclosure of quoted brewery companies in Nigeria. The
intention is to determine the causal link between identified predictors and corporate social
performance disclosures of listed entities in the Nigerian brewery industry. Ex post facto
research design was adopted and panel data on the two firm- specific characteristics extracted
from published annual financial statements of selected firms for the period 2009 to 2018.
Content analysis of the annual accounts was conducted using a validated Corporate Social
Responsibility Disclosure Index (CSRDI). The data collected were analysed using Panel Vector
Autocorrelation (Panel VAR) Model. Results reveal that board size has a positive but
insignificant effect on CSR disclosure level and also that CSRDI responds positively to the
shock of board size, while CEO duality indicates an inverse but insignificant association with
CSR disclosure and also that CSR Disclosure responds negatively and insignificantly to the
shock of CEO duality. Based on the outcomes from the research, the paper concludes that the
identified firm characteristics are critical to corporate social performance and recommends
that large and experienced persons should be put on the boards, while the position of the Chief
Executive Officer should be separated from that of the Board Chairman for effective checks
and balances in the management of corporate entities in the sector.
Keywords: Corporate Disclosure, Board Size, Chief Executive Officer Duality, Corporate
social responsibility

1.0 Introduction
Corporate social responsibility information has gained relevance in the world economy and
firms have adopted it significantly. As an avenue to reach out to all stakeholders and among
the voluntary disclosure, corporate social responsibility information is adopted as the most
relevant information by analysts and investors (Shashank, Lopez- Perez and Rodriguez-Ariza,
2018). Many corporations around the globe involve in corporate social responsibility activities,
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some disclose their corporate social responsibility programmes in annual reports and others
publish it on their websites or issue separate corporate social responsibility reports.
Corporate Social Responsibility Disclosure (CSRD) is a means through which information
bordering on the inter-relationship between companies as regard to environment, employees,
and society and consumer issues are provided. It is an expansion in the scope of financial
disclosure system, thereby reflecting the wider anticipation of society concerning the role of
the business community in the economy (Muhammad & Sabo, 2015).
Board Size and CEO Duality of a firm are often considered as key characteristics that influence
firm corporate social responsibility investment, disclosure and practice in many previous
studies. Generally speaking, for firms’ decisions to conveniently respond to any internal or
external investments, they must commence with their ability to make profit either huge or low
(Abubakar, 2016).
In Nigeria, financial scandals that led to corporate failure such as in Cadbury Nigeria plc,
Oceanic Bank international, Diamond Bank Plc, Jos breweries plc among others in the last
decades(s) has warranted the issue of the size of board and the duality of CEO as subsets of
corporate governance to be given special attention by all sectors of the economy and have been
generating a lot of concern among scholars (Muhammad and Sabo, 2015).
1.1

Statement of the problem.

Several studies have attempted to proffer solutions to the numerous disagreements and debates
surrounding corporate social responsibility matters, yet there are lots of arguments, and
controversy among the academics, corporate managers, and the general public. Board Size and
CEO Duality are often considered to be among the key board characteristics that influence
firm’s corporate social responsibility disclosure and activity in any previous studies.
However, the studies revealed mixed results; some studies have produced evidence in
supporting of a positive impact between size of company board and CEO duality and corporate
social performance disclosure while other works reported no evidence of a significant
relationship at all. Summing the quantum of arguments, debates and various expectations in
the literature, Investigating the effect of board size and CEO duality on corporate social
responsibility disclosure maybe of an immense value.
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However, to the best of the researcher’s knowledge, no study with similar combination of
variables has been conducted in brewery sector. Owing to their indispensable contributions to
the economy, it is paramount to fill in this gap. Therefore, as a result of the aforementioned
scarcity, this study was out to add to the growing body of knowledge in CSR disclosure using
a set of quoted brewery companies in Nigeria as a case study to empirically appraise the effect
of board size and Chief Executive Officer duality on corporate social responsibility disclosure.
1.2 Objectives of the study.
The key objective of this research is to empirically investigate the effect of board size and CEO
duality on corporate social responsibility disclosure. The specific objectives of this study
include to:
1.

Examine whether there is a significant relationship between board size and CSR
disclosure level.

2.

Ascertain whether there is a significant relationship between Chief Executive Officer
Duality and corporate social performance disclosure level.

1.3 Research questions.
1.

Does there exist any significant relationship between board size and CSR disclosure
level?

2.

Is there any significant relationship between Chief Executive Officer Duality and the
level of Corporate Social performance disclosure?

1.4 Research hypotheses.
The research hypotheses that were tested include:
1.

Ho: There is no significant relationship between board size and CSR disclosure level.

2.

Ho: There is no significant relationship between Chief Executive Officer Duality and the
level of corporate social performance disclosure.

1.5 Significance of the study.
The implications of this findings are that it provides evidence to the society, investors and
regulators that larger boards are associated with the Corporate Social Responsibility disclosure
in Nigerian brewery firms, also as more women are appointed on the board brings among others
to the organization such thing as prestige, skills, knowledge, and connection to external
resources, another implication, independent directors will reduce the conflict between
shareholders and managers of resources and ensure a fair playing ground for all stakeholders
since they are appointed on merit.
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2.0 Review of related literature
2.1

Conceptual framework

Corporate social responsibility (CSR) has evolved as a strategic issue for organization which
attempts to communicate their ethical activities to various stakeholders group. Kotler and lee
(2005) defined corporate social responsibility as a commitment to use voluntary business
activities and contributions for corporate resources in order to improve community well-being
and corporate social activities are key programmes engaged by firms to support social ventures
and to fulfil commitments to corporate social responsibility”.
Sandhu and Kapoor (2010) highlight that business might gain benefits from undertaking CSR
activities such as improved performance, reduced cost, increase sales and enhance reputation.
Corporate social responsibility information is gradually gaining relevance in the world
economy and firms have widely adopted it as avenue for reaching out to all stakeholders (Cho,
Seong, Cheol, & Ray, 2013).
Summing up the various views of scholars, corporate social responsibility could therefore be
viewed as the corporate commitments to play a role in ensuring sustainable economic
development, working with employee, communities, investors, customers, creditors, suppliers,
government and society at large.
2.1.1 Corporate social responsibility (CSR) disclosure
Corporate social responsibility (CSR) disclosure provides information to the public regarding
company’s interaction with the community, environment, its employees, its customers and
energy usage (Zainuddin & Haro, 2009). Esa and Ghazali (2012) views corporate social
responsibility disclosures as the giving of information about a firm products, philanthropic,
employee welfare, community involvements and environmental concerns.
Corporate social responsibility disclosure includes all information reported to stakeholders
about social and environmental effects of a company’s actions. It extends the accountability of
a company beyond carrying out the usual role of providing a financial account to providers of
fund. Business organizations disclose corporate social responsibility programmes regularly to
ensure long term survival (Habib-uz-zaman, 2010). These presentations come in different
ways. Primarily it is either a provision of information in annual reports or the production of
stand-alone-report (Jan, Carlos, & Jose, 2008).
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The disclosure of social and environmental information has become an integral part of business
nowadays. Due to the high cost in the production, accumulation, analysis and reporting of
information, these academic inquiries focused on why businesses disclose information have
centred on the benefits and potential penalties (Luo, Wang & Zhang, 2017).
2.1.2 Board size
Role of board size have been a controversial issue from different views. It is argued that the
size of the board can affect the process of monitoring, decision making and disclosure. Raheja
(2005) asserted that the two important functions of the board of directors are advising and
monitoring. Moreover, it is observed that large boards are diverse with reference to the
education, expertise and gender of directors (Laksmana, 2008).

Board size is one of the major characteristics that exert significant pressure on the effectiveness
of the board’s monitoring role, since a large board may have more experience, knowledge, and
opinions from different source. There is a popular assumption that large boards create access
to expertise and resources to a wide range, so also is management oversight (Fauzi and Locke,
2012). Coles, Daniel, & Naveen (2008) in examining the ideal size of a board classified firms
into two categories; complex and simple firms. The authors further observe that the size of the
board has an impact on its orientation and effectiveness.
Hillman and Dalziel (2003) noted that firms raise the size of their board in order to improve
resource dependency by maximizing the provision of their resources. Total number of directors
in a company refers to board size of a firm (Abdullah, 2004; Hermalin and Weisbach, 2003).
Representation on a board can provide stakeholders with beneficial input to board-level
decision (Owen, Swift and Hunt, 2001) and help the board “respond better to the resource
dependencies the company faces”(Ayuso & Argandona, 2007). A larger board is likely to
represent a wider range of stakeholders and promote the needs of additional groups of
stakeholders. Having a large board is beneficial as it can increase company’s value due to its
provision of members from different fields of expertise to a firm. In contract, having a large
board can have a negative impact on decision making, the cost could outweigh the advantages
(Akhatruddin, Hossain & Yao; 2009).

310

10TH ACCOUNTING AND FINANCE CONFERENCE BOOK OF PROCEEDINGS VOLUME 10 ISSUE 2, 2020

Dalton & Dalton (2005) concluded that other scholars argues that a too small board lack the
diversity of opinion and expect advice common in larger firms and smaller boards tend to be
preoccupied with decision making and less on monitoring management’s activities (Tusiime,
Nkundabanyanga & Nkote, 2011).
2.1.3 Board size and corporate social responsibility disclosure
Based on the previous studies, Forker (1992) observed that, having a higher number of
independent directors on the board is a way of cutting down on the benefits of withholding
information and improving the quality of monitoring the financial disclosure. In order to have
better compliance in the disclosure of corporate information, there is mechanism for monitoring
management activities which is independent directors (Rosenstein and Wyatt, 1997 as cited in
Said, Zainuddin and Haron, 2009).
Board size is corporate governance characteristics widely used in corporate social
responsibility disclosure studies. Said, Zainuddin, & Haron (2009) viewed that board size does
not affect CSR disclosure but that there are other contingencies that do not affect board size
and corporate social responsibility disclosure. Many members in the boards may enhance
director’s board might improve the transparency in the firms, considers the shareholders groups
during the board meetings and maximizing the level of voluntary disclosure and CSR practice
and disclosure. In addition, boards with more members may reduce the problems of information
asymmetry (Chen & Jaggi, 2001).
However, Said, Zainuddin and Haron (2009) found that the size of board does not influence
the corporate social responsibility disclosure in both firm annual reports and firm website. In
banks, Jizi, Salama, Dixonn, & Stratling (2014) found that the board size and quality of
corporate social responsibility disclosure are positively associated in the U.S banks. Xie,
Davidson & Dadalt (2003) conclude that a larger board size may bring a greater number of
experienced directors who can organized and divide various function ( control, monitor, advice
and the establishment of strategies), including the tracking of CSR disclosure.
2.1.4 Chief executive officer (CEO) duality.
Another important dimension of the board of directors is the duality of the board chairman and
chief executive officer (CEO). Firth, Fung, & Rui (2007) pointed out that when the board
chairman is the same as the chief executive officer, the effectiveness of the board to monitor
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top management is decreased due to the dominating power of the board chairman and chief
executive officer (CEO) duality. Chief Executive Officer (CEO) Duality refers to a
simultaneous assumption of two positions: the chief executive officer and the chair person of
the board by the same person (Vintila, 2013). On the other hand, unity of command which leads
to effective decision making at the strategic echelon of the firm is established through duality.
On the other hand, power consolidation can entrench a chief executive officer and limit the
ability to effectively monitor and discipline the chief executive officer by the board.
Therefore, the chief executive officer’s primary responsibility becomes the initiation and
implementation of strategic decisions while the board is responsible for ratifying and
monitoring decision made by the chief executive officer. A chief executive officer who also
serves as the board chairman reduces board control and facilitates the potential pursuit of the
chief executive officer’s agenda, which may differ from shareholder goals. Chief executive
Officer duality is likely to lead to a concentration of power and self utility maximizing
behaviour by managers (Dalton, 2005).
2.1.5 Chief executive officer duality and corporate social responsibility disclosure.
There is a significant difference of companies’ driving force to undertake corporate social
responsibility practice between developed and developing countries. While corporate social
responsibility is highly recognized in developed countries, it is viewed from a different
perspective in developing countries. Chief executive officer duality is common in developing
countries due to the prevalence of family ownership, as much; there is a probability that this
duality role may adversely affect corporate social responsibility practices.
Muttakin and Subramanian (2015) viewed that Chief Executive Officers in dual positions may
not be motivated to be visibly accountable to the interest of the broader stakeholders and are
likely to avoid the cost of CSR presentation. Managers’ personal interests are likely to have
effects on the way they undertake corporate social responsibility programmes (Jizi, Salama,
Dixon & Stratling; 2014). For instance, since the board chairman has determining authority
over the board’s agenda, the chief executive officer who also acts as the chairman might
conceal important information from directors and may not be proactive in engaging in ethical
behaviours when they view corporate social responsibility programmes as detrimental to their
personal interest.
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Galbraith (2010) shows that companies who demarcated the CEO-board chair role achieved
better governance on climate change since the CSR assurance can increase the transparency
and reliability of corporate social responsibility information.
2.2

Theoretical framework

An understanding of corporate governance indices like Board size and CEO duality proceeds
from an examination of a number of theories that attempt to explain the basis and rationale
behind this management imperative. These theories principally include:
1.

Agency theory

2.

Stakeholder theory. But this study was be anchored on the agency theory.

2.2.1 Agency Theory
The origin of agency theory can be trace to Ross Stephen and Barry Mitnick. The theory was
worked on by Jensen and Meckling (1976) and is based on the principal-agent relationships.
According to agency theory, company’s owners and directors are seen as different;
shareholders are many in number and do not yield much powers and consequently company
resources are controlled by the management. In this theory, there is the move between the board
of directors of the company and shareholders to protect themselves against excess costs
(Elloumi and Gueyie, 2001).
Agency theory argued that chief executive officer may influence decision making processes
and consequently board of directors may find it difficult to assess chief executive officer in an
effective way in case of duality. The theory, demonstrates well the fundamental conflict of
interest between managers and owners.
The main advantage of Jensen’s and Meckling’s approach is its generality, agency relationships
are all around us. As we will see the same approach can also be used to describe an agency
problem between large and small shareholders. Jensen and Meckling (1976) tried to model the
relationship between owners and managers to be such as exist between a principal and an agent.
According to the theory, managers should maximise profits for the shareholders or owners of
the organization. However, agency problem emanates when managers have different visions
and goal from those of stakeholders about corporate social responsibility.
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Godrey, Hodgson, Holmes & Tarca (2006) stated that the agency problem that arises is the
problem of including an agent to behave as if he or she was maximizing the principal’s
welfare”. By occurrence to several conflicts cause from agency theory problem, CSR
disclosure in certain firm become confusing whether disclosed or not disclosed which actually
leads to corporate social responsibility been vital to their companies’ profitability.
The system of coordination of individual actions is based on delegation and relations (explicit
or implicit) that mandate. Disclosure of social information is an important tool when related to
the management of shareholder-managers relationship. Uncertainty is introduced when the
agent cannot control all the variables related to his task. It is believed that high level of
accountability through disclosure reduce the agency conflict of management and owners and it
is used as a monitoring mechanism (Jensen & Meckling, 1976), high level disclosure may
mandates companies more involvement in corporate social responsibility and then its
presentation ( Mohd & Ghazali, 2007).
Agency theory assumes both the principal and the agent are motivated by self-interest. This
assumption of self interest dooms agency theory to inevitable inherent conflicts. The reliance
of agency theory on an assumption of self-interested agent seeking the maximization of
personal economic wealth is among the objections of the theory. The challenge now lies in
getting agents to either drop their self-interest, or work toward maximizing their self
enrichment while still ensuring the maximization of the wealth of the principal. The
standardization of agency role and activities is necessary, not really due to the universal
selfishness of agents, but because there exist potential differences between the principal and
the agent’s interest.
2.3

Empirical Framework

Haji (2013) conducted a study on corporate social responsibility overtime, in the study a sample
of 85 companies listed on Bursa Malaysia for the year (2006-2009). A multiple Regression
Analysis and descriptive statistics were used. The study discovered that company size, public
ownership and managerial ownership were discovered significant in determining both the level
and quality of corporate social performance disclosure. Also, board size was discovered to have
significant relationship with the level of corporate social responsibility disclosures.
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Kurawa and Abdulrahman (2014), examined the impact of firm governance on corporate social
responsibility of the quoted companies in the Nigerian petroleum marketing industry, five
companies were sampled for the period of 2002-2011. Hypotheses for the study were tested by
employing panel data analysis. Also, the study employed board size, management equity
holding, leadership structure, CEO duality and board composition as independent variables,
while donation/contribution was used as dependent variable. Findings of the study showed that
corporate social responsibility programmes in the Nigerian petroleum industry were driven
majorly by management equity holding and to some extent by other attributes of corporate
governance, board size, board composition and CEO duality.
Khan, Muttakin & Siddiqui (2013) examined the relationship between corporate governance
and Corporate Social Responsibility disclosures, 135 manufacturing firms quoted in Ohaka
stock exchange were sampled for the study. The independent variable was proxied with
managerial ownership, public ownership, board independence, foreign ownership, CEO duality
and audit committee while firm’s age, size and return on assets (ROA) were used as control
variables. The findings of the study showed that CSR disclosures associated with managerial
ownership negatively. However, it was discovered that government ownership, foreign
ownership, board independence and audit committee presence had a positive significant impact
on corporate social responsibility disclosure, but CEO duality was discovered to have no
significant impact on corporate social responsibility presentation.
Muhammand and Sabo (2015) examined the impacts of board characteristics on corporate
social responsibility disclosure of quoted food product firms in Nigeria over the period 20052014. Six firms out of eleven quoted food product firms were sampled for the study. Secondary
data generated from annual reports and accounts of the sampled companies was used for the
study. The data was analyzed by means of descriptive statistics, correlation and regression
analysis using STATA (Version 12) package.
Mohammad, Nor & Norsia (2016) studied board characteristics and corporate social
responsibility disclosure level in the Jordanian banking sector for a sample of 147 banks during
a period of 10 years (2004-2013). The disclosure level was measured by a checklist consisting
of 100 items and the result indicates that the level of disclosure in Jordanian bank was relatively
low. The developed hypotheses were analyzed using multiple regression analysis and the
results also indicated that larger board size and higher level of disclosure are correlated.
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Ramiz, Amir, & Fizzah (2017) examined the effect of board characteristics on corporate social
responsibility disclosure of quoted companies in the Pakistan stock exchange (PSX), Pakistan.
179 companies from financial and non-financial sectors for the period 2009-2015 were
sampled. The data was generated from the annual reports of these companies. The model was
tested using binary logistic regression analysis. The results reveal that board size; number of
meetings and board independence are significant corporate governance characteristics to
establish the link with CSR disclosure.
Considering the empirical reviews, it can be seen that no work has been done on the effect of
board size and CEO duality on CSR disclosure: evidence from quoted Nigerian brewery
companies. In the review of both theoretical and empirical framework, most of the studies on
board characteristics and corporate social responsibility disclosure were based on banks and
other companies while there was less or no work on the brewery sector in Nigeria and that is
the reason the researcher intends to study impact of board size and CEO duality on CSR
disclosure.
3.0 Research methodology
3.1

Scope of the Study

The study focused on evaluating the relationship between board size, CEO duality and
corporate social responsibility disclosure. Nigeria brewery plc, Guinness Nigeria plc,
International plc, and Champion plc were selected for the study due to their immense
contribution to the brewery sector and the economy at large.
3.2

Collection of Data

The data for this study was generated from the accounts and annual reports of Nigeria brewery
plc, Guinness Nigeria plc, International brewery plc, and Champion brewery plc for the period
2009 – 2018. The choice of these periods is to enables IFRS complaint financial statements of
these companies to be examined.
3.3 Population and sample size determination
The population of the study consists of seven quoted brewery companies out of which four
quoted brewery companies were selected as samples of the study based their convenience to
the researcher because of the availability of data in the companies for the sampled periods.
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3.4

Operational Measures of Variables

In this study, the researcher tried to determine the impact which board characteristics have on
corporate social responsibility (CSR) disclosure.

3.6.1 Dependent variable
Corporate social responsibility disclosure index (CSRDI) represents the dependent variable in
this study. Content analysis was used for the study as it has been used widely by accounting
scholars to investigate CSR presentation in annual reports (Ahmad, Rashid and Gow, 2017;
Haniffa and Cooke, 2002).
Content analysis is a procedural repetitive technique for submerging many words into fewer
content categories according to rules of coding (Isa and Muhammad, 2015). This study tries to
measure the CSR presentation using a checklist generated by Hannifa and Cooke (2002) though
modified by the researcher. This checklist has been used by scholars (Isa and Muhammad,
2015; Ahmad, Rashid and Gow, 2017).
A bipartite procedure was applied whereby a company is awarded “1” if an item included in
the checklist is disclosed and “0” if it is undisclosed. The Corporate Social Responsibility
Disclosure index contained 15 attributes labelled ‘a’ to ‘o’ designed into 5 CSR categories
(Appendix 1); a firm could score a maximum of 15 points if all the 15 attributes are disclosed
and a minimum of 0 where none of the attributes were disclosed. The CSR disclosure index is
used to calculate the scores through the formula which is expressed thus:
CSRDI = Edi
i=1
CSRDI = Corporate social responsibility disclosure index
di

= 1 if the item is disclosed; 0 if the item is not disclosed

n

= Total items in the checklist ( i.e 15)

i

= 1, 2, 3.........15

3.6.2 Independent variables
The independent variable for the study is board characteristics. The characteristics
hypothesized to have influence on CSR disclosure and their measurements are discussed below
as it relates to this study.
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i. Board size (BS): The term of measurement was the total number of directors on the board.
Studies that have used this variable include; Isa and Muhammad (2015), Ali and Attan (2013)
and Bouaziz (2014).
ii. CEO duality (CEO DUA): this measures whether the chairman and CEO are different
persons or the same person.
The link between the independent and dependent variables established in the hypotheses were
tested and analyzed using regression analysis test.
3.6

Model specification

In order to evaluate the effect of board size and CEO duality on corporate social responsibility
disclosure, the study adopted the model stated below:
CSRDI = a +b1BS + + b2CEODUA + e
3.6.1 Model estimation procedure
The study employs three step procedures: pre-estimation, estimation and post estimation. Preestimation tests involve the use of descriptive statistics to determine the nature of the data and
whether they are normally distributed through their averages and Jarque-Bera values (Onakoya
et al, 2017).
The second step is to determine the stationarity of the series through the conduct of panel unit
root tests using Levin et al., Im, Pesaran and Shin W-stat (2003), ADF-Fisher Chi-square and
PP–Fisher Chi-square test. Before the conduct of panel co-integration test, the optimal lag
length was determined using Akaike Information Criterion (AIC) and Schwarz Information
Criterion (SIC) in order to ascertain if lagging of the series is necessary and the required optimal
lag necessary to achieve the most appropriate results.
In the estimation step, relying on the outcome of the stationarity of the series, Panel VAR model
was employed. In order to confirm the robustness and validity of regression model result, some
necessary post estimation tests will be conducted in the third step. The tests to be conducted
are serial correlation using VAR residual serial correlation LM test and Granger causality test
using Wald test. These tests are to determine whether the residuals of the model are constant
over the time frame; if there are possibility that the errors exhibit autocorrelation and whether
the independent variables joint cause the dependent variable. The estimations are carried out
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with the aid of E-views version 10 software. Having stated the estimation procedure, the next
section presents the results and discussion of the findings.
4.0 Results and Discussion
The hypotheses were tested using the regression model for CSRDI, BS and CEODUA.
Dummies of 1 were used if the CEO and Chairman are the same and O if the CEO and
Chairman are different persons. The analysis was done using econometric software of Eviews
version 10.
4.1. Preliminary Analyses
The preliminary analyses are in two parts: Descriptive Statistics and Stationarity test
4.1.1. Descriptive Statistics
The characteristics of the data and the summary of the descriptive statistics of the variables
are presented in Table 1.
Table 1 Descriptive statistics
Statistics CSRDI
Mean
12.10

BS
11.15

CEODUA
0.25

Median

11.00

0.00

11.00

Maximum

15.00

15.00

1.00

Minimum

11.00

9.00

0.00

Std. Dev.

1.58

2.01

0.00

Skewness

1.05

0.43

1.15

Kurtosis

2.38

2.06

2.33

Jarque-Bera

8.04

2.70

9.63

Probability

0.01

0.26

0.01

40

40

40

Observations

Source: Authors computation using E-views 10.0 (2020).
There is considerable difference in the trends of the variable over the period of consideration.
This is evidence in the large difference between the minimum and maximum values of all the
series. With the outcome of the descriptive statistic in view, the results show that there are
positive skewness in all the series.

319

10TH ACCOUNTING AND FINANCE CONFERENCE BOOK OF PROCEEDINGS VOLUME 10 ISSUE 2, 2020

The CSRDI, BS and CEODUA are platykurtic in nature, since their values for kurtosis 2.38,
2.06 and 2.33 respectively, are less than 3. This indicates a higher than normal distribution.
The Jarque-Berra statistics represents a goodness of fit where sample data have skewness and
kurtosis matched to a normal distribution. It is a test of normality that combines skewness and
kurtosis. The P value of the Jarque-Bera test reveals that CSRDI and CEODUA series are not
normally distributed while BS is normally distributed.
4.1.2. Stationarity Test Result
Unit Root Test was carried out to determine the stationary of the variables. The results of the
Unit Root test conducted are presented in Table 2.
Table 2: Panel unit root test results
Series Levin, Lin and Chu t* Im, Pesaran and Shin W stat
Equation
Order
of
t-Statistic Prob
t-Statistic Prob
Specification
integration
CSRDI -5.36917 0.000
-1.41287
0.0788
Intercept
1(1)
BS
-5.42351 0.000
- 3.29693
0.0005
Intercept
1(1)
Series ADF-Fisher chi-square PP – Fisher Chi-square
Equation
Order
of
t-Statistic Prob
t-Statistic Prob
Specification
integration
CSRDI 9.35823
0.0527
9.52199 0.0493
Intercept
1(1)
BS
27.8535
0.0005
23.8927
0.0005
Intercept
1(1)
Source: Authors computation using E-views 10.0 (2020).
The results of the panel unit root test summary comprising of Levin et al. t*, Im, Pesaran and
Shin Wstat, ADF-Fisher Chi-square and PP–Fisher Chi-square are presented in Table 2. The
result in Table 2 shows that CSRDI and BS were stationary at first difference since their
respective probability values were less than the 5% significance level while CEODUA was
not examined for stationarity as the variable is already represented in dummies of 1 and 0.

4.2. Estimation Results
4.2.1. Optimal Lag Length Selection
It is necessary to ascertain the optimal lag length. The Optimal lag length is confirmed by the
Akaike Information Criterion (AIC) and the Schwarz Information Criterion (SC). This is
presented in Table 3
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Table 3: Tabular Representation of the Lag length Selection Criteria
Lag

LogL

LR

0

-107.8211

NA

FPE

AIC

SC

HQ

8.746648 7.844364 7.939521 7.873454

73.43274 0.617958 5.192769 5.478241 5.280040
1

-66.69876

*

*

*

*

*

2

-64.84254 3.049502 0.724613 5.345896 5.821683 5.491349

3

-63.64172 1.801235 0.897389 5.545837 6.211939 5.749471

Source: Author’s Computation Using E-Views 10.0

The result above depicts different lag length criteria and the respective lag length chosen. From
the results, LR test statistics, the Final Prediction error, Akaike Information Criterion, Schwarz
information criterion, and Hannan-Quinn information criterion obtained lag length structure(1)
for CSRDI and BS. The implication of the lag length selected explains the effect of the outcome
of previous year on the current year. However, based on the appropriate lag length structure,
the study accepted the lag order (1) for the model. After determining the lag order length, the
Co-integration, and long-run relationship among the variables was determined and explained
in the next section.

4.2.2. Co-integration Test Result
After establishing the stationarity of the variables at first difference and lag length structure,
the study proceeded to test for co-integration among the variables. The Pedroni Engle-Granger
Co-integration test was employed for this purpose. This test is reactive to the length of the lag,
therefore, in order to reduce misleading or spurious results, the optimal lag length which has
been ascertained, influenced the selection criteria. The summary of the result of the Cointegration test is presented in Table 4

Table 4: Result of panel (Engle-Granger Based) test on intercept
Variable
Statistic
Prob
Weighted Statistic Prob
Panel v-statistic -1.454562
0.9271
-0.425196
0.6647
Panel rho-statistic 0.655366
0.7439
0.755694
0.7751
Panel PP-statistic -0.014835
0.4941
0.531542
0.7025
Panel ADF-statistic -0.068226
0.4728
0.567318
0.7148
Group rho- statistic 1.429790 0.9236
Group PP-statistic 0.991164 0.8392
Group ADF-statistic 0.978012 0.8360
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The Pedroni (Engle-Granger Based) co-integration method was conducted. The result is
presented in Table 4. In Table 4, four different statistical results are reported. These are the
panel v-statistic, rho-statistics (both at panel and as group), PP-statistic (both at panel and as
group), ADF-statistic (both at panel and as group). All the four results of Engle-Granger test
are insignificant. The conclusion to be drawn is that, there is no co-integrating relationship
between CSRDI and BS, at such they are not related in the long run.

4.2.3 Panel VAR estimation
P-VAR estimation was carried out following the outcome of the unit root test which shows that
the variables are integrated at order one and the co-integration test showing no co-integrating
relationship between the dependent variable and independent variables. In VAR models all the
variables are treated as endogenous and interdependent. The econometric model for the VAR
of Yt for lag one vector is represented as:
Yt = Ao(t) + A()Yt-1 + A()Xt-1+ t
The variables considered in the PVAR are Corporate Social Responsibility Disclosure Index
(CSRDI), Board size (BS) and Chief Executive Officer Duality (CEODUA). The transformed
VAR models for these variables are represented as:
CSRDIt = Ao(t) + A()CSRDIt-1 + A()BSt-1 + A()CEODUAt-1 + t............Model1
BSt
= Ao(t) + A()CSRDIt-1 + A()BSt-1 + A()CEODUAt-1 + t............Model 11
CEODUAt = Ao(t) + A()CSRDIt-1 + A()BSt-1 + A()CEODUAt-1 + t...........Model 111
In Table 5, the study reports the results of the model with the three variables (CSRDI, BS,
and CEODUA).
Table 5: Result of a 3-variable VAR model
Response of
CSRDI(t)

BS (t)

CEODUA(t)

Response to
CSRDI (t-1)
0.868719
(8.798112)
[0.0000]
0.049748
(0.343589)
[0.7319]
-9.16E-18
(-3.173334)
[0.0020]

N obs.
N cross sections

BS (t-1)
0.076649
(0.973996)
[0.3325]
0.732368
(6.346505)
[0.0000]
1.07E-17
(4.652086)
[0.0000]

40
4
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CEODUA (t-1)
-0.214762
(-0.637136)
[0.5256]
-0.697148
(-1.410434)
[0.1616]
1.000000
(1.02E+17)
[0.0000]
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The study discusses the main results of the 3-variable VAR model first, before progressing to
discuss their variance decompositions. For the four quoted brewery companies, the study
observed that the response of CSRDI to the shock of BS is positive in the estimated coefficients
and impulse responses though insignificantly, this is to show that the size of the size of the
board has an influence on the extent of CSR disclosure, but CSRDI responded negatively to
the shock of CEODUA. The coefficient of CEODUA one period lagged (t-1) is statistically
insignificant in the CSRDI equation, showing that whether the Chief executive officer doubles
as the chairman of the firm does not significantly leads to an increase in the extent of the firm’s
CSR disclosure. Also, the study observed that Board size responded positively but
insignificantly to the shock of the first lag of CSR disclosure had a negative response to the
shock of CEODUA while CEODUA responds positively to Board size shock. Therefore, on
the basis of our results, extent of Corporate Social Responsibility Disclosure (CSRDI) increases
in response to Board size shock. The impulse response magnitude of the variables was also
estimated and presented as Table 6 in Appendix A
Table 7: Variance decomposition analysis
CSRDI
CSRDI
BS
CEODUA

BS

100.0000
4.064836
0.000117

0.000000
95.93516
0.002852

CEODUA
ROW
0.000000
0.000000
99.99703

1
1
1

0.0.0.0.0.0.0.0.0.

Each row represents the variance decomposition of the row variable. Each cell shows how
much the column variable affects the variance of each row variable
The study analyzed the figures presented in Table 6 above showing the variance decomposition
results for the variables under study. The study observed that 100% of forecast error variance
in CSRDI is explained by the variable itself. This means that CSRDI strongly influences itself
and that other variables in the model do not have strongly influence on CSRDI, BS and
CEODUA have strong exogenous impact as they do not influence CSRDI in the long run. This
result is corroborated in the VAR result as CSRD (t-1) has t-statistics of 8.798 showing 86.9%
influence on CSRDI(t). BS influences CSRDI though positively but weakly while the influence
of CEODUA on CSRDI is highly insignificant.0.0.0.0.0.0.0.0.0.0.0.0.0.0.0.0.
BS also strongly predicts itself as it shows a forecast error variance of 95.9% indicating 73.2%
influence on itself as shown in the Var result. CSRDI has about 4.9% impact on BS while
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CEODUA shows an insignificant influence on BS. The result of the decomposition also shows
that CEODUA strongly influences itself with 99.9% forecast error variance and t-statistics of
1.02 which shows 100% influence while CSRDI and BS play highly insignificant influence on
it.
4.3 Post estimation test
4.3.1 Serial correlation test
Serial correlation test was conducted using VAR residual serial correlation LM test to
determine if there are possibility that the errors exhibit autocorrelation. The result of the test is
shown in the table below.
Table 8: VAR residual serial correlation LM test result
Lag

LRE* stat

df

Prob.

Rao F-stat

df

Prob.

1

3.507957

4

0.4767

0.887898

(4, 60.0)

0.4768

The study analyzed the figures presented in Table 7 above. From the table, the VAR serial
correlation LM test result shows that there is no serial correlation among the variables making
the model free from autocorrelation.
4.3.2 Granger causality test
Granger causality test was conducted using the Wald test to determine whether the independent
variables jointly cause the dependent variable. The outcome of the test is presented in the table
below.
Table 9: Wald test result (CSRDI)
Test Statistic
Chi-square

Value

df

Probability

2.176062

2

0.3369

Value

Std. Err.

0.076649
-0.214762

0.078695
0.337074

Null Hypothesis: C(2)=C(3)=0
Null Hypothesis Summary:
Normalized Restriction (= 0)
C(2)
C(3)
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The study analyzed the figures presented in Table 8 above. From the table, the Wald test result
shows that Board size (BS) and CEO duality (CEODUA) do not granger cause Corporate
Social Responsibility Disclosure (CSRDI). This is shown with probability of the chi-square
(0.3369) is greater than the P-value of 0.05.

4.4

Discussion of Findings

From the hypotheses tested and analyzed above, the following findings were observed.
1.

There is a positive but insignificant relationship between firm board size and
the extent of its corporate social responsibility disclosure and also that CSR
disclosure responds positive to the shock of board size. This result agrees with
the findings of Taha (2013), Bouaziz (2014) and Kurawa and Kabara (2014).
But the result is inconsistent with the findings of Ali &Attan (2013), Isa &
Muhammad (2015) and Haji (2014).

2.

Chief Executive Officer (CEO) duality has no significant effect on the level of
corporate social responsibility disclosure and also CSR disclosure responds
negatively to the shock of CEO duality. This result is in line with the findings
of Al-Janadi et al. (2013).

5.0 Conclusion and recommendations
5.1 Conclusion
From the findings on the relationship between Chief Executive Officer (CEO) duality and
corporate social responsibility disclosure of quoted brewery companies, the study found that
various aspects of Chief Executive Officer (CEO) duality insignificantly influenced the level
of CSR Disclosure of quoted brewery companies in Nigeria.
Relating board size to the corporate social responsibility disclosure of brewery companies,
the study found that board size affected the extent of corporate social responsibility disclosure
of brewery companies but to an insignificant extent. This makes the identified firm
characteristics very critical to corporate social performance.

5.2
i)

Recommendations
The position of Chief Executive Officer (CEO) should be separated from that of the
Board chairman for effective checks and balances in the management of corporate
entities in the sector.
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ii)

Large and experienced persons should be put on the boards for effective and efficient
running of business.
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Appendix A
Table 6: Impulse response magnitude
Period
CSRDI
BS
CSRDI 1
0.741500 0.000000 0.000000
CSRDI 2
0.660958 0.081630 -1.37E-17
CSRDI 3
0.589320 0.130698
-2.90E-1
CSRDI 4
0.525557 0.157634
-4.49E-17
CSRDI 5
0.468772
0.169732 -6.06E-17
BS
1
0.219220
1.064994 0.000000
BS
2
0.197438
0.779968 -4.45E-17
BS
3
0.177479
0.575285 -7.78E-17
BS
4
0.159297
0.427823
BS
5
0.142810
0.321166 -1.22E-16
CEODUA 1
-6.91E-20 -3.41E-19
6.39E-17
CEODUA 2
-1.16E-19
-8.43E-20
6.39E-17
CEODUA 3
-1.57E-19
9.27E-20
6.39E-17
CEODUA 4
-1.94E-19
2.14E-19
6.39E-17
CEODUA 5
-2.26E-19
2.96E-19
6.39E-17
Note: Each cell shows a response of the row variable to a shock in column
variable at a given time
Figure 1: Impulse response function to shocks, Panel VAR model
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Abstract:
The study examined effect of audit committee characteristics on credibility of auditors’ report
using quoted commercial banks on Nigeria Stock Exchange for the periods, 2006-2017. The
independent variables for the study include audit committee financial expertise, audit
committee independence, audit committee meetings and audit committee size whilst earning
quality forms the dependent variable. Using a panel regression, the study finds that audit
committee characteristics had positive effect on earnings quality of listed commercial banks in
Nigeria. The study recommends that the regulatory bodies may consider putting in place a
regulation that will ensure that all audit committee members have proven experience in
financial and accounting matters. Also, they should have a minimum meeting attendance rate
of 85% per member.
Key words: Audit Committee Characteristics, Auditor Report, Commercial Banks, Panel
Regression, Nigeria.
1.

INTRODUCTION

Financial failures that occurred in some blue ship companies and banks are partly attributable
to manipulation of accounting figures and reengineering of statement of financial position. This
has raised serious questions about the role of different statutory monitoring organs in those
companies instituted to promote quality and credible financial reporting, protect investors’
interests and control excesses by top management. One of such statutory structures established
by law and instituted by various companies is the audit committee. Dafinone (2001) noted that
the establishment of audit committee in companies in the United States of America and Canada
was to: increase confidence in the credibility and objectivity of the financial statements, assist
directors in discharging their financial reporting responsibilities and to strengthen the
independence of the external auditors. Following, the world major financial crisis in 2008, the
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need to look up for indicators of earnings reliability began to gather momentum. The reality
facing stakeholders in the corporate world is that financial reporting failure has been on the
increase as window dressed accounts generated concerns in the USA leading to collapse of
several companies some of which include Bear Stearns in N/Y City with share value of
$2.2billion in 2008, American Southern Bank valued at $216.6 million in 2009 and MF Global
with share value of $43 billion in 2011 (Dabor & Dabor, 2015).

In Nigeria, Idornigie (2010) averred that Nigeria have multiplicity of code of corporate
governance with distinctive dissimilarities namely; Security and Exchange Commission (SEC)
code of corporate governance of 2003 reviewed in 2011, Central Bank of Nigeria (CBN) code
of 2006 and National Insurance Commission (NAICOM) code of 2009. As specified by the
Company and Allied Matter Act (CAMA), 1990 section 359(3) and (4), every public company
is required to establish an audit committee that shall consist of equal number of directors and
representatives of the shareholders of the company. At least one board member of the
committee should be financially literate who should have knowledge of accounting or financial
management while other members should have basic literacy to read financial statements.
However, the notable failure of corporate governance in Nigeria throws strong doubt on the
effectiveness of audit committees in carrying out their role. Anecdotal evidence shows that the
entire failed banks in Nigeria in the last two decades or so had wonderful audited financial
reports as most of them declared huge profit but went underground few months after these
declarations in their financial statements. For instance, Nigeria had its own share of financial
reporting failure with the problems in Cadbury Nigeria Plc, Afribank Nigeria Plc,
Intercontinental Bank Plc and a host of others whose licenses were withdrawn by the apex bank
in 2009. Most of the emphasis on corporate governance is specifically placed on board
characteristics (Hassan & Bello, 2013) and audit committee characteristics (Agrawal &
Chadha, 2005).
The crises that bedeviled the financial sector’s post publication of audited financial reports
called for the concern of indigenous researchers. Some people have argued that lack of
formidable audit committee was responsible for the abysmal reporting earnings quality, others
pointed out that the major cause for this crisis was lack of active board (Dabor & Dabor, 2015).
Accordingly, the collapsed of several (both old and new generation) banks in Nigeria had been
partly attributed to failure in corporate governance of which audit committee is relatively more
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pronounced. This resulted in poor performance of many banks which subsequently led to
closure and de-enlistment from the NSE (CBN, 2010). The study is germane to identify key
determinants, among the array of audit characteristics, of earning quality for deposit money in
Nigeria.
Statement of the Problems
Financial reports are meant to be a formal record of business activities that should provide an
overview of the financial position to the users of these financial statements such as
shareholders, managers, employees, tax analyst, potential investors, lenders, etc. However in
recent times, weak internal control systems, ignorance on the part of the board of directors and
audit committee members and financial manipulations by reporting auditors have occurred in
companies. In the early 1990s, Nigeria experienced the collapse of her first generation banks
like the National Bank, African Continental Bank (ACB), New Nigeria Bank, Progress Bank,
Pan African Bank and a host of others. Corporate governance failures were blamed to be the
cause of these collapses. This led to loss of thousands of jobs with spillover effects on other
sectors leading to social vices like kidnappers, prostitutions, insecurity, armed robbing etc that
is today being witnessed in Nigeria.
Research Questions
In light of the above problems, the following research question becomes pertinent, namely,
what are the key determinants among audit committee characteristics of earnings quality of
deposit money banks in Nigeria?
Objectives of the Study
The specific objective of the study is to assess the key determinants among audit committee
characteristics of earnings quality of deposit money banks in Nigeria,
Research Hypotheses
One null hypothesis (Ho) is tested by the study, namely:
Ho: Audit committee characteristics have no impact on earnings quality of deposit money
banks in Nigeria.
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Significance of the Study
The outcomes of this study would be beneficial to management of banks, regulatory authorities,
finance and accounting professional institutions, economic and financial analysts and
researchers.
2. REVIEW OF RELATED LITERATURE
A number of definitions exist in the literature that attempt to conceptualize audit committee
from various perspectives. Audit committee is an arm of the organization that provides
oversight of the financial reporting process, the audit process, the system of internal
controls and compliance with laws and regulations. The audit committee can expect to review
significant accounting and reporting issues and recent professional and regulatory
pronouncements to understand the potential impact on financial statements. According to the
Bank of Britain, audit committee is defined as a subcommittee of the board of directors that is
responsible to follow-up financial matters in the company and to assist the board in making
financial decisions in which the board may not have the time and expertise to know its details.
Hamdan et al, (2013) define audit committee as the department that is in charge of monitoring
an organization’s financial reporting and authenticating its accuracy. Their primary
responsibility is to provide an objective and unbiased view of the organization’s practices.
From the empirical corridor, Nelson and Jamil (2011) examine audit committees and financial
reporting quality following the government transformation program in Malaysia. Using sample
of 20 out of 33 firms for the period of 2003 to 2009, they found a positive relationship between
audit committee size and earnings management. Teite and Machuga (2010) provided evidence
on the relationship between the audit quality and earnings quality. They found that companies
that hire high quality auditor were likely to reap high earnings quality. Lin and Hwang (2010)
found that earnings management has a negative relationship with independence, expertise and
number of meetings of audit committee. Rainsbury, Bradbury and Cahan (2009) assessed the
relationship between the quality of audit committee and financial reporting quality and found
no significant relationship. They averred that the surprising result suggested that the benefits
of high quality audit committee may be less expected by regulators and decision makers.
Similar studies have also been conducted in Nigeria, Aderemi, Osarumwense, Kehinde and
Egbide (2016) assessed the relationship between audit committee attributes and financial
reporting quality in quoted companies in the Nigerian Stock Exchange. The study used 131
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observations covering the periods, 2006-2012. Employing the multiple regression
methodology, the study found that financial reporting quality was positively and significantly
responsive to changes in audit committee characteristics. Muhammad, Ayoib and Noor (2016)
investigated the effect of audit committee characteristics on the quality of financial reporting
of listed firms in Nigerian. They employed multivariate regression analysis with a sample size
of 101 and firms-year longitudinal panels of 505 observations of non-financial listed companies
on Nigerian Stock Exchange for the period 2010 to 2014. The results showed that company
age and size significantly affected quality of financial reporting. Also, audit committee, share
ownership and financial expertise were found positive and statistically significant indicating
that audit committee monitoring mechanisms influence the financial reporting quality of listed
nonfinancial firms in Nigeria.
Development of Basel accords
Basel I: In the early 1970s, financial instability occurred around the world and the international
financial markets faced severe financial disruptions. Attempt to mitigate the problem led to the
establishment of the Basel Committee on Banking Supervision in 1974 (Gabriel, 2019). The
Committee noted that the capital ratios of major international banks were declining while
international risks were growing. This Accord which came to be known as Basel 1 was
approved by the governors of the G10 countries in 1988 and was called the Basel Capital
Accord (Jablecki, 2008). The 1988 Accord focused mainly on credit risk which arises whenever
the borrower is unable to pay back a loan or meet a contractual obligation. Additionally, the
market risk was added to the Basel Accord in 1996. The goal was to incorporate within the
capital requirement the “risks arising from bank’s exposures to foreign exchange, traded debt
securities, equities, commodities and options (Bank for International Settlements, 2013). Under
this Basel arrangement, institutions were required to hold an amount of capital equal to at least
8% of risk weighted assets, 4% of which must be made of core capital known as tier 1 and tier
21.
Basel II: The rapidly growing international financial market rendered Basel I operationally
deficient thereby necessitating new thinking by way of new capital adequacy framework which
was developed in 2004 and called Basel II. Basel II anchors its principles on three different
pillars. Pillar 1 encompasses minimum capital requirements. Operational risk is added to the

1

. A major limitation of Basel I is its non-inclusion of operational risk.
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existing risks of Basel I. Thus, the minimum capital requirements are based on the credit,
market and operational risks. Likewise, the minimum 8% capital adequacy of the Basel I
framework is retained. Whilst pillar 2 anchors on the prudential supervision process, pillar 3 is
related to the market discipline and the transparency principle. However, Basel II is not without
limitation. Even if it was more sensitive to risk than Basel I, it did not take into consideration
some crucial risks, such as the reputation risk, the systemic risk and the liquidity risk.
Basel III: The aim of Basel III philosophy is to take on the same principle as Basel II. It is
based on two main objectives namely, that the institutions have to possess a higher level of
equity in order to deal with potential losses and also these institutions should operate at lower
risk levels (Gual, 2011). Basel III is encapsulated in four subheadings such as the strengthening
of capital, the global liquidity standard, the risk coverage and the leverage ratio (Raman, 2015).
As in Basel II, they are required to hold an amount of capital equal to at least 8% of riskweighted assets where 4.5% of the risk weighted assets should be of common equity tier 1, the
highest quality (European Council, 2015).
Capital Adequacy Ratio (CAR)
CAR is a specialized ratio used by banks to determine the adequacy of their capital keeping in
view their risk exposures. Basel 2 and 3 require a minimum capital adequacy ratio so as to
provide the banks with a cushion to absorb losses before they become insolvent. Two types of
capital are measured namely tier 1 capital, which has capacity to absorb losses and keep the
bank running, and tier two capital, which also absorb losses in the event that the bank windsup thus providing a lesser degree of protection to depositors.
CAR is computed as follows:

CAR =

Tier − one − capital + Tier − Two − capital
Risk − Weighted − Assets

This minimum capital is being stipulated by the CBN for all deposit money banks in Nigeria
so as to ensure that depositors and shareholders wealth are protected. For instance in 2008,
average CAR for commercial banks operating in the economy stood at 18.9% which exceeded
the 8% of capital base stipulated by Basel Accords. It rose to all-time high of 35.0% in 2012
before declining to 18.6% in 2019. As long as CAR does not fall below the Basel threshold of
8%, shareholders’ wealth continues to be sustainable. Fig 1 highlights the trend of CAR in
Nigeria for the periods, 2008-2019.
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3.

