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To worsen the concern, studies such as Akanbi (2014a) posits that the expenditure pattern in 

Nigeria over the years has largely been driven by crude oil endowment, and particularly recurrent 

expenditure is resilient to shocks in revenue (Akanbi, 2014b). Therefore, consequent to the boost 

and burst nature of oil revenue over the years, public expenditure had exhibited a pattern that 

provokes revenue sustainability concern for Nigeria. Revenue sustainability connotes generating 

sufficient revenue to maintain a balanced economic performance over time (Onyele and 

Nwokoacha, 2016). 

 
 However, challenges have manifested as to how the revenue base of the government could be 

expanded to the tune of government activities vis-a-vis public expenditure. Given the above, there 

has been a paradigm shift in public discussion towards the diversification of the economy. 

Fantastic discussions, but the current public expenditure pattern of Nigeria seems frustrating, 

unsupportive, and unsustainable. The current situation reveals that recurrent expenditure and debt 

servicing charges consumed above 85 percent of public revenue within the period leaving 15 

percent for capital expenditure. 

 
Accordingly, the supposed revenue advantages which should have accrued from economic 

diversification seem to have been engulfed by the expenditure pattern with little or no economic 

growth impact. Consequently, these circumstances have cast doubt on the trajectory of revenue 

sustainability, hence subjected to empirical investigation to ascertain the concern of this study.  

 
1.2 Statement of Problem 

Certainly, government activities vis-a-vis public expenditure in Nigeria have grown significantly 

both in absolute and relative terms over the years (Jibir and Aluthge, 2019); but the trend exhibited 

a pattern where recurrent expenditure consumed a significant portion public revenue at the expense 

of capital expenditure. This spends revenue approach of the government endangers the future 

because it threatens future revenue sustainability.  To worsen this concern, successive governments 

have consistently accumulated borrowed funds to remedy the budget deficit. Again, rather than 

settling debt as at when due, there have been calculated practices of closing debt with new debts. 

Consequently, the trend in debt profile vis-a-vis debt burden has continued to echo new concerns 

for policy stakeholders in Nigeria and internationally (NESG, 2017).  
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But an assessment of Nigeria's public finance revealed that the public expenditure pattern 

constitutes a huge problem. Data from the Central Bank of Nigeria (CBN) Statistical Bulletin 

(2020) show that in recent years, the six years average ratio of recurrent expenditure to total 

revenue averaged 68 percent from 2015 - 2020 with a low of 55 percent in 2015 and a high of 87 

percent in 2020 while the ratio of capital expenditure to total revenue averaged 16 percent for the 

same period with a lower of 12 percent in 2015 and high of 18 percent in 2018; by implication, 

public expenditure pattern of Nigeria is dominated by consumption expenditure. This current 

situation reveals that recurrent expenditure and debt servicing charges consumed above 85 percent 

of public revenue within the period leaving 15 percent for capital expenditure. As such, the current 

public expenditure patterns where recurrent expenditure and administrative expenditure cart away 

the chunk of public revenue appear unsustainable particularly when borrowed funds are involved. 

 

Another challenge of the rising public revenue and expenditure manifested on what economic 

benefit the expenditure will attract on one hand and the induced corruption on the other hand. In 

this regard, Anfofun and Olure-Bank (2018) submit that a 1% increase in oil revenue results in 

about a 15 – 43% increase in corruption in Nigeria. Odo et al (2016) observed that public 

expenditure and public debt are significantly correlated such that the rise in deficit expenditure 

significantly induces an increase in public debt. Cooray, Dzhumashev, and Schneider (2016) noted 

that the relationship between corruption and public expenditure can affect public debt. They 

observed that corruption not only increases public expenditure, it also affects its composition and 

diverting funds from critical sectors to a sector of greater secrecy. 

 
Presently, it appears there is a vicious circle of aggregate revenue, public expenditure pattern, and 

public debt burden with corruption at the center in the Nigeria Public finance management. The 

cardinal sin is not extraction or mining natural resources; but consuming or mismanaging the 

proceeds which should have translated into productive investment (Solow, 2015). To aggravate 

this concern, the Nigerian government has continued piling up debt, raising the spectra of another 

debt trap in the future. Who will pay this debt? How can Nigeria generate revenue that will sustain 
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this expenditure pattern over time? This became even more worrisome considering the boost and 

burst nature of crude oil revenue which remained the major source of revenue for Nigeria.  

 
Accordingly, these challenges have generated revenue sustainability concerns and should be food 

for thought for policymakers and implementers. However, empirical studies probing the impact of 

the current expenditure pattern vis a vis the rising debt burden is lacking. Much of the available 

studies have focused on investigating the impact of debt and government expenditure on the 

economy (Uchenna and Evans, 2012; Oziengbe, 2013; Ukwueze, 2015; Okafor, Ogbonna, Okeke, 

2017; Anfofun and Olure-Bank; 2018). As a value-added point, the present study is a paradigm 

shift, set to examine the effect of the rising debt burden and the current expenditure pattern on the 

public revenue sustainability in Nigeria. 

 
1.3 Objective of the Study 

The major objective of this study is to investigate the effect of the rising debt burden and public 

expenditure pattern on public revenue sustainability in Nigeria.  

However, the specific objectives are to: 

i. ascertain the extent to which consumption expenditure affect revenue sustainability in 

Nigeria; 

ii. investigate the effect of productive capacity spending on revenue sustainability in 

Nigeria; 

iii. examine the effect of debt serving burden on revenue sustainability in Nigeria; 

iv. determine the extent to which the corruption index has affected revenue sustainability in 

Nigeria. 

 
1.4 Research Question 

To achieve the above objectives, the following research questions were asked: 

i. To what extent does consumption expenditure affect revenue sustainability in Nigeria? 

ii. What is the effect of productive capacity spending on revenue sustainability in Nigeria? 

iii. What is the effect of the debt serving burden on revenue sustainability in Nigeria? 

iv. To what extent does the corruption index affect revenue sustainability in Nigeria?  
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1.5 Statement of Hypotheses 

i. Consumption expenditure has no significant effect on revenue sustainability in Nigeria.  

ii. Productive capacity spending has no significant effect on revenue sustainability in 

Nigeria 

iii. The public debt serving burden has no significant effect on revenue sustainability in 

Nigeria. 

iv. The corruption index has no significant effect on revenue sustainability in Nigeria. 

 

REVIEW OF RELATED LITERATURE 

2.1 Conceptual Review 

2.1.1 Public Expenditure  

 Public expenditure includes all expenditures incurred by the government in the course of 

discharge of its functions (Ejem, Oriko, and Nwakodo, 2019). Osho, Olemija, and Falade (2019) 

defined public expenditure as the entire governments’ acquisitions including consumption and 

capital investments. Expenditure patterns represent a consistent and recurring characteristic or trait 

of allocation or spending of resources among government functions. Public expenditure pattern is 