METHODOLOGY

Research Design
The study adopted ex-post factor research design by using a combination of cross-sectional and
time series data from annual reports of banks listed on the floor of the Nigerian Stock
Exchange.
Area of the Study
The study was undertaken using banking sector in Nigeria, specifically commercial banks listed
on the Nigerian Stock Exchange. This is predicated on the existence of an organized audit
committee in these banks as required by Section 359(3) of CAMA 1990 Act.
Population of the Study
The population of the study consisted of all commercial banks listed on the floor of the Nigerian
Stock Exchange (NSE). Accordingly, fifteen (15) commercial banks are listed on NSE.
Table 1: List of Quoted Commercial Banks on the NSE
S/No
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.
11
12
13.
14.
15
Source: NSE (2018)

Names of Banks
Access Bank Plc
Diamond Bank Plc
Eco Bank Transnational Incorporated
FBN Holdings Plc
FCMB Group Plc
Fidelity Bank Plc
Guaranty Trust Bank Plc
Skye Bank Plc (Polaris Bank)
Stanbic IBTC Holdings Plc
Sterling Bank Plc
Union Bank Nigeria Plc
United Bank for Africa Plc
Unity Bank Plc
Wema Bank Plc
Zenith Bank Plc

Sampling and Sample Size
A sample size of ten commercial banks was selected based on random sampling technique.
According to Beasley, Carcello, Hermanson and Neal (2009), it is common in research studies
to use 10%. They argued that a sample size of 10% of the universe has been proved to be more
than adequate in research projects. Ogolo (1996) cited in Tapang et al (2015) corroborated this
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idea when he posited that where a population is known, at least 10% of it constituted a
researchable sample. In the current study, ten (10) commercial banks were selected, amounting
to over 67% of the population.
Method of Data Collection
As corporate governance audit committee variables are mainly secondary data, they were
therefore obtained from the annual reports of the sampled deposit money banks from 2006 to
2017. Effort was also made to reconcile the data with those from NSE annual report and fact
books.
3.6 Method of Data Analysis
The data extracted from various annual reports involved cross section of listed commercial
banks over a period from 2006-2017. The study therefore used panel data regression analysis
which involves the determination of panel unit root test, fixed effect regression as well as
random effect regression using the Hausman and Breusch Pagan tests. In what follows, panel
unit root test analysis was conducted to determine the order of integration of the variables. This
is necessary in order to avoid spurious results arising from the regression estimation.
Model Specification
A linear regression model is specified in line prior studies such as Hussaini and Gugong (2015)
and Muhammad et al (2016) as follows:
ENQ = f (ACFX, ACID, ACMT, ACSZ, BDSZ)
In applying the stochastic form, the model is formulated as follows;
ENQit = β0 + β1ACFXit + β2ACIDit + β3ACMTit + β4ACSZit + β5BDSZit + Uit
Where:
ENQ = Earnings Quality, ACFX = Audit committee financial expertise, ACID = Audit
committee, independent and ACMT = Audit committee meeting
4. PRESENTATIO AND INTERPRETATION OF RESULTS
Table 2: Panel Unit Root Test Results
Variables
Levin, Lin & Chu t*
Probability
Order of Integration
ACFX
-9.010
0.0000
1(0)
ACID
-5.340
0.0000
1(0)
ACMT
-3.371
0.0001
1(0)
ACSZ
-5.604
0.0000
1(0)
ENQ
-1.788
0.0368
1(0)
---------------------------------------------------------------------------------------------------------------Source: Extracted by Author from Appendix
Table 2 is the stationarity test using the Levin, Lin and Chu statistic values of each variable
and their corresponding probability. The test indicates that they are significantly integrated at
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level differencing and at 5% level of significance. Accordingly, the method of data estimation
engaged in the study was the panel data analytical technique. The results of each model indicate
that the fixed effect regression is always consistent. Gujarati, Porter and Gunasekar (2012)
noted that the efficiency between the fixed and random effect model is determined by the
number of cross sections and number of time period. They stated that if the number of time
period is larger than the number of cross sections, the fixed effect is more efficient and
preferable in estimating the long panel data and if otherwise, the random effect is more
efficient.
Estimation of audit characteristics and earning quality
Table 3: Hausman Test on Earnings Quality and ACC
___________________________________________________________________________
Test summary
Chi square
Probability
___________________________________________________________________________
Cross section random
3.452
0.631
___________________________________________________________________________
Source: Extracted by Author from Appendix
Tables 3 is Hausman test result and it indicates chi square probability of 63% which is more
than 5% level of significance. In what follows, fixed effect and random effect regressions were
estimated to determine the relationship between earning quality and ACC variables.
Observably, the random effect regression mimics the fixed effect model with basically the same
impact on earning quality. Consequently, the fixed effect results in Table 4 is interpreted. A
cursory look at Table 4 therefore reveals that the explanatory variables (i.e, ACC and board
size) account for only 17% variation in earning quality as indication by the R2. This poor fit of
the R2 may not be unconnected with the diversities in cross-sectional data and which in the
present case is samples of deposit money banks.
Table 4: Regression Estimation of Earnings Quality and ACC
Dependent Variable: ENQ
Method: Fixed Effect
Variables
Coefficient
Std error
t-statistics
Constant
0.19
0.29
0.68
ACFX
-0.01
0.04
-0.21
ACID
-0.20
0.04
-0.48
ACMT
0.01
0.02
0.53
ACSZ
0.03
0.03
1.18
BDSZ
-0.00
0.04
-0.00
R2 = 0.17, DW = 1.72, F-stat 1.72, Observations = 120
Source: Extracted from Eview 9.1
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Table 5: Regression Estimation of Earnings Quality and ACC
Dependent Variable: ENQ
Method: Random Effect
Variable
Coefficient
Std error
t-statistics
Constant
0.22
0.28
0.79
ACFX
-0.01
0.04
-0.29
ACID
-0.02
0.04
-0.53
ACMT
0.01
0.02
0.47
ACSZ
0.04
0.03
1.26
BDSZ
-0.01
0.04
-0.17
R2 = 0.17, DW = 1.72, F-stat 1.72, Observations = 120
Source: Extracted from Eview 9.1

Probability
0.43
0.83
0.63
0.60
0.24
0.99

In the case of DW statistics, Dublin and Watson have calculated a range of 1.59-2.41 within
which absence of serial correlation should fall. Thus, The DW of 1.72 indicates no evidence of
serial correlated in the model. However, the F-stat reveals that the model is barely significant.
Accordingly, Table 4 shows that audit committee financial expertise, audit committee
independence and bode size exerted negative impact on earning quality. On the other hand,
earning quality had positive response to changes in audit committee meeting and audit
committee size. However, all five explanatory variables are statistically insignificant as the tstatistics is less than 2 or the respective probabilities exceed 0.05. For a variable to be
significant, the t-statistics must be 2 and above or p-value less than 0.05. The implication on
the findings is that neither positive nor negative variables had any impact on earning quality
but instead a potential to cause changes in the latter.
5.

CONCLUDING REMARKS

The study examined effect of audit committee characteristics on credibility of auditors’ report.
It carried out the investigation using the banking sector in Nigeria. It employed a cross section
of 10 banks over a period 2006 to 2017. The study utilizes fixed and random effect regressions
for the analysis and found that ACC and board size had statistical insignificant impact on
earning quality of deposit money banks in Nigeria. The study therefore recommended that the
regulatory bodies such as the SEC, the CBN and Nigeria Deposit Insurance Corporation
(NDIC) should put in place a regulation which ensures that all audit committee members have
proven experience in financial and accounting, meeting attendance rate of minimum 85% per
member for regular intervals, and simulated period. This would improve the committees role
in ensuring earnings quality of banks.
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Also, regulatory bodies may consider dual reporting system to include rendering returns to the
regulatory authorities and there should be mandatory continuous professional training for audit
committee members who all have proven financial experience. This will provide members of
audit committee with requisite knowledge on determining wrong signals relating to capital
erosion and also maintain due diligence on all internal control matters. Finally, audit committee
members should ensure that facilities are granted in accordance with the credit guidelines and
sanction all erring staff of any infraction.
As with all studies, the major limitations of this study are the inability of the researcher to
control some variables which might have been in operation during the study. They include all
the publicly quoted companies in Nigeria which have audit committees.
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Abstract
The objective of this paper is to examine the determinants of tax productivity in West African
countries from 1980 to 2018. Ex post facto research design was adopted and unbalanced panel
data collected on agriculture value added as percentage of GDP, industry value added as a
percentage of GDP, trade openness as a percentage of GDP, inflation rate, foreign direct
investment as percentage of GDP, gross domestic product per capita growth and population
growth as determinants. Data on total revenue for the period was equally collected and used
as proxy for tax productivity. These data were sourced from World Bank Indicators and
International Centre for Tax development - ICTD/ UNU-WIDER Government Revenue Dataset
2019 and analyzed using panel least squares regression technique. Results indicate that
industry value added, trade openness, foreign direct investment, and population growth have
significant positive effects on tax productivity, while agriculture value added, inflation rate and
gross domestic product per capita growth have negative and insignificant effects. The paper
concludes that the identified factors are critical in shaping tax productivity in West Africa and
recommends practicable tax policy adjustments to remove bottlenecks in taxation of operations
in the agricultural sector, reduce inflationary pressures and promote industrial activities
across all sectors for the needed growth in tax productivity within West African countries.
Keywords: Tax productivity, Gross domestic product, Value added, Trade openness, Inflation
rate, Foreign Direct Investment, Population growth, Total Revenue
The most critical criterion that a tax system can meet is revenue adequacy (Oriahki and
Osemwengie, 2013). Many West African countries' current budget deficits show that their tax
structures are not revenue-generating (Osoro, 1993). A successful tax structure necessitates a
higher level of tax yield responsiveness to changes in national income (Meshak, 2014). For
developing countries, such a tax system becomes desirable in order to provide money for
government spending, both for consumption and to finance development expenditure.
According to Amin (2000), as cited in Okech and Mburu (2011), assessing tax productivity is
relevant because it not only allows for the analysis of the tax system's responsiveness, but it
also affects the system's equity and performance. Since taxation is the primary source of
government revenue in West Africa, its ability to produce adequate revenue is influenced by a
variety of socioeconomic and political factors that can either positively or negatively affect tax
revenue (Workineh, 2015).
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Thus analyzing the determinants of tax productivity would rely on identifying factors that affect
tax revenue and the reasons for low tax revenue in order to proffer solutions.
The research will concentrate on determinants of tax efficiency in West African countries in
order to understand differences in resource mobilisation of West African countries. The lack
of research on the determinants of tax productivity in West African countries provided the
impetus for this report. Many researchers have concentrated on examining tax productivity
using either tax buoyancy or tax elasticity without considering the factors that affect or assess
tax productivity. The findings of the investigation will have greater policy implication that will
help to ascertain factors that affect tax productivity of West African nations. In light of this,
the current research employs panel regression to try to classify the determinants of tax
productivity. The following is how the paper is organized: Section 2 examines relevant
literature; Section 3 addresses data sources and methodology; Section 4 examines
methodological findings; and Section 5 concludes with remarks.
2. 0

Literature Review

2.1

Conceptual framework

The following are discussed
2.1.1 Agriculture Value Added
Agriculture's share of GDP and tax productivity are expected to have a clear negative
relationship. However, according to Nezhad, Ansari, and Moradi (2016), a positive relationship
between agricultural share of GDP and agricultural exports may exist in a situation where
agricultural exports dominate more in the exporting sector. Agriculture's share of GDP was
found to be negative and substantially correlated with tax revenue in studies by Nezhad et al.
(2016); Gobachew, Debela, and Shibiru (2018). Terefe and Teera (2018); Shiekh, Akhtar,
Abbasi, and Subhani (2018); Boukbech, Bousselhami, and Ezzahid (2018) all found that
agriculture's share of GDP has a positive impact on tax revenue. Empirical findings have been
mixed as regards the effect of agriculture share in GDP on tax revenue.
2.1.2 Industry Value Added
The effects of industrialization on revenue generation are seen as a percentage of GDP. Its aim
is to capture the impact of industrial growth on the generation of tax revenue in West African
countries. Increases in the industrial sector's growth would result in higher direct taxes in the
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form of corporate income tax, indirect taxes in the form of value added tax, and excise duties
on domestic goods (Workineh, 2016). Workineh (2016), Gobachew et al. (2018), and Balanika
and Bosker (2018) found a positive and important relationship between industrial share of GDP
and tax revenue in their studies. These results differ from those of Begum (2007), who
discovered a positive and insignificant relationship between the two variables. Ndiaye (2017)
results showed that industrial share in GDP was insignificant. The findings of the authors so
far showed conflicting results.
2.1.3 Trade openness
The degree of openness of an economy is measured by the number of imports and exports as a
percentage of GDP. Because of the rise in trade volume engendered by trade liberalisation,
which in turn raises foreign trade tax revenue due to an increase in the base, an economy's
openness to international trade is projected to have a positive impact on tax revenue (Ndiaye
and Korsu, 2012). Higher trade openness, on the other hand, is likely to result in lower taxes
received on imports and exports, which could have a negative effect on taxes and revenue
(Atsan, 2017). According to Balanika and Bosker (2013), trade openness has a positive and
important relationship with economic development. However, trade openness was found to be
negative using two separate models.
2.1.4 Inflation rate
Increased inflation would result in lower tax revenue. According to Terefe and Teera (2018),
inflation is linked to how the government responds in the event of a price rise over time. In the
long run, inflation is negative and important, according to Workineh (2015), and it is the same
in the short run. Gobachew et al. (2017) discovered that inflation has a statistically significant
negative impact on tax revenue, while Belay (2015) discovered that inflation is positive yet
insignificant; Masiya et al. (2015); Boukbech et al. (2018) discovered that inflation has a
positive impact on tax revenue. The authors' results are therefore inconclusive.
2.1.5 Foreign Direct Investment
Foreign Direct Investment (FDI) reveals net inflows (new investment inflows less
disinvestment) in the reporting economy from foreign investors, and is divided by GDP. A
general growth in FDI would increase the tax base, boost tax efforts and tax revenue collection.
As a result, an increase in FDI will help the Southern African Development Commission raise
more tax revenue. Foreign direct investment was found to be optimistic and significant by
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Belay (2015), but negative and significant by Simbachawene (2018) when it came to tax
revenue.
2.1.6 Gross Domestic Product per Capita Growth
The annual percentage growth rate of GDP per capita based on constant local currency is
known as GDP per capita growth. Increased revenue from sales tax, value added tax, excise
duties, corporate income tax, and other sources would benefit from increased gross domestic
product per capita growth (Saibu and Olatunbosun, 2013). According to Terefe and Teera
(2018), if GDP continues to rise, GDP per capita would rise as well, which is an indicator of
one country's relative economic output in comparison to another. As a result, higher income
leads to higher GDP per capita, which leads to a higher tax-to-GDP ratio. As a result, it is
predicted that GDP per capita and tax revenue would have a positive relationship. Workineh
(2016) found that real gross domestic product per capita has a negative and negligible impact
on tax revenue in the short run, but is optimistic and meaningful in the long run.
According to Gobachew et al. (2018), GDP per capita has a substantial positive impact on tax
revenue. Begum's (2007) findings revealed a negative and non-significant gross domestic
product per capita. According to the findings of Atsan (2017), gross domestic product per
capita was negative and insignificant.
2.1.7 Population growth
Population growth rate shows the growth rate of population in years and its effect has been
ambiguous. Cyan, Vazquez and Vulovic (2013) opined that a higher population of people
makes tax easier while higher population may promote informal activities that are difficult to
tax. According to Bird et al. (2014) as cited by Atsan, (2017), countries having high population
growth affect tax collection negatively. This is because the higher the population, the higher
will be the use of taxation. Most studies estimated that higher population growth would affect
tax revenue negatively. Begum (2007) found population growth to be negative and significant.
Atsan (2017); Boukbech et al. (2018) found population growth rate was negative and
insignificant with tax revenue.
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2.2

Theoretical framework

2.2.1 Traditional tax handle theory
Tax handles are instruments that governments use to control the extent of tax revenue
adjustments. Changes in tax rates, the implementation of new taxes, and the improvement of
tax machinery are among the possibilities (Gituku, 2011).
Solow (1956) and Swan (1957) were early contributors to conventional tax handle theory
(1956). In terms of economic growth, the theory emphasizes the value of fiscal policies. They
believe that fiscal policies, especially taxation, play a role in determining the degree of
economic growth that a country may need. To put it another way, in order to achieve a certain
level of per capita income growth, a certain level of national income must be generated through
taxes (Edewusi and Ajayi, 2019). Mansfield In terms of tax structure, Mansfield (1988) is one
of the proponents of tax handle theory. It claims, according to him, that low-income countries
are forced to raise revenue from easily controlled taxes. Administrative constraints, on the other
hand, tend to decrease as countries develop and make better tax decisions. Liebman (2003) as
cited by Garikai (2009) opines that tax handles indicators usually include per capita wages,
trade taxes and the proportion of people residing in urban areas. This tax handle theory is
important for this study because it is the key theory that is linked to the majority of the variables
that have been identified as determinants of tax productivity.
2.3

Empirical review

Aggrey (2011) used quarterly data from 1988 to 2008 to investigate the determinants of tax
revenue in Ghana. Government spending, actual gross domestic product, financial deepening,
and tax revenue were the variables studied. The Auto Regressive Distributed Lag (ARDL)
approach to cointegration was used in this analysis. The analysis revealed that government
spending was critical in generating tax revenue in the long run, but had a negative impact on
tax revenue in the short run for the study period. In the short term, real gross domestic product
had a positive impact on tax revenue, but in the long run, it had a negative impact. When both
the short run and long run dynamics were used, the results showed that financial deepening had
a negative effect on tax revenue. According to the report, the Ghanaian government should
increase government spending in the productive sectors, which would have a positive effect on
all types of taxation, resulting in an increase in tax revenue. In addition, the number of years of
tax holidays and exemptions should be decreased in order to boost tax revenue and promote
economic growth and development.
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Balanika and Bosker (2013) used a survey of 71 developing countries from 1990 to 2005 to
investigate the relationship between trade openness and economic development. After
optimizing for important growth determinants and using an augmented Solow growth model
in a panel data review for both fixed and two-way fixed effects specifications, the study found
that trade openness had a positive and meaningful impact on economic growth in a sample of
East Asian, Latin American, and Sub-Saharan African countries.Saibu and Saibu and
Olatunbosun (2013) investigated the complex relationship between tax variables and five major
macroeconomic variables: real GDP (GDP), openness (OPN), official exchange rate (EXH),
inflation rate (INF), and external debt-to-GDP ratio (DET). The paper used secondary data
from the Nigerian economy from 1970 to 2011 and used an error correction mechanism to
determine long and short run relationships between the variables. The findings of the study
revealed that in Nigeria, economic growth has a positive impact on tax revenue, while exchange
rate depreciation and inflation have a negative impact on tax revenue. Contrary to expectations,
trade liberalization appears to have had no negative impact on tax revenue and, on the contrary,
appears to have boosted revenue production. The government's ability to raise tax revenue is
also harmed by the external debt burden. The study's overall conclusion is that macroeconomic
uncertainty and the degree of economic activity in Nigeria are the primary drivers of tax
buoyancy and tax effort. Despite giving a positive sign, exchange rate fluctuations had no major
impact on tax revenue.
Nezhad et al. (2016) used a generalized method of moment of regression on a panel of 83
countries from 1990 to 2012 to test the hypothesis that trade openness leads to increased tax
revenue and to determine the statistical significance of possible tax determinants. The findings
revealed that greater trade openness was linked to increased tax revenue. Other variables
revealed that tax revenue is positively linked to GDP growth and the democratic structure of
the economy, while the share of agriculture in GDP, the official exchange rate, and urbanisation
are important but negatively related to tax revenue. Boukbech et al. (2018) in their paper
attempted to classify the key determinants of tax revenues for lower-middle-income countries.
The annual data used was taken from the World Bank database for a panel of 29 countries
during the period 2001-2014. The econometric approach used the panel data technique to
estimate the tax potential (B) equation first, and then the tax effort (e) in a second phase. Their
research discovered that per capita GDP and the share of agriculture's value added have a strong
and substantial impact on tax revenues. The degree of transparency had a positive but
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insignificant impact. Growth in the population had a negative and negligible effect. As regards
tax effort. As regards tax effort, the impact of inflation and public expenses were significantly
positive. The relationship between tax effort and the variables official assistance received and
external debt is significantly negative.
Terefe and Teera (2018) used a novel dataset spanning 1992 to 2015 to empirically analyze the
primary determinants of tax revenue in East African countries using a panel data cointegration
method. After evaluating the stationarity of the variables using panel unit root tests of
stationarity based on the LLC, IPS, and ADF tests of stationarity, the model was estimated
using the fixed generalized least square (FGLS) and dynamic panel data general method of
moments (GMM) models. Per capita GDP, foreign assistance, trade openness, share of
agriculture, share of industry, and share of services all had positive contributions for tax
revenue in the long run projected equation from the FGLS result of East African countries
over the study period. Urbanization, the official exchange rate, and the rate of inflation, on the
other hand, had a negative effect on the region's tax revenue to GDP ratio. PVECM one year
lagged tax revenue and urbanization had a negative effect on current period tax revenue in the
short run, while two period lagged urbanization and official exchange rate had a positive
impact. They advised East African countries to follow economic policies that would result in
low inflation and beneficial trade policies. It was also recommended that countries establish a
prudent macroeconomic policy environment that promotes economic integration across
sectors, mobilizes domestic resources, and improves external trade policies to make each
country’s growth sustainable on the basis of domestic resource mobilizations.
3.0

Methodology and data

Ex post analysis was used in this study. Ex-post facto design is a non-experimental testing
method that compares pre-existing data on a few variables. The focus of the research is on West
African countries. The selection of the 1980 to 2018 era and countries is focused on data
availability as well as the need for a data set of variables that are calculated in a consistent and
accurate manner. Furthermore, the West African countries studied account for 70.84 percent
of the region's GDP (Arodoye and Ighodaro, 2018). The study made use of panel data for
sixteen (16) West Africa countries for thirty-eighty (38) years that date from 1980 to 2018.
Secondary information was gathered. Total tax revenue, agriculture value added as a
percentage of GDP, industry value added as a percentage of GDP, gross domestic product per
capita growth, trade openness, inflation, foreign direct investment (FDI), and population
350

10TH ACCOUNTING AND FINANCE CONFERENCE BOOK OF PROCEEDINGS VOLUME 10 ISSUE 2, 2020

growth were all collected as secondary data. World Bank Development Indicator, OECD
Revenue Data Base, African Development Indicator, International Monetary Fund GFS
database, and International Centre for Tax and Development (ICTD/ UNU-WIDER
Government Revenue Dataset 2019) were used to compile the information.
Table 3.1

Summary of variables, their hypothesised sign and explanations

Study Variable

Definition of variables

Source

tax Total tax revenue generated by ICTD/UNUgovernment, excluding grants WIDER
and social contributions.
Government
revenue dataset
Agriculture
It indicates the percentage of World
value added (% agriculture sector in gross Development
of GDP)
domestic product.
Indicators).

Hypothes
ised sign

Total
revenue

-

Independen
t variable

+

Independen
t variable

+

Independen
t variable

World
Development
Indicators).

-

Independen
t variable

World
Development
Indicators).

+

Independen
t variable

World
Development
Indicators).

+

Independen
t variable

World
Development
Indicators).

?

Independen
t variable

Industry value It indicates the percentage of World
added (% of industry sector in gross domestic Development
GDP)
product.
Indicators).
Trade openness This is defined as imports plus
(% of GDP)
exports as a percent of GDP,
which reflects the degree of
openness of an economy.
Inflation
Inflation as measured by the
consumer price index reflects
the annual percentage change in
the cost to the average consumer
of acquiring a basket of goods
and services that may be fixed or
changed at specified intervals,
such as yearly.
Foreign direct This series shows net inflows
investment (% (new investment inflows less
of GDP)
disinvestment) in the reporting
economy from foreign investors,
and is divided by GDP. The
expected sign is positive.
Gross domestic This is Annual percentage
product
per growth rate of GDP per capita
capita
based on constant local
currency.
Population
Annual population growth rate
growth
for year t is the exponential rate
of growth of midyear population
from year t-1 to t, expressed as a
percentage.
Source: Author’s computation 2020
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3.6

Model Specification

This study adapted the econometric model of Olaoye et al., (2019)
TAXPROD = βO +β1DSKAUD + β2FIDAUD + β3BAKDAUD + μ
Where TAXPROD = tax productivity (tax revenue was used as a proxy for tax productivity),
Explanatory variables
DSKAUD = desk audit; FIDAUD = field audit; BAKDAUD = back duty audit
βO = intercept,
β1 – β3 = slope of the regression line
However, the model was modified as follows
TAXPROD = F (AGRIC, IND, TO, INF, FDI, GDPPCG, POPG)
Then in Stochastic form it is;
TAXPRODit = βO +β1AGRICit + β2INDit + β3TOit + β4INFit + β5FDIit + β6GDPPCGit+
β7POPGit + ε it
Where TAXPROD = tax productivity (total tax revenue was used as a proxy for tax
productivity) in country i during period t
AGRIC = agric value added as percentage of GDP; IND = industry value added as percentage
of GDP; TO = trade openness as percentage of GDP; INF =inflation rate,; FDI = foreign direct
investment as percentage of GDP; GDPPCG = gross domestic product per Capita growth;
POPG = population growth rate
βO = intercept,
it = Cross-sectional (i) time (t)
εit = Error term used in the model.
β1 – β7 = Beta coefficient of the independent variables.
4.0

Results and Discussion

Table 4.1: Descriptive statistics of dependent and independent variables
Mean
Median
Maximum
Minimum
Std. Dev.
Skewness
Kurtosis
Jarque-Bera
Probability
Sum
Sum Sq. Dev.
Observations

TTR
14.27028
13.09000
39.70000
1.730000
6.965029
0.917411
3.847794
103.3247
0.000000
8662.060
29398.05
607

AGRIC
29.36352
28.81000
79.04000
3.330000
13.65423
0.411424
3.231585
18.17640
0.000113
17530.02
111117.1
597

IND
21.90030
19.80000
66.53000
3.240000
10.48900
1.643323
6.389027
554.4029
0.000000
13074.48
65571.46
597

TOP
65.12304
59.68500
311.3500
6.320000
30.14357
2.938224
21.80981
9676.174
0.000000
38943.58
542455.1
598

INF
9.144943
4.720000
122.8700
-11.69000
15.35689
3.637001
20.70788
7970.941
0.000000
4773.660
122869.6
522

Source: Computed by the author from data set using Eviews 9.0
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FDI
2.933894
1.400000
103.3400
-28.62000
8.092377
8.189625
87.80156
181205.7
0.000000
1710.460
38113.18
583

GDPPCG
0.842387
1.280000
21.03000
-31.33000
4.992018
-1.223260
10.78303
1650.160
0.000000
501.2200
14802.63
595

POPG
2.675994
2.680000
7.900000
-1.910000
0.873018
-0.406688
11.94783
2098.855
0.000000
1669.820
474.8262
624
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From 1980 to 2018, the average output of total tax revenue as a percentage of GDP was 14.3
percent, according to descriptive statistics. With a standard deviation of 6.965029, the
maximum and minimum percentage values of total sales were 39.70000 and 1.73000,
respectively. The average share of agricultural GDP was 29.4 percent, indicating the sector's
overall high importance in the West African economy; the minimum share was 3.33 percent,
and the maximum share was 79.0 percent. The average industry share of GDP was 21.90
percent, with a standard deviation of 10.5 percent. The highest percentage was 66.5 percent,
while the lowest was 3.24 percent.
In terms of trade openness, as calculated by import plus export as a percentage of GDP, the
average from 1980 to 2018 was 65.12 percent, implying overall high output as a result of high
movement of internationally traded goods entering and leaving a country, as compared to the
average of sub-Saharan countries, which is 26.86 percent, according to the IMF (2015/16)
survey. The overall trade openness in percentage of GDP was 311.35 percent, while the
minimum trade openness in percentage of GDP was of 6.32. Inflation was found to be 9.14
percent on average between 1980 and 2018, indicating a generally healthy and reasonable pace
in the economy with a higher standard deviation of 15.36 percent.
In terms of FDI, the mean and standard deviation were 2.93 percent and 8.09 percent,
respectively, with a minimum and maximum value of -28.62 and 103.34 percent. This value
indicates that the amount of foreign direct investment in West African countries fluctuated
more during the study period. On average, the gross domestic product per capita growth for the
West African countries was 0.84 percent with maximum value of 21.0 percent and -31.3
percent. The standard deviation stood at 4.99. West African countries average population
growth was 2.68 percent. The maximum and minimum values were 7.90 percent and -1.91
percent while the standard deviation stood at 0.87
4.2

Correlation matrix

In table 4.2 below, the correlation analysis was undertaken between tax revenue share to GDP
as proxy for tax productivity and explanatory variables; per capita income, agriculture sector
share to GDP, industry sector share to GDP, foreign aid share to GDP, trade openness share to
GDP, annual inflation rate and foreign direct investment share to GDP.
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Table 4.2: Correlation matrix between total revenue and independent variables
TTR
AGRIC
IND
TOP
INF
FDI
GDPPCG
POPG

TTR
1.000000
-0.457883
0.571888
0.411436
-0.252797
0.143182
-0.020560
0.012758

AGRIC

IND

TOP

INF

FDI

GDPPCG

POPG

1.000000
-0.682137
-0.039206
0.276876
0.141347
-0.059798
0.137544

1.000000
0.056321
-0.075373
-0.151242
-0.022395
-0.061492

1.000000
-0.117745
0.273413
0.109833
-0.028463

1.000000
-0.025600
-0.033536
-0.075053

1.000000
0.057650
-0.017300

1.000000
-0.126159

1.000000

Source: Computed by the author from data set using Eviews 9.0
4.3
Panel regression result
The researcher ran the panel regression result for both the Fixed effect and Random effect
which are presented on tables 4.3 before the Hausman test.
Table 4.3: Panel least squares regression using fixed and random effects model

Variable

Coefficie
n
1.065555
0.021724
0.325040
0.041662
0.025848
0.058229

c
Agric
Ind
TOP
INF
FDI

Std Error
2.298276
0.041327
0.051049
0.009561
0.014762
0.028748

GDPPCG

-0.040539

0.040664

POPG
R2
Adj R2
Prob (F-stat)

1.674798
0.667605
0.652177
0.00000

0.460117

DW

0.397551

t-statistic
0.463632
0.525657
6.367272
4.357708
1.750992
2.025519
0.996943
3.639941

Prob.

Std Error

t-statistic

Prob.

0.6431
0.5994

Cofficient
0.898819
0.021118

2.140894
0.034367

0.6748
0.5392

0.0000
0.0000
0.0806

0.316776
0.053035
-0.031445

0.044016
0.008572
0.014415

0.419842
0.614481
7.196814
6.186972
-2.181491

0.0000
0.0000
0.0296

0.026359

3.073547

0.0022

0.040162

1.309852
3.465199

0.1909

0.0434
0.3193
0.0000

0.081016
0.052607
1.508729
R2
Adj R2
Prob (Fstat)
DW

0.435394
0.240967
0.230102
0.00000
0.387894

Source: computed using Eviews 9.0

4.4

Hausman test

Hausman test is used to test whether fixed effect or random effect model is more relevant or
significant in a panel data. The specification below guides in which model to be used;
Null hypothesis (Ho): Random effects model is appropriate.
Alternative hypothesis (H1): Fixed effects model is appropriate.
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Decision criterion: Reject Ho if probability value is less than 5%, Accept Ho if the
probability value is greater than 5%.
Table 4.4: Correlated Effects- Hausman Test
Correlated Random Effects - Hausman Test
Equation: Untitled
Test cross-section random effects

Test Summary
Cross-section random

Chi-Sq.
Statistic Chi-Sq. d.f.
21.078095

7

Prob.
0.0037

Source: Author’s computation using Eviews
From the Hausman test computed above, the probability value is 0.0037 which is less than 5%,
the researcher therefore rejects the null hypothesis (Ho) and accepts the alternative hypothesis
(H1) and concludes that fixed effects model is appropriate. Based on the above, the fixed effect
model was used in interpreting the result.
4.5

Model fitness

As shown in table 4.3, the adjusted R-squared value of 0.667605 indicates that the explanatory
variables of agriculture share as a percentage of gross domestic product, industry share as a
percentage of gross domestic product, and trade openness as a percentage of gross domestic
product explain or predict about 67 percent of variation in the dependent variable of tax
productivity (tax revenue).
In terms of the model's overall statistical significance, the F-statistic of 43.27331 with a
probability value of 0.000000, which is less than 0.05 at the 95% confidence interval is
indicative of a significant linear relationship between the regressand and the regressors. The
Durbin-Watson statistics is 0.397551.
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4.6

Test of hypotheses

Under this heading, the researcher tested fort the determinants of tax productivity using the
fixed effects model.
Decision rule: Accept the null hypothesis (Ho) if the p- value is not significant at 5% and
reject the null hypothesis if it is significant.
Hypothesis 1
H0:

Agriculture value added does not have any significant effect on total tax revenue.

H1

Agriculture value added has significant effect on total tax revenue.

The result in table 4.3 showed that the P-value of agriculture value added of 0.5994 is greater
than the level of significance of 0.05. Therefore, the null hypothesis that agriculture value
added does not have any significant effect on total tax revenue is accepted as against the
alternative hypothesis.
Hypothesis 2
H0:

Industry value added does not have any significant effect on total tax revenue.

H1:

Industry value added has significant effect on total tax revenue.

From table 4.3, the P-value of industry value added of 0.0000 is significant and also less than
0.05. The null hypothesis is rejected and the alternative hypothesis accepted that industry value
has significant effect on total tax revenue.
Hypothesis 3
H0:

Trade openness has no significant effect on total tax revenue.

H1:

Trade openness has significant effect on total tax revenue.

Table 4.3 above revealed that the P-value of trade openness is 0.0000 which is significant and
less than 0.05. Therefore the null hypothesis is rejected and the alternative hypothesis that trade
openness has significant effect on total tax revenue.
Hypothesis 4
H0:

Inflation rate has no significant effect on total tax revenue.

H1:

Inflation rate has significant effect on total tax revenue.

Panel least squares regression using fixed effects model showed that inflation rate is not
significant. This is confirmed by the P-value of 0.0806 which is more than 0.05. To the end,
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the null hypothesis is accepted that inflation rate has no significant effect on total tax revenue
as against the alternative hypothesis.
Hypothesis 5
H0:

Foreign direct investment does not have significant effect on total tax revenue.

H1:

Foreign direct investment does have significant effect on total tax revenue.

The result in table 4.3 showed that the P-value of foreign of 0.0434 is significant and less than
the level of significance of 0.05. Therefore, the null hypothesis that foreign direct investment
does not have any significant effect on total tax revenue is rejected and the alternative
hypothesis that foreign direct investment does have significant effect on total tax revenue.
Hypothesis 6
H0:

Gross domestic product per capita growth has no significant effect on total tax revenue.

H1:

Gross domestic product per capita growth has significant effect on total tax revenue.

Panel least squares regression using fixed effects model showed that gross domestic product
per capita growth is not significant. This is confirmed by the P-value of 0.3193 which is more
than 0.05. To the end, the null hypothesis is accepted that gross domestic product per capita
growth has no significant effect on total tax revenue as against the alternative hypothesis.
Hypothesis 7
H0:

Population growth rate has no significant effect on total tax revenue.

H1:

Population growth rate has significant effect on total tax revenue.

Table 4.3 above revealed that the P-value of population growth is 0.0003 which is significant
and less than 0.05. Therefore the null hypothesis is rejected and the alternative hypothesis that
population growth has significant effect on total tax revenue.
4.7

Discussion of findings

The findings from the study were discussed under the following:
4.7.1 Agriculture Value Added as percentage of GDP
At the 5% significance stage, agriculture value added in GDP has a negative and negligible
impact on tax productivity, as shown in the above panel regression on table 4.3. This value
indicates that a 1% rise in agriculture's share of GDP results in a 0.021724 reduction in tax
productivity, assuming all other factors remain constant. This is in line with what we had
expected. As a result, agriculture has a negative impact on tax revenue in West African
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countries from 1980 to 2018. This is due to a lack of taxable potential and a higher agricultural
share of GDP (Gobachew et al., 2018). Ahmed and Mohammed (2010); Fenochietto and
Pessino (2013); Atsan (2017); Ariwayo (2018); Mengistie (2018) found similar results (2018).
However, it disagree with Marcelo's (2000) findings; Gupta, (2007); Garikai, (2009);
Boukbech et al., (2018); Terefe and Teera (2018) and Sheikh et al., (2018) who found
agriculture share to be positive and significant.
4.7.2 Industry Value Added as percentage of GDP
The result indicated that share of industry to GDP has statistical significant positive effect on
tax productivity at significance level of 5%. The result revealed that one percent change in the
share of industry to GDP would result in 32.5% change in tax productivity in West African
countries. It agreed with the a prior expectation. The finding is also consistent with the result
of Workineh (2015) who stated that increase in the growth of industrial sector will increase
direct tax through corporate income tax, indirect taxes through sales tax, and excise duty on
domestic products. Moreover, the sector can be taxed easily as many of these industries are
located in the urban areas thereby reducing the cost of tax collection (Garikai, 2009). Other
results in line with the findings were Garikai, (2009); Balanika and Bosker (2013); Gobachew
et al., (2017); Ariwayo (2018); Mengistie (2018).
4.7.3 Inflation rate
Inflation, as a measure of price movement and also as a measure of macroeconomic uncertainty,
is found to have little impact on tax competitiveness in West African countries. At a 5%
significance level, the result revealed that inflation has a statistically insignificant negative
impact on tax productivity. That is to suggest that a 1 percent rise in inflation level will result
in 2 percent decrease in tax productivity. The result shows that West African countries have
high rates of inflation. According to Amao (2011), as cited in Boukech et al., (2018), high
inflation rates indicate weak macroeconomic policies, which will result in lower investment
and output. This is in line with Balanika and Bosker (2013), Fencochietto and Pessino (2013),
Terefe and Teera (2018), and Sheikh et al (2018). Inflation was found to be positive and
negligible by Maisya et al., (2015) and Gobachew et al., (2017). The negative outcome implies
that West African countries are not doing it right when it comes to macroeconomic policies.
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4.7.4 Trade Openness as percentage of GDP
The degree of openness, as calculated by the share of exports and imports in GDP, has a big
effect on tax competitiveness. Gupta (2007), Le et al., (2012), Ndiaye and Korsu (2012),
Fencochietto and Pessino (2013), Atsan (2017), Terefe and Teera (2018), Sheikh et al., (2018),
Paolo and Joao (2017), Gobachew et al., (2017), Simbachawene (2018), Dalamagas et al.,
(2019), Atsan Garikai received a positive sign and an insignificant friendship (2009). The
positive and significant result can be attributed to free trade movement, especially among West
African countries, which has resulted in a high movement of internationally traded goods
entering and leaving West African countries and other countries both regionally and
internationally.
4.7.5 Foreign Direct Investment as percentage of GDP
When measured as a percentage of GDP, foreign direct investment has a positive and
substantial impact on tax productivity. This means that a 1% rise in foreign direct investment
would result in a 0.056229 percent increase in tax efficiency over the period in question,
assuming all other variables remain constant. The explanation for the positive relationship may
be increased efficiency due to technology transition and improved management skills as the
number of investors grows. The outcome is consistent with Belay's findings (2015). However,
it contradicted the findings of Gobachew et al., (2017) and Simbachawene, (2017). (2018). The
consequence of the finding is that West African countries have initiated initiatives. policies that
favour investors however care should be taken so that indigenous entrepreneurs and
industrialists are protected to ensure growth of infant industries.
4.7.6 Gross Domestic Product Per Capita growth
The result on table 4.3 indicated that gross domestic product per capita growth has a negative
coefficient and not significant with tax productivity. This implies that 1% increase in gross
domestic product per capita will decrease tax productivity by 0.04539% other things remain
constant. The negative coefficient for gross domestic product per capita growth seems to
deviate from expectation because it is expected that tax revenue will increase with economic
development. Begum (2007) attributed it to narrow tax base and low tax capacity. The finding
is in agreement with the works of Le et al., (2008), Le et al., (2012); Ndiaye and Korsu (2012);
Fenochietto and Pession (2013); Atsan (2017); Gobachew et al., (2017) but disagreed with the
works of Gupta (2007); Workineh (2016); Terefe and Teera (2018); Dalamgas et al., (2019)
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who found gross domestic product per capita growth to have positive and significant
relationship.
4.7.7 Population growth
Population growth was found to be positive and significant. This supports the argument that
population growth helps in advancement of technology, improvement in investment strategies
and achievement of economic growth (Balanika and Bokser, 2013) as opposed to classical
economic theory that believe large population impedes economic growth. West African
countries’ population have been favourable to the economy of the region judging by the
empirical results. The result is in agreement with the finding of Balanika and Bosker (2013).
This is not in agreement with the findings of Begum (2007); Wawire, (2016); Atsan (2017) and
Boukech et al., (2018) who found population growth to be negative and insignificant.
5.1

CONCLUSION

The research work investigated the determinants of tax productivity of West African countries.
Secondary data for a period of 1980-2018 were collected on total tax revenue, agriculture value
added as percentage of GDP, industry value added as percentage of GDP, trade openness as
percentage of GDP, inflation rate, foreign direct investment as percentage of GDP, Gross
domestic product per capita and population growth. The following summary of the findings
were made:
1. The agriculture value added as a percentage of GDP has a negative and insignificant
effect on the tax productivity.
2. The industry value added as a percentage of has a positive and significant effect on tax
productivity.
3. The trade Openness has a positive and significant effect on tax productivity.
4. Inflation does not have any significant effect on tax productivity.
5. Foreign direct investment as percentage of GDP has a positive and significant effect on
tax productivity
6. Gross domestic product per capita growth has a negative coefficient and insignificant
effect on tax productivity.
7. Population growth is found have positive and significant effect on tax productivity.
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5.2

Recommendation

Based on the findings, the following were recommended:
1. The West African countries should come up with policies and programs that would
encourage the development of the agricultural sector to make it less difficult to tax. As
it can be seen that contribution of this sector in tax productivity is very low.
2. West African countries should continue to enact policies that will promote industrial
production and also strive to bring small industries into medium and large industries.
This will increase direct tax through corporate income tax, indirect taxes through VAT,
excise duty on domestic products.Trade openness is one policy a country adopts with
the purpose of expanding the import, export and gross domestic product. To this end,
West African region should encourage import and export to increase trade openness
ratio. In order to boast foreign trade, the region should reduce barriers that hinder trade
such as tariff and quota.
3. Inflation showed a negative relationship with tax productivity. High inflation in West
Africa could cause growth to slow down and also would indicate unfavourable macroeconomic developments in key economies. Government and policymakers of West
African should strive to avoid the internal or external borrowings which might be the
cause of inflation. Hence, the government needs to generate its own revenues.
4. West African countries should continue to attract more foreign direct investment.
However, such foreign direct investment should be directed to more productive sectors
of the economy so as to create jobs, developed local skills and enhance transfer of new
technology.
5. Domestic resource mobilization (DRM) rightly becomes a development tool for
generating revenues to support sustained and inclusive economic development.
6. Each of the West African countries should leverage on their population size in order to
increase tax base.
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Abstract
The study examines the effect of capital flight and foreign direct investment on Nigerian
economy for the period of 2008-2019. The data were analysed using Multiple Regression in
line with the research objectives. The findings reveal that capital flight does have significant
effect on economic growth in Nigeria. It is equally revealed that foreign direct investment does
have a significant effect on economic growth in Nigeria; a confirmation that foreign direct
investment in Nigeria has reduced drastically as a result of political instability, lack of
transparency, widespread corruption and poor quality of infrastructure. Based on the findings,
it was concluded that increase in capital flight and reduction in foreign direct investment in
Nigeria would continue to impact the economy negatively. The study therefore recommended
that the government, politicians and the policy makers should formulate policies to attract
foreign investors rather than illicitly and extravagantly sending or spending money overseas.
Policies that would encourage reception of new technology and more job opportunities and
increased productivity into the economy should be encouraged. It is also recommended that
the domestic investors should be considered while formulating policies that could attract and
motivate existing and potential domestic investors in Nigeria and also reduce illicit flow of
funds abroad as this in turn will enhance the GDP of the nation.
Keywords: Foreign Direct Investment, Capital Flight, Gross Domestic Product,
Multinational Corporations
1. Introduction

Capital flight is frequently perpetrated via tax havens by MNCs (Service Centre for
Development and Cooperation, 2010). The World Bank Group (2017) noted that capital flight
explains 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. Globally the estimates show that illicit flows/capital flight 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. The
foreign debt of the countries of the region in 2004 amounted to €183 billion. With interest the
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sum increased to €490 billion (Service Centre for Development and Cooperation, 2010). 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 trade
mispricing only. Despite the fact that it is difficult to estimate the exact figures being lost
through capital flight, 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 but
unfortunately, this is lost via capital flight/illicit financial flows. 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 (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).
The implication is that Nigeria, being the largest economy in Africa is among the nations in
Africa that has lost one of the largest amount of resources in the African soil. Capital flight is
entrenched through tax haven practices by MNCs, tax evasion and avoidance, corruption,
organized crime, fraud in international trade through mis-invoicing, illegal exploitation of
natural resources and diversion of public fund from priorities. Other forms through which
unlawful outflows happen include illegal logging, fishing and mineral extraction and these
impoverish individuals and communities that rely on these resources for their survival.
Consequent upon capital flight, there arise political and economic security challenges around
the world especially in developing countries. Poverty, economic stagnation, poor standard of
living and general underdevelopment in all ramifications have become the norm in developing
world. Capital flight diminishes domestic resources and tax revenue needed to fund povertyreducing programmes and infrastructure in developing countries. It also erodes resources
thereby constraining poverty reduction and shared prosperity (The World Bank
Group/International Bank for Research and Development/International Development
Agency, 2017). Nigeria, being one of the developing countries have fallen victim of capital
flight done by developed nations mostly through their agents, that is, multinational
corporations. Though these multinational companies are welcomed by their host developing
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countries with a view to speeding up development in all ramifications and increasing FDI,
studies have shown these developing countries, lose huge sum of capital/resources illegally
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 return to their host governments
thereby robbing these developing nations of their resources through various tax havens
practices and other illegal cross border practices. Nigeria is not left out of this ugly
developments that has rendered the citizenry and economy of developing nations poor as well
as inhibit development. I lieu of these, it is the purpose of this study, as a way of filling a gap,
to examine the effect of capital flight and foreign direct investments on economic growth in
Nigeria.
The following are the objectives, research questions and hypotheses for the study.
1.2 Objectives of the Study
The objective of this study is to ascertain the effect of some economic indicators on economic
growth in Nigeria. In specific terms, the objectives of the study are as follows:
a.

To determine the effect of capital flight on economic growth in Nigeria.

b.

To ascertain the effect of FDI on economic growth in Nigeria.

1.3 Hypotheses
a.

Capital flight does not have significant effect on economic growth in Nigeria.

b.

Foreign Direct Investment does not have any significant effect on economic growth in
Nigeria.

2.1

Literature Review

Conceptual Literature
Capital Flight Expounded: 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
tax avoidance, and fraud in international trade.
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Leonce Ndikumana, Director, Peri's African Policy Program, described capital flight 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 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 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 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 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:
This is represented in a pie chart thus:
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
non-existent 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’.
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). Transfer Pricing ( Invoice Values): Globally as regards
supply chains, multinationals ship goods and services whose unit price, chosen by the MNCs
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themselves, is frequently unfair by tax considerations The plan is simple; pay higher amounts
to affiliates where taxes are low, and show lower values where taxes and/or tariffs are higher.
Inversion: This is a strategy where by a MNC relocate its corporate headquarters to a lowertax jurisdiction. This achieved by simply acquiring or merging with a foreign firm in a lowertax country. 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.
There are a number of ways capital flight can affect the economies of developing nations and
such include: a. Tax revenue of developing countries that could have funded investments and
cover public expenditure is reduced. b. Inflation and increased income differentials are incited.
c. 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.
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 ‘arm’s 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 that minimises the company’s tax burden. It
should be noted that transfer pricing becomes illegal when the different units of a MNC sell
goods or services to one another at artificially or manipulated high or low prices.
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.
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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 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 pricing refers 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 most significant form of illegal capital flight. Based
on Global Financial Integrity (2006) estimates, between €375–400 billion were sent offshore
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from developing countries in 2006. In terms of under-pricing of exports a MNC fixes the prices
it uses in trading between its subsidiaries cheaper than the 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 fraction
of capital flight is simply the between the first and second price. The same mechanism works
the other way 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 in countries with high degree of banking secrecy. The value of import and export
products can be manipulated to be artificially high or low also by providing falsified
information on their quality, classification or quantity. MNCs may also employ fictitious trade
transactions, which are paid for despite the fact that the products do not exist. The payment
may then be moved from a nation with heavier taxation to an area with lighter taxation.
Subsidiary Companies are the Main Tool of Tax Planning
It has been observed that multinational corporations normally have hundreds of subsidiaries.
Owing to tax and other regulations, subsidiaries are virtually always established in each of the
states where the parent company has business operations and most times in tax havens in which
there is no proper business activity. A broad base of network of subsidiary companies facilitates
the transfer of profits to countries with the lowest possible level of taxation. Companies in tax
havens are often holding companies, whose only task is to own a parent company’s other
subsidiaries and ensure the collection of dividends from them. These forms of companies are
often established in places such as the Netherlands, Ireland, Luxembourg, Switzerland and
Denmark- paradise of tax havens.
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.
Economic Development and Growth Described: A policy intervention efforts targeted at the
economic and social well-being of people is termed economic development (Salmon Valley
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Business Innovation Centre, 2014).It concerns itself with improvement in the quality of life of
people, creation of new goods and services using modern technology, lessening of risk and
bringing to bare dynamics of innovation and entrepreneurship (Hadjimichael, 2014) in
(Ofoegbu, Akwu and Oliver, 2016). The objective of economic development is to make the
environment favourable for local communities and regions to develop new ways of production
of goods in such quantities that may lead to exportation to other countries. Availability of
financial resources from exportation leads to more investment in infrastructure for the benefit
of the society and improvement in living conditions of the people, in education, transportation
networks, health conditions, water supply, sewage and sanitation conditions (SVBIC, 2014) in
(Ofoegbu, Akwu and Oliver, 2016). The changes create the conditions for long-run economic
growth by positioning the economy on a higher growth trajectory (Hadjimichael et al., 2014)
in (Ofoegbu, Akwu and Oliver, 2016). Economic development is different from economic
growth. Economic growth specifically means an increase in the value of goods and services
produced by a country over a period. Economists use an increase in nation’s GDP to measure
it. Therefore, it is possible to have economic growth without economic development in the
short or even medium term (Hadjimichael, 2014). On the other hand, there could be an increase
in GDP without any increase in standard of living of people in a state. Environmental conditions
that would enhance economic growth must be created through an investment of the national
wealth in infrastructural development for successive improvement in the standard of life of the
population of a country (Wilkins and Zarawski, 2014) in (Ofoegbu, Akwu and Oliver, 2016).
2.2

Theoretical Literature

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
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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.
2.3

Empirical Literature

Orimolade and Olusola (2018), studied the nexus between capital flight and the growth of
Nigerian economy and discovered that there is a long run negative nexus between GDP and all
the capital flight variables as used in the study. Rabah (2014), in their own study 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 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.
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%. 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. Worlu and Emeka (2012) studied the impact of tax revenue on the
economic growth of Nigeria for the period 1980-2007 looking at its effect on infrastructural
development. The study found out that tax revenue has both direct and indirect correlation with
the infrastructural development and the gross domestic product respectively (GDP). The study
argued that the means through which tax revenue influence economic growth in Nigeria are
infrastructural development, Foreign Direct Investment and Gross Domestic Product (GDP). It
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stressed that availability of infrastructure speeds up investments that in turn brings about
economic growth. In another study by Engen and Skinner (1996) entitled ‘taxation and
economic growth of the U.S. economy, large sample of countries and adoption of evidence
from micro level studies of labour supply, investment demand and productivity growth. Their
results imply reserved effects on the order of 0.2 to 0.3 percentage point differences in growth
rates in response to a major reform. The study suggested such small effects can have a large
cumulative impact on living standards.
Bukie and Adejumo (2013) as quoted in Ofoegbu, Akwu and Oliver (2016) examined the effect
of tax revenue on economic growth of Nigeria within the period 1970 to 2011, regressing
indicators of economic growth (domestic investment, labour force and foreign direct
investment) on tax revenue. The result shows that the indicators all have a positive and
significant relationship with economic growth in Nigeria.
Ihenyen and Mieseigha (2014) examined taxation as an instrument of economic growth in
Nigeria. Using annual time series data sourced from the Central Bank of Nigeria (CBN)
Statistical Bulletin during the period 1980 through 2013, data of Corporate Income Tax (CIT),
Value Added Tax (VAT) and Economic Growth (GDP) was estimated using the Ordinary Least
Square (OLS) technique. The empirical result suggests that the hypothesized link among
corporate income tax, value added tax and economic growth indeed exist in the Nigerian
context. Therefore the result provides enticing evidence that taxation is an instrument of
economic growth in Nigeria. This conclusion points to the need for additional measures by
government in ensuring that taxpayers do not indulge in tax avoidance and evasion so that
income can be properly redistributed in the economy.
Rabah, Rota-Graziosi, Senbet (2104) investigate the relationship between natural resources and
capital flight in the form of tax avoidance from multinational corporations. The study exploit
the plausibly exogenous within-country variations of data on oil discoveries for a panel of 117
countries during the period 1970–2012. Evidence is found that oil discoveries significantly
enhance both tax revenue mobilization and stock market development, but only when a thin
capitalization rule is in place. It therefore argue that these findings can be explained through
the limiting role of a thin capitalization rule in multinational companies’ use of financial
transactions among their affiliates or tax havens to transfer part of the profit. The thin
capitalization rule may thus not only help limit the erosion of the domestic tax base but may
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also entice multinational corporations to resort to using and developing the domestic financial
system. Capital flight tends to restrict the capacity and ability of the affected countries like
Nigeria, to mobilize domestic resources and access foreign capital necessary to finance
economic growth and development and thereby alleviate poverty in the land (Ayodele, 2014).
Deppler and Williamson (1987 stated that capital flight has the potential of giving rise to a net
loss in the total resources available for domestic savings and investments in any economy.
Since domestic savings and investments are very important in the growth and development
process, an economy experiencing huge capital flight is retarded. Capital flight induces
liquidity crunch in an economy. This can lead to depreciation of domestic currency in a floating
exchange rate system. If a country is making efforts to protect its exchange rate by stabilizing
it, a loss in its foreign exchange reserves will occur.
3.1

Methodology and Data Description

Research Design
Exploratory and ex-post facto designs were adopted in this study. The exploratory design
helped the researcher to gather related materials from various sources such as text books,
journal articles. The ex-post facto design was adopted on the grounds that it does not provide
the study the chance to influence or control the variables majorly because they have already
taken place and cannot be manipulated.
3.2

Model Specification

The functional relationship between Foreign Direct Investment (FDI), Capital Flight and the
economic growth of Nigeria is expressed as shown below:
GDP = F (FDI, CAF) --------------------------------------

1

Obtaining the OLS model from the above expression thus:
GDP = α+β1FDI+β2 CAF+ € ---------------------------- 2
Where:
GDP = Gross Domestic Product
FDI = Foreign Direct Investment
CAP = Capital Flight
€

= Error term

This study places emphasis to test the effect of the capital flight and FDI on economic growth
of Nigeria. GDP is adopted as proxy for economic growth in this study. The control variable is
the inflation rate reflecting the years under study.
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3.3

Techniques of Data Analysis

Ordinary Least Squares (OLS) regression technique was used in analysing data gathered having
established the relationship between dependent and independent variables. This regression
technique has been employed in previous studies such as Ihenyen and Mieseigha (2014),
Balestra (1970); Okafor (2012) and was found suitable owing to its distinctive properties of
linearity, efficiency, sufficiency, least variances, unbiasedness and least mean errors.
3.4

Method and sources of data

The study primarily used secondary source of data. Time series data were collected through
desk survey method from official websites of Federal Inland Revenue Services (FIRS),
UNCTAD, FDI/MNE database, World Bank Report, United Nations Development Programme
(UNDP) reports, CBN statistical bulletin, journals, textbooks and other relevant private and
government publications. The period covered by the study stretched from 2005 to 2019.
Data Analysis, Results and Discussion of Findings
This chapter deals with the presentation, analysis, interpretation of data and discussion of
findings. The chapter, in essence, deals with the detailed econometric analysis of the effect of
Capital Flight and Foreign Direct Investment on economic growth of Nigeria adopting Gross
Domestic Product (GDP) as proxy for economic growth. Data on Foreign Direct Investment,
Capital Flight, Gross Domestic Product (GDP) and Inflation Rate (control variable) for the
period 2005-2019 were obtained from official websites of Federal Inland Revenue Services
(FIRS), UNCTAD, FDI/MNE database, World Bank Report, United Nations Development
Programme (UNDP) reports, CBN statistical bulletin, journals, textbooks and other relevant
private and government publications. In this chapter, the empirical results based on the
formulated regression models in the preceding chapter are presented, while the interpretation
and discussion of each result is aligned with the stated objectives. It also provides the platform
on which conclusion and recommendations are based.
The data as discussed in the previous chapter were analysed in two folds, namely: the
descriptive analysis, which describes the data and gives the graphs showing the trends of the
various independent variables on the dependent variable; and empirical analysis, where the
correlation analysis result and regression analysis estimates are shown.
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HO1: Capital Flight does not have significant effect on economic growth in Nigeria.
Table 1
Dependent Variable: Y
Method: Least Squares
Date: 08/24/20 Time: 10:51
Sample (adjusted): 1 14
Included observations: 14 after adjustments
Variable

Coefficient

Std. Error

t-Statistic

Prob.

C
CF

3.424809
34146822

1.151211
4472669.

0.029765
7.634552

0.9767
0.0000

R-squared
0.806326
Adjusted R-squared 0.792492
S.E. of regression
4.037811
Sum squared resid
2.275824
Log likelihood
-449.1778
F-statistic
58.28638
Prob(F-statistic)
0.000002

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

4.285211
8.844711
56.39723
56.49380
56.40217
3.779054

Source: Field Data, 2020
Table above shows the coefficients of capital flight on economic growth. The coefficient of
multiple determination (R2) was 0.806 which implies that 80.6% of the variations in dependents
variables were explained by changes in the independent variable while 19.4% were
unexplained by the stochastic variable indicating a goodness of fit of the regression model
adopted in this study which is statistically significant at 1% probability level. Thus, the
coefficient of capital flight was statistically significant and positively related to economic
growth at 5 percent level (7.634**). F-statistic = .002 while p-value = .000 < .05% significance
level. Durbin- Watson stat measures the existent of auto- correlation in the model. DurbinWatson stat was 3.779 which is more than 2, indicating a negative autocorrelation. This implies
that Capital flight does have a significant effect on economic growth in Nigeria.
HO2: Foreign Direct Investment does not have any significant effect on economic growth in
Nigeria.
Table 2
Dependent Variable: Y
Method: Least Squares
Date: 08/24/20 Time: 11:02
Sample (adjusted): 1 14
Included observations: 14 after adjustments
Variable

Coefficient

Std. Error

t-Statistic
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C
FDI

-1.014710
871122.7

R-squared
0.888977
Adjusted R-squared 0.881047
S.E. of regression
3.050111
Sum squared resid
1.301724
Log likelihood
-444.7263
F-statistic
112.1000
Prob(F-statistic)
0.000000

8.671410 -0.116280
82276.64 10.58773
Mean dependent var
S.D. dependent var
Akaike info criterion
Schwarz criterion
Hannan-Quinn criter.
Durbin-Watson stat

0.9091
0.0000
4.284811
8.847811
55.84079
55.93736
55.84573
1.235893

Source: Field Data, 2020
Table indicated the coefficients of Foreign Direct Investment on economic growth. The
coefficient of multiple determination (R2) was 0.888 which implies that 88.8% of the variations
in dependents variables were explained by changes in the independent variable while 11.2%
were unexplained by the stochastic variable indicating a goodness of fit of the regression model
adopted in this study which is statistically significant at 1% probability level. Thus, the
coefficient of Foreign Direct Investment was statistically significant and positively related to
economic growth at 5 percent level (10.587**). F-statistic = .000 while p-value = .000 < .05%
significance level. Durbin- Watson stat measures the existent of auto- correlation in the model.
Durbin- Watson stat was 1.893 which is less than 2 we can conclude the model is likely free of
autocorrelation (positive autocorrelation). This implies that Foreign Direct Investment does
have a significant effect on economic growth in Nigeria.
Result and Discussion of Findings
From E-view table 1, the study concludes that Capital flight does have a significant effect on
economic growth in Nigeria (HO1). It shows a correlation coefficient of 80.6% which indicates
a very strong positive correlation between Capital flight on economic growth, and a p-value of
.000% which is also far less than the conventional 0.01 and 0.05 levels of significance. In a
similar study carried out by Orimolade and Olusola (2018), studied the nexus between capital
flight and the growth of Nigerian economy and discovered that there is a long run negative
nexus between GDP and all the capital flight variables as used in the study. Alos Rabah, et al
(2014), in their own study on the relationship between natural resources and capital flight in
the form of tax avoidance from multinational corporations. 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.
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From E-view Table 2, the study shows that Foreign Direct Investment does have a significant
effect on economic growth in Nigeria (HO2). It shows a correlation coefficient of 88.8% which
indicates a very strong positive correlation between Foreign Direct Investment on economic
growth and a p-value of 0.000 which is also far less than the conventional 0.01 and 0.05 levels
of significance. Therefore, we conclude that there is a significant correlation between Foreign
Direct Investment on economic growth in Nigeria. This findings is in tandem with the study of
Akinlo (2014) which studied the impact of foreign direct investment on economic growth in
Nigeria from 1970-2001 using Error Correction Model. The findings revealed that private
capital and foreign capital have little effect on the economic growth and it’s not statistically
significant and financial development showed a significant negative effect on growth based on
the findings which could be as a result of high capital flight it generates.
Findings, Conclusion and Recommendations
The objective of this study is to ascertain the effect of some economic indicators on economic
growth in Nigeria (2005-2019).
The conclusions in line with the results of hypotheses testing were as follows:
Capital flight affects the economic growth of a nation. Therefore, the study confirms that
Capital flight does have a significant effect on economic growth in Nigeria. The impact of
capital flight is enormous. Capital flight is aided and abated by Nigeria corruption politician
and foreigners who have the monopoly of the technology to tap these natural resources. Thus,
the study indicated that if these funds are invested domestically it will add value to the currency
and create job opportunities in the nation. The study also examine the effect of foreign direct
investment on economic growth, however, several reviews were been done based on the
existing literature relating to the subject matter. From the findings, this study concluded that
Foreign Direct Investment does have a significant effect on economic growth in Nigeria. The
study showed that FDI in Nigeria have reduced drastically as a result of political instability,
lack of transparency widespread corruption and poor quality of infrastructure. This study
recommended that the government, politicians and the policy makers should create more
avenues to attract foreign investors rather than repatriating money overseas, if such avenues
are created it will enhance technology transfer, and more job opportunities, and increase
productivity into the economy. It is also recommended that the domestic investors need not to
be ignored in formulating policy that could not only attract and motivate existing and potential
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domestic investors in Nigeria but also reduce illicit flow of funds abroad, this in turn will
enhance the GDP of the nation.
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ABSTRACT
The issue of corporate tax is beyond just corporate tax payment as many scholars and
practitioners think; it involves effective tax planning which includes deferred tax and tax
incentives enjoyed by firms in the wake of unexpected harsh economic crises, of which the novel
Convid_19 pandemic is not exempted. Making the right tax plan has been a ranging issue for
corporate tax managers especially for those in the manufacturing industries with great demand
for effective corporate tax mix that will aid business sustainable performance. Thus, this study
examines the effect of corporate tax mix on sustainable performance of listed manufacturing
firms in Nigeria. Data was collected from 10 listed manufacturing firms across sectors listed
on the Nigerian stock exchange from 2014 to 2018. The study adopts ex post facto research
design and the use of multiple linear regression in analyzing the data. Findings revealed that
tax incentive has a positive insignificant effect on the net income of listed manufacturing firms
in Nigeria while, deferred tax has a negative insignificant effect on the net income of listed
firms in Nigeria. Further findings revealed that company income tax has a positive and
significant effect on net income of listed manufacturing firms in Nigeria. The study implication
is that, the tax incentives available for manufacturing firms is not enough to boast
manufacturing activities for sustainable performance of the firms, and this compels the firms
to defer their tax payment which ends up becoming deferred tax liabilities. In line with the
study findings, it is recommended that; in the wake of economic crises, government should
provide more tax incentives that will discourage tax deferment and increased manufacturing
activities in Nigeria to enhance sustainable performance by the firms. Also, manufacturing
firms should consider the need to explore the various tax incentives available as a way to
determine an effective corporate tax mix, such that continues company income tax payment
will be sustained; this will reduce the tax burden of the firm and discourage future deferred tax
liabilities accruable to the firm. Also, manufacturing firms should consider highly the need to
engage the services of tax experts that will help the firms in making tax plans; knowing when
to use deferred tax approach as a way of shielding against the consequences of immediate
corporate tax payment against the net income of the manufacturing firms during economic
crises; this will enable the manufacturing firms have enough residual net income for
sustainable performance and investment.
Keywords: Tax incentives, deferred tax, company income tax and net income

INTRODUCTION
The issue of taxation as a major determinant of doing business and how corporate tax affects
the sustainable performance of firms cannot be overemphasized. This is of great interest to both
policy makers and business executives. Also, the liberalization of the Nigerian economy
through tax policies, and World Bank policy prescriptions over the past decades have changed
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the structure of the manufacturing sector in Nigeria.Many manufacturing companies have
complained of unfriendly taxes in a manner that is of great concern for current policy makers
and business executives especial in areas of finding the most effective corporate tax mix that
will boast business sustainable performance (Junaidu et al 2018). Firm managers and executive
have been faced with the task of ascertaining the best possible corporate tax mix (Plan) in
regards to company income tax payment, tax incentives available, and tax deferment. Questions
on; what tax to pay, when to pay, and how to pay, has been an issue of concern to corporate
managers because in most cases, corporate tax payment is either overwhelming on firms or tax
stakeholders have little knowledge about available corporate tax mix composition.
Literatures on corporate tax which explains the philosophy of corporate tax mix in Nigeria is
limited, and scholars often argue only in the line of company income tax payment as the major
aspects of corporate tax but in accounting theory, there is no doubt about the importance of
taking cognisance of tax incentives and deferred tax when making plans for effective corporate
tax mix; the purposeof which is to correct the influence of due income tax on the sustainable
performance of firms (Citron, 2014). As stated in Ogundajo and Onakoya (2016) the concept
and content of deferred tax has a certainhistory, development and experience in Nigeria but it
cannot be said that inits practical application it is a self-evident and seamless part of current
financial practice. While company income tax fall within the category of outright corporate tax
payment, tax incentives serve as leverage to encourage investment, and deferred tax falls within
the category of tax planning tool for business sustainability purpose as it allows for current tax
due to be paid at a later more convenient period.
During the fourth quarter of 2014, Nigerian economy witnessed recession and the
manufacturing sector was the most affected by the economic recession as a result of the nations’
depletion in oil reserve and dependence on local consumption. The manufacturing firms in
Nigeria as a result are struggling with the liquidity problems posed by the then economic
recession and the reality of managing corporate tax challenges associated with finding an
effective corporate tax mix in order to meet the harsh economic reality and sustaining the
operational performance of the firms. Even after the recession nobody thought about the
Covid_19 and the harsh realities it will pose. If only scholars and practioners took it upon
themselves to explore options that will prove effective for corporate tax mix, there would have
been a corporate tax mix model on ground to offset harsh economic realities when the need
arises. The challenges of the manufacturing sector especial the Nigerian manufacturing
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firmscomes in a midst of global economic shocks, and inconsistent corporate tax policies up
till date (Bauer, Kourouxous&Krenn, 2018). The puzzle on hand is whether it is the high
corporate tax rates that determines sustainable performance of firms in the manufacturing
sector or poor planning for effective corporate tax mix carried out by the management of the
firms, owing to the fact there are available tax incentives and legal tax deferment schedules?
Whichever way, it is observed by various researchers such as Abiola, James and Asiweh
(2012); Adams (2012) that taxation, plays a role in the growth of the manufacturing sector
because tax policies, apart from generating revenue for the government, serve several other
purposes; such as investment encouragement and nationalization of businesses. Also, corporate
tax can be used as an avenue to protect infant industries, create incentive for investors to invest
in certain areas of the economy or to create disincentive for other activities (Aloys, George &
Thomas, 2015).
A tax policy defines the cost structure of firms as it is factored into pricing (Beigi,
Rafat&Panah, 2013). Governments, over the years, have made pronouncements and policies
that are supposed to create tax incentives for businesses. Fortunately, most of the provisions
are to help manufacturing companies to withstand adverse external development (Junaidu et
al, 2018).Contradictions have risen about how corporate tax mix affects sustainable
performance of firms around the world. While, Schwellnus and Arnold (2008) examined the
effects of corporate income taxes on two of the main drivers of growth, profitability and
investment of firms in European OECD member countries over the time period of 1996-2004.
Their findings shows that corporate income taxes reduce investment through an increase in the
user cost of capital. On the other hand, Junaidu et al (2018) carried out a study on corporate tax
and performance of listed manufacturing firms in Nigeria and found out that corporate tax rate
has no significant effect on performance of the listed firms. This may be partly explained by
the aprio expected negative profitability effects of corporate income taxes if there is an increase
in the corporate tax rate.Although authors like Schwellnus and Arnold (2008); Junaidu et al
(2018); Nwaorgu, Abianhu, Arzizeh, and Iormbagah (2019), have explored the issue of
corporate tax and sustainable performance, their findings remain inconclusive. These results
are inconclusive and majority of these authors have failed to consider both the aspect of tax
incentives and deferred tax for effective corporate tax mix.This forms the gap which
necessitated further research. This study deems it imperative to empirically substantiate the
effect of corporate tax mix on sustainable performance of listed manufacturing firms in Nigeria
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considering the various aspect of corporate tax, to see if result from this study conforms to that
of previous studies.In the light of this, the studies specific objectives are to:
i.

Determine the effect of tax incentives on net income of listed manufacturing
firms in Nigeria.

ii.

Ascertain the effect of deferred tax on net income of listed manufacturing firms
in Nigeria.

iii.

Examine the effect of corporate income tax on net income of listed
manufacturing firms in Nigeria.

THEORETICAL REVIEW
To best explain the cannons of taxation in line with corporate tax practices, there is the need to
explore the potency of both the tax entity’s ability to pay, the tax expectancy cost on both the
tax payer and tax government. The ability-to-pay theory of taxation as propounded by Adams
smith (1776) states that taxes are based on taxpayers’ (entity) ability to pay; there is no quid
pro quo. Taxes paid are seen as a sacrifice by taxpayers (individuals and firms) who raise the
issues of what the sacrifice of each taxpayer should be and how it should be measured. Also,
Adam Smith in 1976 explaining the expectancy cost of taxation argued that every tax policy
proposal must pass the test of practicality and that must be the only consideration government
authority should consider in choosing a tax policy. The tax expectancy theory focuses on the
cannon of economy explains the economic, effectiveness and efficiency of tax collection
instrument.
In the wake of harsh economic realities like recession and Covid_19, it is right that while firms
consider their ability to pay taxes due by carrying out tax policies evaluation in lure of tax
incentives available and tax deferment options. Government on the other hand must envisage
tax collection in such a way that the cost (Economic impact) of taxation within this period does
not adversely affect adversely the cost of tax administration and not passing such burden on
manufacturing firms.The total loss of utility as a result of taxation should be equal for both
taxpaying firms’ and government. Both the government and firms should make equal
proportional sacrifice in other to scale through the economic challenges. While, manufacturing
firms pay corporate taxes, more provisions for tax incentives and deferred tax should be made
by the government to the firms so that the manufacturing firms can have enough residual
income for sustainable investment.
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Concept of corporate tax mix
Corporate tax mix has a multidimensional approach from a conceptual stand point (Graham,
2003). This study looks at two dimensional approaches. The first dimension considers
corporate tax payment, which enables the analysis of how this tax payment impacts on
decision-making at the economic entity level. While, the second dimension approach
considerscorporate tax based on its impact on the way manufacturing firms plan taxes are
financed. The first and second dimensions of corporate taxes goes hand in hand in influencing
the company’s choice for a financing decision which is centred around the companies
sustainable performance (Graham, 2003). Whatever corporate tax decision made by the firm,
it is imperative to note that the company will incur a cost represented by outright tax payment
or a futuristic deferred tax laibilty (Nwaorgu, et al., 2019). In respect to this puzzle, the
management's decision on how to sustain the firm performance need to consider tax issues; in
view of current corporate tax payment due, tax incentives available, tax deferment options and
the impact it has on the sustainable financial performance of the firm. These are the aspects of
corporate tax that if jointly and simultaneously considered it gives rise to effective corporate
tax mix. To understand what corporate tax means, one must side by side discuss the corporate
tax elements that makes up corporate tax mix; these aspects are, tax incentives, deferred tax
and corporate income tax payment.
Understanding what deferred tax means is imperative as it appears to be a new concept and
construct in the corporate world. Savak and Radojko (2013), asserts that deferred taxes are
constructs of financial reporting.Poterba, Rao and Seidman, (2007) mentioned that the purpose
for deferred tax accounting is to account for future tax effects that will arise as a result of
different recognition and measurement principles of accounting standards against tax law.
Therefore, deferred tax represents future tax consequences of items and business transactions
that have been recognized differently in the financial statement than in the tax report.
Specifically, deferred taxes reflect the taxes that would be payable or receivable if the entity’s
assets and liabilities were recovered or settled at their present carrying amount (Nwaorgu et al.,
2019). Deferred tax goes beyond being construct of financial statement but avails firms the
opportunity of pushing their tax burden from a current harsh economic situation to be paid in
a future more favourable economic situation. This a form of tax plan that can be explored by
manufacturing firm facing harsh economic realities for economic purposes such that economic
cost expectancyof tax payment on the path of firms will be averted.Unlike deferred tax, both
386

10TH ACCOUNTING AND FINANCE CONFERENCE BOOK OF PROCEEDINGS VOLUME 10 ISSUE 2, 2020

corporate tax payment and tax incentives are aspects that has been an issue in discuss for all
stakeholders in the business world.According toAlbertazzi and Gambacorta (2006) corporate
tax payment are taxes levied against profits earned by businesses during a given tax period
which must be paid. Corporate taxes to be paid are majorly applied to company’s net income.
While,Myles, (2007) defined tax incentives as tax allowances given to firms to encourage
investment. Lederman (2002) is of the view thatbenefits such as limited liability to
incorporation which add value to firms serve as basis for corporate tax, also corporations are
taxed because theyin many cases earn some pure economic profits, profits that are in excess of
the return to capital.
Many scholars have defined corporate tax mix in various ways but this study attempt to look
at the definition made by Onourah and Chigbu (2013); Rohoya, Nor’Azam and Bardai (2010)
and Musgrave and Musgrave (2004) they defined corporate tax mix as a comprehensive
combination of statutory transfer or payment made from private individuals, institutions,
businesses or groups to the government. Particularly, Albertazzi and Gambacorta (2006),
looked at corporate tax mix in line with tax planning methods, they defined corporate tax mix
as the combination of available tax provision for exemptions in order to minimize tax burden
of firms. This study will be tailored on the premise of these literature definitions and concept
of corporate tax mix discussed above including that of corporate tax payment, tax incentive
and deferred tax as aspects of corporate tax mix. Therefore, corporate tax mix refers to
incorporating the various aspects of corporate tax in such a way that minimal corporate tax
payment is determined, this entails exploring both available tax incentives and tax deferment
option in order to minimize tax payment by firms.
Sustainable Financial Performance of Firms
Sustainable Performance of a business is seen as the annual percentage of increase in the overall
financial performance that is consistent with a defined financial policy of the firm (Gatsi,
Gadzo&Kportorgbi, 2013). Such performance index includes; targeted debt to equity ratio,
dividend pay-out ratio, profit margin and return on owner equity and net income. Girish, Harsh
and Nidhi (2014) asserts that the concept of sustainable performance provides a detailed
financial performance framework which is based on statistical long-term assessments. It
provides an orientation framework for firm’s specific mid- to long-term performance target as
well. According to Girishi et al (2014) the sustainable performance framework assumes several
concepts. Some of the concepts ensure that the net income of firms remains stable, the
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proportion of assets and sales remains stable and the company maintains its current capital
structure as well. This is aimed at keeping the firm in operation with a foresight for meeting up
with the accounting going concern principle.
In the fast changing economic and competitive environment, achieving the sustainable
performance is not easy a task, especially in the present highly complex Nigerianeconomic
environment

characterized

by

recession

and

inconsistent

tax

policies

(Ilaboya,

Izevbekhai&Ohiokhu, 2016). Firm managers have strived to keep the companies afloat amidst
the economic challenges by ensuring they achieve net residual income for business
sustainability purposes. Similarly, business competition is keen in almost all the industries, this
have psot a threat to the sustainability of firms aside tax complex issues, which have been
unprecedented breakdowns in the barriers that formerly separated them, therefore, companies
must look forward to identify their competitive advantages and their strategic choices in the
search for creating sustainable growth (Mucai, Kinya, Noor & James, 2014). By looking
forward, firms can also look inward into the current Nigerian tax policy and take advantage of
existing tax laws to plan effectively in order to achieve business sustainable performance.
Empirical Review
Nwaorgu et al., (2019) examined the effect of deferred tax accounting on financial performance
of listed agricultural firms in Nigeria. The study employed ex post facto research design using
data from 4 quoted agricultural firms. The data span across 7 years ranging from 2011-2017
and were analyzed using simple linear regression. Findings from the study revealed that
deferred tax accounting has a positive and significant relationship with the profitability of the
listed firms. Further findings revealed that deferred tax has no statistical significant effect on
both the cash flow and earnings per share of the listed agricultural firms in Nigeria.
Junaidu and Hauwa (2018) assessed the effect of company income tax on the financial
performance of listed consumer goods companies in Nigeria from 2006-2016 using regression
analysis. Theyfound out that there is an insignificant negative relationship between corporate
tax and financial performance using return on assets as a measure. John, Samuel and Holy
(2013) Carried out a study on the effect of corporate income tax on financial performance of
manufacturing firms in Ghana using panel data methodology covering ten listed firms over
seven years. The study revealed that there is a significant negative relation between corporate
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income tax and financial performance. On the other hand, firms’ size, age of the firm and
growth of the firm show a significant positive relationship with financial performance.
Ţâţu (2006) analysed the impact of corporate tax on the profitability of an entity and examined
how the deductible expenses and the tax rate reflect on the on this indicator. Starting from the
premise that profitability is the difference between total revenues and expenses and developing
this formula in the presence of taxation, it was found that the size of this indicator activates the
income volume, the amount of expenses, the share of non-deductible expenses in total and the
tax rate in the same time. Different hypothesis were tested, based on the relationship between
total income and expenses, the conclusions being the following: profitability of an enterprise
is influenced by corporate tax through the weight of non-deductible expenses in total.
METHODOLOGY
Research Design
This study adopts ex post facto research design and employed Linear regression using Multiple
Ordinary Least Square (OLS) method in analysing the data collected from the annual financial
statement of 10 listed manufacturing firms on the Nigerian stock exchange market from 20142018.The study is specifically restricted to ten (10) listed manufacturing firms chosen across
sectors listed in Nigeria and the secondary data used span from 2014 to 2018. These were
obtained from their various annual financial statements on the Nigerian Stock Exchange (NSE)
market. Justification for the timeframe and sector used is linked to federal government renewed
policy plan of economic diversification and reviving the manufacturing sector which was
intensified by federal government during the beginning of the Nigerian economic recession in
2014 upward.
Model Specification
NIit= α + β1 CITit++ β2 EDTit + β3 DFTit + Uit
TINC= Tax incentives (log of total tax incentives enjoyed by the firm at a time)
DFT= Deferred Tax (Log of deferred tax of the firm at a time)
CIT = Company income tax (Log of Company income tax of the firms at a time)
NI= Net Income (Log of Net income of the firms at the time)
U= Error term
i= cross-section
t= time
β= Beta coefficient

Decision Criteria: Accept the null hypothesis if the calculated significant value is greater than
the accepted significant value of 0.05.
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RESULT PRESENTATION AND ANALYSIS
Descriptive Statistics
The Table below shows the descriptive statistics of our sample make up.
Table 1: Descriptive Statistics Table

NI
CIT
TINC
DFT
Valid N
(listwise)
Source: SPSS (21)

N
Statistic
50
50
50
50
50

Descriptive Statistics
Minimum Maximum
Mean
Std. Deviation
Statistic
Statistic
Statistic Std. Error
Statistic
4.98
6.98
6.0817
.06989
.49419
4.63
6.71
5.5505
.07675
.54274
4.12
7.67
5.8370
.14281
1.00983
3.52
7.13
5.4511
.13584
.96051

CIT records a mean and standard deviation of 5.5505 and 0.54274. It also reveals minimum
and maximum values of 4.63 and 6.71 respectively. TINC reveals a mean and standard
deviation of 5.5505 and 1.00983, it also records a minimum and maximum value of 4.12 and
7.67. For DFT, a minimum and maximum value of 3.52 and 7.13 is recorded, while its mean
and standard deviation reveals 5.4511 and 0.96051 respectively. Lastly, NI reveals a mean and
standard deviation of 6.0817 and 0.49419. It also records a minimum and maximum value of
4.98 and 6.98 respectively.
The various levels of deviation values show the level of fluctuations and variations in the
manufacturing sector corporate tax mix and sustainable income. Also, the minimum and
maximum values represent the lowest and highest values of CIT, TINC, DFT and NI recorded
by the firms under review.
Model Summary
The table below reveals the direction of association of the variables of study for the model
specified.
Model Summaryb
Model R
R
Adjusted
Std.
Change Statistics
DurbinSquare
R
Error of
R
F
df1 df2 Sig. F Watson
Square
the
Square Change
Change
Estimate Change
1
.729a
.531
.501 .34924
.531 17.372
3
46
.000
.712
a. Predictors: (Constant), DFT, TINC, CIT
b. Dependent Variable: NI
Source: SPSS (21)
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To enable a more robust result, the Dublin Watson statistic for auto correlation test is adopted.
The table above reveal a Dublin Watson Statistic of 0.712, which is below the accepted
standard of 2 indicating the absence of serial correlation of the data collected. According to
Gujarati and Sangeetha, (2007) value Dublin Watson above 2.00 often regarded as indicating
auto correlation, which is not the case in this study.
Furthermore, the above results in table 2 show that there exists a strong positive relationship
between CIT, TINC, DFT as proxy for corporate tax mix and variable of sustainable
performance (NI) at (0.729)72.9% R value which also explains that the model.Also the R2value
stood at 0.531.The R2 otherwise known as the coefficient of determination shows the
percentage of the total variation of the dependent variable (NI) that can be explained by the
independent or explanatory variablesCIT, TINC and DFT. Thus the R2 value of 0.531 indicates
that 53.1% of the variation in the sustainable performance (NI) of listed manufacturing firms
can be explained by a variation in corporate tax mix (CIT, TINC & DFT) while the remaining
46.9 (i.e. 100-R2) could be accounted by other factors not included in this model. Factors like
debt level, macroeconomic issues and political legislations.
The adjusted R2 of 0.501 above indicates that if the other factors are considered, this result will
deviate by only 0.030 (i.e. 0.531 – 0.501). This result shows that there will be a deviation of
the sample variables examined from the ones to be considered by 3%. The Fisher Change
statistics shows that the over linear model is fit at a level of 17.372 with a F statistic probability
(Significance) value of 0.000.
Coefficientsa
Model
Unstandardized
Standardized
t
Coefficients
Coefficients
B
Std. Error
Beta
(Constant)
2.420
.647
3.737
TINC
.018
.050
.036
.351
1
DFT
-.067
.057
-.131 -1.180
CIT
.707
.101
.777 6.981
a. Dependent Variable: NI
Source: SPSS (21)

Sig.

.001
.727
.244
.000

Collinearity
Statistics
Tolerance VIF
.964
.825
.823

1.038
1.212
1.215

To test for multiplicity robustness of the model, the study adopts the tolerance level and
Variance Inflation Factor (VIF) statistics. According to Gujarati and Sangeetha, (2007) values
of VIF that exceed 10 and tolerance level values that are below 0.1 are often regarded as
indicating multicollinearity of the independent variables data, which is not the case in this
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study; as the tolerance levels are above 0.1 and the VIF statistics are below 10 which further
substantiates the absence on multi-collinearity and the validity of the study model.
The regression result as presented in table 3 above to determine the individual relationships
between CIT, TINC, DFT and NI shows that when corporate tax mix (CIT, TINC & DFT) is
held stationary; the NI variable is estimated at 2.420. This simply implies that when CIT, TINC
and DFT are held constant, there will be an increase in the net income of listed manufacturing
firms up to the tune of 2.420 occasioned by factors not incorporated in this study. Thus, a unit
increase in TINC will lead to an increase in the net income of manufacturing firms by 3.6%.
While, a unit increase in DFT will lead to decrease in net income of manufacturing firms by
13.1%, but a unit increase in CIT will lead to increase in the net income of manufacturing firms
by 77.7%.
Test of Hypotheses
HO1:Tax incentives has no significant effect on net income of listed manufacturing firms in
Nigeria.
Given that the accepted significant level is 0.05 and the calculated probability significance level
for TINC against NI is 0.727 which is abovethe accepted significance level, the study therefore
accepts the null hypothesis and rejects alternative hypothesis and rejects the; which means tax
incentives has no significant effect on the net income of listed manufacturing firms in Nigeria.
HO2: Deferred tax has no significant effect on net income of listed manufacturing firms in
Nigeria.
Given that the accepted significant level is 0.05 and the calculated probability significance level
for DFT against NI is 0.244 which is abovethe accepted significance level, the study therefore
accepts the null hypothesis and rejects alternative hypothesis and rejects the; which means
deferred tax has no significant effect on the net income of listed manufacturing firms in Nigeria.
HO1: Company income tax payment has no significant effect on net income of listed
manufacturing firms in Nigeria.
Given that the accepted significant level is 0.05 and the calculated probability significance level
for CIT against NI is 0.000 which is belowthe accepted significance level, the study therefore
accepts the alternative hypothesis and accept the null hypothesis; which means company
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income tax payment has a significant effect on the net income of listed manufacturing firms in
Nigeria.
Discussion of Results
Findings from the first and second specific objectives revealed that both tax incentives and
deferred tax have no significant effect on net income of the listed manufacturing firms in
Nigeria. This finding is in line with that of Junaidu and Hauwa (2018) who carried out a study
to ascertain the effect of company income tax on the financial performance of listed consumer
goods companies in Nigeria from 2006-2016 using regression analysis. In their study they
found out that there is an insignificant negative relationship between corporate tax and financial
performance of the firm. This result is validated with the normative thought that company
income tax generally as expected reduces the sustainable income of manufacturing firms thus
leaves such firms with little resource for further expansionary motives. This verdict is
supported by the studies of Nwaorgu, et al., (2019), who in their work suggest tax incentives
as a measure to cushion the adverse effects of company income tax on the sustainability of
firms must be improved.Furthermore from the financial statements of the firms reviewed, it is
noted that most of the firms report deferred tax liabilities which is insignificant to the
sustainable performance of the manufacturing firms.The choice by manufacturing firms in
deferring tax obligation is a subject of debate. This assertion is in line with that of Miller (1963)
who opined that firms’ capital structure decision of firms is influenced by corporate income
tax. Also this notion is supported by the trade-off theory as postulated by Meyers (2001) who
asserts that, firms should consider their tax obligation and capital formation when faced with
financial distress. This means when firms use deferred tax to shield against tax obligations in
the interim, it will reduce the current burden of tax payment and give room for net income to
be used for other sustainable business plans but in the long run such deferred tax piles up a
huge tax burden on the firm which in turn affects negatively the value of the firm.
Whereas, in the third specific objectives, findings revealed that corporate tax payment
positively and significantly affects the net income of the listed manufacturing firms in Nigeria.
This is owing to the fact corporate tax paymentrate of 30% is subjected to effective tax rate
determination by the firm after deferred tax options are explored and tax incentives deducted.
This does not impedes the manufacturing firms objectives in anyway as the Nigerian tax policy
has proved to be subjective to harsh economic realities thus, soft paddles are given to
manufacturing firms in the form of more tax incentives during economic crises. This tax rate
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leaves residual net income in the hands of manufacturing firms for sustainable investment and
other business growth plans to be executed.
Conclusion
From the findings of this study, it is concluded that;
i.

Tax incentive has a positive insignificant effect on the net income of listed
manufacturing firms in Nigeria.

ii.

Deferred tax has a negative insignificant effect on the net income of listed
manufacturing firms in Nigeria.

iii.

Company income tax significantly affect the net income of listed manufacturing
firms in Nigeria.

Implications of the study finding
The study implication is that, tax incentives available for manufacturing firms are not enough
to boast manufacturing activities for sustainable performance of the firms, this compels the
firms to defer their tax payment which ends up becoming deferred tax liabilities and huge
burden against the sustainable performance of the manufacturing firms in Nigeria.Also, the
sustainable performance of listed manufacturing firms in Nigeria will be enhanced via adopting
the most effectivecorporate tax mix as a financing tool, since remittance is not immediate in
the case of deferred tax.Net income (Residual) can be used to finance their working capital
funding needs. This will leave more residual income in the hands of the listed manufacturing
firms for further investment as well as meet up with their corporate tax payment obligations to
relevant tax authorities to attain business sustainability.
Recommendations
Based on the findings made so far from this study, it is recommended that:
i.

In the wake of economic crises, government should provide more tax incentives
that will encourage both tax deferment and increased manufacturing activities in
Nigeria to enhance sustainable performance by the firms.

ii.

Also, manufacturing firms should consider the need to explore the various tax
incentives available as a way to determine an effective corporate tax mix, such that
continues company income tax payment will be sustained; this will reduce the tax
burden of the firm and discourage future deferred tax liabilities accruable to the
firm.
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iii.

Finally, manufacturing firms should consider highly the need to engage the services
of tax experts that will help the firms in making tax plans; knowing when to use
deferred tax approach as a way of shielding against the consequences of immediate
corporate tax payment against the net income of the manufacturing firms during
economic crises; this will enable the manufacturing firms have enough residual net
income for sustainable performance and investment
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Abstract
This study investigates the impact of tax revenue on human development index of West African
Commonwealth countries; Ghana, Nigeria, Sierra Leone and the Gambia. Secondary data on
direct and indirect tax revenues, and human development index were electronically obtained
from the websites of International Center for Tax and Development and World Bank. Ordinary
least square regression analysis was applied and results show that while direct tax revenue
has significant and positive effect, indirect tax revenue has negative and significant influence
on human development index of West African Commonwealth countries. The paper concludes
that tax revenue provides a great opportunity for improving the human development index of
West African Commonwealth countries. The study therefore calls for government
administrations of these countries to ensure that indirect tax revenue are adequately harnessed
to improve quality of human lives by making effective policies and upholding accountability of
tax revenues collected.
Introduction
Revenue generation is critical to the success of any government administration. It is also a
necessary factor to the success of all economies of the world irrespective of their developmental
stages. One of the various means through which government administrations of different
countries have raised revenues at various periods in the human history is taxation. It is an
obvious knowledge among tax accounting scholars that taxation is as old as government
administration and its earliest forms are seen in the payments of tributes by conquered
kingdoms and subjects to the ruling empire as recorded in the Bible (Matthew 17:27); and other
historic documents. Carlson (2004) submitted that evidence of the earliest practices of taxation
dates back to six thousand years B.C, suggesting the ever relevant and useful nature of taxation
to the success of governance and growth of the economies of nations at any time.
Tax in the contemporary sense, can be considered as a compulsory levy imposed on people by
the government of their land of residence or income generation; through which the government
raises revenue and controls the economic and social welfare of its people. The above definition
of tax therefore entails that tax revenues of any government includes all incomes of the
government generated through the imposition and collection of taxes within its economy.
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Although various government administrations in the world have peculiar means of sourcing
revenue due to the varying degrees of opportunities available to them, generation of
government revenues through taxation has remained handy and relevant over the years. Also,
various governments have sought to exercise control over the economic and social activities of
its people through tax policies and laws instituted and enforced in the land.
Ortiz-Ospina and Roser (2019) opined that the methods of governments’ revenues generation
and spending have a substantial impact on the economic and social development of nations.
The above position of the tax scholars underscores the critical relevance of tax revenue to the
changes observable in any nation’s economic indices since taxation is one of the chief sources
of government revenues generation in the world. A nation’s economics can be regarded as its
condition or position with respect to material wealth which can be measured in numbers and
also evidenced in the living standards of its people. Afful (2008) described economy as
consisting of economic systems in a given country which includes the production, distribution
or trade and consumption of limited goods and services in that country. Economic indices
therefore underscore all indicators of economic activity for any group, region or nation.
According to Boelhouwer (2010), economic indices of nations form the evidence that back up
national progress or otherwise as they reduce the size of national data to numbers without
dropping the information carried by such variables thus promoting communications and
accountability. So the pursuit of economic welfare of any country which forms the primary
goal of any well-meaning government administration in the world can be deciphered by its
attainment of favourable level of economic condition traceable to such nation’s economic
indices.
The possibility of tax revenues contributing massively to the wealth of nations is undoubtedly
an obvious certainty (Onyekachi, Okafor & Ibiam; 2019) because all the sovereign nations of
the world have a tax collection system often administered by a designated government
establishment created for that particular purpose. However, the transmission of this wealth to
account for the welfare of the people in developing nations, in terms of material wealth evident
in their economic indices; remains a question of research interest and of which various attempts
have been made by scholars. Albeit the results of the research efforts on this topic tend to vary
in the same clime and in varying degrees and this is the focal point of our study. The tax systems
of a country backed by their policies often accounts for the level of revenue which can be
generated from its tax administrative efforts.
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The administrative systems of Ghana, Nigeria, Sierra Leone and the Gambia are similar on
various grounds which include legal, social and economic aspects. And this is due to the fact
that these four countries were colonized by the Britain and their affairs overseen by the
government of United Kingdom for nearly a century thus they are regarded as members of the
Commonwealth of Nations. Though these countries differ in their political structures, but the
foundations of their economic structure which includes sourcing of government revenue and
responsible spending were laid by various English leaders who administered the affairs of these
countries with the approval of the Queen of England. The legal structures including tax laws
in West African Commonwealth countries, some of which are still in use were introduced by
these English administrators and the changes made to them have mostly been in terms of
reflecting current realities rather than changing them entirely. In addition the early political
actors in the administrative systems of these countries were indoctrinated under the tutelage of
the English political experts and educationist thus underscoring the fact that West African
Commonwealth countries as former ‘apprentices’ of the United Kingdom should have
comparable ideology in terms of sourcing government revenues from various means which
obviously includes taxation.
The historical account of taxation in the history of man tends to portray tax as an agent of
economic development by all standards. It is important to appreciate that economic
development sufficiently captured by the human development index is a broader perspective
of positive tendency in the economic power of any country than gross domestic product
because it cuts across certain important indicators of human progress which includes life
expectancy, rate of poverty and education to measure the extent of development which has
been witnessed by a particular group of people over the years. Bhartia (2009) and Ola (2007);
in addition to many other scholars believe that taxation’s major role in the hands of the
administering government is to enable her finance its project which is obviously targeted
towards the improvement of the citizens welfare and ultimately lead to economic development
of the country. This study intends to explore the assumption that tax revenues should, in the
long run, lead to greater freedom for the people since economic development underscores
consistent and gradual freedom from poverty, poor governance, lack of economic
opportunities, illiteracy and lack of health. So this study is an attempt to ascertain the influence
of tax revenues of West African Commonwealth countries on their human development index.
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Objectives of the Study
This study has a broad objective of assessing the influence of tax revenues on human
development index of West African Commonwealth nations. To achieve the broad objective,
the specific objectives are to:
i.

research on the influence of direct tax revenue on human development indices of
West African Commonwealth nations

ii.

explore the possible association between indirect tax revenue and human
development indices of West African Commonwealth nations

Hypotheses
To pursue the specific objectives of this study, the following hypotheses were formulated and
presented in their null forms:
i.

H01:

Direct tax revenue has no significant effect human development indices of West

African Commonwealth Nations
ii.

H02:

Indirect tax revenue has no significant effect on human development indices of

West African Commonwealth Nations.
Conceptual Frameworks
The meaning of taxation
Tax is a compulsory levy paid to the government by the citizens which attracts no direct
compensation from the government but is paid rather to adhere to the relevant laws of the land.
Ihendinihu, Alpheaus and Onyekachi (2018) defined tax as a compulsory contribution levied
on ‘persons’, property, income and transactions in the support of government. Tax can also be
considered as a compulsory and unrequited payment made to the general government (Nobes;
1998).
Taxation as obtained from the word ‘tax’ is the process of administering the tax laws with the
objective of actualizing the main aims of the administering government with respect to taxes.
Aguolu (2009) defined taxation as the compulsory levy by government through its various
agencies on the income, capital or consumption of its subjects. He identified such taxable
incomes to include personal incomes such as salaries, business profits, interests, dividends,
commissions, royalties, rents, etc; capital gains, petroleum profits and value added to products
and services. Taxation is considered a medium through which government administrations all
over the world execute their expenditures achieved through imposition of various levies on the
citizens and corporate incomes and consumptions. Asides the use of taxation to finance
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government budgets, taxation is also a means of controlling the social and economic anomalies
within the economy. This is done when governments apply tax imposition to encourage certain
economic decisions such as low tax rate or tax holiday granted to motivate investors to commit
funds towards a particular sector in order to grow or expand such sector. Taxation can also be
used to discourage importation of foreign goods thereby shielding substitute home products
from stiff competitions. All these will lead to better economic opportunities for the taxing
economy. Taxation is also applicable to the achievement of desirable social stance since
governments can impose high taxation on some harmful substances to discourage their use or
consumption by its citizens.
Tax administration in developing economies
Dom and Miller (2018) opine that tax administrations of colonized states did not follow any
specific strategy aimed at bringing about lasting development while putting up an argument
which suggests that taxation strategies applied in the colonies especially within the sub-Saharan
Africa were merely intended to exploit the locals from the perceived surplus at the time coupled
with the pressure of meeting up with social expectations based on what is currently obtained in
the colonists of their counterparts. So the above view of the authors may suggest that the
foundations of the tax systems obtained in the West African commonwealth countries which
form our focal point in this study may not have optimized economic development of the nations
then. If this is accurate, it is also expected that efforts will be made by these former colonists
to institute and implement tax policies and reforms that will best promote their interests as a
people.
But tax administrations of developing countries are generally under-optimized for economic
growth especially African countries that tend to depend unduly on non-tax incomes for raising
government revenues. These developing countries that rely on crude oil like Nigeria and
Angola are recently struggling and making attempts to augment their total government
revenues due to decline in crude oil prices (Egbunike, Emudainohwo & Gunardi; 2018).
West African commonwealth countries, even though they are all developing countries had the
foundations of their tax systems laid by one colonialist who applied taxation as a primary
source of government revenue. Even though some of these countries have mineral resources
which attracted the British powers in the first instance, Nigeria particularly was yet to start
mining oil in commercial quantities at the time of colonization, so it is evident that Britain had
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always hold on to taxation even with other sources of income. It is not out of place to assume
that these West African Commonwealth countries will tap into the opportunities embedded in
taxation and improve on their tax systems to diversify their incomes but this may not be the
case. Mansfield (1988) highlights the huge difference between tax laws and actual taxation in
developing countries. Developing countries have the tendency of making admirable tax
policies which its implementation should lead the economy to emancipation but the tax practice
that follows these policies bear no resemblance to such tax laws and policies. This is probably
the greatest challenge of taxation in developing countries.
Bird (2018) recognizes low rate of compliance to tax as one of prominent inhibiting factors to
successful tax administration in developing countries. He opines that economic approach to
implementation of tax laws often fail to take key administrative issues as tax evasion and
avoidance into consideration; and these factors which ought to have influenced the way the tax
man assesses, collects and enforces the tax laws reduce notable policies to ineffective or
suboptimal strategies. Some measures outlined to improve tax administration in developing
countries are acknowledgment of the compliance level of the particular country in question,
making uncomplicated tax laws and policies, development of good tax reform strategy which
include firm control of the withholding tax agents, recognition and treating the taxpayers as
clients, introduction of information technology into the tax system and dealing decisively with
non-compliance to taxation.
However, while assessing the role of taxation in improving the wealth of developing countries,
Bird and Milka (1992) observed that most policy makers tend to overlook the restoration role
that taxation play in the macroeconomic balance and improvement of equity. It therefore holds
that tax policies in developing countries may tend towards maximizing government revenue
especially as other sources of revenues to the governments are declining just like the case of
Nigeria. And this may lead to ignoring other macroeconomic roles of taxation thereby
distorting their balances; a case that is also detrimental to development. Ligomeka (2019)
believes that developing African economies are popularly associated with low income taxes
because the per capita incomes of the masses are generally poor. Low tax to GDP ratios of
developing countries can also be traced to poor income tax administrative competence
including corruption on the level of tax collection and remittance to government coffers thus
these nations embraced the opportunity provided in value added tax implementation to boost
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tax revenues. Hence developing countries exhibits high dependence on indirect taxes to
generate tax revenues than direct taxes (Ahmad & Stern; 1989).
Highlights of the tax administration in developing countries which also envelopes West African
Commonwealth countries is paramount to appreciation of the backgrounds of taxation in these
countries but it is noteworthy however, that some of these nations may have comparative
advantage over each other in terms of effective administration of taxes, development of
strategic tax reforms and maintaining a firm hold on taxation as an important source of
government revenue since after independence.
Taxation and human development index
Human development index is a measure of national economic progress which reveals the
composite index of life expectancy, education and per capita income as a means of ranking the
quality of human life in any country at a given period of time. The index was developed by Dr.
Mahbub-ul-haq and is currently published annually by United Nations Development
Programme (UNDP) as a measure for ranking nations on the quality of lives led by their citizens
within their territorial sovereignty. The nations are ranked in four categories depending on their
performance; very high, high, medium and low.
The human development index measures the ability of masses to be and to do basic activities
of life based on accessibility such as feeding, being sheltered, healthy, working, and being
educated, voting and partaking in community life. One of the core objectives of sourcing tax
revenue is to raise government finance and thus facilitate its ability to provide public and
essential goods. So the need to relate taxation to human development index is important for
developing countries because it provides an insight to the administrative efficiency of the
government and its accountability to the funds available to it.
Several empirical studies have assessed the relevance of fiscal policies of the government to
the improvement of quality of life as measured by human development index of different
nations (Gupta, Clements & Tiongson; 1998, Gomanee, Morrissey, Mosle & Verschoo; 2005,
Suescun; 2007, Davies; 2009, Ali, Raza & Yousuf; 2012). Government fiscal policies at
different times were found to exert significant effects on the human development index of the
several countries across different levels of development. It therefore suggests that government
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policies on spending and revenue accumulation can improve or worsen the quality of life led
by its citizens within its national boundaries.
With respect to taxation specifically, government revenue accumulation through the channel
of taxation may exert an influence on the human development index of developing countries
(Nwakanma & Nnamdi; 2013). It is therefore pertinent that governments should implement tax
laws which promote the cultural and social inclinations of the masses and take the quality of
human lives into proper consideration. It is also important to learn from countries that have
successfully achieved welfare programmes, income redistribution through tax policies and also
generated significant tax revenues without undermining economic development (Kizilkaya,
Kocak & Sofuoglu; 2015).
Sherwani, Kamal and Abbas (2017) believe that human development index is the most
appropriate measure of economic progress because of its composite nature. Having studied the
correlates of human development across 188 countries and cutting across levels of progress
which include very high, high, medium and low; they opined that both direct and indirect taxes
can attract responses to changes occurring to human development index of various countries.
Thus, it is important for policy makers of developing nations to understand that the role of
taxation does not end at the point of revenue sourcing. But they should also be careful to proffer
accountability of taxpayers’ funds as well as channel the funds to equitably improve the quality
of lives of the masses so as to attract the confidence of the masses and also elicit voluntary
compliance to taxation to a great extent.
Theoretical Framework
2.2.1 Altruistic behaviour theory of taxation
The bane of economic development in developing economies is often blamed on inadequate
government funds of which taxation is a veritable source. Low rate of voluntary compliance to
taxation is a major discredit to tax systems of developing economies (Ahmed, Chetty, Mobarak,
Rahman & Singhal; 2012) thus highlighting the importance of eliciting maximum level of tax
compliance through propagating adequate fiscal psychology by maintaining fiscal
accountability on the part of government administrations. This is where the altruistic behaviour
theory of taxation comes to bear.
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Altruistic behaviour theory of taxation stems from fiscal psychology tax models which propose
the improvement of taxpayers’ attitude and systems of taxation through proper accountability
of taxpayers’ funds. It presupposes an attitude of sacrificing private economic benefits by
citizens in pursuit of general economic welfare through fiscal responsibility. Walpole and TranNam (2012) observed that the fiscal psychology model by Schmolders (1959) was followed by
altruistic theory explained by Becker (1974). He opined that altruistic behaviour theory of
taxation can be regarded as another approach to fiscal psychology since it also emphasizes on
the attitude of the taxpayers in boosting tax compliance and by extension, tax revenue collected.
According to Becker (1974), the citizens are capable of responding rationally when they are
convinced that maintaining personal fiscal responsibility will lead to the achievement of a
better economic welfare of the state. Thus, as both economic and social agents, they are capable
of sacrificing parts of their individual economic benefits to contribute towards enabling the
state to provide for the development and welfare of all the people. Though Walpole and TranNam (2012) observed that not all business taxpayers should or can be treated like individuals,
however they also observed that this approach is capable of boosting tax revenue by promoting
taxpayers’ positive attitudes towards taxation through adequate compliance to taxation.
The implication of this theory to government administrators of taxation borders on
accountability and efficiency. It is expedient for the government who collects taxes to ensure
that the taxpayers’ funds are properly accounted for, and further channelled towards providing
those basic goods and infrastructures in order to sustain the altruistic feelings and behaviours
of the citizens.
So, this study aligns with altruistic behaviour theory of taxation because first, it views adequate
citizens’ compliance to taxation, government accountability and efficiency in managing tax
funds, as imperatives to boosting tax revenue. Secondly, it also views sustained growth and
efficient fiscal wealth as capable of improving the economic welfare of the people if the
altruistic behaviour of the citizens will be maintained. And these views are the basics of
altruistic behaviour theory of taxation.
Review of empirical literature
Literatures abound on the subject of taxation’s interrelation with various economic
performance indicators and human development index specifically. The following paragraphs
reviewed some of these related literatures prior to the establishment of some gaps which form
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the focus of the work. Myles (2000) considered the endogenous growth theory as proposing
the interrelations between taxation and economic growth of nations while studying to reconcile
this theoretical stance with empirical results in the United Kingdom. He concluded that
theoretical models have shown that the association of taxation with economic growth can be
substantial although empirical evidences tend to remain unresolved. The results on the
influence of tax revenue on the macroeconomic indicators of nations have continued to vary
among nations and regional groupings and even in time thus making its conclusion a difficult
one.
The above conclusion brings to light the reality of the changing nature of the taxation’s
influence on economic performance over time and also the necessity of frequent reviews to
maintain control of tax influence on economic growth by manipulating it for the welfare
promotion of the country. Some studies have studied the relationship between taxation and
economic performance using gross domestic product as a measure of economic progress;
Nmesirionye, Ebieri and Onuche (2019), Hosen (2019), Arabi and Elbeely (2019), Owino
(2018), Ahmad, Sial and Ahmad (2018), Ali, Ali and Dalmar (2018), Arowoshegbe,
Uniamikogbo and Aigienohuwa (2017) and Popoola, Jimoh and Oladipo (2017).
Egbulonu and Amadi (2016) measured economic performance by studying the responsiveness
of unemployment rate to tax revenue and found that increase in tax rate will decrease the rate
of employment in Nigeria but Ironkwe and Agu (2019) found a positive association to flow
from tax revenue to unemployment in Nigeria thus the study argued that government
administrators ought to distribute state wealth towards combating unemployment in the nation.
The contradiction in the two studies is a good example of the changing nature of the influence
of taxation on economic performance over time.
Adukonu and Ofori-Abebrese (2016) applied per capita income in the measurement of
economic performance and found that direct tax in the Ghanaian economy is positively related
the wealth of individuals; thus it decreases the poverty level of individuals whereas indirect
taxes worsen the poverty level of the people by increasing it. On the other hand, Okeke, Mbonu
and Ndubuisi (2018) used gross fixed capital formation to measure economic development and
their findings underscored the relevance of tax revenue to the growth of fixed capital formation
in Nigeria. This is because the study found that and tax revenue has a significant effect on gross
fixed capital formation, infant mortality and labour force of Nigeria.
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Chigbu and Njoku (2015) studied the influence of disaggregated taxes on three measures of
macroeconomic indicators of Nigeria which include gross domestic product, inflation and
unemployment for the period 1994-2012. Co-integration analysis was to estimate long run
relationship among the variables while ordinary least square regression technique was adopted
to test the direction and magnitude of association between the dependent and independent
variables in the study and results obtained showed that both direct and indirect taxes jointly
have positive and significant effect on the selected macroeconomic indices but individually did
not show significant influence on the variables. So the researchers concluded that tax revenues
have not contributed significantly in combating high rate of unemployment in Nigeria and
recommended the restructuring of Nigerian tax system and proper accountability of funds
raised from taxation so that basic amenities are provided to encourage taxable persons to
comply voluntarily with their fiscal obligations.
Economic performance has also been studied from the standpoint of infrastructural
development. Onyekachi, Nwankwo and Oteh (2018) found that tax revenue has significant
positive influence on the infrastructural development of Nigeria. The study measured
infrastructural development by considering the World Bank’s data on access to portable water,
electricity and internet facilities. The paper calls continued reinvestment of tax revenue in the
economy to achieve voluntary compliance from the masses. Onyekachi, Ihendinihu and
Nmesirionye (2018) submit that tax revenue has significant and positive influence on the
infrastructural development of African countries with specific reference to Nigeria and South
Africa. The study established the importance tax revenue to the development of infrastructure
in African countries however, there is need to explore the relevance of these infrastructure to
quality human lives in terms of health, income and education which are components of human
development index.
Some empirical studies on the influence of taxation on economic performance have also
attempted to capture economic progress using the human development index. Ofoegbu, Akwu
and Oliver (2016) found that tax revenue has significant influence on the human development
index. The researchers also tried to ascertain possible difference in measuring economic
performance of Nigeria using human development index and gross domestic product. They
concluded based on the comparison of the regression results obtained for effect of tax revenue
on human development index on one hand, and tax revenue on gross domestic product on
another hand; that gross domestic product yields a painted picture of the association between
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tax and economic performance since the relationship obtained for tax and human development
index appears to be smaller than that of gross domestic product. They submitted that human
development index is a better measure of economic performance than gross domestic product.
This submission agrees with the position of Ramirez, Ranis and Stewart (1997) who
highlighted that human development is a superior and quality economic performance indicator
than growth. This is also supported by Abraham and Ahmed (2011) who state that gross
domestic product and human development index has no significant relationship as measures of
economic growth and development respectively. These studies favoured the measurement of
economic performance using human development index rather than gross domestic product.
Ibanichuka, Akani and Ikebujo (2016) applied multiple regression analytical technique in
studying the influence of tax revenues on economic development of Nigeria. The study
submitted that tax revenues that are federally collected which include companies’ income tax,
value added tax and customs and excise duties all have positive effects on the human
development index. The study favours human development index as a better measure of
economic growth and development than gross domestic product which was adopted by the
empirical literature reviewed in the work.
Dang (2016) also recognises the use of human development index as a suitable indicator to
capture economic development as the study measured the influence of budget deficit as a
component of fiscal policy on economic development of Nigeria. The study argued that only
few studies have been done in the aspect of human development index as a measure of
economic development especially in relation to budget deficit. This brings to limelight the need
to explore economic progress from the standpoint of human development index.
Imide and Imoughele (2019) researched on the impact of fiscal policy on the human
development index of Nigeria using unit root analysis, co-integration and error correction
model as their analytical techniques. Their findings suggest that fiscal policy tool is very
relevant to economic performance and development. This is due to the fact that the study found
that tax revenue and domestic debt have direct and significant effects on human development
index of Nigeria. The study therefore recommended for greater emphasis on the principles of
effective taxation.

Nwakanma & Nnamdi (2013) also found tax revenue to be an effective tool to the improvement
of human development index in Nigeria as their study showed that tax revenue affects human
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development index significantly. Dronca (2016) studied the effect if tax evasion on the
economic development of twenty-eight member states with the European Union from 19992010. The study which applied ordinary least square panel regression, revealed that tax evasion
affects human development index of the states negatively which is also the case for fiscal
freedom and government effectiveness as other measure of economic development. The
findings of this study further underscore the interrelatedness of tax revenue towards the
economic development in any country.
Gap in literature
This study contributes to the body of literature in accounting research by investigating the
influence of tax revenue disaggregated into direct and indirect tax revenue on human
development index of West African commonwealth countries as a regional group. The purpose
is to explore the relevance of taxation as one of the sources of governments’ income towards
improving the quality of human lives within this group.
Methodology
This study adopted ex-post facto research design which is necessary for examination of
variables in retrospect and without any intentional manipulation and control. The work also
covered the four West African countries previously colonized by the Britain Nigeria which are
Ghana, Nigeria, Sierra Leone and The Gambia. Secondary data were sourced electronically
from the official websites of World Bank, Federal Inland Revenue Services of Nigeria and
International Monetary Fund through International Center for Tax and Development. The
method of analysis employed in this work is the ordinary least square panel regression. The
model is specified in line with the position of the altruistic behaviour theory of taxation which
connotes the assumption that citizens pay their taxes in rational expectation of overall better
economic conditions in their various countries;
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HDIit = a + b1DTit + b2IDTit + eit
Where:
HDI
Human Development Index
DT
Direct Taxes
IDT
Indirect Taxes
e
Error term
i
individual countries
t
time
Results and Discussions
Testing for the effect of direct tax revenue on human development index of West African
Commonwealth countries.
Hypothesis I
Direct tax revenue has no significant effect on human development indices of West African
Commonwealth Nations
Prior to testing of the hypothesis as restated above, the Hausman test is conducted to facilitate
the basis for selecting between fixed and random effects panel regression. Table 1 presents the
results of the Hausman test in an abridged format, the full table is attached to this dissertation
as appendix I.
Table 1: Hausman test for fixed and random effects regression models
Correlated Random Effects - Hausman Test
Equation: Untitled
Test cross-section random effects
Chi-Sq.
Statistic Chi-Sq. d.f.

Test Summary
Cross-section random

16.609292

Prob.

2

0.0002

Random Var(Diff.)

Prob.

Cross-section random effects test comparisons:
Variable
LOGDT
LOGIDT(-1)

Fixed

0.134772 0.119440
-0.068349 -0.054959

0.000018
0.000012

0.0003
0.0001

Source: Researcher’s Eviews output 2020
The Hausman test has a pair of hypothesis from which the choice of the appropriate regression
estimate is to be selected depending on the value of the Chi-square probability. The pair of
hypothesis is stated as:
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Ho: Random effect regression is more appropriate
H1: Fixed effect regression is more appropriate
The abridged Hausman test result on table 1 shows a chi-square value of 16.609 approximately
with a probability value of 0.0002. This outcome implies that the fixed effect regression model
is more appropriate since we will reject the null hypothesis which posits the acceptance of
random effect regression.
Table 2: Direct and indirect tax revenues and human development index estimation
Dependent Variable: HDI
Method: Panel Least Squares
Date: 01/15/20 Time: 09:57
Sample (adjusted): 1982 2018
Periods included: 37
Cross-sections included: 4
Total panel (balanced) observations: 148
Variable

Coefficient

C
LOGDT
LOGIDT(-1)

-0.130441
0.134772
-0.068349

Std. Error

t-Statistic

0.062303 -2.093658
0.016712 8.064208
0.019686 -3.471989

Prob.
0.0381
0.0000
0.0007

Effects Specification
Cross-section fixed (dummy variables)
R-squared
Adjusted R-squared
S.E. of regression
Sum squared resid
Log likelihood
F-statistic
Prob(F-statistic)

0.805268
0.798411
0.040691
0.235119
266.9180
117.4413
0.000000

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

0.405284
0.090629
-3.525919
-3.404411
-3.476551
0.281377

Source: Researcher’s Eviews output 2020
The fixed effect multiple regression estimate is shown on table 2. The outcome of the regression
indicates that direct tax revenue of West African Commonwealth nations is positively and
significantly associated with their human development index. This conclusion is based on the
beta coefficient of 0.135 and t-statistics of 8.064 approximately which are all significant at 1%.
The implication of the above outcome is that human development index of West African
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Commonwealth nations respond in the same direction with the changes in their direct tax
revenue. This underscores the possible relevance of tax revenues to the overall development of
the group and region since human development index encompasses income level, health and
education as contributory factors to the index.
Having found that the probability level of the interrelation of direct tax revenue and human
development index is significant, we therefore reject the null hypothesis and accept its
alternative which supports the existence of significant linear relation between direct tax
revenue and human development indices of West African Commonwealth Nations.
Testing for the effect of indirect tax revenue on human development index of West
African Commonwealth countries.
Hypothesis II
There is no significant linear relation between indirect tax revenues and human development
indices of West African Commonwealth Nations.
The outcome of the regression estimate on table 2 also shows that indirect tax revenue has an
inverse effect on the human development index of West African Commonwealth countries at
a significant level. The above conclusion is based on the beta coefficient of -0.07 and a tstatistics of -3.472 approximately. The beta coefficient is also significant at 1%. The residual
statistics also show that direct and indirect tax revenues have joint significant impact on the
human development index of West African Commonwealth nations. This submission is based
on the outcome of the r-squared which is 0.805 approximately implying that direct and indirect
tax revenues can jointly predict changes in the human development index. The above finding
is further supported by the f-statistics probability which is significant at 1% and implies that
regression model has a goodness of fit.
On the basis of findings made in this subsection, we reject the null hypothesis and accept the
alternation which posits that indirect tax revenue has significant effect on the human
development index of West African Commonwealth nations. It therefore follows that indirect
tax revenue of West African Commonwealth nations may not be growing in the same direction
and magnitude with the development of the region. But it is important to note that the
significance level of the association between these variables calls for critical consideration of
economic implications of fiscal policies before and after implementation of such policies. The
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result aligns with the findings obtained in the Granger causality tests for indirect tax and human
development index. The conclusions made by Ofoegbu, Akwu and Oliver (2016) on the
importance of tax revenues to the improvements in the human development index of Nigeria
also support the results of this study and shows that optimization of indirect tax revenue is
critically relevant to the development of the group.
Conclusion and Recommendations
The study concludes that tax revenue provides significant opportunity for improving the human
development index of West African Commonwealth countries. The study also concludes that
indirect tax revenue of West African Commonwealth countries has not been adequately
harnessed to improve quality of human lives in the area because the study found that direct tax
revenue has shown a positive influence on the changes in human development index whereas
indirect tax revenue appears to associate negatively with human development index of the
group.
Therefore, it is important for the West African Commonwealth nations and developing
economies at large to tap into the opportunity available within the ambits of fiscal policy and
specifically in taxation to improve the quality of human lives within its territory. Tax policies
of West African Commonwealth countries should explore and concentrate more in raising tax
revenue through indirect taxation because it provides equitable bases than direct taxes given
the large informal economies in this region. The study also calls for government
administrations in the countries that have recently reinvigorated their indirect tax policies such
as Nigeria, to ensure proper accountability so that the possible changes obtained as a result of
this policy implementation can be well captured and weighed against the status ante.
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Appendix I
Hausman Test Result for Analysis of the Effect of Direct and Indirect Tax Revenues on
Human Development Index of West African Commonwealth Countries
Correlated Random Effects - Hausman Test
Equation: Untitled
Test cross-section random effects
Chi-Sq.
Statistic Chi-Sq. d.f.

Test Summary
Cross-section random

16.609292

Prob.

2

0.0002

Random Var(Diff.)

Prob.

Cross-section random effects test comparisons:
Variable
LOGDT
LOGIDT(-1)

Fixed

0.134772 0.119440
-0.068349 -0.054959

0.000018
0.000012

0.0003
0.0001

t-Statistic

Prob.

Cross-section random effects test equation:
Dependent Variable: HDI
Method: Panel Least Squares
Date: 01/15/20 Time: 10:00
Sample (adjusted): 1982 2018
Periods included: 37
Cross-sections included: 4
Total panel (balanced) observations: 148
Variable

Coefficient

C
LOGDT
LOGIDT(-1)

-0.130441
0.134772
-0.068349

Std. Error

0.062303 -2.093658
0.016712 8.064208
0.019686 -3.471989

0.0381
0.0000
0.0007

Effects Specification
Cross-section fixed (dummy variables)
R-squared
Adjusted R-squared
S.E. of regression
Sum squared resid
Log likelihood
F-statistic
Prob(F-statistic)

0.805268
0.798411
0.040691
0.235119
266.9180
117.4413
0.000000

Mean dependent var
S.D. dependent var
Akaike info criterion
Schwarz criterion
Hannan-Quinn criter.
Durbin-Watson stat
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0.405284
0.090629
-3.525919
-3.404411
-3.476551
0.281377
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Abstract
This study assesses the effects of International Public Sector Accounting Standards (IPSAS)
adoption on public sector financial management in Nigeria. The objective is to evaluate the
effectiveness of IPSAS in enhancing debt management, fiscal discipline and curbing corruption
in the Nigerian public sector. Quasi experimental research design was adopted. Time series
data on the three identified proxies for evaluating public sector accountability were collected
from the Central Bank of Nigeria Statistical Bulletin and official reports of Transparency
International to cover two periods – 2010 to 2013 for the Pre-IPSAS adoption and 2014 to
2019 for the Post-IPSAS adoption eras. Independent sample t-test was used to compare the pre
and post IPSAS adoption figures on public debt, corruption perception index and fiscal
discipline in the sector, with triangulation provided through regression technique for
robustness check. Results indicate that the mean public debt and corruption perception index
figures were higher, while fiscal discipline deteriorated more, during the post adoption period
than was observed before the adoption. Empirical tests reveal that public debt and fiscal
discipline figures between the two periods differed significantly, but differences in corruption
indices were not statistically significant. The paper concludes that the adoption of IPSAS in
Nigeria has not sufficiently addressed the problems of fiscal indiscipline, increasing public
debt profile and the scourge of corruption in the economy, and recommends strategies for
leveraging on global best practices in dealing with challenges in public sector financial
management so as to generate the needed transformation for sustainable economic growth in
Nigeria.
Keywords: International Public Sector Accounting Standards, accountability, corruption,
public debt management, fiscal discipline
INTRODUCTION
The International Public Sector Accounting Standards Board (IPSASB) develops accounting
standards for public sector entities referred to as International Public Sector Accounting
Standards (IPSASs). The Board is among the four independent standard-setting boards of
International Federation of Accountants (IFAC). IFAC is the global organization for the
accountancy profession dedicated to serving the public interest by strengthening the profession
and contributing to the development of strong international economies. Founded in 1977, IFAC
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is comprised of more than 175 members and associates in over 130 countries and jurisdictions
which include Nigeria. IFAC is expected to serve the public interest in four major arears; first,
by contributing to the development, adoption and implementation of high quality international
standards and guidance; second, by contributing to the development of strong professional
accountants; third, by promoting the value of professional accountants; and then, by speaking
out on accounting public issues (Aduwo, 2019).
The IPSASB is an independent standard-setting organ of IFAC responsible for developing
accounting standards for public sector entities with focus on ensuring consistent and
comparable financial information across jurisdiction. The Board recognizes the significant
benefits of achieving consistent and comparable financial information across jurisdictions and
it believes that the IPSASs will play a key role in enabling these benefits to be realized. The
standards issued by the Board deal with financial reporting under the cash basis of accounting
and the accrual basis of accounting. The accrual IPSASs are based on the International
Financial Reporting Standards (IFRSs), issued by the International Accounting Standards
Board (IASB), where the requirements of those Standards are applicable to the public sector.
They also deal with public sector specific financial reporting issues that are not dealt with in
IFRSs. IPSAS refers to the recommendations made by the IPSAS Board under the auspices of
the International Federation of Accountants (Esu & Inyang, 2008).
By the introduction of accrual accounting through the instrumentality of IPSAS, governments
are encouraged to demonstrate their desire to achieve greater transparency and accountability,
and also produce better information for government decision making process (Obara & Nangih,
2017). As aptly put by PWC (2013) “applying financial reporting standards such as the
International Public Sector Accounting Standards (IPSAS) further improves the quality of
financial information and facilitates comparison across governments and organizations. The
full benefits of IPSAS adoption can be captured as part of a wider finance reform by
governments worldwide, serving as a catalyst to provide high-quality financial information,
and even more importantly, improving operational and service performance and contribution
to the sustainability of public finances”. Conversely, Nigeria at large and state governments in
the country, both public and private sector were using cash basis of accounting not until 16th
century when private sector left public sector with the cash basis and identified with the
"Generally Accepted Accounting principles" (GAAPs) in line with accrual accounting basis in
consideration of global realities and competition. The public sector notwithstanding continued
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with the accounting on cash basis in line with the provisions of "Finance Control and
Management" Ordinance Act of 1958 "as amended by CAP A15 LFN 2004" which records
receipts and incomes when actual cash is being received and records expenditure when actual
payment is made not minding the accounting period in which the services were made or
benefits received (Jim, 2013).
It was in response to the above arguments that the government of Nigeria carried out the gap
analysis study that was aimed at benchmarking public sector accounting system in Nigeria with
cash based IPSASs with a view to identifying the gaps. Subsequently, Nigeria set up a high
powered implementation team, officially known as the Federation Account Allocation
Committee (FAAC) sub-committee on the road map for adoption of IPSAS. Over the years,
citizens of some developing countries have been blaming and accusing their leaders of
mismanagement and diversion of public resources for their personal gains and selfaggrandizement (Ajie & Wokekoro, 2012). While some members of the public describe the
ugly menace as stealing, others term it corruption (Amaefule & Iheduru, 2014). It was in this
direction that Nweze (2013) observes that adoption and proper implementation of IPSAS in
Nigeria would create avenue for reduction in case of manipulation of financial resources in the
public sector since one of the objectives of IPSASs is to engender transparency and
accountability in the operation of public entities. It was also believed that full and proper
implementation of IPSAS in Nigeria would pave way for Related Party Disclosure which by
extension check cases of corruption through effective, efficient, and transparent financial
reporting in the public sector (Khan, Seiwald & Schaik, 2014). Considering the fact that official
corruption is a threat to government legitimacy and authority and reduces the amount of public
money available to fund public services, adoption and implementation of IPSASs by the
accounting profession are giant steps in the global fight against government corruption in
Nigeria.
Statement of the problem
Several arguments have been put forward that IPSASs adoption and proper implementation
would pave way for improved budget implementation because the standards provide better
estimates of the macroeconomic impact of government fiscal policy, reduction in budget
manipulation attempts, improvement in transparency and accountability; better utilization of
scarce resources, improvement in non-financial asset management, and above all, provide
necessary information for decision making. Laudable as these goals may appear, and going by
422

10TH ACCOUNTING AND FINANCE CONFERENCE BOOK OF PROCEEDINGS VOLUME 10 ISSUE 2, 2020

visible signs of financial mismanagement, huge cases of money laundering, embezzlement,
misappropriation of funds, corruption and other social vices that affect public accountability in
the public sector of the Nigerian economy, it is yet to be ascertained whether the adoption of
IPSAS has actually achieved the set objectives of its adoption in the Nigeria. This paper
therefore sets to investigate how the adoption of IPSASs has affected public sector
accountability in Nigeria.
Objectives of the study
The main purpose of this study is to evaluate the effect of the adoption of International Public
Sector Accounting Standards (IPSAS) on public sector financial management in Nigeria. The
specific objectives are:
1.

To assess the effect of International Public Sector Accounting Standards (IPSAS)
on public debt management in Nigeria.

2.

To determine the effect of International Public Sector Accounting Standards
(IPSAS) adoption on the level of corruption in Nigeria.

3.

To investigate the extent to which adoption of International Public Sector
Accounting Standards (IPSAS) influences fiscal discipline in Nigeria.

Hypotheses
H0:

International Public Sector Accounting Standards (IPSAS) has no significant effect on
public debt in Nigeria.

H02:

The adoption of International Public Sector Accounting Standards (IPSAS) has no
significant effect on the level of corruption in Nigeria.

H03:

The adoption of International Public Sector Accounting Standards (IPSAS) has no
significant influence on fiscal discipline in Nigeria.

LITERATURE REVIEW
Conceptual framework
International Public Sector Accounting Standards (IPSASs) are a set of accounting standards
issued by the IPSAS Board for use by public sector entities around the world in the preparation
of financial statements (IPSAS Handbook, 2015). The accrual IPSAS is based on International
Financial Reporting Standards (IFRS) issued by the International Accounting Standard Board
(IASB) where the requirements of those standards are applicable to the public sector. They also
deal with public sector specific financial reporting issues that are not dealt with in IFRS.
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However, the regulation of the accounting standards of public sector entities is vested on the
International Public Sector Accounting Standards Boards (IPSASB) with the exception of
Government Business Enterprises (Heald, 2003). International Public Sector Accounting
Standards Board (IPSASB) issued a set of accounting standards called International Public
Sector Accounting Standards (IPSAS) to regulate government accounting in response to calls
for greater government financial accountability, transparency and value relevance since 1997.
IPSASs are recognized and accepted by international bodies such as the United Nations, World
Bank, and IFAC. Countries are therefore encouraged to align their national accounting
standards with IPSAS so as to conform to international best practices, and this explains why
IPSAS, in recent times, has continued to attract the attention of government regulators, policymakers, practitioners and academia alike (Kanellos & Evangelos, 2003).
The IPSAS are intended to be applied in the preparations of general purpose financial reports
that are intended to meet the needs of users who cannot otherwise command report to meet
their specific information needs aimed at improving the quality of general purpose financial
reporting by public sector entities, leading to better informed assessments of the resources
allocation decisions made by governments, thereby increasing transparency and accountability
(Obara & Nangih, 2017). Still on the possible benefits of IPSAS adoption by countries Mariano
D’Amore (2015) in his presentation posited that IPSASs enable a more comprehensive and
accurate portrait of the financial position and performance, and the impact and sustainability
of public policies, they provide a better basis for decision-making at different levels of
governments and provide robust support to public financial management. In particular, because
the IPSASs give a full vision of the resources of an entity and its obligations, they make it
possible to manage them in a more informed way. Also, service management can be based on
a fair view of the costs incurred, of the sources to recover them and whether the entity has
acquired resources economically and used them efficiently in the delivery of services. He
maintained that most monitoring authorities for financial stability currently base their decisions
on outcomes provided by government finance statistics. IPSASs, according to him, are not
meant to provide the same information or to serve the same needs as statistical accounting
systems. Nevertheless, government finance statistics (GFS) are based on an accrual approach
and build upon financial accounting data produced at single entity level. As the application of
IPSASs improves the quality of basic accounting data, it results in greater reliability of the
figures provided for the general government sector by GFS and allows the reconciliations
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between statistics and accounting. To date, the number of International Public Sector
Accounting Standards (IPSASs) issued by the IPSASB have risen to 38 (Thirty eight) standards
(IFAC, 2015). All these standards were developed towards ensuring accountability,
harmonization, and full disclosure of financial information to permit informed judgment by the
interested accounting information users (Izedonmi & Ibadin, 2013).
Implementation of IPSAS in the Nigerian Public Sector
Oluwatobi (2012) reported that the Nigerian public sector is known for corruption, financial
indiscipline, lack of integrity, lack of transparency, lack of accountability, and general
mismanagement of public fund, which to a great extent have hindered the level of development
in the country. Against this background therefore, one could comfortably state that Nigeria
considering its challenges on transparency and accountability is yet to come to equal stand with
the international community notwithstanding the number of reforms that have taken place in
the country. Conversely, there was no way accountability can be achieved where expenditure
made in respect of the acquisition of non-current assets by the public sector were being
expensed within the year of acquisition not considering how long was the life span of the assets
(Omolehinwa & Naiyeju, 2012). From 1960 to date, corruption, lack of transparency and poor
accountability in the public financial system have been the problem facing the Nigeria as can
be seen by the level of reckless spending, mismanagement of public resources; and diversion
of public funds and all of these could be blamed on the accounting system and budget
processes- formation, authorization, implementation and evaluation (Ukaogo, 2013). Sequel to
these, Maikudi and Mikail (2014) recommended that Nigeria should adopt more pragmatic and
comprehensive reforms and then enforce strict compliance in those reforms just as it is
necessary to adhere to the provisions of fiscal responsibility, public procurement Act and the
general budget processes if Nigeria must experience appreciable level of accountability in her
public sector. According to Okpala (2012), 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 auditing institutions, and non-compliance with international public sector
accounting standards (IPSASs).
The Federal Executive Council (FEC) in Nigeria approved the roadmap for the adoption of
IFRS and IPSAS for both private and public sectors respectively in July, 2010. The primary
aim of this adoption is to enhance and strengthen the country’s financing reporting standards
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in line with international best practice (Otunla, 2012). A sub-committee was set up in June,
2013 by Federal Account Allocation Committee (FAAC) to work out a blueprint for the
implementation of IPSAS in the three tiers of government. PricewaterhouseCoopers (2012)
posits that the objective of IPSAS adoption is to ensure that public interest is served and
protected by developing high quality public sector financial reporting standards and by
ensuring the convergence of both national and international standards, thereby enhancing the
quality, transparency and uniformity of financial reporting throughout the world. All public
entities are expected to start the implementation of accrual IPSAS by January, 2014 (Erin,
Okoye, Modebe & Ogundele, 2016).
The financial authorities guiding Public Sector Accounting and Financial Management in most
countries (Nigeria inclusive) are inadequate in driving financial management in the public
sector let alone strengthening or improving the financial management function within
government entities such as ministries, departments and agencies (Ugwuoke & Onyeanu,
2013). Atu, Atu, and Okoye (2013) observed that adoption and implementation of IPSAS
would enhance quality financial reporting and subsequently restore the international and
domestic confidence in the public sector financial management. It added that the intention of
IPSASB was to develop programs and standards for the improvement, accountability and
transparency of public sector financial management in addition to improved financial reporting,
corporate governance, and auditing. Of course, application of IPSASs in the public sector
improve internal control mechanism, transparent reporting of assets and liabilities,
comprehensive cost information reporting and resource allocation which generally lead to
improved public sector financial resources management (Crisan & Fulop, 2014). Nweze (2013)
observed that IPSAS adoption and proper implementation would improve liquidity
management, improve resources management, improve non-financial asset management,
improve utilization of scarce resources, and thus, leading to better management of public fund.
The public sector committee of International Federation of Accountants (IFAC) developed
IPSAS to guide government entities in the preparation of high quality financial reports. IFAC
encouraged public sector entities to adopt accrual basis of accounting for their general-purpose
financial statement to ensure uniformity and comparability of financial reporting across
countries (Udeh & Sopekan, 2015). The recent shift to accrual accounting was initiated by the
developed countries as part of the public sector reform (Hassan, 2013). The annual financial
statements play a significant role in the accountability of governments to their citizens and their
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elected representatives (Huges, 2013). The necessity is because the cash and cash moderatedbased accounting does not allow obtaining the necessary information in order to provide better
support for planning and managing resources and more generally for the decision-making
processes, allowing greater accountability, even between different entities (Christiaens,
Vanhee, Rossi & Aversano, 2013). Thus, the international public sector accounting standards
(IPSAS) have become de facto international benchmarks for evaluating government accounting
practices and measuring accountability worldwide (Chan, 2008). This comparability of
financial reports places a greater demand for transparency and accountability on public officers
who manage the activities and transactions of the public corporations. This may further
enhance public-private partnership. The adoption of IPSAS is expected to enhance full
disclosure of financial information which will serve the need of different users (Ozugbo, 2009).
According to Ozugbo, IPSAS adoption will eliminate partial disclosure of financial
information as is presently the case in most government entities. Full representation will
enhance the quality of financial reporting in terms of its contents, relevance and international
competitiveness.
Theoretical framework
Several theories have been propounded to help explain the effect of IPSAS on accountability.
The study was anchored on Institutional Legitimacy theory as was refined by Mark C. Suchman
in one of his works “Managing Legitimacy: Strategic and Institutional Approaches” in the year
1995 was derived from the political economy theory as propounded by Rechard Cantillon
which contained in the posthumous publication of 1932. The Suchman’s legitimacy theory was
a modification of Karl Emil Maximilian Weber’s legitimacy theory of 1968 in the work titled,
the “Economy and Society”. Suchman defines Legitimacy as a generalized perception or
assumption that the actions of an entity are desirable, proper, or appropriate within some
socially constructed system of norms, values, beliefs, and definitions. The theory further
maintained that entities or institutions are managed by the few who seek legitimacy of their
actions- social, environmental and economic activities by a way of annual reports disclosure.
Therefore, the quality of information contained in the annual report disclosed to the society and
other relevant stakeholders can give legitimacy to the operations of the state. Thus, citizens
perceive the legitimate organization not only as more worthy, but also as more meaningful,
more predictable, and more trustworthy. It adds that legitimacy involves the existence of a
credible collective account or rationale explaining what the organization is doing and why. The
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theory recognizes the effect of accounting reports on the distribution of incomes, power and
wealth and then views accounting reports as social and economic documents. It further assumes
that full disclosure of financial information is a device for sustaining, reconstructing and
legitimizing political, economic, social and cultural operations of people (Van Der Lean, 2009).
The relevance of this theory to the study becomes undisputable considering the fact that
IPSASs advocate for full disclosure of financial information to enable interested financial
information users take informed judgment. If full disclosure of public sector financial
transactions is made, it would pave way for legitimating actions of institutions, transparency,
comparability, and above all, lead to accountability of government financial and non-financial
resources.
Empirical review
Ijeoma and Oghoghomeh (2014) examined the expectations, benefits and challenges of
adoption of International Public Sector Accounting Standards (IPSAS) in Nigeria. The
statistical tools employed were the Chi-square test, Kruskal Wallis test and descriptive analysis.
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, 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.
In a separate study, Erin, Okoye, Modebe and Ogundele (2016) examined the impact of IPSAS
adoption on the quality of financial reporting in the Nigerian public sector. 164 respondents
selected from the account departments of all government ministries under the Lagos State
public service were sampled for the study. The study used regression analysis method to
investigate the impact of IPSAS adoption on the quality of financial reporting in the Nigerian
public sector. The regression result shows that IPSAS adoption has a significant positive impact
on the quality of financial reporting in the Nigerian public sector.
Nkwagu, Uguru and Nkwede (2016) in their study sought to determine the implications of
IPSASs on accountability of Nigeria public sector with emphasis on its effects on efficient
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management of public funds, effective budget implementation, and checking of cases of
corruption among public officers in the South Eastern states of Nigeria. The study which
adopted survey design collected data using five point likert-scale questionnaire which was
administered on sample of 314 out of 1458 Accountants and Internal Auditors in the ministries
of finances of south Eastern states of Nigeria. The data was analyzed using descriptive
statistics. Hypotheses were tested using one-way ANOVA model. Findings unveil that IPSASs
adoption enhances accountability in the Nigerian public sector as the standards pave way for
improved management of public funds. It further shows that application of IPSASs paves way
for effective budget implementation and checks possible cases of corruption in the Nigerian
public sector. This implies that the economy of Nigeria will be better off if full implementation
and sustenance of IPSASs is made in the country, having seen IPSASs as the agents of the
needed change in Nigeria.
Ohaka, Dagogo and Baniye (2016) explored the impact of the adoption of International Public
Sector Accounting Standards (IPSAS) by the Nigerian government, with particular reference
to the local government financial management system. Eighty professionals, experts and public
sector leaders were selected. The researchers collected ordinal data from carefully but
objectively determined respondents from across the geographical spread of Nigeria, the three
tiers of government and across at least three generations of public sector operators. The
responses were examined descriptively and inferentially using t-test. It found that adoption of
IPSAS has the huge potential of improving transparency and accountability in local
government financial management.
Omodero and Okafor (2016) examined the efficiency and accountability of public sector
revenue and expenditure in Nigeria (1970-2014). Data on total federal government revenue and
expenditure, state governments’ revenue and expenditure were collected from Statistical
bulletin from the Central Bank of Nigeria from 1970-2014. The results were analyzed using
relevant statistical tools. The findings reveals that the level of accountability is very poor in
Nigeria because the attributes of accessibility, comprehensiveness, relevance, quality,
reliability and timely disclosure of financial information, social and political information about
government activities are completely non available or partially available for the citizens to
assess the performance of public officers mostly the political office holders. Conclusively and
evidently the study has revealed that there is significant relationship between efficiency of
public sector expenditure, recurrent expenditure and capital expenditure in Nigeria.
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Ademola, Adegoke and Oyeleye (2017) evaluated the impact of International Public Sector
Accounting Standard (IPSAS) on the financial accountability of selected local governments of
Oyo State, Nigeria. The impact of IPSAS adoption on corruption reduction, transparency and
accountability in the selected Local Governments were critically examined. The study which
adopted survey design collected data using five point likert-scale questionnaires which was
administered on sample of 105 Accountants and Internal Auditors in the selected local
governments of Oyo State, Nigeria. The data was analyzed using descriptive statistics. The
result of the study showed that adoption of IPSAS increases the level of accountability,
transparency and reduces corruption in the selected local governments. This implied that the
economy of Nigeria will be better off if IPSAS is fully adopted and implemented.
Duenya, Upaa and Tsegba (2017) examined the effect of adopting International Public Sector
Accounting Standards (IPSAS) on accountability in public sector financial reporting in Nigeria,
using the perceptions of accounting personnel (AP), academics (AA, and auditors (AU). A
sample of 130 respondents was drawn from a population of 193 AU, AP, and AA within Benue
State. The Chi- Square goodness of fit test, Kruskal Wallis H test, Mann-Whitney U test, and
Cohen effect size were used in data analysis. The study found that IPSAS adoption in Nigeria
would improve accountability and decision making in the public sector. The study also found
that significant differences existed between AP, AA and AU on the effect of IPSAS adoption
on Nigeria’s public sector financial accountability.
Akinleye and Alaran-Ajewole (2018) assessed the effect of International Public Sector
Accounting Standards (IPSASs) on information delivery in Nigeria. The study employed
primary data with the study population of seven hundred and ninety nine (799). The result of
OLS regression of Pre and Post-IPSASs revealed that adoption of IPSAS increased the quality
of information delivery thus enhanced level of accountability and transparency of Nigeria
public sector.
Aduwo (2019) examined the effect of International Public Sector Accounting Standards on
financial accountability in the Nigerian public sector. Using descriptive survey research design,
a sample size of 99, data were collected through questionnaire which were analyzed using
Multiple Regression Analysis and Pearson’s Correlation Matrix. The study revealed that
International Public Sector Accounting Standards has positive and significant effect on the
efficient management of public funds in the Nigerian Public sector. The results concludes that
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International Public Sector Accounting Standards will enhance transparency and accountability
of public funds in the public sector since it will show all the incomes and expenditures of the
government for the year during the preparation of the general purpose financial statements.
It can be found that most of these studies are based on survey design while none has been
carried out on the economic variables such as the actual outcome of financial transactions, how
the compliance has exposed and influenced management of funds and level of corruption index
in Nigeria. This forms gap that the present study seeks to bridge.
METHODOLOGY
The study adopted expost facto research design, drawing existing data on public debt,
corruption perception index and fiscal discipline (budget deficit) from financial reports of the
Central Bank of Nigeria (CBN) Statistical bulletin, Nigeria Bureau of Statistics and official
reports of Transparency International. The time frame covers two periods which are the PREIPSAS adoption (2010-2013) and POST IPSAS adoption (2014-2019) era as this enabled the
researcher determine the relative performance of the proxies under the two regulatory regimes.
IPSAS adoption was poxied with zero (0) for the pre-adoption period and one (1) for the years
in which IPSAS was adopted. The independent sample t-test was used to evaluate possible
significant differences in the mean values of the three parameters used in measuring public
sector financial management between the pre- and post- IPSAS adoption periods, while
regression technique was used (as analytical triangulation) to corroborate the effect of IPSAS
adoption on each component of public sector financial management in Nigeria. The models for
the regression are specified as follows:
PubDebt

=

∫(IPSAS)

..

..

..

..

..

(1)

CorrIndex

=

∫(IPSAS)

..

..

..

..

..

(2)

..

..

..

..

(3)

FiscDis

=

∫(IPSAS)

..

Where:
PubDebt is Public debt management proxied by total outstanding national debt,
CorrIndex is Corruption Perception Index of Nigeria, and
FiscDis is Fiscal Discipline proxied by budget deficit.
IPSAS is proxied by ‘0” for the years in which the standard was not adopted and “1” for the
years in which the standard was adopted in Nigeria.
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RESULTS AND DISCUSSION
Results of the analysis are presented in tables 1 to 4.
Table 1: Descriptive Statistic

PUBDEBT
12505.89
10242.02
23295.06
5241.660
6322.032
0.543037
1.848101

CORRINDE
X
29.00000
27.50000
39.00000
24.00000
5.228129
0.776973
2.380527

FISCDIS
-2161.185
-1358.175
-835.7100
-4913.810
1443.392
-0.769718
2.132843

IPSAS
0.600000
1.000000
1.000000
0.000000
0.516398
-0.408248
1.166667

Jarque-Bera
Probability

1.044345
0.593230

1.166038
0.558211

1.300760
0.521847

1.678241
0.432090

Sum
Sum Sq. Dev.

125058.9
3.60E+08

290.0000
246.0000

-21611.85
18750413

6.000000
2.400000

10

10

Mean
Median
Maximum
Minimum
Std. Dev.
Skewness
Kurtosis

Observations
10
10
Source: Authors’ computations

Results in table 1 show the basic descriptive statistics for the data collected over the ten years
covered by the study. The standard deviation figures recorded under public debt and fiscal
discipline highlights wide disparities of the observations from their means. The skewness
(which are around the value of 0), kurtosis (which are less than 3) and the probability of the
Jarque-Bera statistic (which are all greater than 0.05) indicate that the series are normally
distributed and according satisfied the normality assumption for conducting regression
analysis. Table 2 shows the Pre and Post- IPSAS adoption group statistics of the variables.
Table 2: Pre and Post- IPSAS adoption Group Statistics
Ipsas
N
Mean
Std.
Std. Error
Variable
Deviation
Mean
Pre
4 6958.0257 1402.73256
701.36628
PubDebt
Post
6 16204.4675 5451.93089 2225.74146
CorrupInde Pre
4
26.50
3.317
1.658
x
Post
6
30.67
5.854
2.390
Pre
4 -1098.2975
85.11550
42.55775
FiscDis
Post
6 -2869.7767 1496.47234
610.93227
Source: Authors’ computations
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Table 2 reveals that the post adoption mean values for public debt (16,204.47), corruption
perception index (30.67) and fiscal discipline (-2,869.78) were consistently higher than their
pre-adoption mean values. The higher mean values for PubDebt and CorrpIndex indicate
unfavourable position on the two parameters as they suggest that the adoption of the new
standard worsened the public debt profile and increased incidences of corruption in the
Nigerian state. Similarly, higher negative mean values for fiscal discipline of -2.869.78
contrasts sharply against its mean of -1,098.30 reported for the period before the adoption of
IPSAS in the country. The standard deviations on all the three public sector financial
management proxies showed much wider variability during the post adoption era than was the
case before the adoption. The study then tested whether these differences between the pre- and
post- adoption values of public sector financial management are statistically significant, and
the results are shown in table 3.
Table 3: Independent Samples T-Test of Difference between Pre and Post IPSAS Adoption
Means
Levene's Test
t-test for Equality of Means
for Equality
of Variances
F
Sig.
t
df
Sig. (2Mean
tailed) Difference
Equal variances assumed
8.572 .019 -3.259
8
.012 -9246.44175
PubDebt
Equal variances not assumed
-3.962 5.945
.008 -9246.44175
CorrupInde Equal variances assumed
1.852 .211 -1.277
8
.237
-4.167
x
Equal variances not assumed
-1.432 7.916
.190
-4.167
Equal variances assumed
8.470 .020 2.317
8
.049 1771.47917
FiscDis
Equal variances not assumed
2.893 5.048
.034 1771.47917
Source: Authors’ computations
From table 3, the mean difference for public debt management is -9246.44 which implies that
the pre- IPSAS period has a lower debt profile, implying noncompliance to the rules of
matching revenue with spending in post-IPSAS. The t-test result found to be -3.962 (P = .008
< 0.05) affirms that there is significant difference between the pre- and post- adoption values
of public debt.

Equally from table 3, the mean difference for corruption index is -4.167,

implies that the post-IPSAS has a marginally higher corruption index from the pre-adoption
period, suggesting nonconformity to IPSAS reporting objective of reducing corruption. The ttest statistic of -1.432 has a probability value of 0.190, indicating no significant difference in
the two periods in terms of corruption index. Results from the table also show that the mean
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difference for fiscal discipline is 1771.48, which could equally be termed that fiscal discipline
deteriorated in POST IPSAS as indicated by the mean difference value while suggesting there
is non-conformity to IPSAS in the area of proper management of accrued revenue. The t-test
statistic of 2.893 (P = .034 < 0.05) points to the conclusion that the level of fiscal discipline in
PRE and POST IPSAS adoption in Nigeria significantly differed.
A triangulation of the process of investigation using regression techniques yielded
corroborative results, as shown in table 4.
Table 4: Regression Results on the Effect of IPSAS on Public Sector Financial Management
Description of
Public Debt
Corruption Perception
Fiscal Discipline
Parameters
(Model 1)
Index (Model 2)
(Model 3)
Coefficients
9,246.443
4.166667
-1771.479
t-statistic
3.259358
1.277232
-2.317458
Prob. (t-stat)
0.0115
0.2373
0.0491
R-squared
0.95293
0.169377
0.401673
Adj. R-squared
0.939481
0.068549
0.326882
F-statistic
70.85672
1.631321
5.370612
Prob. (F-stat)
0.000023
0.237340
0.049114
Durbin-Watson
.0731493
1.685291
0.778006
stat.
Source: Authors’ computations.
From results in table 4, the Durbin-Watson (DW) statistic for the three models respectively
stood at 0.731, 1.685 and 0.778, which are below the standard of 2, indicating the absence of
auto serial correlation of the data set. According to Gujarati and Sangeetha (2007), DW statistic
of more than 2 certainly indicates the presence of serial autocorrelation which is capable of
distorting the results. Models 1 and 3 has F-statistic values of 70.857 (with Prob. of 0.000 <
0.05) and 5.371 (with Prob. of 0. 049 < 0.05) respectively. On the bases of these results, the
two models are considered to be correctly specified, with IPSAS respectively explaining 95.3%
and 40.2% of the variations that occur in public debt and fiscal discipline based on the values
of the coefficients of determination (R2).
On the other hand, the F-statistic in Model 2 (Corruption Perception Index) of 1.631 has
probability of 0.237 > 0.05, indicating that the model is inappropriately specified. The model
further reveals that IPSAS explains only about 16.9% of the changes in corruption index with
the remaining 83.1% of the variations being accounted for by factors that are not included in
the model.
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Hypothesis Testing
Differences between the mean values of Pre- and post- IPSAS adoption figures on public sector
financial management proxies were tested for significant using the independent sample t-test
technique. A triangulation test procedure was also applied using regression analysis for
robustness. The results from the two approaches are summarized in table 5.
Table 5: Results for Hypotheses Testing
Hypotheses Independent t-test Results
t-stat.
Prob.
H01
-3.962
.008
H02
-1.432
.190
H03
2.317
.049
Source: Authors’ computations

Regression Results
Coefficient
t-stat.
Prob.
9246.443
3.259358 0.0115
4.16666
1.277234 0.2373
-1771.479 -2.317458 0.0491

Remarks/Decision
Reject H01
Do not Reject H02
Reject H03

H01 sort to determine whether the adoption of IPSAS has any significant effect on public debt
in Nigeria. The independent sample t-test results indicate a t-value of -3.962 with significant
probability value (P = 0.008 < 0.05). The results provide evidence for the rejection of the
hypothesis and lend credence to the conclusion that the adoption of IPSAS in Nigeria has led
to a significant and negative difference between the pre- and post- adoption values of public
sector debts in Nigeria. This positon is corroborated by the regression result in which the tstatistic of 3. 259358 was shown to be significant at 5% level (P = 0.0115 < 0.05), equally
indicating that the adoption has significantly increased the public debt profile of Nigeria.
The second hypothesis (H02) assessed the effect of the adoption on the level of corruption in
Nigeria. Results obtained using both the independent sample t-test (t = -1.432, P = .190) and
regression technique (t = 1.277234, P = 0.2373) indicate that the level of corruption during the
pre- and post- IPSAS adoption era did not materially differ. Accordingly, the study failed to
reject H02 and concluded that the adoption of IPSAS has no significant positive effect on the
level of corruption in Nigeria.
The test for the third hypothesis (H03) using the two approaches show concordance in the
results on fiscal discipline variable. The results from the independent sample t-test (t = 2.893,
P = .034) and regression technique (t = -2.317458, P = 0.0491) both led to the rejection of H03
and conclusion that IPSAS adoption had significant negative effect on fiscal discipline in the
Nigerian public sector over the study period.
Discussions
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The preceding section examined how compliance/implementation of IPSAS has affected
government financial activities in the areas of public debt management, corruption perception
index and fiscal discipline in Nigeria. From the findings of the study, it was observed that
adoption of IPSAS has not increased the level of accountability and transparency in public
sector of Nigeria as corruption index showed a higher pattern since 2014, which are contrary
to the findings of Ijeoma and Oghoghomeh (2014), and Wang and Miraj (2018). The essence
of implementing International Public Sector Accounting Standards is to ensure accountability,
but the Nigeria case has shown opposite as results show that public debt actually increased in
post IPSAS adoption period. In fact, Nigeria has been spending more than its revenue for the
ten years under review without achieving any surplus. The arguments of Nkwagu, Uguru and
Nkwede (2016) is that IPSAS adoption will pave way for improved management of public
funds but the present study has provided empirical evidence to the contrary, as results indicate
that there has not been any improvement in fiscal discipline owing to the adoption of IPSAS.
Fiscal discipline entails spending within your means; Nigeria has actually spent well above its
means.
Nigeria, like most emerging countries, adopted IPSAS for its perceived benefits is yet to
achieve the desired benefits due to many practical implementation issues which includes
budget padding and contract inflations, including technical and cultural issues as well as
absence of personnel with essential skills. These circumstances which characterized emerging
economies appears to be endemically sustained in the Nigerian environment. Hence, the
outcome of the present study, to the effect that the level of corruption did not reduce and that
public debt and fiscal indiscipline increased during the period when IPSAS was implemented
in Nigeria, is a true reflection of the Nigerian state – a nation where the scourge of corruption
has maintained an upward trend, thus creating more trust and credibility gaps on the
expectations of the citizenry from their government. The Nigerian public sector have
accordingly failed to use IPSAS as an instrument for enhancing international best practices in
financial management and reporting which had already been adopted in many other
jurisdictions in the world.
CONCLUDING REMARKS
Accountability is no doubt the hallmark for good governance. If Nigeria is to be a member of
twenty most economically developed countries of the world by the year 2040, political office
holders and other stakeholders in the Nigerian project must embrace accountability and
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transparency in the management of public fund and, shun corruption. Government must
genuinely commit to the provision of basic needs of the greater majority and the creation of
enabling environment for businesses to thrive. In essence, from the result and findings of the
present study, it is obvious that adoption of IPSAS has not translated to meaningful and
sustainable public debt management practices, fiscal discipline and reduction in the level of
corruption in Nigeria. In fact, corruption and mounting public debt burden actually increased
in post IPSAS, implying that government has exhibited low implementation and adherence to
the basics of IPSAS guidelines, while fiscal discipline deteriorated much more, during the post
IPSAS adoption era than was observed before the adoption.
In conclusion, the adoption of IPSAS in Nigeria has not sufficiently addressed the problems of
fiscal indiscipline, increasing public debt profile and the scourge of corruption in the economy.
In view of the above findings and conclusion, it is recommended that strategies for leveraging
on global best practices in dealing with challenges in public sector financial management
should be adopted so as to generate the needed transformation for sustainable economic growth
in Nigeria. In addition, government should adhere strictly to the tenets of IPSAS and ensure its
full implementation across all sectors of the Nigerian economy to reduce high level of
corruption. Fiscal discipline should be maintained by ensuring there is reduction in the level of
fiscal deficit which has continued to grow on a yearly basis with the threat of plugging the
economy into deeper and more serious debt crisis in the nearest future.
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Abstract
The paper examined the effect of exchange rate fluctuation on Nigerian economy using annual
time series data for the period; 1986-2018. This study highlighted the frameworks for
articulating the various views and analyzing the various factors that affect the stability of naira
exchange rate in Nigeria. After historical review of some milestones in exchange rate
management in Nigeria, steps in achieving a stable exchange rate based on country’s overall
economic objective and fiscal policy were provided, various methods of exchange rate
determination which have metamorphosed over the years in Nigeria were examined and
compared with the reality of the economic base of the country. Empirical data was sourced
from the Central Bank of Nigeria statistical bulletin. Following the existence of unity in the
order of integration, Johansson co-integration test and the error correction mechanism (ECM)
was used to examine the relationship between exchange rate and the Nigerian economy (proxy
GDP growth rate). The study found that there is significant relationship between exchange rate
and economic growth in Nigeria. It is therefore suggested that Nigeria improve its competitive
capacity in the international market through export diversification.
Key Words: Exchange rate fluctuation, Nigerian economy, Error Correction
mechanism.
1 INTRODUCTION
Nigeria appears to be among the league of Nations that have experienced high exchange rate
volatility, especially since the implementation of the Structural Adjustment Programme (SAP)
that required deregulation of foreign exchange market amongst other things. The SAP
conditionality enveloped two main monetary policy thrusts that policy makers often seek to
achieve: price stability and economic growth (Obadan, 2004).
The pursuit that led to Structural Adjustment Programme (SAP) in the first place perhaps is
driven by the underlying assumption that fluctuations affect economic growth. Exchange rate
volatility refers to a statistical measure of the swing or fluctuations or the tendency of exchange
rate to rise sharply and as well fall within a short period (Mordi, 2006). It is the deviation from
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a benchmark or equilibrium exchange rate (Velasco, 2000). These fluctuations could be
positive or negative; either of which is not desirable as it increases the risk or uncertainty in
international transactions and thus discourages trade (Aubin and Ruta,2011). Volatility in real
exchange rates is associated with unpredictable movements in the relative prices in the
economy (Mordi, 2006). Exchange rate stability has been viewed as one of the main factors
that promote total investment, price stability and stable economic growth

(Oyovwi and

Ukavwe, 2013). To cope with the fluctuations in exchange rate over time, Nigeria operated a
fixed exchange rate regime fixed at par with the British pound between 1959 and 1967 (Eme
and Johnson 2012). Within these periods, there was a sharp drop in the external reserve level
signaling the tightening of external monetary policy vis-à-vis the Exchange Control Act which
became operational in 1962 (Akpan and Johnson, 2012).
Contrary to expectations, the new legislation was not as tough on imports as was expected;
hence, the Federal Ministry of Finance delegated the exchange control function to the Central
Bank of Nigeria (CBN) with the exception of capital transformation which was to be treated
exclusively by the Federal Ministry of Finance (Akpan and Johnson,2012). The aftermath of
the 1967 devaluation of the British Pound and the emergence of the U.S dollar as the strongest
currency made the Nigerian Pounds to acquire parity exchange with dollar between 1968 and
1972 in addition to restrictions on imports via strict administrative controls on foreign exchange
(Mordi, 2006). Nigeria reverted back to fixed parity with the British Pounds after the
devaluation of the U.S dollar in 1973. To minimize the effect of devaluation of the individual
currency, the Naira was fixed at par to both the Pounds and the U.S dollar (Sanni, 2006). Social
indicators have displayed no specific tendency towards improvement such that in 2010, Nigeria
was ranked 142nd out of 169 countries by the United Nations Human Development Index
(UNHDI,2012). By the ranking of 2013/2014 UNHDI, Nigeria had deteriorated to 22nd in
Africa and 152nd in the World (UNHDI,2014). Also, up to 70% of Nigerians are considered to
be poor- subsisting below the national poverty line, yet Nigeria is adjudged as the 6th largest
exporter of crude oil in the world (Hodo et al., 2013).
Various factors affecting the stability of naira exchange rate
There are factors which have consistently militated against the stability of the naira exchange
rate over the years, these include:
i. Inflationary pressure: Inflation is a state of persistent rise in the general price level and
hence falling value of money, Dullo (1974). It is a malign condition that eats accumulated
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wealth and diverts the energies of the economy. Countries report by the IMF, shows that the
cause of Nigeria’s inflation are; increase in money supply despite decrease in foreign exchange
reserves (a decrease in foreign exchange reserve has the effect of decreasing money supply).
ii. Weakness in fiscal system: This leads to budget deficit, expenditure increases due to
population increase and the need for development, while the revenue system and tax rate of the
Nigerian economy are inadequate to obtain the needed growth in revenue. What is needed is
restructuring and improvement of the country’s revenue system and increase in taxes. The
revenue system of the economy should be elastic relative to economic growth, that is, revenue
should grow proportionally with higher GNP.
iv. High external debt burden: Debt sustainability analysis of Nigeria by the IMF indicates
that the country’s debt has been increasing since1960. Over a period of 30 years, the external
debt has risen by 2,899 percent. Determining whether or not the level of debt is sustainable in
the country is one of the most fundamental issues. There is no conclusive level of measure
amongst economists to determine when an external debt is sustainable or not. However, for
debt to be sustainable over the long term, a country’s rate of economic growth should be higher
than the rate of interest on foreign loans. Structural inadequacies of Nigeria arose mainly from
the flowing sources: Dependence on one primary commodity (especially petroleum) as a major
source of foreign exchange earner. This commodity is open to world price fluctuations which
affects the current account of the balance of payments; Excessive debt service payment due to
high non-concessional interest rates; and Weak industrial base by the manufacturing sector of
the country.
Determination of exchange rate
There are varying views on how the rate of national currencies are determined. Over the years
economists have attempted to explain what determines the rate at which one currency exchange
for another. These views have culminated into different approaches, theories or models with
which we can try to identify or isolate any functional or causal relationship between the
exchange rate and some other macroeconomic variables. There have been basically, two
different theories or approaches to exchange rate behaviour – the elasticity and monetary
approaches or theories.
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Purchasing power parity theory (PPP)
This theory argues that the exchange rate will change so that the price of a particular good or
service will be the same regardless of where you buy it. For this reason, the theory of PPP is
often known as the law of one price (Graem and Yueh, 2006). This therefore, further argues
that the nominal exchange rate will change to offset price differences and the real exchange
rate should remain constant.
Uncovered interest parity (UIP)
This theory states that the expected returns from investments in domestic and foreign assets are
equal. The expected change in the exchange rate is equal to the differentials between correct
expectations of the change in the exchange rate. (r = r*+%ΔEe) where: r is the domestic interest
rate, r* is the overseas interest rate, ΔE is the exchange rate movement.\
i. Elasticity approach
Elasticity explanations of the behavior of exchange rates stress on trade flows as the basic
determinants of exchange rates. The theory links the demand for foreign exchange to the
demand for foreign goods and services. Under the model, the balance of payments, especially
the current account balance, is used as a measure of the forces of demand and supply of foreign
exchange. For example a surplus in a country’s balance of payments indicates that the supply
of foreign currency exceeded the demand for it. In the absence of any other transactions in the
balance of payments, this balance will tend to put pressure on the price of foreign currencies
against the domestic currency and cause their values to depreciate vis-à-vis the local one. There
are two versions of the PPP hypothesis – the absolute and the relative versions to appreciate
(Ndiomu, 1993).
ii. The monetary theory approach
The monetary theory of exchange rate determination is one of the most recent. It is indeed a
very popular model that has generated a lively debate in International Economics and Finance.
The theory is last in the well-known tradition of the monetarists or the monetarist school, which
regards money as the major, prime move in an economy. Thus the monetary approach, as it is
sometimes called, directs attention to the money stock as a primary determinant of the level of
exchange rates. Its major thrust is the assertion that exchange rate fluctuations are largely
explicable in terms of variations in the relative supplies of national currencies. Within the
context of this view point, the monetary approach suggest that the money supply could be used
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to forecast movement of exchange rates, and that there exists an observable causal relationship
between exchange rates and changes in money supply. The main thesis of the monetary
approach to exchange rates is that a country’s exchange rate dynamics is essentially a monetary
phenomenon, and that any observed disequilibrium in the balance of payments can be
eliminated through an adroit manipulation of monetary variables especially domestic credit,
under controlled exchange rate, absence of sterilization by the monetary authorities, and stable
demand for money function (Akpan et al., 2013).
2 Theoretical reviews
The earliest and leading theoretical foundation for the choice of exchange rate regimes rests on
the optimal currency area (OCA) theory, developed by Mundell (1961) and McKinnon (1963).
This theory focuses on trade, and stabilization of the business cycle. It is based on concepts of
the symmetry of shocks, the degree of openness, and labor market mobility. According to the
theory by Edwards and Savastano (2000), a fixed exchange rate regime can increase trade and
output growth by reducing exchange rate uncertainty and thus the cost of hedging, and also
encourage investment by lowering currency premium from interest rates. However, on the
other hand it can also reduce trade and output growth by stopping, delaying or slowing the
necessary relative price adjustment process.
Later theories focused on financial market stabilization of speculative financial behaviour
which relates particularly to emerging economies (Graem and Yueh, 2006). According to the
theory by Mundell, a fixed regime can increase trade and output growth by providing a nominal
anchor and the often needed credibility for monetary policy by avoiding competitive
depreciation, and enhancing the development of financial markets (Calvo and Vegh 2004),
Eichengreen et al (1999), and Frankel (2003).
On the other hand, however, the theory also suggests that a fixed regime can also delay the
necessary relative price adjustments and often lead to speculative attacks. Therefore, many
developing and emerging economies suffer from a fear of floating, in the words of Calvo and
Reinhart (2002). Fixed regimes often end in crashes when there is a sudden stop of foreign
investment (Calvo, 2003) and capital flight follows, as was evident in the East Asian and Latin
American crises and some sub-Saharan African countries. Not surprisingly, there is little
theoretical consensus on this question of regime choice and subsequent economic growth in
the development economics literature as well. While the role of a nominal anchor is often
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emphasized, factors ranging from market depth (or the lack of it), political economy,
institutions and often lead to inclusive suggestions as to which exchange rate regime is
appropriate for a developing country (Frankel et al (2001), Montiel (2003), Montiel and Ostry
(1991). The literature in development economics acknowledges the importance of the effects
of the level of development to the relationship between regime and growth (Berg et al., (2002),
Borensztein and Lee (2002), Lin (2001), McKinnon and Schnabel (2003), and Mussa et al.,
(2000).

3 Empirical reviews
Series of empirical studies has been conducted to understand why exchange rates frequently
do not adjust and evolve in line with the conventional models. Such ideas can broadly be
grouped into two areas; the first of which views the exchange rate as an asset price. This ‘asset’
market approach which was developed in the late 1970’s posit that an exchange rate can be
thought of as an asset price whose value reflects not only current economic considerations but
also a forward looking component assessing future economic developments too.
Engel and West (2010) argue that short run movement in exchange rates are influenced and
driven by changes in these expectations of the future, thus helping to explain why the exchange
rate can fluctuate in the short run even in the absence of a new ‘current market’ information.
To this extent, the forward looking component accurately assesses information on future
developments in fundamentals so that exchange rates can therefore forecast future changes in
the fundamentals themselves. Engel and West (2005) and Chen, Rogof and Rossi (2010). Both
demonstrate that this theory holds empirically, particularly in the case of “commodity
currencies” such as Nigerian naira. Banign, and Nistico (2011) employed a general equilibrium
framework to show that exchange rate can also react to variations in uncertainty and risks. The
model shows that an exchange rate can either rise or fall when uncertainty increases, depending
on the nature of the volatility shock and the hedging properties of the currency. The second
area of research incorporated so called ‘behavioural theories of exchange rate determination.
These examine the inherent instabilities present in the foreign exchange market and the way
that these may affect the convergence of an exchange rate towards an equilibrium level. De
Grauwa and Grimaldi (2006) argue that the foreign exchange market is comprised of two types
of agents; fundamentalists whose actions in the market reflect their views on long run
fundamental relationships, and Chartists who rely on short term trends and relationships. The
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authors argue that the manner in which these two types of agents inter act help to explain how
changes in, and the value of the exchange rate can become disconnected from fundamentals.
In other words, the structure and nature of the foreign exchange markets themselves may
inherently explain why exchange rates frequently deviate from any notion of long run
fundamentals based equilibrium.
Barrel et al., (2007) found that market structure, a proxy of market power held by the MNC,
had no significant impact on responsiveness to exchange rate volatility. Jeanneret (2011) used
heterogeneity of productivity to explain the aggregation issues, building on work by Melitz
(2003) and Bernard et al (2003). Jeanneret (2011) assesses the tradeoff between direct
investment and exporting as methods of supplying the foreign market, using a large panel data
set of Outwards FDI for 27 OECD countries through a 20 year period (1982-2002).
Jeanneret (2011) concludes that “less productive firms are more inclined to relocate
production (therefore increase FDI) when exchange rate volatility is low, whereas more
efficient firms tend to invest abroad when the level of uncertainty is higher”
Heterogeneity of conditions across industries has also been tested to effect investment
decisions. Kiyota and Urata (2002) followed the framework of Froot and Stein (1991) and
Benassy et al (2001). By disaggregating FDI down to its industry components, Kiyota and
Urata (2002) tested for individual characteristics across industries which influence firms’
reactions to exchange rate volatility.
Kiyota and Urata (2002) observed FDI outflows leaving the US and Japan across eleven
different industries from 1990-2000. A negative significant relationship with volatility was
observed across aggregated FDI, with 10 /11 industries providing significant coefficients on
volatility for Japanese FDI and 8/11 for the US. The largest magnitude was measured on heavy
machinery and transport equipment, finance and food industries failed to provide significant
results in Japan and the US respectively.
4 Research Methodology
The empirical model used in this study is similar to that employed by Dada and Oyeranti
(2012). With little modifications, this study presented its model as follows:
GGDP = F(EXR, MONS, INT) ……………………………………… (1)
GGDPt=λ0+ λ1EXRt+λ2 MONSt+ λ3 INT t+μi...............................
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Where:
GGDP = GDP growth rate
EXR = Real Exchange Rate
MONS = Aggregate Money Supply
INT = interest rate
f = functional relationship
λ1 λ2… λ t = parameter estimates used to measure the elasticity of values while
μi = stochastic/error term.
In literature, various measures of exchange rate fluctuations have been employed to examine
the variability of pair-wise cross-country exchange rate based on the observation that exchange
rate time series are typically heteroscedastic, leptokurtic and exhibit volatility clustering- i.e
varying variance over a specified period of time (Kenen and Rodrik, 1986, Bailey et al., 1986;
Peree and Steinherr, 1989; Cote, 1994; McKenzie and Brooks, 1997). On these bases and in
line with the research objectives, this study examines the extent of exchange rate fluctuations
between 19786 and 2018. Following existing empirical studies, the Vector Autoregressive
approach and error correction mechanism (ECM) as used by Lütkepohl, (2006) was used to
capture the extent of exchange rate changes in Nigeria. The vector autoregression (VAR) is
commonly used for forecasting systems of interrelated time series and for analyzing the
dynamic impact of random disturbances on the system of variables. The reduced form VAR
approach sidesteps the need for structural modeling by treating every endogenous variable in
the system as a function of p-lagged values of all of the endogenous variables in the system
(Lütkepohl, 2006)
5 Results and discussion
Prior to the estimation of the error correction model, time series data was tested for unit root
using Augmented Dicky-Fuller and Philips-Perron tests. The unit root test results are presented
below.
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Table 1: Unit root tests for the variables
ADF
Variables
1(0) level
1(1) first diff.
GGDP

-3.180462

-7.443366***

REXR

0.651505

-4.676963***

MONS

0.042330

-7.511313***

INTR

-3.405470

-5.916083***

Philips-Perron
1(0) level
1(1) first
diff.
-3.144014
7.514305***
1.556806
4.605700***
-0.329324
7.394095***
-3.397203
6.052621***

Test critical values
1% level
-3.653730
-3.661661
-3.653730
-3.661661
5% level
-2.957110
-2.960411
-2.957110
-2.960411
10% level
-2.617434
-2.619160
-2.617434
-2.619160
Source: Computed by the author using E-view 10.0. note: *** represent 1% level of
significance
The result of table 1 showed that the variables are non-stationary at level form for both ADF
and Philips-Perron tests since their ADF and PP values are less than their critical values at 5%,
the null hypothesis of no unit root was accepted for all the variables at level but was rejected
at 1st difference (ADF, PP values > critical values). We therefore conclude that the variables
under investigation are integrated of order one 1(1). Since the variables are integrated of the
same order, 1(1), we proceed to examine their co-integration relationship using the Johansson
co-integration test.
Volatility test
Table 2 volatility test on exchange rate
Variable
Coefficient Std. Error z-Statistic
EXR(-1)
0.777732 0.122227 6.363023
C
6.664681 6.004263 1.109992
Variance Equation
C
34.77583 57.87597 0.600868
RESID(-1)^2
0.452470 0.745256 0.607134
GARCH(-1)
0.370250 0.974537 0.379924
Source: computed by the author using e-view 9.0

Prob.
0.0000
0.2670
0.5479
0.5438
0.7040

The result of volatility test using generalized autoregressive heteroscedasticity approach to
verify the presence of volatility in exchange rate within the period of study. The result show
that exchange rate in Nigeria is volatile. The coefficient of the lagged value of exchange rate
(0.777) had a significant positive relationship with its current value (the dependent variable)
overtime in Nigeria within the study period at 1% significant level. In the variance equation,
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the Garch (-1) value of (0.3702) and the RESID (-1)^2 value of (0.4524) confirmed the
existence of volatility in exchange rate in Nigeria within the period of study. The residual from
the analysis was generated and used in the analysis as a measure of exchange rate volatility.
Co-integration test
Given the unit root properties of the variables, we proceed to carry out the co-integration test.
Table 2: Johansson Co-integration
Hypothesized
Eigenvalue
Trace Trace
0.05 critical
Prob**
No. of CE(s)
value
None *
0.694026
68.62786
47.85613
0.0002***
At most 1 *
0.467728
33.10020
29.79707
0.0201**
At most 2
0.303612
14.18218
15.49471
0.0781*
At most 3
0.104964
3.326740
3.841466
0.0682*
Source: author’s computation from E-view 10.0. Note: * denotes rejection of the hypothesis at
the 0.05 level.
** Mackinnon-Hang-Michelis (1999) P-values. from the table above, it could be deduced that
the Trace statistic of 61.08 is greater than 5% critical value of 47.86; indicating that at least
there is one co-integrating equation hence the null hypothesis was rejected. This shows the
existence of a long-run equilibrium relationship among the variables. Consequently, this study
adopted the error correction mechanism. Equation 3 is therefore written to determine both short
and long run effect of the independent variables on the economy of Nigeria.
∆YRt =α0+λ(YRt-δxt-1)+ α1∆REXRt+ α2∆MONSt+ α3∆INTRt+ α4∆YRt …………. 3
Where;
∆ = Difference operator
 = The long run multiplier
(YRt - xt-1) = The error correction term (ECM)
Xt-1 = Exogenous variable that are integrated of order zero
Multiple regression results
The result of the equations is presented below:
Table 3: Result of the growth of GDP equation
Dependent variable ∆(GGDPt)
Variable
ECM(-1)
∆(GGDPt (-1)
∆(REXRt)
∆(MONSt)
∆(INTRt)
C
R-squared
Adjusted R-squared
F-statistic
Prob(F-statistic)

Coefficient
-0.325641
-0.096629
-0.158586
1.089131
-0.400999
-0.126994
0.459531
0.398681
11.421803***
0.007992

Std. Error t-Statistic
0.018528
-2.304439
0.151319
-0.638582
0.285987
-2.554520
0.825562
2.319261
0.574045
-0.698550
0.176324
-1.720234
Mean dependent var
S.D. dependent var
Durbin-Watson stat

Prob.
0.0339**
0.5303
0.0354**
0.0420**
0.4929
0.0797*
-0.033083
0.364949
2.033577

Source: Author’s computation from E-view 10.0. Note: *** and ** stand for 1% and 5%
levels of significance respectively.
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Table 4: result of exchange rate equation
Dependent variable ∆(REXRt)
Variable
Coefficient Std. Error

t-Statistic Prob.
0.0430*
ECM(-1)
-0.153890
0.168881
-1.911234
*
∆(REXRt (-1)
-0.111011
0.193988
-0.572257
0.5735
∆(GGDPt)
0.076310
0.128466
0.594007
0.5592
0.0415*
∆(MONS)
1.236754
0.567699
2.178539
*
∆(INTR)
0.374755
0.389381
0.962437
0.3473
0.0237*
C
0.059607
0.119603
2.498380
*
0.14132
R-squared
0.368402
Mean dependent var
2
0.28556
Adjusted R-squared 0.284183
S.D. dependent var
3
2.10584
F-statistic
13.296192*** Durbin-Watson stat
3
Prob(F-statistic)
0.008735
Source: Author’s computation from E-view 10.0. Note: *** and ** stand for 1% and 5%
levels of significance respectively.
The result in table 3 showed that economic growth is determined by, exchange rate and money
supply in the Nigeria context; it therefore means that Nigeria’s economic growth has been
effected more by significant (negative) variables than interest rate. The theory that exchange
rate effects output and trade is demonstrated by this result. The reason being that Nigeria is a
mono economy where the greater percentage of her export is from crude oil therefore the
disadvantage of exchange rate depreciation is near inevitable because the country has not
diversified her export bases. The explanatory strength of 45.9% for the coefficient of
determination is a proof that the exogenous variables were properly fit in the regression line,
while the D.W. statistic of 2.03 indicates absence of first order serial correlation. The result
shows that the error correction term (ECM) for the estimated GGDP equation is statistically
significant and negative. Thus it rightly acted to correct any deviations from long-run
equilibrium. The coefficient of 0.3256 denotes that about 32.5% of any past deviation will be
corrected in current period.
In table 4, (Exchange Rate Equation result) it was found that the relationship between exchange
rate and Nigerian macroeconomic variable (as employed in the study) are certain but negative
and weak. The explanatory power of 36.840 is very low and only one of the independent
variables is significant at 5% level. This result contradicts Akpan and Atan (2012) whose work
found money supply and lag of exchange rate to be significant in explaining the movement in
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exchange rate. Interestingly F-statistic presented a significant result indicating that the model
was significant and the variables rightly aggregated. Again, the D.W. (2.10) Statistic shows
absence of any first order serial correlation.
Conclusion and Recommendations
This paper investigated the effects of exchange rate fluctuation on the economy of Nigeria. The
result demonstrated that strong relationship exists between the exchange rate changes and
economic growth in Nigeria which is consistent with many existing literature. However, we
upheld our result because even the variables that are expected to affect the exchange rate were
found to be significant as well. This however justifies the fact that exchange rate is an important
economic metric as it reflects underlying strength and competitiveness with world economics
(Mordi, 2006). Furthermore, the observed negative influence of the exchange rate in the result
calls for sober reflection and stronger policy implementation that could strength
macroeconomic variable in order to achieve production efficiency. There is urgent need for
Nigeria to diversify her product and export sources in order to become price giver other than
price taker in the international market.
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ABSTRACT
This study evaluates the effect of Education Tax Revenue on the development of Tertiary
Education in Nigeria. The Fund was set up to administer and disburse to Federal and State
Tertiary educational institutions revenue accruing from 2% Education Tax on the assessable
profits of registered companies in Nigeria. The mandate of the Fund is to rehabilitate, restore
and consolidate higher educational institutions, and the extent to which these noble goals have
been met given the dilapidated state of higher educational institutions in the country has
become a recurring subject matter for enquiry. The purpose of the study is to determine
whether a causal link exists between Education Tax Revenue and the developmental
interventions by TETFund on Physical infrastructure, Research engagements, Human resource
development, Library and laboratory facilities, and Conference attendance in Nigeria’s
tertiary institutions. Data on education tax revenue and each of the five intervention areas
specified for investigation from 1999 to 2018 were collected from the Bulletins of the National
Bureau of Statistics, and the Tertiary Education Trust Fund, and analyzed using simple
regression technique. Results indicate that education tax revenue has made significant and
positive impact on physical infrastructure, human resource development and library and
laboratory facilities, while interventions in research engagements and conference attendance
were not significantly impacted. This study noted the educational implications of these
shortfalls and inadequacies in the light of the mandate and need to advance research and
innovation in tertiary institutions, and proposed remedial actions targeted at encouraging
government and other stakeholders in the education subsector to prioritize research efforts in
tertiary institutions to improve the global visibility of Nigeria’s tertiary institutions, their
competitiveness in innovation and institutional ranking.
Keywords: Education tax revenue, Physical infrastructure, Research engagements,
Human resource development, Library and laboratory facilities, Conference
attendance
INTRODUCTION
Taxation is an essential part of a country’s investment and growth plan. Taxes signify a
payment, a monetary charge, imposed by governments to elevate money for direct and oblique
benefits. It is a powerful tool for achieving monetary and social policy goals of authorities and
it is a potential of transferring assets from non-public to the public sector. A definition of tax
states that Tax is a compulsory levy imposed on a subject or upon his property by way of the
government to provide security, social services and create conditions for the economic well457
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being of the society (Appah, 2004; Appah and Oyandonghan, 2011). Azubike (2009), described
tax as a fundamental player in each society of the world, as governments all over the world
engage in activities to increase funds in order to finance social items and its programmes.
There are three fundamental targets of taxation which are: raising income for the government,
regulating the economy and financial activities, and controlling earnings and employment
(Anyanwu, 1993). Government collects taxes in order to grant an efficient and progressively
increasing non-revenue yielding services, such as infrastructure-education, health,
communications system etc, employment opportunities and crucial public offerings (such as
the maintenance of laws and order) irrespective of the prevailing ideology or the political
device of a specific country (Worlu and Nkoro, 2012).
Taxation is the most important source of income for modern-day governments, usually
accounting for ninety percentage or greater of their income (Adams, 2001). Kusi (1998), states
that many nations of the world depend primarily on taxation for generating required income to
meet their economic needs, and according to Ibanichuka, Akani and Ikebujo (2016), the
financial records of both developed and developing nations disclose that tax is an essential tool
in the hand of the government; not solely to generate income but additionally to achieve goals
such as influencing the direction of investment and taming the consumption of sure goods and
services. Governments of the countries like Canada, United States, Netherland and United
Kingdom have significantly influenced their economic development thru tax income generated
from Company Income Tax, Value Added Tax, and Personal Income Tax and have prospered
via tax income (Oluba, 2008).
In the 1970s, the Nigerian authorities was able to invest massive sums of money into the
education sector mainly as a result of the enormous increase in wealth brought about through
big crude oil sales. Many different sectors equally benefited from the new discovered wealth
of the government (Ugwoke, 2013). By the time the oil glut of the 1980s came, the funds
needed in the education sector was already enormous and the bad economy could no longer
carry the burden of education because though the income had gotten smaller considerably, the
number of academic institutions and enrolment could not be equally reduced. Consequently,
the governments that had rushed and taken over schools from missionaries and private owners
at the wake of the oil boom, found itself in a quandary (Ugwoke, 2013).
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Ugwoke 2013, stated that the education sector in Nigeria became one of the worst funded, most
dilapidated, and fastest declining sectors in terms of infrastructure, capacity building, and
quality of output. The effect of all these, is the perennial industrial action (strikes) by lecturers
in the Nigeria tertiary Education sector.
In order to eradicate the problem of funding education in Nigeria, the administration of the
former Head of state of Nigeria Ibrahim Babangida government decided to constituted the
Commission on the Review of Higher Education in Nigeria (the Grey Lange Commission) to
Review the post-independence Nigeria higher education after the Lord Ashby’s commission of
1959 to arrest the situation (TETFund, 2014). The Grey Commission recommended among
other things the funding of Nigerian higher institutions by involving the private sector through
a special taxation system. On 1st January, 1993, the Federal Government promulgated
Education Tax Decree No 7 of 1993 to imposes a 2 percent Education Tax on the assessable
profit of all registered companies in Nigeria, and also to establish an Education Tax Fund (ETF)
and a Board of Trustees to manage and administer the fund (TETFund, 2014). Therefore
education Tax came as a result of paucity of fund and the goals of education as enumerated in
the Nigerian National Policy on Education were no longer being achieved.
This was a home grown solution to address issues of funding to rehabilitate
decaying infrastructure, restore the lost glory of education and confidence in the system as well
as consolidate the gains thereto; build capacity of teachers and lecturers; teacher development;
development of prototype designs; etc. The Education Tax Act No7 of 1993 mandated the Fund
to operate as an Intervention Fund to all public education institutions owned by Federal and
State government. This mandate was faithfully discharged between 1999 to May 2011 when
the ETF Act was repealed and replaced by the Tertiary Education Trust Fund Act, because the
fund was overburdened and overstretched and could only render palliative support to all levels
of public educational institutions in Nigeria with duplication of functions and mandate of other
Agencies set up after the ETF, such as Universal Basic Education (UBE) and Millennium
Development Goal (MDG). The decay, rot and dilapidation of facility issues in the tertiary
education continued to be irritating as Funds were only thinly spread.
Tertiary Education Trust Fund (TETFund) was established by the Tertiary Education Trust
Fund Act 2011 under the Education Tax Act No 7 of 1993, as amended by Act No 40 of 1998,
to administer and disburse to Federal and State tertiary education institutions the 2% education
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tax 2 percent Education Tax on the assessable profit charged on all registered companies in
Nigeria. The Fund was given three cardinal objectives of rehabilitation, restoration and
consolidation of Tertiary Education in Nigeria (TETFund, 2017).
The Federal Inland Revenue Service (FIRS) was given the responsibility of assessing and
collecting the tax on behalf of the Fund. However, funds are disbursed for the general
improvement of education in Federal and State Tertiary Educations specifically for the
provision or maintenance of essential physical infrastructure for teaching and learning,
instructional materials and equipment, research and publications, academic staff training and
development, among other needs that are critical and essential for the improvement of quality
and maintenance of standards in the higher educational institutions (TETFund, 2017).
What necessitated the promulgation of this Education Tax Act was the widely recognized
decline in Educational standards and the deep rot in infrastructure and other facilities at all
levels of the Nigerian educational system. From the primary to secondary and tertiary levels, it
was obvious that there was urgent need for urgent intervention to improve educational facilities
and infrastructure, restore high morale of teachers, attract and retain qualitative entrants into
the profession, encourage professionalism in teaching and improve teacher education
curriculum. There was also the need to create an enabling environment for conducive teaching
and learning and thus ensure the creation of a disciplined, committed, highly motivated,
respected, and professional teacher.
Tertiary Education Trust Fund (TETFund) which is one of the best creations of government
and whose vision is to be a world-class interventionist agency in Nigeria’s Tertiary Education
and with a mission to provide focused and transformative intervention in public tertiary
institutions in Nigeria through funding and effective project management, has invested heavily
in physical infrastructure projects, human resource development, research interventions,
instructional materials and equipment, book development and publication etc, since its
inception. Unfortunately, the level of decay in the education system is still very high. The
general decay in human and material resources in Nigerian tertiary institutions seems to be
because of inadequate funding. Lack of basic and vital infrastructural facilities and decay are
common sights in our higher institutions. The situation is so bad that almost all tertiary
institutions in Nigeria have gotten their respective shares of the infrastructural challenge.
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An average public tertiary institutions in Nigeria today lacks basic infrastructure, ill equipped
libraries and laboratories which are over stretched, the classrooms are no what a standard
classroom should be, likewise lecture theaters, as there are many broken chairs causing some
students to stand while receiving lectures and taking notes. Also the students’ hostels are in
bad sharp; there are no regular water supply, electricity and enough accommodation.
There are no conductive offices for lecturers, lack of support for local and international
conferences and publications, inadequate instructional materials and equipment, non-training
and development of academic staff. Apart from employing qualified academic staff, there is
need for them to have regular training while on the job to keep abreast with the current events
in their fields of study. Very few academic staff had the chances to get scholarships and
research grants. On the research interventions by TETFund, it is difficult to access, lecturers
have given many reasons for not accessing the fund such as that the guidelines for accessing
TETFund intervention fund are difficult to attain. Some of those sent to Europe and America
on scholarships end up not coming back causing insufficient of academic staff. In some
departments, the staff-students ratio is so high that there is no good interaction for proper
guidance and monitoring.
One would have expected that after compulsory levy of 2% assessable profit of all registered
companies in Nigeria for over 20 years, it ought to have positively impacted on both the
quantity and quality of education offered in Nigeria. This is what this study sets to ascertain.
Objectives of the Study
The main objective of this study is to determine the effect of Education Tax Revenue on the
development of tertiary education in Nigeria.
The specific objectives are:
1. To evaluate the effect of education tax revenue on Physical infrastructures in tertiary
institutions in Nigeria.
2. To ascertain the effect of education tax revenue on Human resource development in tertiary
institutions in Nigeria.
3. To examine the extent education tax revenue influence on Research interventions in tertiary
institutions in Nigeria
4. To evaluate the effect of education tax revenue on library and laboratory development in
tertiary institutions in Nigeria
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5. To ascertain the effect of education tax revenue on conference attendance interventions in
tertiary institutions in Nigeria.
Research Questions
To pursue the above objectives the following questions have been raised
1. How does education tax revenue affect Physical infrastructures in tertiary institutions in
Nigeria?
2. What is the effect of education tax revenue on Human resource development in tertiary
institutions in Nigeria?
3. To what extent does education tax revenue influences Research interventions in tertiary
institutions in Nigeria?
4. To what extent does education tax revenue affect library and laboratory development in tertiary
education in Nigeria?
5. What is the effect of education tax revenue on conference attendance in tertiary institutions in
Nigeria?
Research Hypotheses
The research hypotheses formulated in null form are as follows:
Ho1 Education tax revenue has no significant effect on Physical Infrastructure in tertiary
institution in Nigeria.
Ho2 There is no significant effect of Education tax revenue on Human resource development
in tertiary institutions in Nigeria.
Ho3 Education tax revenue have no significant influence on Research interventions in tertiary
institutions in Nigeria.
Ho4 There is no significant effect of education tax revenue on library and laboratory
development in tertiary institutions in Nigeria.
Ho5 Education tax revenue have no significant effect on conference attendance interventions
in tertiary institutions in Nigeria.
Education Tax
Education tax is a tax imposed on each and every Nigerian resident company at the rate of 2%
of assessable profit for every year of assessment. This tax is viewed as a social obligation
placed on all companies to make sure that they contribute their own quota in the development
of education in Nigeria. Education tax was promulgated as Education Tax act No.7 of 1993
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and was amended by the Act No. 40 of 1998, as a Trust Fund, which was named Education
Trust Fund. The Federal Inland Revenue Service (FIRS) is empowered by the Act to assess
and collect Education Tax.
According to Adavbiele (2016), what necessitated the promulgation of the Education Trust
Fund was the broadly recognized decline in educational standards and deep rots in
infrastructure and different amenities in tertiary institutions in Nigeria. Eze (2011), noted that
Education Trust Fund was considered as a product of crises in the educational sector, going
back to the 1980’s with the introduction of the Structural Adjustment Programme (SAP) when
funding of education grew to become a huge challenge. It was the Longe committee’s report
and because of the negotiation between the federal government and Academic Staff Union of
Universities (ASUU) in 1993 with the argument that government alone can't fund education
and that it has to be accomplished with the private sector as to fund education properly, gave
rise to the introduction of public tax, which culminated to the establishment of Education Trust
Fund.
Socio political theory
The theoretical underpinning of Education tax is being derived from Socio Political Theory,
because the theory talks about using tax to cure ills of the society as a whole, and that is what
education tax is all about, as it is for rehabilitation, restoration and consolidation of Tertiary
Education in Nigeria. According to Bhartia, (2009), in Ogbonna & Appah (2012), Socio
political theory of taxation states that social and political objectives should be the major factors
in selecting taxes. The theory advocated that a tax system should not be designed to serve
individuals, but should be used to cure the ills of society as a whole.
This theory was propounded in 1883 by Adolf Heinrich Gotthelf Wagner (1835-1917), who
was a German political economist and was born in Erlangen, the son of a professor of
physiology. Wagner (1883), advocated that social and political objectives should be the
deciding factors in choosing taxes. He did not believe in individualist approach to a problem.
He wanted that each economic problem should be looked at in its social and political context
and an appropriate solution found thereof. The society consisted of individuals, but was more
than the sum total of its individual members. It had an existence and entity of its own which
needed preservation and taking care of. Accordingly, a tax system should not be designed to
serve individual members of the society, but should be used to cure the ills of society as a
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whole. Wagner, in other words, was advocating a modern welfare approach in evolving and
adopting a tax policy.
RESEARCH METHOD
Research Design
In this study, ex-post facto research design was employed.
Area of Study
The area of study is Nigeria.
Population of the Study
The population of the study is all the tertiary institutions enlisted in TETFund, which is two
hundred and fifteen (215) tertiary institutions. These comprises of Eighty-one (81) Universities,
sixty-four (64) Polytechnics and seventy (70) Colleges of Education.
Sample Size
In order to do an effective and efficient work, the researcher used the entire population for this
study. 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, all the two hundred and fifteen (215) tertiary institutions enlist
in TETFund which is the entire population for this study, was selected.
Sources of Data
The secondary data was sourced from the National Bureau of Statistics bulletin, Central Bank
of Nigeria bulletin and Tertiary Education Trust Fund (TETFund) bulletin. It covered from
1999 to 2018.
Model Specification
The model for this study was adopted from the works of Nagbi & Micah (2019) with
modification.
Their model is stated as follows:
PJDEV = α0 + β1TETFUND + ɛ ………………………… (1)
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LIBDEV = α0 + β1TETFUND + ɛ ………………………... (2)
RJPUB = α0 + β1TETFUND + ɛ ………………………… (3)
STAFTRAIN = α0 + β1TETFUND + ɛ …………………... (4)
Where:
PJDEV = Project Development
RJPUB = Research & Journal Publication,
LIBDEV = Library Development
STAFTRAIN = Staff Training respectively.
TETFUND = Tertiary Education Trust Fund Allocation.
To arrive at the model for this study, some modifications was done on the model from the work
of Nagbi & Micah (2019). Laboratory interventions, conference attendance interventions and
teaching practice interventions was added as dependent variables. This was done as to capture
all the interventions of carried out by TETFund.
The statistical tool of this model is expressed as follows:
PINF=β0+ β1EDTR+µ……………………………………………………. (1)
HRDV= β0 + β1 EDTR+ µ………………………………………………... (2)
RINT=β0+ β1EDTR+ µ…………………………………………………… (3)
LILB=β0+ β1EDTR + µ…………………………………………………... (4)
CFAT=β0+ β1EDTR + µ………………………………………………….. (5)
Where
β0 = Estimated of the true intercept, β0
β1 = Parameter to be estimated
µ = stochastic term.
PINF= Number of Physical Infrastructure
HRDV= Number of Human Resource Development
RINT= Number of Research interventions
LILB= Number of Library development and Laboratory Interventions
CFAT= Number of Conference Attendance Interventions
TCHP= Number of Teaching Practice Interventions
EDTR= Education Tax Revenue
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Data Analysis Techniques
Simple regression was also used to analyze and achieve all the objectives.
RESULTS AND DISCUSSIONS
Hypothesis 1:
Ho1 Education tax revenue has no significant effect on Physical Infrastructure in tertiary
institution in Nigeria.
PINF=β0+ β1EDTR+µ

Variable

Coefficie
nt Std. Error t-Statistic

Prob.

C
EDTR

1.493129 0.555092 2.689877
0.123458 0.051669 2.389386

0.0150
0.0280

R-squared
Adjusted Rsquared

0.240800

Mean dependent var 2.817747

0.198622

S.D. dependent var 0.140806
Akaike info
S.E. of regression 0.126049 criterion
1.209646
Sum squared resid 0.285992 Schwarz criterion 1.110073
Hannan-Quinn
Log likelihood
14.09646 criter.
1.190209
F-statistic
5.709164 Durbin-Watson stat 2.344577
Prob(F-statistic)
0.028031
Dependent Variable: PINF
Method: Least Squares
Date: 03/14/20 Time: 09:02
Sample: 1999 2018
Included observations: 20
Source: Researcher’s Result 2020
The constant value that shows the causational relationship of the model revealed a value of
1.493 at 3 decimal points; this means that if EDTR is held constant, PINF will increase by
1.493129 as a result of other funding than educational tax revenue. The beta coefficient of
0.123 means that a unit variation in educational tax revenue can cause PINF to increase by
12.3%. Also the R2 stood at 0.240.The R2 otherwise known as the coefficient of determination
shows the percentage of the total variation of the dependent variable (PINF) that can be
explained by the independent or explanatory variable (EDTR). Thus the R2 value of 0.240
indicates that 24% of the variation in the PINF in Nigeria can be explained by variations in the
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educational tax revenue while the remaining 76% (i.e. 100-R2) could be accounted for by other
funding sources not included in this model like private donors.
The adjusted R2 of 0.198 indicates that if the model independent variable is adjusted, this result
will deviate from it by only 0.042 (i.e. 0.240 – 0.198). This result shows that there will be a
further deviation of the variable used result and the variable (private donors) to be included by
4.2%. Finally, the result shows that the model is statistically significant at a Fisher statistics
probability value of 0.028. Since the Durbin- Watson statistic is 2.3 there is no evidence of
autocorrelation.
Since the calculated Probability value for EDTR against PINF is 0.028; which is less than the
accepted probability value of 0.05. The null hypothesis is rejected and we conclude that
educational tax revenue has a significant positive effect on the number of Physical
Infrastructure in tertiary institution in Nigeria.
Hypothesis 2:
Ho2 There is no significant effect of Education tax revenue on Human resource development
in tertiary institutions in Nigeria.
HRDV= β0 + β1 EDTR+ µ

Variable

Coefficie
nt Std. Error t-Statistic

Prob.

C
EDTR

-0.339345 1.511101 -0.224568
0.312229 0.139412 2.239617

0.8252
0.0397

3.04160
2
0.31655
0.191088 S.D. dependent var
1
Akaike info
0.42970
S.E. of regression 0.284704 criterion
8
0.52863
Sum squared resid 1.296904 Schwarz criterion
8
Hannan-Quinn
0.44334
Log likelihood
-1.867369 criter.
9
2.37153
F-statistic
5.015883 Durbin-Watson stat
6
Prob(F-statistic)
0.039669
R-squared
Adjusted Rsquared

Mean dependent
0.238671 var

Dependent Variable: HRDV
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Method: Least Squares
Date: 03/14/20 Time: 09:03
Sample: (adjusted): 2001 2018
Included observations: 18 after adjustments
Source: Researcher’s Result 2020
In the table above, the constant value of 0.339 indicates that if EDTR is held constant, HRDV
will decrease by 0.339 units as a result of other funding outside educational tax revenue. The
beta coefficient revealed that there exist a 31.2% (0.312) relationship between EDTR and
HRDV implying that a unit variation in educational tax revenue can cause HRDV to increase
by 31.2%. R2 stood at 0.238.The R2 otherwise known as the coefficient of determination shows
the percentage of the total variation of the dependent variable (HRDV) that can be explained
by the independent or explanatory variable (EDTR). Thus the R2 value of 0.238 indicates that
23.8% of the variation in the HRDV in Nigeria can be explained by variations in the educational
tax revenue while the remaining 75.2% (i.e. 100-R2) could be accounted for by other funding
sources not included in this model.
The adjusted R2 of 0.191 indicates that if the model independent variable is adjusted, this result
will deviate from it by only 0.047 (i.e. 0.238 – 0.191). This result shows that there will be a
further deviation of the variable used result and the variable (private donors) to be included by
4.7%. Finally, the result shows that the model is statistically significant at a Fisher statistics
probability value of 0.039. Durbin-Watson statistic 2.4 which is near 2 means that there is no
autocorrelation.
Since the calculated Probability value for EDTR against HRDV is 0.039; which is less than
the accepted probability value of 0.05. The null hypothesis is rejected and it is concluded that
educational tax revenue has a significant positive effect on the number of human resource
development in tertiary institution in Nigeria.
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Hypothesis 3:
Ho3 Education tax revenue has no significant influence on Research interventions in tertiary
institutions in Nigeria.
RINT=β0+ β1EDTR+ µ
Variable

Coefficie
nt Std. Error t-Statistic

Prob.

C
EDTR

13.71528 4.693922 2.921924
-0.980083 0.418272 -2.343168

0.0223
0.0516

2.71745
9
0.21524
0.359510 S.D. dependent var
9
Akaike info
0.48643
S.E. of regression 0.172265 criterion
5
0.44260
Sum squared resid 0.207727 Schwarz criterion
7
Hannan-Quinn
0.58101
Log likelihood
4.188957 criter.
5
1.81426
F-statistic
5.490436 Durbin-Watson stat
8
Prob(F-statistic)
0.051604
R-squared
Adjusted Rsquared

Mean dependent
0.439571 var

Dependent Variable: RINT
Method: Least Squares
Date: 03/14/20 Time: 09:05
Sample: (adjusted): 2010 2018
Included observations: 9 after adjustments
Source: Researcher’s Result 2020
The constant of 13.715 suggests that if EDTR is held constant, RINT will increase by 13.715
units as a result of other funding than educational tax revenue; this means that research
interventions in Nigeria has been funded more by funds other than EDTR. The beta coefficient
revealed that there exist a 98% (0.980) relationship between EDTR and RINT implying that a
unit variation in educational tax revenue can cause RINT to decrease by 98% thus relying on
EDTR for research interventions in Nigerian tertiary institutions will cause the dearth of
research in Nigeria. The R2 stood at 0.439.The R2 otherwise known as the coefficient of
determination shows the percentage of the total variation of the dependent variable (RINT) that
can be explained by the independent or explanatory variable (EDTR). Thus the R2 value of
0.439 indicates that 43.9% of the variation in the RINT in Nigeria can be explained by
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variations in the educational tax revenue while the remaining 56.1% (i.e. 100-R2) could be
accounted for by other funding sources not included in this model. Adjusted R2 of 0.359
indicates that if the model independent variable is adjusted, this result will deviate from it by
only 0.080 (i.e. 0.439 – 0.359). This result shows that there will be a further deviation of the
variable used result and the variable (private donors) to be included by 8%. Finally, the result
shows that the model is statistically significant at a Fisher statistics probability value of 0.051.
Since the Durbin-Watson statistic is 1.8 which also near 2, there is no autocorrelation. Since
the calculated Probability value for EDTR against RINT is 0.051; which is greater than the
accepted probability value of 0.05. The null hypothesis is accordingly accepted and we
conclude that educational tax revenue has no significant effect on the number of research
interventions in tertiary institution in Nigeria.
Hypothesis 4:
Ho4 There is no significant effect of education tax revenue on library and laboratory
development in tertiary institutions in Nigeria.
LILB=β0+ β1EDTR + µ
Variable

Coefficie
nt Std. Error t-Statistic

Prob.

C
EDTR

0.485098 0.850615 0.570291
0.196145 0.079177 2.477287

0.5755
0.0234

2.58959
8
0.21770
0.212825 S.D. dependent var
8
Akaike info
0.35599
S.E. of regression 0.193156 criterion
4
0.25642
Sum squared resid 0.671569 Schwarz criterion
1
Hannan-Quinn
0.33655
Log likelihood
5.559940 criter.
6
1.57878
F-statistic
6.136950 Durbin-Watson stat
4
Prob(F-statistic)
0.023385
R-squared
Adjusted Rsquared

Mean dependent
0.254255 var

Dependent Variable: LILB
Method: Least Squares
Date: 03/14/20 Time: 09:09
Sample: 1999 2018
Included observations: 20
Source: Researcher’s Result 2020
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The constant value of 0.485 denotes that if EDTR is held constant, LILB will increase by 0.485
units as a result of other funding than educational tax revenue; this means that library and
laboratories in Nigeria can also be funded more by other means. The beta coefficient revealed
that there exist a 19.6% (0.196) relationship between EDTR and LILB implying that a unit
variation in educational tax revenue can cause LILB to increase by 19.6%. R2 stood at
0.254.The R2 otherwise known as the coefficient of determination shows the percentage of the
total variation of the dependent variable (LILB) that can be explained by the independent or
explanatory variable (EDTR). Thus the R2 value of 0.254 indicates that 25.4% of the variation
in the LILB in Nigeria can be explained by variations in the educational tax revenue while the
remaining 74.6% (i.e. 100-R2) could be accounted for by other funding measures not included
in this model.
The adjusted R2 of 0.212 indicates that if the model independent variable is adjusted, this result
will deviate from it by only 0.042 (i.e. 0.254 – 0.212). This result shows that there will be a
further deviation of the variable used result and the variable (private donors) to be included by
4.2%. Finally, the result shows that the model is statistically significant at a Fisher statistics
probability value of 0.023. Since the Durbin-Watson statistic is 1.6, there is no autocorrelation.
Since the calculated Probability value for EDTR against LILB is 0.023; which is less than the
accepted probability value of 0.05. The null hypothesis is rejected and we conclude educational
tax revenue has a significant effect on the number of library and laboratory facilities in tertiary
institution in Nigeria.
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Hypothesis 5:
Ho5 Education tax revenue has no significant effect on conference attendance interventions in
tertiary institutions in Nigeria.
CFAT=β0+ β1EDTR + µ

Variable

Coefficie
nt Std. Error t-Statistic Prob.

C
EDTR

0.047764 5.564870 0.008583 0.9934
0.331313 0.495882 0.668128 0.5255

3.76553
1
0.19703
5
Akaike info
0.14602
S.E. of regression 0.204228 criterion
5
Sum squared
0.10219
resid
0.291965 Schwarz criterion
7
Hannan-Quinn
0.24060
Log likelihood 2.657111 criter.
5
Durbin-Watson
0.49424
F-statistic
0.446395 stat
1
Prob(F-statistic) 0.525462
R-squared
Adjusted Rsquared

Mean dependent
0.059948 var
- S.D. dependent
0.074345 var

Dependent Variable: CFAT
Method: Least Squares
Date: 03/14/20 Time: 09:11
Sample: (adjusted): 2010 2018
Included observations: 9 after adjustments
Source: Researcher’s Result 2020
The constant value of 0.047 indicates that if EDTR is held constant, CFAT will increase by
0.047 units as a result of other funding than educational tax revenue; this means that conference
attendance in Nigeria can also be funded by other means. The beta coefficient revealed that
there exist a 33.1% (0.331) relationship between EDTR and CFAT implying that a unit
variation in educational tax revenue can cause CFAT to increase by 33.1%.
Also the R2 stood at 0.059.The R2 otherwise known as the coefficient of determination shows
the percentage of the total variation of the dependent variable (CFAT) that can be explained by
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the independent or explanatory variable (EDTR). Thus the R2 value of 0.059 indicates that
5.9% of the variation in the CFAT in Nigeria can be explained by variations in the educational
tax revenue while the remaining 94.1% (i.e. 100-R2) could be accounted for by other funding
measures not included in this model like private funding from academics.
The adjusted R2 of -0.074 indicates that if the model independent variable is adjusted, this result
will deviate from it by only 0.133 (i.e. 0.059 – -0.074). This result shows that there will be a
further deviation of the variable used result and the variable (private funding) to be included
by 13.3%. Finally, the result shows that the model is statistically insignificant at a Fisher
statistics probability value of 0.525. Durbin-Watson statistic value is 0.490 indicating no
autocorrelation.
Since the calculated Probability value for EDTR against CFAT is 0.523; which is greater than
the accepted probability value of 0.05. The null hypothesis is accepted and the work concludes
that educational tax revenue has no significant effect on the number of conference attendance
in tertiary institution in Nigeria.
DISCUSSION OF RESULTS
The result of hypothesis one revealed that educational tax revenue has a significant and positive
effect on Physical Infrastructure in tertiary institutions in Nigeria. The findings is in agreement
with the works of Udu and Nkwede (2014) and Oluwalola, Alabi and AbdulKareem (2014),
who found out that TETFund Interventions in tertiary institutions in Nigeria have impacted
positively on the infrastructural development of the institutions, and also that of Ugwoke
(2011) who noted that education fund has erected so many structures in Nigeria tertiary
institution. But disagreed with the findings of Nagbi and Micah (2019), who examine the trend
and influence of TETFund on development of higher institutions in Nigeria and found that
TETFund does not significantly relate to project development in higher institutions in Nigeria.
The finding of hypothesis two revealed that educational tax revenue has a significant effect on
human resource development in tertiary institution in Nigeria. This finding is in support of the
works Nagbi and Micah (2019) and Anderibom and Enoch (2017), whose findings revealed
that TETFund had positive significant effects on the development of staff in tertiary
institutions. Also this corroborated with the studies of Ezeali (2017), Ogba, et al. (2017), and
Onyeizugbe, et al. (2016), whose works revealed that TETFund interventions on training and
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development have a great impact on improved skills and development of the staff of tertiary
institutions.
In hypothesis three it was found out that educational tax revenue has no significant effect on
the research interventions in tertiary institution in Nigeria. This result agrees with the works of
Agha and Udu (2019), Nagbi and Micah (2019), and Onwuchekwa (2016) whose findings
showed that TETFUND intervention fund to a high extent research has no significant influence
on educational research in Nigerian tertiary institutions. Not been significant could be because
of the reason given by Agha and Udu (2019), that funds allocated to tertiary institutions
overtime were under accessed due to the institutions’ inability to meet conditions set by
TETFund for continuous access and secondly, many academics who access research grants use
part of them to take care of their personal needs leaving a paltry sum for research.
The results in hypothesis four revealed that educational tax revenue has a significant effect on
libraries and laboratories facilities in tertiary institutions in Nigeria. This findings is in harmony
with the works of Anaehobi and Agim (2019), Afebende (2017) and Osinulu and Daramola
(2017), who acknowledged and applauded TETFund for timely intervention through funding
to renovate, upgrade and develop beneficiary libraries and laboratories. But disagrees with the
findings of Nagbi and Micah (2019), who examine the trend and influence of TETFund on
development of higher institutions in Nigeria and found that TETFund does not significantly
relate to library development of higher institutions in Nigeria, but according to Bogoro (2019),
TETFund has made a significant contribution in the areas of libraries and laboratories
development in tertiary institution knowing that it one of priorities in strengthening tertiary
education in Nigeria.
The finding of hypothesis five revealed that educational tax revenue has no significant effect
on conference attendances interventions in tertiary institution in Nigeria, and this has adversely
affected research and academic growth in tertiary institutions. According to Baraki (2019),
reason for not being significant could be the fraudulent practices by beneficiaries who diver
grants for conference attendance and research interventions to purchase of cars and houses.
In all hypothesises tested, the results implicated as not accounting for substantial proportion of
the changes in the various areas of intervention, thereby creating large gaps in the needs of
tertiary institutions for additional funding. These results presents enamors challenge for
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government, educational administrators and stakeholders to initiate remedial actions in the
funding needs for tertiary education in Nigeria.
CONCLUSION
Having analyzed the effect of education tax revenue on the development of tertiary education
in Nigeria in the past twenty (20) years, the researcher’s findings are summarized below:
1. That education tax revenue has a significant and positive impact on physical

infrastructures of Nigerian tertiary institutions.
2. The researcher found out that educational tax revenue has no significant effect on

research interventions, conference attendances and teaching practice interventions in
tertiary institutions in Nigeria.
3. The study revealed that educational tax revenue has a significant effect on human

resource development in tertiary institution in Nigeria
4. It was observed that educational tax revenue has influence on libraries and laboratories

facilities in tertiary institutions in Nigeria.
5. It was revealed that in this study that in all the hypothesises tested and results, does not

accounting for substantial proportion of the changes in the various areas of intervention
Based on the findings of this study, the researcher concludes that revenue from education tax
has made significant and positive impact towards improving educational development in
Nigeria although the critical need areas like research, conference attendance and teaching
practice are yet to receive adequate interventions.
Inadequate interventions for research, and conference attendance will spell doom for the the
growth and development of the country, as it will lead to lecturers being destitute of current
knowledge in various disciplines, thereby continuously causing low level of innovations,
research output and global rating of tertiary institutions in Nigeria.
RECOMMENDATIONS
Based on the findings, the researcher makes the following recommendations:
1. There should be urgent need to increase research intervention in tertiary institutions in
Nigeria for knowledge generation as to improve innovation and development in the
country.
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2. A clarion call is being made for more interventions in conference attendances and
teaching practice in tertiary institutions in Nigeria for academic growth and nation
building.
3. Government, educational administrators and stakeholders should initiate remedial
actions in the funding needs for tertiary education in Nigeria, as all the hypothesises
tested and results does not accounting for substantial proportion of the changes in the
various areas of intervention, thereby creating large gaps in the needs of tertiary
institutions for additional funding.
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ABSTRACT
The study investigated the effect of financial instrument disclosure on financial performance
of listed manufacturing firms in Nigeria. The objectives of the study are; to examine the effect
of derivative financial Assets disclosure on return on asset of listed manufacturing firms in
Nigeria and to determine the effect of derivative financial liabilities disclosure on return on
asset of listed manufacturing firms in Nigeria. To achieve the objective of the study, ex-post
facto research design was adopted. The study adopted secondary data in generating its data
through the use of annual report and account of selected banks. In testing the hypotheses,
multiple regression analysis was used. The findings revealed that derivative financial asset
disclosure has a significant effect on return on asset of listed manufacturing firms in Nigeria
while derivative financial liability disclosure has no significant effect on return on asset of
listed manufacturing firms in Nigeria. The study recommends that in seeking for financial
performance of the manufacturing firms in regards to their financial instruments, investors
should not place too much emphasis on derivative liability it does not significantly affect the
performance of manufacturing firms. Firms and investors should focused on derivative asset
because of its positive and significant effect on the financial performance of listed
manufacturing firms.
1. INTRODUCTION
Financial instruments play an important role for companies since firms can manage a set of risk
factors with these contracts, especially through derivatives. Nevertheless, even though financial
instruments allow companies to protect their financial income and cash flows, when managers
use derivatives inadequately, they expose the company to a complex scenario of potential
financial losses. In this regard, information about the use of financial instruments is relevant
for external users of accounting reports. With complete information, investors can estimate the
risk of investing more accurately in a particular firm. Although this is an important issue,
disclosing information on financial instruments seems to not be a simple task for companies;
furthermore, it is not a simple task for external auditors to audit this information. There is a
more complex situation when we address disclosure of derivatives and information about hedge
accounting. Different authors consider derivative financial instruments as a complex issue
(Kawaller, 2004; Birt et al., 2013; Prorokowski, 2013; Chang et al., 2016; Tessema, 2016).
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Accounting standards about presentation, recognition, measurement and disclosure of financial
instruments have existed for a couple of years, but revisions have been implemented
periodically, as we have the case of IFRS 7 and, nowadays, the IFRS 9, which will be
mandatory after 2018. One of the reasons to issue new standards on financial instruments rely
on the changes and evolution of tools to measure and manage financial risks from these
contracts, as well as new concepts and approaches currently accepted (IASB, 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 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
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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.
Statement of the Problem
The issue of whether enough information is being disclosed in annual reports for users of
financial information, most especially investors/shareholders has been ongoing for some years
in financial reporting. The issue of derivative use in firms and whether managers are disclosing
enough information regarding derivative instruments that are being used by non-financial
companies to manage financial risks are dominant arguments in financial economics. These
arguments arose because of bankruptcies and near collapses, which are derivative-aided, that
pervaded the 1990s and 2000s (Dunne and Helliar, 2002 and DaDalt et al., 2002). Examples
include the Enron case on energy derivatives as a contributing factor to its collapse, Barings
Bank’s loss of £927 million speculating in futures contract, Metallgesellschaft AG’s future
hedge losses of over $1 billion (Brealey, Myers, Marcus, 2004; Hogan, 1997) and the recent
hedging failure of £391 million in Mitchells and Butlers that led to a loss of £274 million, which
eroded shareholders’ value by 30% (Financial times, 01/02/08). The loss was so monumental
that it wiped out the total profit of the previous two years. Also, substantial empirical studies
have documented inadequate reporting of derivative use in companies both in the US and the
UK (Roulstone, 1999; Adedeji and Baker, 1999 and Marshall and Weetman, 2002) under
various regulatory regimes. Additionally, the clamour for harmonisation of reporting practices,
which calls for reporting financial information under international accounting standards
(IFRSs) as against local GAAPs, which is expected to increase what is being reported in annual
reports. UK companies started reporting under international standards from the accounting
year beginning from or after 1st of January 2005.
All of the above arguments seem to be saying that more information should be disclosed in
annual reports. From the perspective of derivative use disasters, relevant information on the
hedging process is required in order for shareholders to understand the hedging process and to
make financial statements reliable for investment decision-making. From the perspective of
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harmonisation, financial statements ought to be comparable across companies and geographical
divides.
Objectives of the Study
The main objective of the study is to examine the effect of financial instrument disclosure on
financial performance of listed manufacturing firms in Nigeria.
The studies specific objectives include:
i.

To examine the effect of derivative financial Assets disclosure on return on asset
of listed manufacturing firms in Nigeria.

ii.

To determine the effect of derivative financial liabilities disclosure on return on
asset of listed manufacturing firms in Nigeria

Research Questions
i.

What is the effect of derivative financial Assets disclosure on quality of firms
financial report?

ii.

What is the effect of derivative financial liabilities disclosure on quality of firms
financial report?

Research Hypotheses
H01: Derivative financial Assets disclosure has no significant effect on return on asset of listed
manufacturing firms in Nigeria
H02: Derivative financial liability disclosure has no significant effect on return on asset of
listed manufacturing firms in Nigeria
2. LITERATURE REVIEW
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
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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.
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 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
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of the contractual arrangement and the definitions of a financial liability, a financial asset and
an equity instrument.
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 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) availablefor-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.
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
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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.
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 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
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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.
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 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.
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Financial risks, derivative use, hedging and speculation
Macroeconomic risks and the firm
Firms face macroeconomic risks that affect business operations/activities and cycles
which may threaten the achievement of its stated objective or its very existence and
therefore need to be managed. Such macroeconomic risks, such as movements in exchange
rates, interest rates, fluctuations in commodity prices and equity prices affect the
fundamentals of firms and so make planning very difficult for managers. This is one of
the many problems that management faces in firms, which cannot be attributed to agency
issues. Using exchange rate risk as an example, as a firm internationalises its operation in
production, sales and product marketing it faces this potential risk for most of its
transactions. Taking earnings and cash flows of the firm for instance, the amount of
fluctuation in earnings and cash flow affects so many other functions of management that
it calls for attention from managers (Stulz, 1985). Such activities such as investment in
profitable projects, dividend payments and how much to retain in the business for further
growth, are substantially affected by volatility in these variables (Fox, 1977; Horne and
McDonald, 2001). The requirements of the agency contract, that managers should increase
shareholders wealth, necessarily mean that they should be able to identify and assess the
many risks that firms face in order to design appropriate approaches of how to manage
these risks in order to increase shareholders’ wealth and consequently the firm’s value.
The necessity of risks in firms
A desire to earn above normal profit that is capable of increasing shareholders’ wealth will
theoretically bring increased risks to the firm, and this is what explains the potential risk
that firms face while also justifying the legitimacy of risks in firms. This is because there
is the risk-return trade off that balances the return made to shareholders in response to the
risk they face: the higher the risk the higher the return (Tufano, 1998; DeMarzo and Duffie,
1991). The main purpose of a firm investing in risky assets, and indeed its entire purpose
therefore is to identify real and profitable projects, such that when discounted at their cost
of capital will leave cash flows that will help the achievement of the firm’s value for
shareholders (Frootet al., 1993). Fite and Pfleiderer (1995) argue that additional risks tend
to increase the value for shareholders.
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Managers are concerned with the non-diversifiable part of total risk, as this is what
shareholders have employed them to manage in order to increase their wealth. Nondiversifiable risks are those risks that cannot be eliminated by adding more assets to an
existing portfolio of assets. The diversifiable portion of total risk could be handled by
shareholders through addition of new assets to the portfolio. Frootet al. (1993) identified
two types of non-diversifiable risks as business and financial risks, both of which should
be managed by managers. Business risks (or operating risks) result from the operation of
the firm. They argue that managers are expected to be able to manage this type of risk in
order to exploit competitive advantage in operation, technology and the market in which
they operate.
The other aspect of non-diversifiable risks includes risk brought by the mix of equity and
debt as well as those brought as a result of volatility of those financial assets such as
interest rates, exchange rates, commodity prices and stock prices. This volatility has
become a threat to both the achievement of the objective of the firms and their existence,
as the resulting cash flows and earnings of the firms become highly volatile and therefore
less valuable to both managers and shareholders (Fite and Pfleiderer, 1995). Stulz (1985),
Minton and Schrand (1999) and Allayannis and Weston (2003) report that financial risks
arise from adverse changes in the short run in the financial assets, with adverse
consequences and/or real losses to shareholders. Considering the magnitude of cash flow
of each of these factors (interest rates, commodity prices, equity prices and foreign
currency values) that a company undertakes, the need for greater management of the risk
involved is justified. The degree of financial risks faced by firms has been established to
be positively correlated with firm size (Banz, 1981). He argued that larger firms face
increased financial risks arising from product diversification and internationalisation of
their operations through offshore branches and subsidiaries. Though the risks are
sometimes in the short run, depending on the cash flow exposure to any of the factors, the
company may face the risk of outright losses that might undermine the firm’s value and
shareholders’ wealth. Managers should manage these risks using such approaches as they
believe could reduce the firm’s exposure while also ensuring the achievement of the firm’s
objectives.
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Financial risks as identified above expose the firm to volatility in interest rates, foreign
exchange rates and commodity prices that could cause a change in a firm’s value.
Volatility in interest rates, foreign exchange rates and commodity prices makes cash flows
and earnings unstable. Volatility in cash flows and earnings makes planning for investment
and dividend payment very difficult for managers and therefore reduces the value of future
cash flows to the firm. Consistent with the objective of shareholders’ wealth maximisation
and an increase in a firm’s value, management of these risks through appropriate
approaches would likely assist managers to increase the firm’s value, especially as
managers enjoy information advantage over the shareholders (Bhattacharya, 1979; Healy
and Palepu, 2001). Carey and Hrycray, (1999) and Healy and Palepu (2001) emphasise
that reducing risk is not the same thing as managing risks, because firms with lower risks
will in the long run earn lower returns because of the risk-return trade-off (Campelloet al.
2005). Managing risks must create value especially as it is expected to reduce the chances
of and the costly process of bankruptcy. It also makes it easier for firms to take on
profitable investment projects which enhances the firm’s value and shareholders’ wealth
as the stream of cash flows available from the firm to its shareholders become less volatile
and therefore more valuable (Breeden and Viswanathan, 1990). Crouby and Brigs (1993)
argue that stability in valuable cash flows is one of the two ways a firm can add value to
its shareholders, the second being lowering its discount rates.
Some risk management methods have been suggested in the literature. Crouby and Brigs
(1993) argue that risk management using derivatives to hedge financial risks actually has
value and therefore should be used to manage these macroeconomic risks affecting the
operation and life of firms. They were supported by Froot et al., (1993), Tufano (1996),
Breeden and Viswanathan (1998) and DaDaltet al., (2002), who have also explored
benefits of risk management through derivative use.
Other studies (Hall and Liebman, 1998; Green, 2001; and Harrington et al., 2002) hold
contrary views that there should be a company-wide risk management package that will
confront the entire risks that firms face. According to them, without firm-wide risk
management strategy, the deadweight cost brought, and frictions caused, by various
activities in the firm cannot achieve the much-needed increase in the firm’s cash flow and
earnings aimed at increasing the firm’s value. Some studies (Geczy et al., 1997 and Fok
et al. 1997) are however of the opinion that firms should employ other methods of
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managing risks, such as the use of foreign denominated debts as a natural hedge of foreign
revenue, diversification (Fok et al., 1997) and insurance (Merton, 1993). They also
suggested that foreign operating cash flow should be used to finance foreign investment
opportunities. They suggested other methods, although avoiding the use of derivatives;
firms that engage in these strategies will still qualify as hedgers of financial risks that firms
face.
However, it appears that managers are fascinated by what they believe are the benefits of
derivatives in the management of financial risks. Grant and Marshal (1997) and Mallin et
al. (2001) document widespread use of derivatives in managing these risks by UK nonfinancial firms in their survey of derivative users. Their findings are similar to those of
Williams (1988) and Bodnar et al. (1995) who conducted their own studies in the US. The
widespread use of derivative instruments must have been approved by shareholders only
if the theoretical benefits of derivative use have been achieved in practice. Studies
document such benefits as including the reduction in taxes, costs of financial distress and
underinvestment problems (Myers, 1977; Stulz, 1985).
The rationale for corporate risk management can be derived from other angles or sources.
Smith and Stulz (1985) and Mayers and Smith (1987) both argue that the rationale derives
from firms contractual commitment to bondholders that a particular risk management
policy or asset volatility will be maintained. Following their conjecture of a contractual
commitment, it can be said that firms that hedge their risks increase their optimal debt
capacity, with the resultant increase in tax benefits brought about by leverage. This has a
final positive effect on a firm’s value for the benefit of shareholders, since bondholders
are paid a fixed return. Although, this is one of the principal reasons for risk management
as given by Ross (1973, 1996), the extent to which a company can add more to its capital
structure continues to be debated, as too much debt can bring additional financial risks.
We also note that risk management carried out for this purpose, though it might
theoretically result in an increase in a firm’s value, is not likely to reduce risk for equity
holders since the higher the leverage the higher the risk faced by firms.
The nature and use of derivatives
The existence of risks in firms, and managers desire to manage them, means that managers
should seek methods that will assist in the management of risk in order to bring benefits
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to shareholders. As noted above these risks bring volatility to cash flows and earnings
which cannot be left unmanaged because of their effect on planning and firm’s value. To
manage these risks, studies have documented the availability and use of many methods of
risk management. Such methods include the use of foreign debt financing as a financial
hedge (Geczy et al., 1997) , insurance (Merton, 1993), as well as the use of foreign
operations as a form of hedge against foreign currencies (Fok et al., 1997) which were
documented to have been used by listed firms in New Zealand by Berkman et al. (1997).
They noted that though firms in New Zealand hedged substantially using derivatives, 70%
of the firms responded in the affirmative to the use of foreign debt financing, while 65%
said they used foreign operation as a natural hedge.
One way to manage financial risks that has been documented as widespread in the
literature is through hedging using derivatives (Allayannis and Ofek, 2001). Smith and
Stulz (1985) define hedging as when a firm is trading in a particular future, swap or option
market, through the use of derivatives. They also noted that a firm can also hedge through
its operating strategies to create the same effect as if it hedged using derivatives. They
distinguish between these strategies using their treatment in the financial reports of the
firm. While derivative use as a hedging strategy is viewed as ‘off balance sheet’, other
operating strategies are referred to as ‘on balance sheet’ strategies and they include when
a firm relocates its production facilities abroad or obtains funding in a foreign currency.
Other studies see these ‘on balance sheet’ strategies as predetermined as well as natural
and therefore strictly define hedging as the use of financial derivatives (Berkman and
Bradbury, 1996; Gay and Nam, 1998; Howton and Perfect, 1998).
Derivative use as a hedging strategy has dominated academic debate and empirical
researches because of the ‘perceived’ benefits derivative use brings to firms and which is
believed leads to an increase in a firm’s value.
Derivatives are financial instruments typically used to manage financial risks faced by large
and international firms. They are in contract forms with their values (forward contracts, options
and swaps) tied to rate changes in the underlying securities (interest and foreign exchange
rates). Using the example of interest rate derivatives, movement in rates can bring
unpredictable interest payments over the loan tenure, which is capable of affecting operational
planning in firms. To ameliorate this, the company can enter into interest rate swap contract
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(fixed-for-floating, or rate tracking) or an interest rate cap contract. These contracts are like
insurance policies whereby increase in rates are paid off leaving a fixed effect on interest
payments, hence the management of Nvolatility in expected cash flows and earnings of the
firm. To this extent, financial derivatives ameliorate or counteract risks. Nevertheless, some
important issues surround the nature and use of derivatives especially by nonfinancial
companies who use derivatives in order to reduce their exposures to unexpected fluctuations in
currency and/or interest rates.
Theoretical Framework
This study is anchored on the signalling theory as it pertains disclosures in regards to financial
instruments.
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 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
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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.
3. METHODOLOGY
Research Design
In this research, ex-post facto research design was adopted. This is a “systematic empirical
enquiry in which the researcher does not have direct control of independent variables because
their manifestations have already occurred. This method measures the impact of events after
the events have occurred.
Method of data collection
The data for this research was secondary data, Nigeria First bank Plc, Eco bank Plc and United
bank for Africa Financial Statements was used from 2009 - 2018. Data was collected through
the use of Nigeria breweries Plc annual reports and account.
Population of the study
Population of the study refers to the number of people or group of people or object that have
similarities in one way or more that form the subject matter of the research project. The
population is made up of 56 manufacturing firms listed in Nigeria stock exchange.
Sample size determination
The study adopted judgmental sampling in generating its data. The sample size is selected from
the manufacturing firms listed in Nigeria Stock Exchange. However, three firms (Beta glass
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plc, Berger paint, Lagarge cement) were selected from as the sample size of the study from
2009 to 2018.
Data Analysis Technique
In testing hypothesis, multiple regression analysis was used. 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 firm performance is measured using return on asset.
Model Specification:
ROAft= α + β1 DAft+ β2 DLft + Uft
ROA = Return on asset (PAT/Net asset)
DA= Derivative Assets (“1” if disclosed and “0” if not disclosed)
DL= Derivative Liability (“1” if disclosed and “0” if not disclosed)
U= Error term
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
EFFECT OF FINANCIAL INSTRUMENT DISCLOSURE ON FINANCIAL
PERFORMANCE
Dependent Variable: ROA
Method: Least Squares
Date: 02/23/20 Time: 08:50
Sample: 2009 2018
Included observations: 10
Variable

Coefficient

Std. Error

t-Statistic

Prob.

C
DL
DA

0.296588
-0.055563
1.105121

0.066014
0.116395
0.096123

4.492784
-0.477364
11.49689

0.0001
0.6361
0.0000

R-squared
Adjusted R-squared
S.E. of regression
Sum squared resid
Log likelihood
F-statistic
Prob(F-statistic)

0.582997
0.582026
0.148816
0.775118
20.03453
11.73710
0.000000

Mean dependent var
S.D. dependent var
Akaike info criterion
Schwarz criterion
Hannan-Quinn criter.
Durbin-Watson stat
494

2.843424
1.109997
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-0.767271
-0.850556
0.729418
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The regression analysis results shows the effect of finaancial instrument disclosure on financial
performance. The coefficient of determination R-square of 0.583 implied that 58.3% of the
sample variation in the dependent variable return on asset (ROA) is explained or caused by the
explanatory variables (DA and DL) while 41.7% is unexplained. This remaining 41.7% could
be caused by other factors or variables not built into the model. The value of R-square is an
indication of positive and high relationship between the dependent variable (ROA) and
independent variables (DA and DL).Consequently, the value of the adjusted R2 is 0.582. This
shows that the regression line which captures 58.2 per cent of the total variation in ROA is
caused by variation in the explanatory variable specified in the model with 41.8 per cent
accounted for the stochastic error term. The F-statistic was also used to test the overall
significant of the model. The F-value of 11.737 with p-value of 0.000 is an indication that the
model is not statistically significant at 5 percent level of significant. Finally, the test of
autocorrelation using Durbin-watson shows that the Durbin-watson value of 0.7294 falls
outside the conclusive region of Durbin-watson partition curve. Hence, we can clearly say that
there is a sign of autocorrelation.

TEST OF HYPOTHESES
Hypothesis one
H01: Derivative financial Assets disclosure has no significant effect on return on asset of listed
manufacturing firms in Nigeria
The F statistic with 11.737 has probability of 0.0000% level of significance. Since the
probability of the F statistics is less than 5% level of significance, we would reject the null
hypothesis, H0 and therefore conclude that derivative financial Assets disclosure has a
significant effect on return on asset of listed manufacturing firms in Nigeria.
Hypothesis two
H02: Derivative financial liability disclosure has no significant effect on return on asset of
listed manufacturing firms in Nigeria
The F statistic with 11.737 has probability of 0.6361% level of significance. Since the
probability of the F statistics is greater than 5% level of significance, we would accept the null
hypothesis, H0 and therefore conclude that derivative financial liability disclosure has no
significant effect on return on asset of listed manufacturing firms in Nigeria.
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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.
SUMMARY OF FINDINGS, CONCLUSION AND RECOMMENDATIONS
Summary of Findings
Based on the result of the analysis, the following findings were summarized:
(i)

Derivative financial asset disclosure has a significant effect on return on asset of
listed manufacturing firms in Nigeria.

(ii)

Derivative financial liability disclosure has no significant effect on return on asset
of listed manufacturing firms in Nigeria.

Conclusion
This study seeks to examine the effect of financial instrument disclosure on financial
performance of listed manufacturing firms in Nigeria. After careful analysis it was concluded
that derivative assets have a significant effect on financial performance of manufacturing firms,
while derivative liability has no significant effect on financial performance of listed
manufacturing firms in Nigeria. 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.
Recommendations
As a result of these findings, the following recommendations are outlined:
In seeking for financial performance of the manufacturing firms in regards to their financial
instruments, investors should not place too much emphasis on derivative liability it does not
significantly affect the performance of manufacturing firms. Firms and investors should
focused on derivative asset because of its positive and significant effect on the financial
performance of listed manufacturing firms.
496

10TH ACCOUNTING AND FINANCE CONFERENCE BOOK OF PROCEEDINGS VOLUME 10 ISSUE 2, 2020

REFERENCES
Ayzer, B. &Cema, I. (2013). Effects of new financial report standards on value relevance. A
study of Turkish stock markets. International. Journal of Economics and
Finance.5(10)10-13.
Barth ME (1994). Fair value accounting: Evidence from investment securities and the market
valuation of banks. Accounting Review., 69(1): 1- 25.
Beisland, L.A. (2009). A review of the value relevance literature. The open business journal,
(2), 7-27
Habib, W.M &Elhamawy, S.M. (2009). On the value relevance of finance cash flows and
accounting accruals: empirical evidence from Egypt. Ains Shams University Journal of
Economic studies. 3, 1-22
International Accounting Standard 32 (2008) Financial Instruments: Presentation. Amendment
to IAS 32 and IAS 1
International Accounting Standard 39 (2005) Financial Instruments: Recognition and
Measurement
International Financial Reporting Standard 7 (2005) Financial Instruments: Disclosures
Karki, D. & Adhikari, N. (2014). Earnings Announcement Effect on Share Price and Trending
Volumes. A Case of Nepalese Commercial Banks. Nepalese Journal of Finance. 34(1)
232-245
Meyer, C. (2007). Shareholder Value Accounting: The Value Relevance Of Financial
Statement Data and the Determinants of Accounting Method Choices.
http://www.research.unizh.ch.retrieved
Miller, M. & Rock, K. (1985) Dividend Policy under Asymetric Information. Journal of
Finance40(4) 1031-1051
Mozes, HA (2002). The value relevance of financial institutions’ fair value disclosures: A study
in the difficulty of linking unrealized gains and losses to equity values. ABACUS, 38,
1_11.
Nelson K (1996). Fair value accounting for commercial banks: An empirical analysis of SFAS
No. 107. Accounting Review, 71 (2): 161-182.
Nissim D (2003). Reliability of banks’ fair value disclosure for loans. Review of Quantitative
Financial Accounting. 20(4): 355-384.
Omokhudu, O. &Ibadin, P. (2015). The value relevance of accounting information: Evidence
from Nigeria. Accounting and Finance Research Journal, 4(3), 20–30.

497

10TH ACCOUNTING AND FINANCE CONFERENCE BOOK OF PROCEEDINGS VOLUME 10 ISSUE 2, 2020

Perera, R., &Thrikawala, S. (2010). An empirical study of the relevance of accounting
information on investor’s decisions. ICBI .
Robert, M.B & Abbie, J.S. (2003). Transparency, Financial Accounting Information,
andCorporate Governance. Economic Policy Review, 65-89
Venkatachalam, M. (1996)Value-relevance of banks’ derivatives disclosures, Journal of
Accounting and Economics, 22 (1) 327–355.
Vishnani, S. & Shah K. (2008). Value Relevance of Published Financial Statements with
Special Emphasis on the Impact of Cashflow Reporting. International Research Journal
of Finance and Economics, 17(3), 84-90.

498

10TH ACCOUNTING AND FINANCE CONFERENCE BOOK OF PROCEEDINGS VOLUME 10 ISSUE 2, 2020

TAX REVENUE COMPONENTS AND ECONOMIC GROWTH OF AFRICAN
COUNTRIES
Fineboy Ikechi Joseph1, John Uzoma Ihendinihu2 and Michael Chidiebere Ekwe3
1
Department of Accounting, Faculty of Social and Management Sciences, Clifford
University, Ihie, Abia State. E-mail: fayooxyz2009@yahoo.com
2&3
Department of Accounting, College of Management Sciences, Michael Okpara
University of Agriculture, Umudike. ihendinihu.john@gmail.com and
ekwemike@yahoo.com
Abstract
This study evaluates the causal link between tax revenue and economic growth of African
Countries. The aim is to ascertain the extent to which different components of tax revenue can
be useful in moderating economic growth of emerging economies in Africa. Time series data
of 38 years on Gross Domestic Product, and four components of tax revenue of ten selected
African countries were extracted from the websites of the World Bank, International Centre for
Tax and Development, and African Statistical Year Book publications and analysed using OLS
regression techniques. Results show that Customs Excise Duties (CED), Personal Income Tax
(PIT), and Value Added Tax (VAT) have significant effects on changes in GDP, while Company
Income Tax (CIT) does not affect the growth rate significantly; with all components jointly
accounting for substantial variations in economic growth of the countries. The paper
concludes that tax revenue is a potent tool for improving economic growth of emerging African
nations and recommends that government and tax administrators should target at enhancing
tax revenue with emphasis on indirect tax components by blocking all avenues of tax evasion
and maintaining proper accountability of collected tax revenues to achieve sustainable
economic growth in the African continent.
KEYWORDS: Foreign Direct Investment, Economic Growth, Gross Domestic Product,
Tax Revenue
1.1 Introduction
It is noteworthy that globally, there is a paradigm shift to tax revenue as a better alternative
source of revenue generation and the need for African countries to generate adequate revenue
from taxation has become a matter of urgency and importance (Afuberon and Okoye, 2014).
At the moment, it appears Africa as a continent is yet to reap the benefits derivable from
tax revenue either because of low level of revenue generation or its misapplication.
Tax revenue has become an essential tool in the hand of government for the promotion of
economic development through the provision of critical infrastructure and social amenities for
the welfare of the citizenry. Tax revenues assist governments globally to discharge its core
mandates of (a) protecting the society from violence and invasion of other independent
societies through military forces (b) ensuring protection of every member of the society from
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injustice and oppression of every other member through administration of justices (c)
establishing and maintaining public institutions and those public works, which cannot be
expected that any individual, or small number of individuals, should establish or maintain
because of huge capital outlay required (Abiola and Asiweh, 2012; Appah and Eze, 2013).
Developed countries globally have been found to have relatively felt the impact of tax revenues
generated through efficient and effective tax system, the controversies notwithstanding
(Joseph, Omeonu and Ngaonye, 2018). Nevertheless, taking a critical look at the huge benefits
of tax revenue based on theoretical literatures, the need to determine its effect on economic
growth of African countries becomes very important. Again the vulnerability of the revenues
generated from crude oil and other unprocessed natural resources in Africa is a wake-up call
for African countries to gear effort towards alternative source of revenue. This alternative
source is tax revenue and for this reason its impact should be determined precisely.
The squabble regarding the effect of tax revenue on economic growth is still raging because of
divergent results based on various empirical studies by researchers. Many empirical studies
show disaggregated and conflicting findings in relation to the effect of tax revenue on economic
growth. Some empirical studies that show positive impact of tax revenue on economic growth
are named as follows among others; Ugwunta and Ugwuanyi (2015) and Dasalegn (2014);
Ihendinihu, Jones and Ibanichuka (2014); Eke, Ekwe and Ihendinihu (2018); Nwawuru,
Nmesirionye and Ironkwe (2018); Nmesirionye, Nwawuru and Ekwuruke (2018); Babatunde,
Ibukun and Oyeyemi (2017); Ogbonna and Ebimobowei (2012); Kaibel and Nwokah (2009);
Babatunde et al (2017); - indirect taxes have a positive and insignificant effect on economic
growth of sub-African countries.; Onaolapo, Fasina, and Adegbite (2013); Keho (2011);
Adereti, Sanni and Adesina (2011); and lots of other studies.
Some empirical studies that show negative impact of tax revenue on economic growth included
but not limited to thus: Joseph, Azubike, Tapang, Dibia (2018); Kaibel and Nwokah (2009);
Micah, Chukwumah and Umobong (2012); Edame (2014); Okoi and Lawrence (2015); Anne
(2014); Yaya (2013); Lawrence (2015); Widmalm (2001); Angepoulos, Economides and
Kammas (2006); Arnold (2008; 2011); Xing (2012); Santiago and Yoo (2012); Hakim, Karia
and Bujang (2014); Gbato (2017); Saqib (2014); Tomljanocich (2014); Analogously, and
Owens (2006); Poulson and Kaplan (2009). A negative nexus was reported in similar studies
carried out by Keho (2013), Juniours and Tafirenyika (2010), Delessa and Daba (2014), Saima
et al. (2014). McBride (2012) stated that progressive taxation diminishes investment, risk
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taking and entrepreneurial activity because more than proportionate portion of high income
earners earnings are collected via tax returns. In consideration of the conflicting findings
regarding the effect of tax revenue on economic growth of African countries, this study is
motivated and it seeks to examine advance the actual effect of tax revenue on economic growth
of African countries comparatively, thus would solve the problem of disaggregated and
conflicting findings once and for all. For these reasons the study used Change in Gross
Domestic Product (∆GDP), as a dependent or response variable and independent or explanatory
variables such as Companies Income Tax (CIT), Personal Income Tax (PIT), Custom, Excise
Duties (CED) and Value Added Tax (VAT). The study would compare the effect of tax types
on various countries selected with the ultimate intent of identifying which of the tax types or
tax composites that have the potentials of enhancing rapid economic growth and also the tax
type(s) that does not contribute to the economic growth of African countries. The proxy
variables adopted for this study have been used to study the effect of tax revenue on economic
growth of African sub-regions in recent times but have not been used to comparatively study
the effects of various tax types on African countries, thus a gap is being filled by this study in
this regard. The population of the study is African economy and sample size is ten (10) selected
African nations selected based on World Population Review (2019) GDP ranking and
availability of data. The countries are also picked to reflect various regions of the continent.
The study period is 37 years, 981 - 2018.
1.2 Objectives of the Study
The main objective of this work was to investigate the effect of tax revenue on economic
growth of African countries.
In specific terms, the study intends to:
i.

Examine the effect of Companies Income Tax (CIT) on economic growth of African
countries

ii.

Ascertain the effect of Personal Income Tax (PIT) on economic growth of African
countries

iii.

Determine how Custom & Excise Duties (CED) affect economic growth of African
countries

iv.

Examine the effect of Value Added Tax (VAT) on economic growth of African countries
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1.3 Research Questions
The following research questions will be answered to obtain the findings or results of the
study.
i.

What effect does Companies Income Tax (CIT) have on economic growth of African
countries?

ii.

To what extent does Personal Income Tax (PIT) impact on economic growth of African
countries?

iii.

To what extent does Custom & Excise Duties (CED) impact on economic growth of
African countries?

iv.

What is the effect of Value Added Tax (VAT) on economic growth of African countries?

1.4

Hypotheses
The following null hypotheses, which will be tested at 5% level of significance, have been
formulated to guide this study.

i.

Company income tax does not have any significant effect on economic growth of African
countries.

ii. Personal income tax does not have any significant impact on economic growth of African
countries.
iii. Custom & Excise duty does not have any significant effect on economic growth of African
countries.
iv. Value added tax does not have any significant effect on economic growth of African
countries.
2.1

REVIEW OF RELATED LITERATURE

Ezejelue and Ihendinihu (2006) define taxation as the demand made by the government of a
country for a compulsory payment of money by the citizens of the country with the objectives
of raising revenue to finance government expenditures, satisfy collective wants of the people
and regulate economic and social policies.
Lawrence (2000), identifies tax a compulsory levy imposed by the government of a state for
effective management of the government activities. Adeyeye (2004) viewed tax as ‘a liability
on account hanging the on account of tax payers as contribution in some quantum measure to
the fund available for use by government in providing necessary infrastructural facilities such
as road and rail network, communication et cetera for her citizens’. Taxes are compulsory levy
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by the government through her chosen agent on the tax object- the tax payers. However, Miller
and Oats (2006) defined tax as the statutorily obligatory determinable sum, demanded by a
legal authority from the fruitful activities of a person or body corporate, to encourage the
provision of general goods and services. It must be pointed out that taxes is a compulsory
obligation in monetary form imposed by the government to individual(s), corporate body(ies),
a person or group of persons with view to providing infrastructural facilities and other basic
amenities, taking care of the general welfare of the people, regulation of the economy and to
enable government finance its public expenditure. Payment of tax is very compulsory and a
taxpayer saying no to this civic responsibility is viewed as an offender against the government
with its attendant penalties. Perhaps to emphasize the premium placed on tax payment,
Ogbonna and Ebimobowei, (2012) opined that payment of taxes is as unavoidable as death in
America. They stated further that just as no one wants to die, similarly, many people do not
want pay taxes thus leading to tax evasion and revenue loss. As observed by Owens (2006),
only few people are zealous to pay taxes. Akintoye and Dada (2013) are of the view that, people
avoid paying taxes because of grievances resulting in a situation where the poor pay higher
percentage of their earnings as taxes whereas the rich pay lower percentage of their earnings
as taxes. Akintoye and Tashie (2013) asserted that tax evasion is prevalent in Nigeria because
tax evaders are not penalized heavily by the system to discourage others from engaging in the
practice.
Azubike (2009) stated that tax is a key source of government revenue globally. To enable
government deliver its traditional functions which include the provision of public goods,
maintenance of law and order, defending the nation against external aggression, regulation of
trades, ensuring social and economic maintenance, government needs tax proceeds. Nwezeaku
(2005) puts up argument that the scope of these functions is a function of the political and
economic orientation of the people, their needs and aspirations including their willingness to
remit tax liability to the government. Accordingly, a government ability to perform its
operations to a reasonable degree depends on efficiency of a well designed tax plans and
administration, willingness and patriotism of the governed. 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 inefficiency of government tax officers.

The increasing cost of running

government and dwindling revenue has left all levels of government with formulating strategies
to improve their revenue base. Ola (2001) noted that tax is dynamic; therefore tax reforms are
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essential to achieve the required changes in the national economy of any nation. Azubike
(2009) noted that tax reform should be progressive in nature; and tax administrators and policy
makers ought to continually adopt tax systems to reflect changing economic, social and
political circumstances in the economy. Advancement in Information Communication
Technology resulting to globalization has even necessitated the need for speedy reforms within
short intervals in a given economy to reflect the ever changing business environment in a global
village.
Economic Growth and Economic Development Described: Economic growth specifically
means an increase in the value of goods and services produced by a country over a period.
Economists use an increase in nation’s GDP to measure it. Therefore, it is possible to have
economic growth without economic development in the short or even medium term
(Hadjimichael, 2014). On the other hand, there could be an increase in GDP without any
increase in standard of living of people in a state. Furthermore, according to the United Nations
report on Human Development Index (HDI) ‘development goes beyond the expansion of
income and wealth. It connotes a process of enlarging people’s choices’ (UNDP, 1990). It is a
shift to a more holistic insight of development that had earlier focused more on per capita
income. United Nation's Human Development released Human Development Index (HDI) first
as part of her 1990 Report. The United Nations came up with Human Development Index (HDI)
as a parameter for ranking countries’ levels of social and economic development based on the
following namely Health Index, Education Index, and Standard of Living Index. The health
index is a representation of life expectancy (expected numbers of years) of a particular region
or country under study. Human Index (HI) in a correct approach explains the degree to which
life expectancy of the people in the area or country under study is above the minimum (least)
life expectancy. United Nations (UN) report has it that the minimum and maximum life
expectancy in the world is put at 25years and 85 years correspondingly (UNDP, 2014) in
(Ofoegbu, Akwu and Oliver, 2016). The Education Index (EI) indicates the literacy rate and
enrolment rate of people, in a particular region or country under study. The Literacy rate
indicates the percentage of people of 16 years of age and above who are literates (UNDP, 2014;
Ofoegbu, Akwu and Oliver, 2016).
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2.2

THEORETICAL FRAMEWORK

The Neoclassical Growth Models of Public Policy: This theory posits that national taxation
has the capacity to substantially affect long run growth rates. Particularly, small open
economies with substantial capital mobility, national taxation can result in ‘development traps’,
a situation where such countries declines or regresses or results to ‘growth miracles’; a state of
affairs where countries shift from little growth to swift expansion (Robert and Sergio 1990).
Judd (1985) and Chamley (1986) give fiscal policy the role of determining the level of output
rather than the long-term rate of growth. The equilibrium growth rate is based on exogenous
factors such as population growth and technological progress, whereas fiscal policy can only
affect the process of transition to this state of equilibrium. On the other hand, models of
endogenous public growth (Barro and Sala-i-Martins, 1992; Stokey and Rebelo, 1995;
Mendoza, 1997) provide mechanism by which fiscal policy can determine both the level of
production and growth rate at equilibrium. These endogenous growth models suggest that
taxation can have a negative effect and a positive effect on growth rate. The positive effect
is indirectly driven by tax-financed spending. Taxes used to finance investments in goods,
especially goods generating positive externalities (infrastructure, education and public
health), can influence economic growth rate positively. The negative effect of taxation on
growth stems from the modification of individuals’ decision in the direction of below
optimality.
Engen and Skinner (1996) suggest five possible mechanisms by which taxes can affect
economic growth: (i) the rate of investment may be hindered by taxes such as corporate,
personal income and capital gains taxes (ii) taxes can slow the growth of labour supply
distorting leisure and leisure choices (iii) tax policy can affect productivity growth through its
discouraging effect on research and development (R & D) spending (iv) taxes may result in a
flow of resources to other (less taxed) sectors likely to have low productivity and (v) high taxes
on labour supply can distort the efficient use of human capital by discouraging workers from
jobs with tax burdens. This theory stresses that effective fiscal policies can either lead to
economic growth or retard economic growth. This theory therefore contains ingredients very
vital to the study in question and therefore considered apt for this study. It takes its positions
regarding how taxation can boost or impair economic growth depending on the tax
administration and the application of revenue so generated.
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2.3 REVIEW OF EMPIRICAL STUDIES
Worlu and Emeka (2012) studied the impact of tax revenue on the economic growth of Nigeria
for the period 1980-2007 looking at its effect on infrastructural development. The study found
out that tax revenue has both direct and indirect correlation with the infrastructural
development and the gross domestic product respectively (GDP). The study argued that the
means through which tax revenue influence economic growth in Nigeria are infrastructural
development, Foreign Direct Investment and Gross Domestic Product (GDP). It stressed that
availability of infrastructure speeds up investments that in turn brings about economic growth.
Some empirical studies that show negative impact of tax revenue on economic growth included
but not limited to thus: Joseph, Azubike, Tapang, Dibia (2018); Kaibel and Nwokah (2009);
Micah, Chukwumah and Umobong (2012); Edame (2014); Okoi and Lawrence (2015); Anne
(2014); Yaya (2013); Lawrence (2015); Widmalm (2001); Angepoulos, Economides and
Kammas (2006); Arnold (2008; 2011); Xing (2012); Santiago and Yoo (2012); Hakim, Karia
and Bujang (2014); Gbato (2017); Saqib (2014); Tomljanocich (2014); Analogously, and
Owens (2006); Poulson and Kaplan (2009). Negative relation between corporate taxation and
foreign direct investment (FDI) was confirmed by e.g. Schraztenstaller, Wagener and KohlerToglhofer (2005), or by Feld and Heckemeyer (2008), whereas Brebler (2012) claims that
lower taxation rate represents the factor stimulating the inflow of FDI.
3.7

Model Specification

This study examines the effect of tax revenue on economic growth of African countries. In
order to accomplish this, two variables were identified in the study and these are dependent
and independent variables. The independent or predictor variables include; Companies Income
Tax (CIT), Personal Income Tax (PIT), Custom and Excise Duties (CED), and Value Added
Tax (VAT). On the other hand, the dependent or response variables is Economic Growth (EG)
proxied by Change (∆) in Gross Domestic Product (∆GDP) of selected African countries for
the period under study.
The following models as used by Igbasan (2017) have been adopted for this research
work with some modifications:
Y= f(X)
Y = y1
X = x1, x2, x3, x4, x5
Where;
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∆ = Change
Y= Economic Growth (EG)
y1= Change (∆) in Gross Domestic Product (∆GDP)
x1= Companies Income Tax (CIT)
x2 = Personal Income Tax (PIT)
x3= Custom, Excise Duties (CED)
x4= Value Added Tax (VAT)
Functional Relationship
∆GDP = f (CIT, PIT, CED, VAT)………………………..i
In Econometric form:
∆GDP = α1 + βCITt + β2PITt+ β3CEDt + β4VATt+μt ………… ii Specific country Model
∆GDP = α1 + β1CITit + β2PITit+ β3CEDit + β4VATit+μit ………..iii Pooled Panel Model
t - Time
i – Cross-section
μt is the error term which denotes other variables that are not captured in the model.Its
introduction in the model is to accommodate the influences of the other factors that may affects
economic growth which are not implicitly included in the models.

Research Methodology
3.1

Research Design

Ex-post facto design is to be used in this study in obtaining secondary data for a period of 38
years covering 1981 to 2018. Data are to be obtained from the World Development Indicators,
the World Bank, IMF World Economic Outlook database, OECD. Stat. Online Database and
UNCTAD online, African Statistical Year Book, CBN and FIRS. This research design is
adopted because it has been used in prior studies to investigate the impact of tax revenue on
economic growth of some developing African countries as can be found in the works of Igbasan
(2017) and Riba (2016).
3.2

Population: Africa as a continent comprises 54 countries. The population of this study

comprises the 54 African countries.
3.3

Sample Size and Sampling Technique: This study adopts a cross sectional

examination of the effect of tax revenue on economic growth of African countries and employs
a judgmental and stratified sampling method in selecting the sample for the study. The sample
selected is deemed to satisfy the predetermined criteria for selection. This study has made use
of this method to select 10 countries from 5 regions; two from each region (North Africa, East
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Easter Africa, South Southern Africa, Central Africa and West Africa) in Africa. The main
criteria for selection of the countries are:
1.

They must have complete data throughout the periods relevant for the study.

2.

The countries selected from each region must be among the top two in terms of GDP.

Using the above conditions as criteria for selection, the following countries are selected;
Nigeria, Ghana, South Africa, Kenya, Tunisia, Egypt, Uganda, Cameroon, Democratic
Republic of Congo and Botswana. These countries were chosen from various sub-regions of
Africa and in relation to their ranking in terms of GDP. Effort was made to ensure that countries
with highest GDP in order of raking by World Population Review (2019) were chosen.
3.4 Data Collection Methods: In relation to this study, secondary data is collected from
reliable sources. The methods adopted regarding data collection in this research include
archival retrieval method, document investigation/analysis, and extensive library search,
internet and website surfing. The data to be used in this study will be collected based on the
variables identified in the research objectives. The data for FDI total tax revenues (TR), CIT,
PIT, VAT, CED, for all the countries from the sample size would be obtained from the World
Bank website, IMF World Economic Outlook database, OECD Online Database and UNCTAD
online database, African Statistical Year Book publications, CBN, FIRS, Tax Revenue Boards
of various countries under study.
3.5 Sources of Data: Data used for this study were obtained from secondary sources. They
were obtained from the World Bank website, IMF World Economic Outlook database, OECD
Online Database and UNCTAD online database, African Statistical Year Book publication,
CBN, FIRS, and Tax Revenue Boards of various countries under study for the ten (10) selected
African countries for a period of 38 years (1981-2018). These data obtained from secondary
sources are adjudged appropriate for this study because of the following reasons:
i. They are already authenticated by professionals and other regulatory bodies before they were
published by the relevant bodies.
ii. Consistently, the secondary data have been used in previous related studies and have
produced good results. For example, Igbasan (2017) and Riba (2016); Onakoya, Babatunde,
Ibukun and Oyeyemi, (2017); Okafor (2012); Success, Success and Ifurueze (2012); Saheed,
Abarshi and Ejide (2014) have used data from these sources for their various studies.
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3.6 Data Analysis Techniques: Multiple Regression (Ordinary Least Square method) analysis
is used to test the significance of the independent variables on the dependent variable in each
country model. Then, a panel data analysis using multiple regression analysis was performed
adopting the data from all the sampled African countries to reveal inference on impact of tax
revenue on economic growth of African countries holistically.
Finally, the study use pooled panel multiple linear regression analysis to determine the effect
of tax revenue components on economic growth of African countries.
3.7

Data Validity Test: In order to ensure that the results are robust, several diagnostic

tests were conducted to enhance the viability of data and model specified for analyses. As such,
data diagnostic test such as; the Durbin Watson, the ADF Unit root test and the Co-integration
test were computed as shown below.
3.8 Auto-correlation Test: To ensure that the set of data was free from serial auto-correlation,
the Durbin Watson statistic for the model specified was computed at a pooled level. The Durbin
Watson statistics for the pooled model specified are estimated at 0.887385; 1.471418 and
1.044571 respectively. None of the Durbin Watson statistics both for the panel and individual
country time series data is above the standard of 2 indicating the absence of auto-correlation
(see table for pooled results). The Durbin Watson statistics ensures that the residuals of the
proceeding and succeeding sets of data do not affect each other to cause the problem of autocorrelation. Gujarati and Sangeetha (2007) explained that the value for Durbin Watson should
not be above the standard of 2. Thus, this model exhibit low risk of potential autocorrelation
problems as the entire model shows a DW statistics below.
3.9

Stationarity/Unit Root Tests: To avoid running a spurious regression, a unit root test

is carried out to ensure that the variables employed in this study are mean reverting i.e.
stationary. For this purpose the Augmented Dickey Fuller (ADF) test was utilized and the result
of the test is presented in the table below.
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Table 1: Augmented Dickey Fuller (ADF) Test
Variable
LLC (Common PADF (Individual Pvalue)
Value)
CED
0.0000
0.0000
CIT
0.0000
0.0000
PIT
0.0000
0.0000
VAT
0.0000
0.0000
GDP
0.1000
0.0000

Difference
1st
1st
1st
1st
1st

Null: There is serial Unit Root in the data
Source: Authors Computation (E-view Output)
The table above is the result of the first test required to know the common and individual
stationarity of the variables. For the common stationarity test, the Levin Lin Chu (LLC) test
for common stationarity was used which considers lags in data series. All the variables show a
LLC P-value of 0.000 which depicts stationarity at 1st difference except data for FDI which
was not logged as a result of the negative values included in the data which will definitely give
rise to 0 (Zero) values; this means the data contained a level of noise that needs further checks
at individual level to ascertain the country level data noise and to see if it will affect further
analysis. The Augmented Dickey-Fuller (ADF) unit root test result is interpreted using the pvalue to ascertain the level of individual stationarities of the panel variable data. The data were
stationary at 1st diference (ADF) with a P-value of 0.000 for all the variables; at this level it is
necessary to further ascertain the multicolinearity test of the data collected.
3.10.2. Co-integration Test: To ascertain the level of multicolinearity of the data set causing
fluctuation in the ADF statistic difference, there is a need to carry out the Sperman Rho Cointegration Correlation test.
H0: There is no multi-colinearity (co-integration)
Decision rule: Accept H0 if the Panel Spearman rho is greater than 5% level of significance
and reject if otherwise.

510

10TH ACCOUNTING AND FINANCE CONFERENCE BOOK OF PROCEEDINGS VOLUME 10 ISSUE 2, 2020

4.1 DATA PRESENTATION AND ANALYSIS`
4.2.1 Regression of the Estimated Model Summary on country by country basis
Testing for the Effect of CIT, PIT, VAT and CED on Economic Growth of African
Countries.
Table 1: Dependent Variable: GDP
Nigeria
Method: Least Squares
Date: 02/13/20 Time: 18:18
Sample (adjusted): 1994 2018
Included observations: 25 after adjustments
Variable
C
CED
CIT
PIT
VAT

Coefficie
nt Std. Error t-Statistic
352.5534
19.09430
49.00331
-27.83673
-9.713180

591.6358
181.5370
92.26371
16.13118
73.91537

0.595896
0.105181
0.531122
-1.725647
-0.131409

Prob.
0.5583
0.9173
0.6015
0.1006
0.8968

0.72345
R-squared
6
Adjusted R97.6771
squared
-0.024093 S.D. dependent var.
6
Akaike info
12.2305
S.E. of regression 98.84681 criterion
8
12.5231
Sum squared resid 185643.1 Schwarz criterion
1
Hannan-Quinn
12.3117
Log likelihood
-146.8823 criter.
2
1.50592
F-statistic
0.887075 Durbin-Watson stat
3
Prob(F-statistic)
0.508933
Mean dependent
0.189260 var.

The Coefficient value shows the level of individual variation of the variables used for the study.
The result revealed a Constant (C) value of 352.5534 which shows that if all variables are held
constant the GDP of Nigeria will increase by 352.5534 occasioned by factors not incorporated
in this study. The beta coefficient revealed that CED and CIT cause GDP to increase by
19.09430 and 49.00331 while PIT and VAT cause GDP to decrease by 27.83673 and 9.713180.
For the overall model result; the R2 stood at 0.189.The R2 otherwise known as the coefficient
of determination shows the percentage of the total variation of the dependent variable (GDP)
that can be explained by the independent or explanatory variable (CED, CIT, PIT & VAT).
Thus the R2 value of 0.189 indicates that 18.9% variation in the GDP of Nigeria can be
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explained by a variation in CED, CIT, PIT and VAT while the remaining 81.1% (i.e. 100-R2)
could be accounted for by other variables not included. The adjusted R2 of -0.024 indicates that
if the model independent variables are adjusted, this result will deviate from it by only 0.213
(i.e. 0.189 – -0.024). This result shows that there will be a further deviation of the variables
used and the variable to be included by 21.3%. In Nigeria, the result showed that CED, CIT,
PIT and VAT have no significant effect on the GDP of Nigeria as all the probability values are
more than 0.05 accepted significance level.

Table 2: Dependent Variable: GDP
Ghana
Method: Least Squares
Date: 02/13/20 Time: 18:38
Sample: 1980 2018
Included observations: 39
Variable
C
CED
CIT
PIT
VAT

Coefficie
nt Std. Error t-Statistic
963.4508
237.3442
521.3407
106.8228
-349.4842

217.5791
194.0212
199.2493
64.74062
102.3649

4.428049
1.223290
2.616525
1.650012
-3.414101

Prob.
0.0001
0.2299
0.0133
0.1084
0.0017

Mean dependent
0.563009 var

21.5817
R-squared
4
Adjusted R130.520
squared
0.496799 S.D. dependent var
6
Akaike info
12.0348
S.E. of regression 92.58697 criterion
1
12.2907
Sum squared resid 282887.5 Schwarz criterion
4
Hannan-Quinn
12.1266
Log likelihood
-228.6788 criter.
4
1.22092
F-statistic
8.503296 Durbin-Watson stat
2
Prob(F-statistic)
0.000030
The Coefficient value shows the level of individual variation of the variables used for the study.
The result revealed a Constant (C) value of 963.4508 which shows that if all variables are held
constant the GDP of Ghana will increase by 963.4508 occasioned by factors not incorporated
in this study. The beta coefficient revealed that CED, CIT and PIT cause GDP to increase by
237.3442, 521.3407 and 106.8228 while VAT cause GDP to decrease by 349.4842. For the
overall model result; the R2 stood at 0.563.The R2 otherwise known as the coefficient of
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determination shows the percentage of the total variation of the dependent variable (GDP) that
can be explained by the independent or explanatory variables (CED, CIT, PIT & VAT). Thus
the R2 value of 0.563 indicates that 56.3% variation in the GDP of Ghana can be explained by
a variation in CED, CIT, PITand VAT while the remaining 43.4% (i.e. 100-R2) could be
accounted by other variables not included in this model. The adjusted R2 of 0.496 indicates that
if the model independent variables are adjusted, this result will deviate from it by only 0.067
(i.e. 0.563 – 0.496). This result shows that there will be a further deviation of the variables used
and the variable to be included by 6.7%.The data showed that CIT and VAT have a significant
effect on the GDP of Ghana while CED and PIT have no significant effect on the GDP of
Ghana.
Table 3: Dependent Variable: GDP
Cameroun
Method: Least Squares
Date: 02/13/20 Time: 18:29
Sample (adjusted): 1999 2018
Included observations: 20 after adjustments
Variable
C
CED
CIT
PIT
VAT

Coefficie
nt Std. Error t-Statistic
21.97163
-14.22527
-14.31939
19.29349
1.000995

35.40172
32.43452
17.00579
21.76373
13.05855

0.620637
-0.438584
-0.842031
0.886498
0.076654

Prob.
0.5448
0.6677
0.4139
0.3903
0.9400

1.58750
5
2.03286
-0.166643 S.D. dependent var
5
Akaike info
4.65422
S.E. of regression 2.195723 criterion
5
4.95294
Sum squared resid 67.49680 Schwarz criterion
5
Hannan-Quinn
4.71253
Log likelihood
-40.54225 criter.
8
2.24572
F-statistic
0.457208 Durbin-Watson stat
1
Prob(F-statistic)
0.801413
R-squared
Adjusted Rsquared

Mean dependent
0.140368 var

The Coefficient value shows the level of individual variation of the variables used for the study.
The result revealed a Constant (C) value of 21.97163 which shows that if all variables are held
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constant the GDP of Cameroun will increase by 21.97163 occasioned by factors not
incorporated in this study. The beta coefficient revealed that CED and CIT cause GDP to
decrease by 14.22527 and 14.31939 while PIT and VAT cause GDP to increase by 19.29349
and 1.000995. For the overall model result; the R2 stood at 0.140.The R2 otherwise known as
the coefficient of determination shows the percentage of the total variation of the dependent
variable (GDP) that can be explained by the independent or explanatory variables (CED, CIT,
PIT & VAT). Thus the R2 value of 0.140 indicates that 14% variation in the GDP of Cameroun
can be explained by a variation in CED, CIT, PIT and VAT while the remaining 86% (i.e. 100R2) could be accounted by other variables not included in this model. The adjusted R2 of -0.166
indicates that if the model independent variables are adjusted, this result will deviate from it by
only 0.306 (i.e. 0.140 – -0.166). This result shows that there will be a further deviation of the
variables used and the variable to be included by 30.6%. The data showed that CED, CIT, PIT
and VAT have no significant effect on the GDP of Cameroun.

Table 4: Dependent Variable: GDP Congo
Method: Least Squares
Date: 02/13/20 Time: 18:34
Sample (adjusted): 1990 2018
Included observations: 29 after adjustments
Variable

Coefficient

C
CED
CIT
PIT
VAT
R-squared
Adjusted R-squared
S.E. of regression
Sum squared resid
Log likelihood
F-statistic
Prob(F-statistic)

Std. Error t-Statistic

Prob.

8.495666
-0.127367
-0.513086
2.453108
-1.351052

14.19927
2.683909
2.542221
4.088486
3.126436

0.5555
0.9626
0.8418
0.5544
0.6697

0.041875
-0.166413
10.64677
2607.134
-106.3805
0.201043
0.958748

Mean dependent var -1.429241
S.D. dependent var 9.858062
Akaike info criterion 7.750381
Schwarz criterion
8.033270
Hannan-Quinn criter. 7.838978
Durbin-Watson stat 1.667913

0.598317
-0.047456
-0.201826
0.600004
-0.432138

The Coefficient value shows the level of individual variation of the variables used for the study.
The result revealed a Constant (C) value of 8.495666 which shows that if all variables are held
constant the GDP of Congo will increase by 8.495666 units occasioned by factors not
incorporated in this study. The beta coefficient revealed that CED, CIT and VAT cause GDP
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to decrease by 0.127367, 0.513086 and 1.351052 while PIT cause GDP to increase by
2.015207. For the overall model result; the R2 stood at 0.041.The R2 otherwise known as the
coefficient of determination shows the percentage of the total variation of the dependent
variable (GDP) that can be explained by the independent or explanatory variables (CED, CIT,
PIT & VAT). Thus the R2 value of 0.041 indicates that 4.1% variation in the GDP of Congo
can be explained by a variation in CED, CIT, PIT and VAT while the remaining 95.9% (i.e.
100-R2) could be accounted by other variables not included in this model. The adjusted R2 of 0.166 indicates that if the model independent variables are adjusted, this result will deviate
from it by only 0.207 (i.e. 0.041 – -0.166). This result shows that there will be a further
deviation of the variables used and the variable to be included by 20.7%. The data showed that
CED, CIT, PIT and VAT have no significant effect on the GDP of Congo.

Table 5: Dependent Variable:
GDP South Africa
Method: Least Squares
Date: 02/13/20 Time: 18:46
Sample (adjusted): 1981 2018
Included observations: 38 after adjustments
Variable
C
CED
CIT
PIT
VAT

Coefficie
nt Std. Error t-Statistic
-1009.845
131.6757
85.68796
241.1520
-238.4203

140.5875
69.84486
56.58778
119.7250
120.3353

-7.183035
1.885259
1.514248
2.014216
-1.981300

0.0000
0.0685
0.1398
0.0525
0.0562

105.542
7
123.831
0.846531 S.D. dependent var
0
Akaike info
10.7454
S.E. of regression 48.51100 criterion
0
11.0039
Sum squared resid 75306.15 Schwarz criterion
6
Hannan-Quinn
10.8373
Log likelihood
-198.1626 criter.
9
1.03717
F-statistic
41.81808 Durbin-Watson stat
7
Prob(F-statistic)
0.000000
R-squared
Adjusted Rsquared

Mean dependent
0.867270 var

Prob.
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The Coefficient value shows the level of individual variation of the variables used for the study.
The result revealed a Constant (C) value of 1009.845 which shows that if all variables are held
constant the GDP of South Africa will decrease by 1009.845 units occasioned by factors not
incorporated in this study. The beta coefficient revealed that CED, CIT, PIT and cause GDP to
increase by 131.6757, 85.68796, 241.1520 and 37.05039 while VAT cause GDP to decrease
by 238.4203. For the overall model result; the R2 stood at 0.867.The R2 otherwise known as the
coefficient of determination shows the percentage of the total variation of the dependent
variable (GDP) that can be explained by the independent or explanatory variables (CED, CIT,
PIT & VAT). Thus the R2 value of 0.867 indicates that 86.7% variation in the GDP of South
Africa can be explained by a variation in CED, CIT, PIT and VAT while the remaining 13.3%
(i.e. 100-R2) could be accounted by other variables not included in this model. The adjusted R2
of 0.846 indicates that if the model independent variables are adjusted, this result will deviate
from it by only 0.021 (i.e. 0.867 – 0.846). This result shows that there will be a further deviation
of the variables used and the variable to be included by 2.1%. The data showed that CED ad
CIT have no significant effect on the GDP of South Africa while, PIT and VAT both have a
significant effect on the GDP of South Africa.
Table 6: Dependent Variable: GDP Botswana
Method: Least Squares
Date: 02/13/20 Time: 18:41
Sample (adjusted): 1990 2018
Included observations: 28 after adjustments
Variable

Coefficient

C
CED
CIT
PIT
VAT

-2.149741
0.012392
0.025002
-0.054751
-0.238946

R-squared
Adjusted R-squared
S.E. of regression
Sum squared resid
Log likelihood
F-statistic
Prob(F-statistic)

0.079732
-0.129420
1.095988
26.42619
-38.92039
0.381217
0.856201

Std. Error t-Statistic

Prob.

6.206148
0.568256
0.668854
0.181289
0.694648

0.7323
0.9828
0.9705
0.7655
0.7341

-0.346389
0.021807
0.037381
-0.302010
-0.343982

Mean dependent var. 0.552286
S.D. dependent var. 1.031284
Akaike info criterion 3.208599
Schwarz criterion
3.494072
Hannan-Quinn criter. 3.295871
Durbin-Watson stat 2.043835
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The Coefficient value shows the level of individual variation of the variables used for the study.
The result revealed a Constant (C) value of 2.149741 which shows that if all variables are held
constant the GDP of Botswana will decrease by 2.149741 units occasioned by factors not
incorporated in this study. The beta coefficient revealed that PIT and VAT cause GDP to
decrease by 0.054751 and 0.238946 while CED and CIT cause GDP to increase by 0.012392
and 0.866503. For the overall model result; the R2 stood at 0.079.The R2 otherwise known as
the coefficient of determination shows the percentage of the total variation of the dependent
variable (GDP) that can be explained by the independent or explanatory variables (CED, CIT,
PIT & VAT). Thus the R2 value of 0.079 indicates that 7.9% variation in the GDP of Botswana
can be explained by a variation in CED, CIT, PIT and VAT while the remaining 7.9% (i.e. 100R2) could be accounted by other variables not included in this model. The adjusted R2 of -0.129
indicates that if the model independent variables are adjusted, this result will deviate from it by
only 0.208 (i.e. 0.079 – -0.129). This result shows that there will be a further deviation of the
variables used and the variable to be included by 20.8%. The data showed that CED, CIT, PIT
and VAT have no significant effect on the GDP of Botswana.
Table 7: Dependent Variable: GDP
Kenya
Method: Least Squares
Date: 02/13/20 Time: 18:49
Sample (adjusted): 1985 2018
Included observations: 34 after adjustments
Variable

Coefficien
t

Std. Error

t-Statistic

Prob.

C
CED
CIT
PIT
VAT

93.01753
6.176723
25.06203
1.139694
5.249418

51.42861
24.28295
19.16601
18.44132
17.47283

1.808673
0.254365
1.307629
0.061801
0.300433

0.0813
0.8011
0.2016
0.9512
0.7661

R-squared
0.407683
Adjusted R-squared 0.301912
S.E. of regression
8.079707
Sum squared resid
1827.887
Log likelihood
-115.9813
F-statistic
3.854398
Prob(F-statistic)
0.008784

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

0.297676
9.670314
7.175373
7.444731
7.267232
2.023679

The Coefficient value shows the level of individual variation of the variables used for the study.
The result revealed a Constant (C) value of 93.01753 which shows that if all variables are held
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constant the GDP of Kenya will increase by 93.01753 units occasioned by factors not
incorporated in this study. The beta coefficient revealed that CED, CIT PIT and VAT cause
GDP to increase by 6.176723, 25.06203, 1.139694 and 5.249418. For the overall model result;
the R2 stood at 0.407.The R2 otherwise known as the coefficient of determination shows the
percentage of the total variation of the dependent variable (GDP) that can be explained by the
independent or explanatory variables (CED, CIT, PIT & VAT). Thus the R2 value of 0.407
indicates that 40.7% variation in the GDP of Kenya can be explained by a variation in CED,
CIT, PIT and VAT while the remaining 59.3% (i.e. 100-R2) could be accounted by other
variables not included in this model. The adjusted R2 of 0.301 indicates that if the model
independent variables are adjusted, this result will deviate from it by only 0.106 (i.e. 0.407 – 0.301). This result shows that there will be a further deviation of the variables used and the
variable to be included by 10.6%. The data showed that CED, CIT, PIT and VAT have no
significant effect on the GDP of Kenya.

Table 8: Dependent Variable: GDP
Uganda
Method: Least Squares
Date: 02/13/20 Time: 18:51
Sample (adjusted): 1997 2018
Included observations: 22 after adjustments
Variable
C
CED
CIT
PIT
VAT

Coefficie
nt Std. Error t-Statistic
19.15000
0.101154
10.06485
-7.440969
13.30955

18.60256
2.109107
6.701972
12.94621
14.58451

1.029428
0.047961
1.501774
-0.574761
0.912581

Mean dependent
0.250955 var

Prob.
0.3186
0.9623
0.1526
0.5734
0.3750

0.99595
R-squared
5
Adjusted R1.41063
squared
0.016879 S.D. dependent var
1
Akaike info
3.73593
S.E. of regression 1.398676 criterion
0
4.03348
Sum squared resid 31.30070 Schwarz criterion
7
Hannan-Quinn
3.80602
Log likelihood
-35.09523 criter.
5
1.78325
F-statistic
1.072107 Durbin-Watson stat
2
Prob(F-statistic)
0.412006
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The Coefficient value shows the level of individual variation of the variables used for the study.
The result revealed a Constant (C) value of 19.15000 which shows that if all variables are held
constant the GDP of Uganda will increase by 19.15000 units occasioned by factors not
incorporated in this study. The beta coefficient revealed that CED, CIT and VAT cause GDP
to increase by 0.101154 10.06485 and 13.30955 while PIT cause GDP to decrease by 7.440969.
For the overall model result; the R2 stood at 0.250.The R2 otherwise known as the coefficient
of determination shows the percentage of the total variation of the dependent variable (GDP)
that can be explained by the independent or explanatory variables (CED, CIT, PIT & VAT).
Thus the R2 value of 0.250 indicates that 25% variation in the GDP of Uganda can be explained
by a variation in CED, CIT, PIT and VAT while the remaining 75% (i.e. 100-R2) could be
accounted by other variables not included in this model. The adjusted R2 of -0.016 indicates
that if the model independent variables are adjusted, this result will deviate from it by only
0.234 (i.e. 0.250 – 0.016). This result shows that there will be a further deviation of the
variables used and the variable to be included by 23.4%. The data showed that CED, CIT, PIT
and VAT have no significant effect on the GDP of Uganda.
Table 9: Dependent Variable:
GDP Egypt
Method: Least Squares
Date: 02/13/20 Time: 18:22
Sample: 1980 2018
Included observations: 39
Variable

Coefficien
t

Std. Error

C
CED
CIT
PIT
VAT

175.9886
63.77239
56.13645
-24.62703
30.06382

226.3304 0.777574
133.1402 0.478987
39.43815 1.423405
39.66904 -0.620812
124.7400 0.241012

R-squared
0.138920
Adjusted R-squared 0.008453
S.E. of regression
46.46031
Sum squared resid
71232.51
Log likelihood
-201.7864
F-statistic
1.064790
Prob (F-statistic)
0.397437

t-Statistic

Mean dependent var
S.D. dependent var
Akaike info criterion
Schwarz criterion
Hannan-Quinn criter.
Durbin-Watson stat
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Prob.
0.4424
0.6351
0.1640
0.5390
0.8110
0.603154
46.65793
10.65571
10.91164
10.74754
1.450237
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The Coefficient value shows the level of individual variation of the variables used for the study.
The result revealed a Constant (C) value of 175.9886 which shows that if all variables are held
constant the GDP of Egypt will increase by 175.9886 units occasioned by factors not
incorporated in this study. The beta coefficient revealed that CED, CIT and VAT cause GDP
to increase by 63.77239, 56.13645 and 30.06382 while PIT cause GDP to decrease by 24.62703
units. For the overall model result; the R2 stood at 0.138.The R2 otherwise known as the
coefficient of determination shows the percentage of the total variation of the dependent
variable (GDP) that can be explained by the independent or explanatory variables (CED, CIT,
PIT & VAT). Thus the R2 value of 0.138 indicates that 13.8% variation in the GDP of Egypt
can be explained by a variation in CED, CIT, PIT and VAT while the remaining 86.2% (i.e.
100-R2) could be accounted by other variables not included in this model. The adjusted R2 of
0.008 indicates that if the model independent variables are adjusted, this result will deviate
from it by only 0.130 (i.e. 0.138 – 0.008). This result shows that there will be a further deviation
of the variables used and the variable to be included by 13%. The data showed that CED, CIT,
PIT and VAT have no significant effect on the GDP of Egypt.

Table 10: Pairwise Granger Causality Tests for Tunisia
Date: 02/13/20 Time: 18:58
Sample: 1980 2018
Lags: 2
Null Hypothesis:

FObs. Statistic

Prob.

CED does not Granger Cause GDP
GDP does not Granger Cause CED

37

0.98903 0.3830
0.42792 0.6555

CIT does not Granger Cause GDP
GDP does not Granger Cause CIT

37

0.74712 0.4818
1.23813 0.3034

PIT does not Granger Cause GDP
GDP does not Granger Cause PIT

37

0.00483 0.9952
0.16926 0.8450

VAT does not Granger Cause GDP
GDP does not Granger Cause VAT

37

0.14539 0.8653
1.70546 0.1978

Since the preminary (co-integration) test for stationarity of data suggested the data for Tunisia
to be dropped from least square regression, the study further used Granger causality test as an
Error Correction Model to test for individual causation without considering homogeneity of
data which led to the earlier co-integration issues. The data revealed 2 lags and an observation
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of 37 as a result of the model errors corrected. Hence, CED does not significantly cause
variation in the GDP of Tunisia at a Fisher statistic level of 0.98903 units. CIT does not
significantly cause variation in the GDP of Tunisia at a Fisher statistic level of 0.74712 units.
PIT does not significantly cause variation in the GDP of Tunisia at a Fisher statistic level of
0.00483 units. VAT does not significantly cause variation in the GDP of Tunisia at a Fisher
statistic level of 0.14539 units.
Table 6.11: Pooled Regression Result for the Model
Correlated Random Effects - Hausman Test
Equation: Untitled
Test cross-section and period random effects
Chi-Sq.
Statistic Chi-Sq. d. f.

Test Summary
Cross-section random
Period random
Cross-section and period random

0.000000
32.948170
40.274419

5
5
5

Prob.
1.0000
0.0000
0.0000

* Cross-section test variance is invalid. Hausman statistic set to zero.
** WARNING: estimated period random effects variance is zero.
Dependent Variable: GDP
Method: Panel Least Squares
Date: 03/08/20 Time: 09:59
Sample: 1980 2018
Periods included: 39
Cross-sections included: 9
Total panel (balanced) observations: 351
Variable

Coefficient

Std. Error

t-Statistic

Prob.

C
CED
CIT
PIT
VAT

125.5931
29.45532
-8.656576
-14.34031
-8.642425

32.50221
6.702566
5.850881
4.887606
3.484785

3.864140
4.394634
-1.479534
-2.934015
-2.480045

0.0001
0.0000
0.1401
0.0036
0.0137

Effects Specification
Cross-section fixed (dummy variables)
Period fixed (dummy variables)
R-squared
Adjusted R-squared
S.E. of regression
Sum squared resid.
Log likelihood
F-statistic
Prob. (F-statistic)

0.314453
0.197520
66.21571
1310972.
-1941.621
2.689180
0.000000

Mean dependent var.
S.D. dependent var.
Akaike info criterion
Schwarz criterion
Hannan-Quinn criter.
Durbin-Watson stat
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73.91695
11.35967
11.93163
11.58731
0.887385
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Table 6.11 presents the pooled regression result between CED, CIT, PIT VAT and GDP of all
the African countries. From the model summary table above, the following information is
revealed. To enable us chose between the fixed effect model and the random effect model, a
Hausman Test is conducted with the comparable results placed in the table 2.1 in the appendix
at the end of the work. The result of the Hausman correlation test above shows a period random
probability value of 0.000 which is significant thus informs our decision to choose the fixed
effect model in other to capture time specific variations of the data collected from different
African countries for this study that caused variation in the model specified.
The Coefficient value shows the level of individual variation of the variables used for the study.
The result revealed a Constant (C) value of 125.5931 which shows that if all variables are held
constant the GDP of African countries will decrease by 125.5931 units occasioned by factors
not incorporated in this study. The beta coefficient revealed that CED cause GDP of African
countries to increase by 29.45532 units while CIT, PIT and VAT cause GDP of African
countries to decrease by 8.656576, 14.34031 and 8.642425 units respectively. For the overall
model result; the R2 stood at 0.314.The R2 otherwise known as the coefficient of determination
shows the percentage of the total variation of the dependent variable (GDP) that can be
explained by the independent or explanatory variables (CED, CIT, PIT & VAT). Thus the R2
value of 0.314 indicates that 31.4% variation in the GDP of African countries can be explained
by a variation in CED, CIT, PIT and VAT while the remaining 68.6% (i.e. 100-R2) could be
accounted by other variables not included in this model. The adjusted R2 of 0.197 indicates that
if the model independent variables are adjusted, this result will deviate from it by only 0.117
(i.e. 0.314 – 0.197). This result shows that there will be a further deviation of the variables used
and the variable to be included by 11.7%.Finally, the result shows that there is a significant
variation of Fisher’s statistics (2.689180) from the Standard Deviation (73.91695) as the F ratio
is significant at 0.00000 probability value.
Ho1: CED, CIT, PIT and VAT have no significant effect on the gross domestic product of
African countries.
To test the significance of the individual variables, the decision rule stated in chapter 3 is used.
Since the calculated Probability values for CED, PIT and VAT against GDP are 0.0000, 0.0036,
and 0.0137; which are less than the accepted probability value of 0.05. The null hypothesis is
rejected and the alternative accepted in respect to CED, PIT and VAT. While, the calculated
Probability values for CIT against GDP is 0.1401; which is greater than the accepted
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probability value of 0.05 thus; CED, PIT and VAT have significant effect on the GDP of
African counties while CIT has no significant effect on the GDP of African counties.
4.3 Discussion and Interpretation of Results
4.3.1 Result Discussion for the Model
For the first specific objective which was set to ascertain the effect of custom & excise duties,
company income tax, personal income tax, total tax revenue and value added tax on gross
domestic product of African countries. Country level data and both pooled data of the African
countries is analysed, hypothesis tested and the following results are revealed; In west Africa,
Nigerian data showed that CED, CIT, PIT and VAT have no significant effect on GDP whereas
in Ghana, the data showed that both CIT and VAT have a significant effect on the GDP of
Ghana while CED and PIT have no significant effect on the GDP of Ghana. For Central Africa,
the result revealed that CED, CIT, PIT and VAT have no significant effect on the GDP of
Cameroun and Congo. For countries in Southern Africa, the data showed that both CED and
CIT have no significant effect on the GDP of South Africa while, PIT and VAT both have a
significant effect on the GDP of South Africa but for Botswana, the data showed that both
CED, CIT, PIT and VAT have no significant effect on the GDP of Botswana. For East African
countries, the findings revealed that both CED, CIT, PIT and VAT have no significant effect
on the GDP of Kenya while the results showed that both CED, CIT, PIT and VAT have no
significant effect on the GDP of Uganda. In North Africa, Egyptian data analysed revealed that
CED, CIT, PIT and VAT have no significant effect on the GDP of Egypt while for Tunisia; the
result revealed that CED, CIT, PIT and VAT do not cause the GDP of Tunisia to significantly
change.
On an overall basis, the result for the African countries shows that CED, PIT and VAT of the
African countries have a significant effect on the GDP of African counties but company income
tax of the African countries revealed an insignificant effect on the GDP of African counties.
This result is consistent with the results of Ihendinihu, Jones and Ibanichuka (2014), Bukie and
Adejumo (2013), Babatunde, Ibukun and Oyeyemi (2017) and Nwawuru, Nmesirionye and
Ironkwe (2018).
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Summary, Conclusion and Recommendation
5.1 Summary of Findings
The following are the summary of the major findings of this study arrived at through the test
of the research hypotheses earlier formulated in this study. There is a positive significant effect
of custom & excise duty on gross domestic product of African countries while, company
income tax revealed a negative insignificant effect on the gross domestic product of African
countries. Personal income tax, total tax revenue and value added tax all revealed negative
insignificant effect on the gross domestic product of African countries.

5.2

Conclusions

This study was carried out with the broad objective of examining the effect of tax revenues on
economic growth of African countries. Based on the findings of this study from the test of the
research hypotheses earlier formulated in the study, the researcher has therefore come to the
following conclusions outlined with respect to the hypothesis: Custom & excise duty, personal
income tax, total tax revenue and value added tax all have a significant effect on the gross
domestic product of African countries while company income tax has insignificant effect on
the gross domestic product of African countries.

5.3

Recommendations

In consonance with the findings, the following recommendations become imperative:
i.

African countries should consider highly the need to put policies in place that will foster
the continual growth in tax revenue from custom and excise duty, personal income tax,
total tax revenue and value added tax which are progressive in nature. This can be
achieved through proper implementation of policies that improve the mechanisms such
as border checks and tracking of goods produced within the country for generating tax
revenues.

ii.

Also, African countries should consider highly the need to set a custom & excise duty
rates that are favourable to investors. This will go a long way to discourage custom &
excise duty evasion, encourage foreign direct investment, increase local production,
create employment and consequently lead to increase in the per capita income of the
African countries.
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5.4

Contribution to knowledge

There has been three major gap identified in the previous literatures which this study has attempted
to fill.
i.

This study has contributed in the area of enriching the existing findings on the effect of
tax revenues on economic growth by looking beyond country specific impacts to
regional tax performances and then exploring the whole of Africa. This is more of a
holistic approach to the issues of tax revenues and economic growth in Africa where
variation in tax policies has overtime hindered a general understanding of the effect of
tax revenue on economic growth in Africa.

ii.

Also, the study has contributed to developing a wider spectrum of methodology that
captures more tax composites ( tax revenues) other than the few tax types (tax revenues)
explored by previous authors.

iii.

The study’s conclusions reflect the African perspective. The study as well captures
country specific data that gives an insight to how each region and country performs.
This is first of its kind and a huge contribution to contemporary issues on tax revenues
and economic growth in Africa.

5.5 Area of Further Research
There is clearly enormous scope for more research that can inform an understanding of the effect
of tax revenue and economic growth in Africa. To develop specific policies and recommendations,
this study suggests the following for further research:
i.

There are currently 54countries in Africa. The study succeeded in covering only ten (10);
two from each region. Therefore, additional investigation is required to examine the effect
of tax revenue on economic growth of African countries other than the ones used.

ii.

Another research area that could be extended is to examine the specific tax policies that
guide tax revenue generation of the various African countries.
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Abstract
The study investigated the effect of environmental costs on the financial performance of listed
firms in Nigeria. The objective is to determine the influence of Research and Development
Costs (RDC), Community Development Costs (CDC) and Employee Health and Safety Costs
(EHSC) on Net Profit Margin (NPM) and Return on Assets (ROA) of companies quoted on the
Nigerian Stock Exchange. Panel data on the environmental costs and the financial
performance proxies were extracted from published financial statements of twenty-five
companies on the Nigerian Stock Exchange for a period of seven years (2012 to 2018) and
analyzed using balanced panel regression techniques. Results revealed that the environmental
cost components jointly explain about 76.4% and 70.2% of the variations in NPM and ROA
respectively. CDC and EHSC were implicated as significant predictors of NPM, while RDC
and CDC were statistically significant in predicting ROA. The paper therefore concludes that
environmental costs have positive and significant long term trade-offs on corporate financial
performance and recommends that listed entities in Nigeria should increase their investments
in environmental costs (CDC, RDC and EHSC,) as a strategic policy for creating friendly
environment for long term growth in financial performance.
Keywords: Research and Development Co t. Community Development Cost. Employee
Health and Safety Cost, Net Profit Margin, Return on Assets.

Introduction
The issue of global warming and climate change has no doubt made corporate firms to take the
issue of environmental challenges very serious. Corporate organizations are now faced with
challenges in managing externalities and social conflicts like environmental pollution, security
issues sand non employment of local communities where the firms are situated and more also
illegal land use. All the above conflicts are closely associated with stakeholders' interests. The
stakeholders include shareholders, employees, investors, government, local communities,
consumers and non government organizations who are now conscious of their interests and
actions of corporate management. Non compliance with environmental issue will directly or
indirectly affect firm performance especially in Delta region of Nigeria that hosts a good
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number of oil and gas companies. In this region, example, firms experience oil spillage which
in turn affects farm land, sea and houses of local communities. This has in the past given rise
to youth restiveness and demonstration in a bid to draw the attention of the oil and gas firms.
In some cases, oil and gas firms do not attend to the needs of this type of stakeholders when
they don't have interest in implementing environmental problem unless they receive financial
benefits. To solve environmental challenges and to maintain sustainable development of the
Nigerian firm as well as social harmony, listed firms should adopt environmental policies.
Friedman (2007) posits that it is the firm's nature to pursue its interest and social responsibility
of a business and to increase its profit. In order to solve this problem it is pertinent to ask
whether environmental cost has significant effect on firm financial performance in Nigeria?
The study therefore aims at proffering solution to this question.
Prior studies sought to find out the effect of environmental costs on firm financial performance,
however, there have been different results about the effect of environmental costs on firm
financial performance. The different opinions from notable researchers are sorted into three
types, positive, negative and mixed results. Okafor (2018), Nnamani Onyekwelu and Ugwu
(2017), and Agbo , Ohaegbu, and Akubuilo ((2017) were of the view that environmental costs
significantly impact on firm performance: Vance (1975) discovered that firms considered to
have good corporate social responsibility performance may not do well in the stock market on
his research on relationship between corporate social responsibility and return on equity (ROE).
This corroborates with the findings of Walley and Whiteheard ( 1994), Jones and Rubin (2001),
Klassen and Miclaughlin (1996), all established negative relationship between environmental
costs and firms financial performance.
Prior research such as: Codeiro and Sakis {1997} and Wagner {2001} argued that an inverse
shaped relationship exist between environmental costs and firm performance, this indicates that
in the short run, negative relationship exist while in the long run positive relationship exists.
Following the above researchers' outcome, does it mean that firms should ignore investments
in environmental activities? if they ignore, there is the tendency that such firms may experience
low patronage from the customers as a result of stoppages in production process occasioned by
strikes and crises in the firm. This in turn may affect firm profitability. However, such firms
may not compete favourably at the global market. It is therefore advisable for firms to involve
in environmental activities . This is because it will bring to the firm good corporate image,
competitive advantage in the course of carrying out investment in research and development
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and by so doing, sustainability and long term growth are assured, hence, firm profitability is
enhanced. In view of the above problem, it is the researchers' opinion to determine whether
environmental costs impact significantly on profitability of firms in Nigeria. It is also believed
that the hypotheses formulated will guide in validating our work on the effect of environmental
costs on firm financial performance. Based on the background description above, the
researchers hypothesized that:
I. Environmental costs do not significantly affect net profit margin of listed firms in Nigeria.
II. The effect of environmental costs on Return on Assets of listed firms in Nigeria is not
significant.
Literature review
Conceptual Framework
Environmental cost
Environmental cost has many definitions as there are different opinions/ researchers on the
subject matter, This agrees with United States of America Environmental Protection Agency
(USEPA) (2015) where they argue that the definition of environmental costs depends on
utilization of information in a firm. Ribeiro (2006) sees environmental costs as those costs
related directly or indirectly to the environmental protection, example, depreciation and
depletion of environmental assets of the firm disposal of pollutant residues and labour used in
the activities of control and prevention of environment.
kumar (2006) divided environment costs into four (4) types, namely:
i. environmental costs activities such as waste prevention and control.
ii. costs that represent traditional accounting such as labour and materials.
iii. environmental domain costs such as land, air and water.
IV. costs which relate to data visibility in the accounting records such as hidden and obvious
costs.
Harry and Freeman (1995) include community relation, trading costs, remediation, recycling,
environmental studies, research and development, future compliance costs, waste management
fees/taxes, relationship with host countries as part of environmental cost incurred by firm.
Environmental cost exists when moment a firm internalized externalities taking into
consideration the cost of prevention and reduction, therefore, environmental cost can be seen
as the total expenses borne by a firm voluntarily or as a result of legal settlements for the
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protection of its environment as a result of its impact on the environment. Based on the above
analysis, the study adopt community development cost (CDC), Employee Health and Safety
Cost (EHSC) and Research and Development Cost (RDC) as environmental costs. Employee
Health and Safety Cost (EHSC). This forms one of the stakeholders on environmental issues.
The cost here include training of staff, welfare cost, medical cost of occupational injuries,
safety management training, cost of workplace injury (Ifurueze, Etale & Bingilar (2013) and
Oti Effiong and Tapang (2012) adopt the variables as environmental costs proxies.
Firm financial performance
This shows the extent to which a firm financial health over a period of time is measured. It is
a financial action used in order to generate higher sales, profitability and worth of a business
entity for its stakeholders through effective management of its assets, financial. equity, revenue
and expense. The study adopts Net Profit Margin (NPM) and Return on Assets (ROA) as
proxies for financial performance.
Net Profit Margin NPM, this is the measurement of naira sales which remains after the
deduction of all expenses, expressed as follows:

NPM =

Net profit before interest & taxes

x

Net sales

1

100

Return on Assets (ROA)
Jaggi and Freeman (1992) opined that return on Assets is a more measure for financial
performance in relation to environmental management as it relates to the size of the asset owned
by the firm.

Theoretical Framework
Stakeholders theory.
This theory states that a firm should create value for all stakeholders and not just shareholders
Freeman (1984) and Ten (2007) opined that the company's success lies heavily on management
success in managing relationship with its stakeholders such as shareholders, local communities,
customers, suppliers, employees, government and voluntary agencies.
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Empirical review
Wingard (2001) carried out similar study on relationship between financial performance and
environmental responsibility with African firms from 1994 to 1998 and discovered that there
is positive relationship between environmental reporting percent (ERP) and the companies'
financial performance.

Similarly Oti, Effiong and Tapang (2012) in their study of

environmental costs and its implication on return on investment of manufacturing companies
in Nigeria from 2001 to 2010 discovered that investment in employee health and safety ,waste
management and community development relate to improved return on investment of
environmentally responsible firms in Nigeria.
Ifurueze, Etale and Bingilar (2013) examined the impact of environmental costs on corporate
performance using data from Oil and Gas in Nigeria 2001 to 2011. The result revealed that
environmental responsible firms are more likely to improve on their return on assets (ROA).
In lending their voice, Makori and Jargongo (2013) examined whether there is any significant
relationship between environmental accounting and profitability of quoted firms in Bombay
Stock Exchange, India. The result showed that there is significant negative relationship
between environmental accounting and return on capital employed, (ROCE), earnings per share
(EPS) and a significant relationship between environmental accounting and net profit margin
(NPM) of the listed Oil and Gas firms in Nigeria. Beld (2014) investigated on the effect of
research and development cost (ROC) on firm performance from listed firms in Netherland and
discovered that financial performance is positively affected by research and development cost
and there is significant result for financial (return on assets).

In the same vein, Agbo, Ohaegbu and Akubilo (2017) on their study of environmental costs on
organizational performance of Nigeria breweries Plc from 2011 to 2015 revealed that
environmental cost has significant implication on financial performance of the company.
Chauhan and Kalola (2014) tried to establish whether significant relationship exists between
environmental accounting and profitability of Reliance Industries ltd, Gujarat. The study
disclosed that there is a significant negative relationship between environmental accounting
and return on capital employed (ROCE) and earnings per share (EPS). It also revealed a
positive relationship between environmental accounting and net profit margin (NPM) and
dividend per share (DPS). The study recommended that the government should give tax credit
to organizations that are environmental friendly and environmental reporting should be made
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compulsory for firms. Umobong and Agburuga (2018), examined the relationship between
financial performance and corporate social responsibility using secondary data from the listed
firms (manufacturing, petroleum marketing, healthcare and beverage sectors) in the Nigerian
Stock Exchange, 2005 to 2015. Their study revealed that Return on Assets (ROA) and Return
on Capital Employed (ROCE) relate positively with Employee management and negative with
Community Development.

Methodology
The research design of this study is ex post facto .This is because the data already exist and no
room for manipulation .The data were sourced from the annual reports and accounts of listed
firms in the Nigeria stock exchange from 2012 to 2018, The population of the study consists
of environmental friendly firms in Nigeria. The researchers adopted purposive sampling
technique to select twenty-five (25) listed firms in Nigeria as sample size. In determining the
sample size certain conditions are considered, thus:

(1) The firm is listed on the Nigerian Stock Exchange,
(2) Data owned by the firm is complete and in accordance with the variables under study and
(3) The firm is environmental friendly. The study adopted balanced regression technique for
analyzing data (Suliyanto 2005).
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Operational Measurement of Variables
Two sets of variables were used in this study, the dependent and independent variables. The
summary of the variables and their components are shown in table 1.
Table 1: Variables and Components
S/N Description

Variable type

Measurement of proxy

Code

1

Financial
performance

Dependent

NPM

2

“

ROA

+

3

Environment
costs

Net profit margin = net profit
before interest and tax/net sales x
100
Return on Asset = Net profit after
tax/Total sales x 100
Research and development costs
= Total cost of research/studies
and improvement on products
Community development cost =
total cost spent on development
of local communities such as
roads,
schools,
healthcare
facilities etc
Employee health and safety costs
= costs incurred on staff training,
welfare and medicals

Expected
sign
+

RDC

+

CDC

+

EHSC

+

“

4

5

“

“

“
Independent
“

“

“ “

Model specification
The following represent model for this study;
Y = f (RDC (DC, EHSC)

(1)

Where Y represents the dependent variables (Net profit margin, & Return on assets)
While RDC= Research and development cost,
CDC = Community development cost and
EHSC= Employee health & safety cost) represent independent variables.
The functional model is given below:
NPM = f (RDC,CDC,EHSC)

(2)

ROA = f (RDC,CDC,EHSC)

(3)

Where scholastic models are as follows:
NPMit = Bo + B1RDCit + B2CDCit + B3EHSCit ------------+ eit

(4)

ROAit = Bo + B1RDCit + B2CDCit + B3EHSCit ------------+ eit

(5)
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Where
NPM = Net profit margin
ROA = Return on assets
RDC= Research & development cost
CDC = Community development cost
EHSC= Employee health & safety cost
B0 = The intercept of the regression
B1. B2 and B3 = coefficient of the regression
t = time period of data
i= cross section of listed firms
e = error term capturing explanatory variables not included in the models.
The independent data were logged because the data size is bigger than the dependable
variables, thus:
NPMit = B0 +Bi logRDCit + B2logCDCit + B3logEHSCit…………………………eit
(6)
ROA= B0 +Bi logRDCit + B2logCDCit + B3logEHSCit…………………………eit
(7)
Decision rule:
If p-value IS less or equal to 0.05 , we reject null hypothesis and if p-value is greater, we
accept the alternative hypothesis.

Data analysis and results
Hypothesis 1
Environmental costs do not significantly affect net profit margin of listed firms in Nigeria.

The hypothesis is restated and tested for acceptance or rejection. The result of the fixed and
random effect models are shown in appendix 1while the Hausman test result is summary in
table 2.
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Table 2: Summary of Hausman Test Results of the Effects of Environmental Cost on
Net Profit Margin
Equation: Untitled
Test cross-section random effects
Chi-Sq.
Statistic Chi-Sq. d.f.

Test Summary
Cross-section random

5.840119

Prob.

3

0.0197

Random Var(Diff.)

Prob.

Cross-section random effects test comparisons:
Variable
LOGRDC
LOGCDC
LOGEHSC

Fixed

0.067032 0.478243
0.729025 0.808728
-0.988163 -0.466596

0.035439
0.015269
0.095834

0.0289
0.5189
0.0290

Source: Computed with data extracted from Appendix 1 using E-view 9.0
software.
The above table 2 presents the summary of Hausman test on the panel regression estimates of
log RDC, 10gCDCand log EHSCon the net profit margin. The probability of the chi –square
of 0.0197 is significant at 5% r so the study rejects the null hypothesis which proposed that
random effect of regression is more appropriate and accepts the fixed effect regression estimate
proposed by alternative hypothesis. The fixed effect test result of the effect of environmental
costs on the net profit margin is shown in table 3
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Table 3: Test Results of the Effects of Environmental Costs on Net Profit Margin
Dependent Variable: NPM
Method: Panel Least Squares
Date: 07/27/20 Time: 21:09
Sample: 2012 2018
Periods included: 7
Cross-sections included: 25
Total panel (balanced) observations: 175
Variable

Coefficient

Std. Error

t-Statistic

Prob.

C
LOGRDC
LOGCDC
LOGEHSC

9.018913
0.067032
0.729025
-0.988163

4.977121
0.677602
0.626395
0.988969

0.812074
0.989250
1.163843
-0.999184

0.0972
0.0921
0.0246
0.0319

Effects Specification
Cross-section fixed (dummy variables)
R-squared
Adjusted R-squared
S.E. of regression
Sum squared resid
Log likelihood
F-statistic
Prob(F-statistic)

0.764198
0.720888
3.834607
2161.519
-468.2700
17.64464
0.000000

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

8.065314
7.258242
5.671658
6.178023
5.877054
1.970032

Source: Computed with data extracted from Appendix 1 using E-view 9.0 software.

The table 3 above presents fixed effect regression resul s of logRDC, logCDC and log EHSC
on net profit margin of listed firms in Nigeria. The results showed that ROC has direct linear
relationship with NPM. This is evidenced by the coefficient value of 0.0670, t - value of 0.989
and p-value of 0.092 which seems not significant at 5%. It implies that ROC has no significant
effect on the NPM of listed firms in Nigeria. The result also showed that CDC has a linear
relationship with NPM. This is because of its positive coefficient of 0,729 and t-value of 1.1638
which is significant at 0.05. This suggests that CDC of listed firms in Nigeria relates positively
with NPM. In addition, the result showed that EHSC has an indirect linear relationship with
NPM with a coefficient of -0.988, t - value of -0.999 and p- value of 0.0319 which is significant
at 5%. This result showed that EHSC of listed firms in Nigeria is inversely related to the NPM.
Durbin Watson statistic of 1, 97003 is within the acceptance range of 1 to 3, hence, the absence
of auto correlation problem in this series can be presumed. The R2 value of 0.764 indicates that
the three components of environmental costs used in this study jointly for about 76.4 % of the
variations in the net profit margin of the entities investigated with only
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23.6% of the changes attributable to other factors not included in this study. The f-statistic of
17.884 is found to be statistically significant at 5% level since the p-value is less than 0.05.
This confirms that the model of study is properly fitted. Based on the significant t-value, f statistic and the number of significant predictors, we reject the null hypothesis (Hol and
conclude that environmental costs have significant effect on net profit margin of listed firms in
Nigeria.
Hypothesis 2
The effect of environmental costs on return on assets of listed firms in Nigeria is not significant.
The hypothesis formulated and restated above is tested for acceptance and rejection decision.
The result of the random effect model is shown in appendix 2 and summarized in table 4.
Table 4: Summary of Hausman Test Results of the Effects of Environmental Costs on
Returns on Assets
Correlated Random Effects - Hausman
Test
Equation: Untitled
Test cross-section random effects
Chi-Sq.
Statistic

Test Summary
Cross-section random

5.437396

Chi-Sq.
d.f.

Prob.

3 0.0142

Cross-section random effects test
comparisons:

Variable

Fixed

Var(Diff
Random
.) Prob.

0.11177 0.029
0.429227 1.155269
3
9
0.04892 0.418
-2.206242 -2.027078
9
0
0.30117 0.017
-0.540728 0.317873
6
7

LOGRDC
LOGCDC
LOGEHSC

Source: Computed with data extracted from Appendix 1 using E-VIEW 9.0 software.
Table 4 presents the summary of the Hausman test on the panel regression estimates of
LogRDC, log CDC and 10gEHSCon the return on assets. The probability value of chi-square
of 0.0142 was found to be significant at 5%, so the study accepted the null hypothesis which
proposed that fixed effect regression model is more appropriate and rejects the random effect
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regression. The fixed effect test result of the effect of environmental costs on return on assets
is accordingly shown in table 5.
Table 5: Test Results of the Effects of Environmental Costs on Returns on Assets
Dependent Variable: ROA
Method: Panel Least Squares
Date: 07/27/20 Time: 22:28
Sample: 2012 2018
Periods included: 7
Cross-sections included: 25
Total panel (balanced) observations: 175

Variable
C
LOGRDC
LOGCDC
LOGEHSC

Coefficien
t Std. Error t-Statistic

Prob.

17.75844
0.429227
-2.206242
-0.540728

0.0231
0.0368
0.0249
0.7256

7.737916 2.294990
1.053467 0.407442
0.973855 -2.265473
1.537548 -0.351682

Effects Specification
Cross-section fixed (dummy variables)
R-squared
0.701529
Adjusted R-squared 0.646708
S.E. of regression
5.961653
Sum squared resid
5224.572
Log likelihood
-545.4942
F-statistic
12.79668
Prob(F-statistic)
0.000000

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

8.718343
10.02997
6.554219
7.060585
6.759616
1.450188

Source: Computed with data extracted from Appendix 1 using E-view 9.0 software.
Table 5 above presents fixed effect regression model of logRDC, logCDCand logEHSC on the
listed firms in Nigeria. The results showed that RDC has significant positive linear relationship
with ROA. This is because of coefficient value of 0.430, t- statistic of 0.407 and p-value of
0,0368. The result suggests that RDC of sampled firms in Nigeria is positively and significantly
correlated with ROA. The result also showed that CDC has indirect linear relationship with
ROA. This is based on the coefficient value of -2.206, t-statistic of -2.265 and p-value of 0.0249
less than 0.05. This suggests that CDC of the listed firms in Nigeria has significant negative
effect on ROA. This is contrary to EHSC which is found to not be significantly related to ROA,
with coefficient of -0.540, t-value of -0.352 and p-value of 0.7256 being greater than 0.05.
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The Durbin - Watson statistics value of 1.450 is within the acceptance range of 1 to 3, hence,
the absence of autocorrelation problem in this series can be presumed. R2 value of 0.701
indicates that the three components of environmental costs used in this study is jointly account
for about 70.1% of the variations in the ROA of the entities investigated with only 29.9% of
the changes attributable to other factors not included in study. The result is statistically
significant, since p-value is 0.000 less than 0.05.This affirms that the model used in this study
is properly fitted. Based on t-value, f-statistic and the number of significant predictors, we
reject the null hypothesis (H 0) and conclude that environmental costs have significant effect
on return on assets of listed firms in Nigeria.
Discussion of results
The result In table 2 of hypothesis 1shows that RDC has a linear relationship with net profit
margin. This is evidenced by the value of coefficient of 0.0670, but it is not significant judging
from the value of its probability of 0.092 .This implies that RDC has no significant effect on
NPM of listed firms in Nigeria. Again, the result showed that CDC has a linear relationship
with NPM judging from its coefficient value of 0.729, t-value of 1.164 and probability of 0,025.
This implies that the effect of CDC on NPM of listed firms in Nigeria is positively significant.
It also showed that CDC is significant predictor of net profit margin. On the other hand, the
result showed that EHSC has an indirect relationship with NPM. This is evidenced by the value
of its coefficient (-0,988) and t- value (-0.999) and p-value (0.032). This implies that EHSC is
a significant predictor of NPM. It at same time shows that the EHSC on NPM is significant. In
summation, the R2 value of 0.764 implies that the three components of environmental costs
used in this study (RDC,CDC & EHSC)jointly account for 76.4% of the variations in the NPM
of the entities investigated with only 23.6% of the changesb. Attributable to other factors not
Included in this study .The f-statistics (17.645 and p-value (0.000) made It to be statistically
significant, hence, the null hypothesis was rejected and alternative accepted, implying that the
effect of environmental costs on NPM is significant.
This corroborates with the views of Wingard (2001), Makori and Jargongo (2013), and
Chauhan and Kalola (2014). It is also in line with the researchers' expectation because of the
level of awareness of our listed firms in embarking on environmental issue in Nigeria and its
implications on their businesses.
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The result of the hypothesis 2 indicates that RDC has a linear relationship and statistically
significant with ROA. This is evidenced by its coefficient value of 0.430 and p - value of 0.037.
This shows that RDC is significantly predictor of return on assets of listed firms in Nigeria. In
the case of CDC, the result showed a negative coefficient value of 2.206 and p-value of 0.025
and t-value of -2.265. This implies that CDC is statistically significant predictor of ROA. In
addition, EHSC showed a negative coefficient value (-0.541) and probability of 0.726. This
implies that employee health and safety cost is statistically significant predictor of ROA.
However, the R2 of the results showed a value of 0.702 (70.2%). It implies that environmental
costs components (RDC, CDCD, & EHSC) jointly explained 70.2% of the variations In ROA.
The RDC and CDC were statistically significant predictors of ROA. This shows that effect of
environmental costs on return on assets is significant. The outcome corroborates with the views
of Beld (2014), Ifurueze, Etale and Bingilar (2013) Oti, Effiong and Tapang (2012) and
Umobong and Agburuga (2018). It is also in line with the researchers' expectation. This is
attributable to the extent listed firms in Nigeria embrace the environmental issues.

Summary of findings
The study on the effect of environmental costs on financial performance of listed firms in
Nigeria from 2012 to 2018 revealed that:
(1) The effect of environmental costs on net profit margin (NPM) of listed firms in Nigeria is
significant.
(2) The effect of environmental costs on re urn on assets (ROA) of listed firms in Nigeria
significant.
Conclusion
Investment in environmental activities is one of the most important drivers of company growth
and the rationalization of strategic decisions to achieve the desired economic stability. Firms
who realize the gains accruing from investing in environmental active ties such as good
company image are able to compete favourablv in the global market.

Recommendation
Based on the outcome of the study, the researchers made the following recommendations:
(1) Regulatory bodies and other policy makers should formulate laws and regulations to
govern the process of environmental reporting in Nigeria.
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(2) The government should motivate friendly firms by giving tax incentives
(3) For firms to achieve sustainability growth advantage should realize the relevance of
continuous research and development .Research and development in the area of staff training
and product development leads to sustainability in business.
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Abstract
The study examines the effect of intellectual capital costs on market performance of listed
services firms in Nigeria. Ex-post facto research design was adopted. Data on human capital,
capital employed efficiency, structural capital, earnings per share and dividend per share were
collected from published annual reports of 24 listed services firms for the period of 10 years
(2009 to 2018). Unit root test, descriptive statistics and panel regression were used to analyse
the data. Results reveal that human capital has positive and significant effect on earnings per
share of listed services firms in Nigeria while capital employed efficiency and structural capital
have negative and insignificant effect on the same dependent variable. The study concludes
that human capital is a key component of the three identified intellectual capital cost
components and also an indispensable success factor for enhancing market performance of
service companies in Nigeria. Hence should be properly handled for the attainment of
corporate goals.
Key words: Intellectual capital costs; capital employed efficiency; human capital; structural
capital; earnings per share; dividend per share.
Introduction
In the contemporary business world, intellectual capital has taken a central stage unlike in the
past centuries where land, labour and capital (financial and physical) took prominence over
intellectual capital hence; conventional physical assets were the major determinants of the
performance of economic activity (Raze 2011). But advancement in science and technology
and of course the globalization has introduced a new production system which is highly driven
by high technology, information, innovation-based environment which has taken the centre
stage in the global economy (Ekwe, 2013). Suffice to say that under the new technology,
knowledge, ability, skills, experience and attitude of workers, assume greater significance even
as organizations utilize their intellectual capital (IC) as a critical resource to enhance their
financial performance (Ekwe, 2013, Adelakun, 2011).
Firer and Williams (2003) asserted that production or manufacturing companies use intellectual
capital with its physical assets to sharpen their competitive edge. Firms which have managed
their intellectual capital better have achieved stronger competitive advantage than the general
enterprises. (Bornemann, 1999). Intellectual capital management plays an important role on
long term business performance of an enterprise (Brennan and Connell, 2000) and as such the
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degree of difference between two firms with identical number of physical assets lies in the
intellectual management strategies adopted by these firms. Intellectual capital includes skills
and knowledge from all levels of a company, and IC has become an essential resource in
today’s new economy, replacing financial and physical capital. Research on the subject,
however, has been hampered by difficulties of intellectual capital measurement as it is
intangible, scarce, possessed of unique character and commonly embedded in some other assets
(Lev, 2001). Various IC measurement methods are used by the internal and external
stakeholders to assess the level of IC of a firm.
The term intellectual capital can be defined as the knowledge-based equity of organization and
has attracted a significant amount of practical interest (Campisi &Costa, 2008). Stewart (1997)
define intellectual capital as “something that cannot be touched, although it slowly makes you
rich. It is all of non-tangible or non-physical assets and resources of an organization as well as
its practices, patent and implicit knowledge of its members and their network of patterns and
contracts. Intellectual capital includes inventions, ideas, general knowledge, design
approaches, computer programmes and publication (Raze 2011). It is a property that is based
on knowledge (IFAC, 2001). Suffice to say that Intellectual capital has to do with management
of employees, knowledge, experience, skills, customer relation technologies and innovations
(Edvinsson and Malone, 1997). Intellectual capital has been recognized as the largest and the
most important intangible assets in an organization. Ultimately, it provides the goods or
services that customers require or the solution to their problems. It includes the collective
knowledge, competency, experience skills and talents of people within an organization. It also
includes an organizations creative capacity and its ability to be innovative (Raze, 2011).
Ekwe (2013) opined that despite the shift towards human and intellectual capital-intensive
economy, traditional accounting has continued to focus more on the physical assets in their
financial statement to the exclusion of the more important assets -the human assets (Armstrong,
2006). Fortunately, human assets belong to a group of assets classified as intangible assets
because they represent those innate qualities of people which cannot be seen or touched but
which are indispensable for organizational successes and survival Ekwe (2012).
Notwithstanding that there are accounting treatments for acquired intangible in the statement
of financial position, current financial accounting treats human resource related cost as
expenses which reduce profit on the income statement only in the current accounting periods,
rather than being reported as assets on the statement of financial position which provide future
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benefits. From the above, management is deprived of crucial relevant and timely quantitative
data, which enables her to take crucial decisions, regarding her human resources mainly the
cost implication of certain decisions. This often results in wrong decisions or no decisions at
all concerning workers especially as it affects their welfare and entitlements, thereby causing
industrial disharmony. Therefore, this study intends to examine the effect of intellectual capital
cost on the market performance of listed service firms in Nigeria with the objective of finding
whether intellectual capital cost significantly and positively influences the market performance
of listed service firms in Nigeria.
To the researchers’ knowledge, there is no study in Nigeria that have considered effects of
intellectual capital cost on market performance of listed service firms in Nigeria especially
when consideration is given to the fact that service firms used in this study cuts across different
sub sectors of the service firms ranging from banking, insurance, communication, hospitality,
transportation etc. which need less of physical assets but more of human/intellectual assets.
This study sets to fill the gaps identified above on the effect of on intellectual capital cost on
market performance of listed service firms in Nigeria with these specific objectives:
i.

To ascertain the effect of intellectual capital cost (human capital, structural capital and
capital employed efficiency) on earning per share of listed service firms in Nigeria.

ii.

To evaluate the effect of intellectual capital cost (human capital, structural capital and
capital employed efficiency) on dividend per share of listed service firms in Nigeria.

Accordingly the following hypotheses are formulated:
HO1: Intellectual capital cost (human capital, structural capital and capital employed
efficiency) has no significant effect on earnings per share of listed service firms in Nigeria.
HO2: Intellectual capital cost (human capital, structural capital and capital employed
efficiency) has no significant effect on dividend per share of listed service firms in Nigeria.
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Review of Related Literature
Conceptual framework
Intellectual Capital
Intellectual capital can be defined as a group of knowledge assets that are attributed to an
organization and most significantly contribute to an improved competitive position of this
organization by adding value to defined key stakeholders (Khalique, Bontis, Shaari & Isa,
2013).
Khan (2014) asserted that it is the move from “having” knowledge and skills to using the
knowledge and skills that is captured in a circuitous way in the literature. That is, the “using”
of knowledge implies that relationship (Social capital) and process (structural capital) are
needed to transform knowledge (which is owned by individuals) into a product or service that
is of value to the firm and its stakeholders. Lee, Wu and Chao (2015) opine that it is the
knowledge that can be converted to the value and introduce it as practical experiences,
organizational technologies, client relationships and professional skills for achieving
competitive advantage. Suffice to say that intellectual capital are those invisible or intangible
assets that are hard to qualify into a value and are never reported in financial statement such as
skill, workforce and its organization.
Intellectual capital includes inventions, ideas, general knowledge, design approached,
computer programmes and publications. Stewart (1997) asserted that intellectual capital is the
packaged knowledge; while Fredriksen and Westphalen (1998) states that intellectual capital
is skill and knowledge acquired by people during lifetime and which can be used for the
production of goods and services. He also, pended that human capital is most often associated
with education and on the job training and that depending on the type of skills acquired from
school, training or work experience, human capital can be divided into general and specific
human capital. General human capital affects the productivity of the trainee in all companies
whereas specific human capital raises the productivity only in one enterprise (Ekwe, 2012). He
further stated that General human capital is acquired through general education and training
programs, which improves the skills and knowledge of workers so that they can work more
productively in many enterprises. Specific human capital is acquired through specific training
which consists of firm specific training programmes and which improve the trainee’s skills so
that his labour productivity is increased only in one particular firm. A perfect example here is
training employees to handle some specific machinery which is not used in other companies.
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It is good here to say that many of training programme have elements of both a general and
specific nature.
Obeidat, Abdallah, Aqqad, Akohoereshiedah and Maqableh (2017) stated that intellectual
capital has become a topic of greater interest owing to introduction of new economy (Gan &
Saleh 2008). Intellectual capital also called new economy, knowledge economy has shifted
attention to intangible assets possessed by organizations and how they are managed.
Organizations that operate in new economy, (Intellectual) not physical capital is considered to
be an organization’s most posed assets (Bramhandkar, Erickson and Applebee 2017; Clarke,
Seng and Whiting 2011). The reason for this assertion is that intellectual capital is more
important than tangible assets (Chen, Wang and Sun, 2012).
The concept of intellectual has changed considerably overtime. At first, Intellectual Capital
(IC) was introduced as the difference between the book value and market value or an
organization (Stewart and Stephanie, 1994). Edvinsson and Malone (1997) referred to it as
knowledge that can be converted into value. While Stahle and Hong (2002) defined it as
capability of creating value when faced with constant change. It is the sum of knowledge used
in business operations to gain a competitive advantage (Youndt, Subramaniam & Snell, (2004).
Dimensions of Intellectual Capital:
Different opinions have been expressed about the comprising components and parts of
intellectual capital. One of the most welcomed classifications is the classification of intellectual
capital into human (Human resources), structural capital (organizational values) and relational
capital (relationship) (Chen 2008; Hsu and Fang 2009; Shih, Chang & Lin 2010). Kamukama,
Ahiauzu & Ntayi (2010) asserted that these three intellectual capital dimensions are interrelated
and hence have a significant influence on a firm’s value position and performance. This is
supported by Ngag and Ibrahim (2011) who mentioned that intellectual capital must include
human capital, structural and relational capitals for organizations to achieve their goals as they
are independent and intertwined with each other. For the purposes of this study, the intellectual
capital dimensions are human capital, structural capital and relationship capital will be used as
measure of intellectual capital.
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1. Human Capital (HC)
The term human capital can be described as the sum of employee’s competence, knowledge,
skills, innovativeness, attitude, commitment, wisdom and experience. Organizations rely on
human capital a lot as it helps organizations to respond to environmental changes innovatively
(Kong, 2010, Sautos – Rodrigues, Faria, Cranfield and Morais (2013). De Pablos (2003)
pointed that importance of human capital lies in its ability to improve the effectiveness and
efficiency of organizations and in turn gain a competitive advantage. Human capital consist of
the values, attitude and habits or the people in the organization, in addition to the leadership
that motivates people to display their potentials in the organization (Tarus and Sitienei, 2015)
Worthy of mention here is that human capital differs in organizations which gives the
characteristics of being inevitable, rare and non-replaceable. Human capital is not fully
controlled by the firm or organization which distinguishes it from the other resources available
in the firm (Ngag & Ibrahim 2011, Hussi, 2004, Mention & Bontis 2013). Hence, Chen, Wang
and Sim (2012) advised that organizations should continuously invest in their human capital in
order to improve their competitive advantage. Human capital theory shows that education leads
improvement in workers’ level of cognitive skills and consequently increases their productivity
and efficiency. Theodore Schultz, Gory Buckert and Jacob Mineer introduced the motion that
people invest in education so as to increase their stocks of human capability which can be
formed by combining innate ability with investment in human beings. Instances of such
investment include expenditures on health, education, motivation and on-the-job training.
However, in order to increase the stock of human capital, in a firm period, gross investment
must exceed depreciation resulting from intense use or lack of use, with passage of time
(Ogujiuba, 2013). The provision of education is seen as a productive human capital investment,
an investment which is considered by the proponent of human capital theory are equally or
even more equally worthwhile than physical capital investment. It is established by human
capital theorists that basic literacy enhances the productivity of workers in low skills
occupations. Those theorists further asserted that interment which demands logical and
analytical reasoning and which productive technical and specialized knowledge increases the
marginal productivity of workers in high skill professions and position. Clarke, Seng and
Whiting (2010) asserted that within the value-added intellectual capital model, human capital
is defined as the salaries and wages (Public, 1998).
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2. Structural Capital (SC)
Edvinsson and Malon (1997) defined structural capital as the hard wares, soft wares, data bases,
organizational structure, organization’s exclusive rights and all an organization’s capabilities
that support productivity. It is the mechanisms and structural innovation thereby making it an
important organizational resource (Kong, 2010). Santos-Rodrigues, Faria, Cranfield and
Morais (2013) asserted that structural capital is used to retain the human capital of
organizations. This is due to the fact that structural capital acts as a supportive infrastructure
for human capital which provides the necessary environment for individuals to invest their
human capital and knowledge (Ngag & Ibrahim, 2011). They asserted that Structural Capital
(SC) refers to organizational capabilities that are used to meet internal and external challenges.
It is non-human storehouse of knowledge such as organizational culture, routines, data bases,
information system, patients, copyrights, trademarks and so on (Sharabati, Jawad & Bontis,
2010; Kianto, Humelinna-Laukkanen & Ritala, 2010). Joshi, Gahill, Sidhu and Kansal (2013)
described structural capital as the knowledge that is created and owned by an organization. It
is owned by the firm hence, can be traded, reproduced and shared within the firm (Zambon,
2002). Therefore, structural capital is considered the dimension that allows intellectual capital
to be measured and developed in an organization (Toth & Jonas, 2012).
3. Relational Capital (RC)
This is defined as formal and informal relations of an organization with external beneficiaries
and their understanding about the organization and also exchange of information between their
and organization (O’Brien, Clifford and Southern, 2010, Ogbo, Ezeobi & Ituama 2013).)
Mondal and Ghosh (2012) opine that relational capital is all about the value an organization
establishes for its customer, the satisfaction that turns customers on and retains their patronage.
It is the knowledge that is embedded in the relationship with any stakeholder that affects the
firms’ life. Pearse (2009) asserted that relational capital benefits both the organization and its
members equally as they both own it. Furthermore, De-Pablos (2003) opined that relationship
capital in extremely important in order to actualize the wealth-creation potential of human and
structural capital. Hence creating and maintaining relational capital is crucial for having
successful organizations (Joshi, Cahill, Sidhu and Kansel, 2013).
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Attributes of Intellectual Capital (IC)
Ekwe (2013) itemized characteristics of intellectual capital to include the following:
•

Non rival assets: Physical assets can be used for only one thing at a time, but intellectual
capital is multiplied. A good example or instance of this is customer support system
which can provide support to thousands of customers at the same time. It is this ability
to scale with need that makes intellectual asserts far more superior to physical assets.

•

Cannot be owned: Human and relational intellectual capitals cannot be owned, but have
to be share with employees and suppliers and customers and hence requires careful
nurturing to grow these kinds of capital.

•

Structural capital is an intangible asset that can be owned and controlled by managers.
However, it is cannot be traded easily since not markets exit for this purpose. Moreover,
customers do not care about the structural capital of their suppliers since everyone like
dealing directly with real human beings rather than with systems.

Models of Intellectual Capital Measurement
Very many models have been developed by a good number of scholars for measuring
intellectual capital. However, in this study two of such models will be discussed thus:
Economic Value Added (EVA)
Economic value added is the difference between net operating income after tax and its cost of
capital of both equity and debt. This model was propounded by Mokeloinen (1998). However
little attention was paid to it not until 1993 when Fortune magazine in an article unravel a
detailed description of EVA. Its focus is on economic profit which measures net profit after
deducting a charge to account for the cost of capital utilized to generate this profit. Economic
profit is total net gain less the interest on invested capital at the current rate Wallac (1997) as
cited in Ekwe (2012). Ezejelue and Ofobuike (1998) opined that EVA discounts to a present
value, that portion of the company’s future earnings directly attributed to the human resources
of the firms. The challenges of this method is that the discounted rate to be used cannot be
calculated with high degree of objectivity and how an organization can apportion its earnings
to all the factors of production that gave rise to these earnings. Examples of this include patent,
finance, capital goods etc.
The central objective of EVA is to determine earnings that are close to cash and hence compare
this return to a capital base that is also expressed in cash equivalent terms. The implicit
assumption in using EVA is that the future value of a firm is entirely a function of historic
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activity. Equity valuation is ultimately the discounted present value of the future equity cash
flows and EVA is ultimately still based on historic events (Biddle, Bowen and Wallac, 1997).
Value Added Intellectual Coefficient (VAIC)
Pulic (1998) identified three components of organizational resources using this method which
determines the performance of the organization. These components include the physical capital
employed, the intellectual capital which according to him is broken down into human and
structural capitals. The equation for value added is expressed as VA=1+DP+D+T+M+R+WS
Where VA= Value Added by the firm and is computed as the sum of interest expense.
1= Depreciation expenses, DP= Dividend, D= corporate taxes, T= equity of minority
shareholders in the income of subsidiaries, M=profit retained for year, WS= wages and salaries.
VA can also be calculated by deducting operating expenses (materials, maintenance, and other
external costs from operating revenue). This method has been generally accepted and applied
by many intellectual capital researchers such as Badinger and Tondl (2005), Firer and Williams
(2003), Pulic (1998, 2000a, 2000b), Chen et al (2005), Kamath (2007), Lev and Radhakrishnan
(2003), Lev and Zarowin (1999), Lev (2001), Ruta (2009), Yang and Lin (2009) Kamath
(2010). This method having a wide acceptability and applicability will therefore be adopted in
this study. This method was also adopted by Ekwe (2012) in a similar study.
Market performance
Market performance variables adopted in this study are the following:
a. Earnings per Share (EPS)
This is the portion of a company’s profit allocated to each outstanding share of common stock.
Irala (2005) opined that it is a measure of company’s per share performance. Earnings per share
measures that amount of earnings that are attributed to one share (Emekekwue, 2002). Suffice
to say that EPS is a carefully scrutinizing metric that is often used as a barometer to gauge a
company’s profitability per unit of shareholder ownership hence; it is a key driver of share
price. Sawir (2001) stated that EPS is a ratio used to determine how much net income per share.
EPS does not include the cost of capital (debt) for the use of debt will lead to a change in
earning per share (EPS) and also changes in the risk as these two factors will affect the
company’s stock price (Brigham and Houston, 2006).
EPS can be calculated as:

Profit after tax – preference dividend
No of ordinary share capital in issue
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b.

Dividend per Share (DPS)

This is the sum of declared dividend for every ordinary share issued. Dividend per share is the
total dividend paid out over an entire year (including interim dividend but not including special
dividends) divided by the number of outstanding ordinary shares Issued. It is the sum of
declared dividend for every ordinary share issued. It is an accounting ratio used to evaluate the
total number of dividend declared for every share of issued stock. The issued stock taken into
account is common stock. Declared dividends are the portion of the company’s profit that is
paid out to shareholders. However, declared dividends are not equivalent of paid dividends.
The amount that is not paid to shareholders is considered retain earnings. In a nutshell, dividend
per share is important because it shows returns to the shareholders. It can be calculated thus:
DPS = (D – SD) / S
Where:

D = sum of dividend over a period (usually one year)
SD = special, one time dividends
S = shares outstanding for the period

Theoretical Framework
Human Capital Theory: This theory is of the opinion that education increases the productivity
and efficiency of workers by enhancing their cognitive skill. The theorist hold prima-facia that
people invest in education mainly to increase the human capabilities which is combination of
innate abilities with investment in human being (Babalola, 2000, as cited in Adelakun, 2011).
It is expedient to state that the stock of human capital increases in a period only when gross
investment exceeds depreciation with the passage of time, with intense use or lack of use.
Investment in education is productive investment in human capital which the proponents of
human capital theory consider to be worthwhile than in physical capital. This means that basic
literacy enhances productivity of workers.
In addition, instruction that demands logical and analytical reasoning that provides technical
and specialized knowledge increase the marginal productivity of workers in high skill or
profession and position. The greater investment in education, the greater the increase in
National productivity and economic growth. As the global economy shifts towards more
knowledge based sectors (the manufacturers of ICT based services, R&D) skills and human
capital development becomes a central issue for policy makers and practitioners engaged in
economic development, both at the national and regional levels (OECD, 2008). Yet, the impact
of education and vocational training activities exert upon changing national and regional
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economics remain less than thoroughly explained and analyzed. Human capital theory views
schooling and training as investment in skill and competence (Schultz, 1960 and1961). It is
argued that based on national expectation of return on investment, individuals make decision
on education and training they receive as a way of augmenting their productivity.
It is strongly believed by the theorists that a more educated and skilled workforce makes it
easier for a firm to adopt and implement new technologies, thus reinforcing return on education
and training. This study will adopt this theory as it upholds that investment in education and
skill which is intellectual capital improves performance of organizations.
Empirical Review
Clarke, Seng and Whiting (2010) examined intellectual capital and firm performance in
Australia. The objective of the study was to find out the effect of intellectual in firm
performance in Australia. A sample of Australia companies listed between 2004 and 2008 was
used for the study. Intellectual capital was measured using the Pulic’s value added intellectual
coefficient (VAIC) and its components and both a direct and a moderating relationship between
VAIC and performance were analyzed the dependent variable in the study is performance
measured by Return on Assets (ROA), Return on Equity (ROE), Revenue growth (RG) and
employees productivity (EP), Whereas the independent variable intellectual capital was
measured by Human Capital (HC), Structural Capital (SC) and Capital Efficiency Employed
(CEE). The result of the study suggests that there is direct relationship between intellectual
capital and performance.
The relationship between intellectual capital and financial performance: An empirical
investigation in an Iranian company was investigated by Ahangar (2011) with the objective of
finding out the relationship between intellectual capital performance and financial
performance. The study covered a period of thirty years from 1980- 2009. The data for the
study was secondary sourced from the annual reports and accounts of one of Iranian companies.
The study employed valued Added intellectual coefficient developed by Ante Pulic to measure
intellectual capital. Productivity, profitability and growth rate in revenue and these proxies
were measured as Profitability- Return on Assets (ROA) Employees productivity –net sales for
the period divided by number of employees and growth in sales is measured as changes in
firm’s current year sales over last year's sales. A descriptive analysis of the data was also carried
out. However, multiple regression analysis of the OLS was employed and the result of the
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analysis showed that the relationship between performance of a company’s intellectual capital
and profitability, employees’ productivity, and growth rate in sales are informative. The
empirical findings suggest that the performance of a company’s intellectual capital can explain
profitability and productivity.
Ahmadi, Ahmadi and Shakeri (2011) carried out a survey on relationship between intellectual
capital and organizational performance within the national Iranian south oil company with
objective to test the relationship between human, structural and relational capitals and
organizational performance within the national Iranian south oil company. The study employed
the survey approach hence, the sources of data was primary from questionnaires served to 3800
managers, experts and supervisors of the National Iranian South Oil Company out of which
249 managers, experts and supervisors received the questionnaire and 236 responded
representing about 94.8%. The study measured intellectual capital by considering the three
components of intellectual capital thus human, structural and relational capitals. Organizational
performance was measured as organizational performance. The analysis of variance of t-test
and Pearson coefficient was used for test of reliability. The result of test hypothesis revealed
that there is a positive relationship between intellectual and organizational performance.
Sanchez Salazar and Basilio (2012) carried out a study on intellectual capital and productivity:
intellectual capital management as support for financing innovation in small and medium scale
enterprises. The objective of the study was to show how both SMEs and financial institutions
can benefit from using a commonly agreed intellectual capital report for financing innovative
activities. The paper is based on the result of 9 case studies of SMEs from various sectors. The
source of data for the study was primary gotten from questionnaire served to 142 respondents
from Spanish firms both public and private and the finding of the study revealed that the pattern
followed by intangibles management in the studies SMEs and its consequences and that
managing intangibles pays off in terms of productivity.
Relationship between intellectual capital and financial performance in the Nigeria banking
sector was studied by Ekwe (2012) with the objective of establishing a relationship between
intellectual capital and financial performance of Nigeria banks. The study employed Return on
Assets (ROA), Return on Equity(ROE), Employees productivity (EP), Market to book value
ratio (MB) as measures of financial performance and the Value-Added Intellectual Capital
(VAIC) model as developed by Pulic in 1998 was also employed to measure intellectual capital.
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The source of data for the study is secondary obtained from the publications of the Nigeria
Stock Exchange (NSE) and annual reports and accounts of the selected banks. The population
of the study centered on performance indices and market capitalization to book value ratio of
the twenty –two Nigeria deposit banks selected from the Nigeria Stock Exchange at the end of
2011. Mainly the new generation banks such as Zenith Bank plc, Diamond Bank plc, Ecobank
Plc, and old generation Bank like First Bank plc, Union Bank of Nigeria plc, United Bank for
Africa were covered by the study for the period 2000-2011. The tool of analysis adopted in the
study is multiple regression analysis. The findings of the study revealed that Return on Assets,
Return on equity, employees productivity have a strong positive and significant relationship
with the intellectual capital and the study concluded that from the result of the study investment
in intellectual do matter.
Badrabadi and Akbarpour (2013) studied effect of intellectual capital and organizational
learning process on organizational performance in Iran. The major objective of the study was
to examine the effect of intellectual capital on organizational performance while organizational
learning was used as a mediating variable in the study. The population of the study includes all
the managers and employees of melli banks including people from the main supervising unit
and other service branches in the city of Qom and the data were gathered through questionnaire.
About 242 individuals were selected as the research sample and information was gathered using
systematic random sampling method. The questionnaires consist of 54 questions, 25 of which
were designed for measuring the practice of organizational learning process and 8 for
measuring organizational performance. The questionnaires relating to intellectual capital were
designed based on the three aspects of human capital, structural capital and customer capital.
The questionnaires relating to organizational learning process were also designed based on four
stages of information, acquisition/creation, information interpretation/transfer, information
application and knowledge creation, and information internalization and the questionnaires
relating to organizational performance was designed based on two dimensions of financial
performance and non-financial performance. To examine the dimensions of research variables
and its construct validity, confirmatory factor analysis was first applied and then discriminate
validity and convergent validity were calculated. The hypotheses were tested with structural
equation modeling. The findings of the study revealed that direct effect of intellectual capital
on organizational performance was not very strong, but this variable influenced Melli Banks
performance through the mandatory variable “organizational learning process”. The effect of
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intellectual capital on organizational learning process was confirmed. Moreover, the study
indicated that organizational learning process had a direct and positive effect on Melli Banks
performance.
Iranmahd, Moeinaddin, Shahmoradi and Heyrani (2014) examined the effect of intellectual
capital on cost of finance and firm value. The objective of the study was to examine whether
or not a relationship exists between intellectual capital, cost of capital and firm value and how
strong such relationship will be. The study covered all firm listed in Tehran Stock Exchange
between 2005- 2012. The data for the study is secondary sourced from annual account and
report of the companies listed on Tehran Stock Exchange for eight-year period. In order to
measure intellectual capital and valued added applied were used the calculation of which were
performed through Pulic’s method. The study used the Pearson correlation, univariate and
multivariate regression, and Z Wang test. The findings showed that valued added of capital
applied, value added of intellectual capital and the value added of intellectual capital coefficient
negatively influenced weighted average cost of capital, yet they had no effect on enterprise
value.
Orugun and Aduku (2017) investigated intellectual capital and organizational performance in
a competitive business environment: A review. The source of data for the study is secondary
gotten from journals, conference papers, books, thesis and working papers. The finding of the
paper indicates that intellectual capital has a significant influence on organizational
performance. Again, it revealed that human capital, structural capital and relational capital are
the significant dimensions of intellectual capital that drives organizational performance. The
paper concludes that intellectual capital plays a pivotal role in the pursuit and achievement of
organization performance, and that the synergy among the three dimensions of intellectual
capital is instrumental to organizational performance. The paper therefore suggests that
managers should use intellectual capital as strategic approach in the pursuit and achievement
of their organizational performance in a competitive business environment, and that they
should ensure balance among human structural and relational capitals.
Obeidat, Abdallah, Aqqad, Akhoershiedah and Maqableh (2017) the effect of intellectual
capital on organizational performance: The Mediating role of knowledge sharing. The crux of
this study was to examine the effect of intellectual capital, knowledge sharing on organizational
performance. The methodology for this study is survey. Questionnaires were structured based
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on 5 point likert scale and the population of the study consists of all manufacturing companies
in Amman, the capital of Jordan which is 1200 and the sample size of the study was 292. Then
convince sampling was adopted and for each of the manufacturing companies five respondents
were selected randomly. A total of 500 questionnaires were distributed and 383 questionnaires
were returned. About 27 of the returned questionnaires were found unusable hence a total of
356 representing 71.2% of the response rate were used. The result of the study showed that
intellectual capital has a positive effect on organizational performance and knowledge sharing.
It also revealed that knowledge sharing has a positive effect on organizational performance.
The study also found out that knowledge sharing as a positive mediating effect on the
relationship between intellectual capital and organizational performance.
Oko, Onodi and Tapang (2018) investigated the effect of Intellectual Capital Management on
Revenue Generation of Listed Commercial Banks in Nigeria with the objectives of ascertaining
the effect of human capital efficiency on revenue growth, to examine the effect of structural
capital efficiency on revenue growth and to determine the effect of intellectual capital
management on revenue growth. The study employed descriptive research design and the
population of the study was the twenty-one listed deposit money banks in Nigeria. Data were
gathered via secondary source from Six (6) public annual reports of the listed deposit money
banks and analyzed using percentages and ratios. Multiple regressions was employed in data
analysis and testing the hypotheses; in determining if there is a significant effect of human
capital efficiency, structural capital efficiency and Intellectual Capital management on revenue
growth of listed deposit money banks in Nigeria.
The study revealed that Human Capital Efficiency (HCE) has a positive and significant effect
on revenue growth; Structural Capital Efficiency (SCE) has a positive but no significant effect
on revenue growth and concluded that Intellectual Capital Management has a positive and no
significant effect on revenue growth of listed deposit money banks in Nigeria. Based on the
findings, the study recommends that management of deposit money banks in Nigeria and the
financial service industry should invest in human capital in order to enjoy increase in revenue
generation coupled with the need to determine optimally the level of intellectual capital
management so that layoff and underutilization would be highly discouraged and for
management to strengthen Intellectual capital management in order to enhance improved
performance in revenue generation. This study however was very shallow in the sense that it
variables measurement was not properly done and failed to capture the three major components
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of intellectual capital.

From extant literature, most studies on intellectual capital and

organizational or financial performance were not based in Nigeria except the study of Ekwe
(2012) that studied intellectual capital and financial performance in the Nigeria banking sector.
Though this study is in Nigeria, but covers the listed services companies. Again, the scarcity
of literature on the subject in Nigeria also necessitated the urgent need for this study.
Methodology
The research design for this study is the ex-post facto research design which was chosen on the
account that the data on intellectual capital cost and market performance of listed service
companies in Nigeria already exist in the published financial statements of the companies
hence, is not subject to manipulation. The study covered the service rendering companies or
service sector of the Nigerian economy. The population of the study is made up of all the listed
service companies in Nigeria. According to Nigeria Stock Exchange, there are 52 listed service
companies in Nigeria from which a sample size of 24 listed service companies whose shares
are traded on the Nigeria Stock Exchange were chosen. Secondary data were sourced from
published audited financial statement of the listed service companies in Nigeria for the period
2009-2018.The panel regression technique was employed via the use of E-view 9 to analyse
the data. The measurement for dependent variables are Earnings per share (EPS) and Dividend
per share (DPS) measuring market performance while the independent variables are Human
Capital (HC), Structural Capital (SC) and Capital Employed Efficiency (CEE) measuring
Intellectual Capital Cost.
Model Specification
This study adapted the econometric model of Basuki (2012) as follows;
Y1=  + β1X1 + β2X2 + β3X3 + … …………………………………………………………………………………………….(1)
Where Y1 represents return on assets (performance variables), β1, β2, β3 represent regression
coefficient for each independent variables while X1, X2, X3 represent the independent variables
Capital Employed Efficiency, Human capital Efficiency and Structural capital Efficiency
respectively; and  indicates standard error.
The above model was therefore modified as follows;
EPS = ƒ ((HC, CEE, SC)………………………………………………….............................. (2)
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DPS = ƒ ((HC, CEE, SC) …………………………………………………………………. (3)
EPS = β0 +β1 HC + β2 CEE + β3 SC + t …………………………………………………… (4)
DPS = β0 +β1 HC + β2 CEE + β3 SC + t …………………………………………………….. (5)
Where;
EPS

= Earnings per Share

DPS

= Dividend per Share

HC

= Human capital

CEE

= Capital Employed Efficiency

SC

= Structural capital

t

= Error term

β0, β1, β2 & β3 = Parameters to be estimated
Result and Discussion
Table 1: Descriptive Statistics
Variable Mean
Median
Minimum Maximum
EPS
0.575545 0.606381 0.000000 1.743980
DPS
0.451922 0.481443 -0.275724 0.979548
HC
4.206899 4.481958 0.000000 4.995267
CEE
1.413787 1.462548 0.000000 1.992730
SC
4.222957 4.501141 0.000000 5.041701
Source: Researchers’ E-views Computation, 2020

Std. deviation
0.341986
0.271244
1.163100
0.465451
1.173689

Probability
0.181222
0.008392
0.000000
0.000000
0.000000

The above shows that Earnings per Share (EPS) of the listed service firms in Nigeria has a
mean and median value of 0.575545 and 0.606381 with a minimum and maximum statistical
value of 0.000000 and 1.743980, while the standard deviation value of 0.341986 was shown
in respect of same. EPS is positive but is not significant at five percent level.
Dividend per share has a mean statistical value of 0.451922 and median value of 0.481443.
The minimum and maximum statistical value of DPS is shown to be -0.275724 and 0.979548
respectively. The standard deviation value for DPS as shown above is 0.271244 while the
probability value of 0.008392 was indicated for same as shown in the table above.
Human capital has a mean value of 4.206899 with a median value of 4.481958. Also, the
minimum and maximum values of human capital to be 0.000000 and 4.995267. The standard
deviation of 1.163100 was shown in respect of human capital with a probability value of
0.000000.
561

10TH ACCOUNTING AND FINANCE CONFERENCE BOOK OF PROCEEDINGS VOLUME 10 ISSUE 2, 2020

There is statistical evidence above indicating Capital Employed efficiency (CEE) with a mean
and median value of 1.413787 and 1.462548. Again, the minimum and maximum value for
CEE is shown to be 0.000000 and 1.992730, while a standard deviation and probability value
of 0.465451 and 0.000000 were indicated for same.
Result from the above revealed that the mean and median values for Structural capital (SC) are
4.222957 and 4.501141. Minimum and maximum values for SC are 0.000000 and 5.041701.
In addition, standard deviation and probability value of 1.173689 and 0.000000 were indicated
for same.
Table 2: Unit root test
Variable

Levin, Lin
& Chu t*

Im,
ADF PP - Fisher
Pesaran
Fisher
Chi-square
and Shin Chi-square
W-stat
EPS
-4.29744
-1.93561
73.7135
152.297
DPS
-4.46578
-1.82487
68.5166
128.168
HC
1.09002
-1.01624
69.0689
200.958
CEE
-10.0916
-2.85568
83.5097
159.517
SC
-17.7104
-4.48385
99.4745
115.620
Source: Researchers’ E-views Computation, 2020

Prob.**

Conclusion

0.0000
0.0340
0.0248
0.0000
0.0000

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

Granger and Newbold (1974) have shown that if time series variables are non-stationary, the
time series econometric study becomes inadequate. That is, regression coefficients with nonstationary variables would more than likely yield spurious and misleading results. It thus
indicates that the times series variables have to be stationary (finite means, variance and auto
variance) for them to be valid (Gujarati, 1997). To overcome this problem we test for
stationarity of the dependent and independent variables employing the summary Unit Test
comprising Levin, Lin, Chu t, Im Pesaran and Sin w-stat, PP and ADF tests. The results of the
tests indicates that the balanced panel data of both the dependent and independent variables in
our study is stationery at levels and or at first difference. This implies that the stationarity of
data have been established hence because is a balanced panel data we can proceeded to
regression analysis to establish the relationship between the dependent and independent
variables as contained in the study.
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Test of hypothesis one
H01: Intellectual capital cost (human capital, structural capital and capital employed
efficiency) has no significant effect on earnings per share of listed service firms in Nigeria.
Table 3: Regression results of Intellectual capital cost human capital, structural capital and
capital employed efficiency) on earning per share of listed service firms in Nigeria
Dependent Variable: EPS
Method: Panel Least Squares
Date: 10/20/20 Time: 09:03
Sample: 2009 2018
Periods included: 10
Cross-sections included: 24
Total panel (unbalanced) observations: 240
Variable

Coefficient

C
CEE
HC
SC

0.199880
-0.011227
0.119648
-0.026476

Std. Error

t-Statistic

0.106417 1.878274
0.050411 -0.222704
0.059785 2.001300
0.059364 -0.445995

Prob.
0.0617
0.8240
0.0466
0.6561

Effects Specification
Cross-section fixed (dummy variables)
R-squared
0.226840
Adjusted R-squared 0.132018
S.E. of regression
0.318613
Sum squared resid
21.52102
Log likelihood
-51.43799
F-statistic
2.392281
Prob(F-statistic)
0.000357

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

0.575545
0.341986
0.656385
1.049123
0.814648
1.883804

Source: Researchers’ E-views Computation, 2020
From table above, capital employed efficiency is shown to have a negative and insignificant
effect on earnings per share of listed service firms in Nigeria as evidenced with a co-efficient
statistical value of -0.011227 and p-value of 0.8240. This find is in contrast with finding of
Clarke, Seng and Whiting (2010). Their study was in Australia and not in Nigeria. The study
of Ekwe (2012) though was in Nigeria but was in the banking sector which is an integral part
of service firms hence; it was not comprehensive as this study.
In addition, human capital was found to have positive and significant effect on earnings per
share of listed service firms in Nigeria with a co-efficient of regression value of 0.119648 and
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p-value of 0.0466 which is less than 5%. This means that human capital is a very strong
determinant of Earnings per share of listed service firms in Nigeria. This finding corroborates
the finding of Iranmahd, Moeinaddin, Shahmoradi and Heyrani (2014). Again, there is
statistical evidence that structural capital has a negative and insignificant effect on Earnings
per share of listed service firms in Nigeria. With a coefficient value of -0.026476 and p-value
of 0.6561.This finding is not in line with the study of Ahanger (2011). The reason could be
because his study was in Iranian companies not in Nigeria.
As shown in Table above, the adjusted co-efficient of multiple determination of 0.132018
indicates that about 13.20% of the total variation observed in the dependent variable (Earnings
per Share) is determined by changes in three predictor variables in our study with about 86.80%
of the changes attributable to factors other than the variables in our study. The F- statistic of
2.392281 is significant at 5% level and Durbin Watson Statistic of 1.883304 also highlights the
appropriateness of the model specification.
In addition, only human capital out of the three variables is shown to have a significant effect
of Earnings per share of listed service firms in Nigeria. We therefore accept the null hypothesis
and conclude that intellectual capital (human capital, structural capital and capital employed
efficiency) are not significant determinants of Earnings per share of listed service firms in
Nigeria.
Test of hypothesis two
H02: Intellectual capital cost (human capital, structural capital and capital employed
efficiency) has no significant effect on dividend per share of listed service firms in Nigeria.
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Table 4: Regression results of Intellectual capital cost human capital, structural capital and
capital employed efficiency) on dividend per share of listed service firms in Nigeria
Dependent Variable: DPS
Method: Panel Least Squares
Date: 10/20/20 Time: 09:05
Sample: 2009 2018
Periods included: 10
Cross-sections included: 24
Total panel (unbalanced) observations: 240
Variable

Coefficient

C
CEE
HC
SC

0.114033
-0.010133
0.032690
0.050839

Std. Error

t-Statistic

0.083539 1.365038
0.039573 -0.256067
0.046932 0.696534
0.046602 1.090934

Prob.
0.1737
0.7981
0.4869
0.2765

Effects Specification
Cross-section fixed (dummy variables)
R-squared
Adjusted R-squared
S.E. of regression
Sum squared resid
Log likelihood
F-statistic
Prob(F-statistic)

0.242608
0.149720
0.250116
13.26230
6.412471
2.611840
0.000086

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

0.451922
0.271244
0.172281
0.565019
0.330543
1.648409

Source: Researchers’ E-views Computation, 2020
Evidence from table above indicated that capital employed efficiency has a negative and
insignificant effect on dividend per share of listed service firms in Nigeria. This is confirmed
with a co-efficient of regression value of -0.010133 and p-value of 0.1737. This means that an
increase in capital employed efficiency will certainly lead to a unit decrease in dividend per
share of the listed service firms in Nigeria. Our finding in study contrasts the finding of Ekwe
(2012). The reason for this is because the study of Ekwe was just in an integral part of the
service listed firms in Nigeria but our study is comprehensive in the sense that it covered other
sub-sectors in service industry in Nigeria.
Again, human capital has a positive but insignificant association with dividend per share of
listed services firms in Nigeria. This is evidenced with co-efficient of regression value of
0.032690 and p-value of 0.4869. This means that an increase in human capital cost will lead to
an increase in dividend per share of listed service firms in Nigeria. Our finding contrasts the
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finding of Obeidat, Abdallah, Aqqad, Akhoershiedah and Maqableh (2017). The reason could
be that their study was not in Nigeria, and of course used primary data which is at the mercy
of the researcher(s) and did not also used dividend per share as a measure of market
performance.
Structural capital is shown to be positive but insignificant as evidence with a co-efficient of
regression value of 0.050839 and p-value of 0.2765. This finding does not corroborate the
finding of Bardrabadi and Akbarpour (2013). The reason is because their study was carried in
Nigeria and also used primary data which can be manipulated by the researcher. More so the
duration of the study was too small compared to our study.
The adjusted co-efficient of determination of 0.149720 indicates that about 14.97% of the total
variation observed in the dependent variable (Dividend per share) is determined by changes in
three predictor variables in our study with about 85.03% of the changes attributable to other
factors other than the three factors in our study. The F- statistic of 2.611840 is significant at
5% level and Durbin Watson Statistic of 1.648409 also highlights the appropriateness of the
model specification. In addition, all the three variables (human capital, structural capital and
capital employed efficiency) is shown to be insignificant determinant of dividend per share of
listed service firms in Nigeria. We therefore accept the null hypothesis and conclude
Intellectual capital cost (human capital, structural capital and capital employed efficiency) has
no significant effect on dividend per share of listed service firms in Nigeria
Summary of findings
This study effects of intellectual capital cost on market performance of listed service firms in
Nigeria and made the following findings:
i.

That human capital has positive and significant effect on earnings per share of listed
services firms in Nigeria while capital employed efficiency and structural capital have
negative and insignificant effect on the same dependent variable.

ii.

That human capital and structural capital have positive but insignificant effect
on dividend per share of listed service firms in Nigeria whereas capital employed
efficiency showed a negative and insignificant effect.
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Conclusion and Recommendations
The study therefore concludes that human capital is a key component of the three identified
intellectual capital cost components and also an indispensable success factor for enhancing
market performance of service companies in Nigeria. Hence should be properly handled for
the attainment of corporate goals. The study recommends as follows;
i.

That listed service firms in Nigeria should prioritize the welfare of its workforce to
position the companies for improved performance.

ii.

That listed service firms should ensure that their staff are adequately remunerated in
order to maximize their inputs which will boost the marketability of the firms.

iii.

There should be regular training and retraining of the work force to keep them abreast
of the modern techniques of rendering their services with little or no stress.

iv.

The office equipment and office settings/environments which are key components of
structural capital should be such that would facilitate effective and efficient service
delivery.
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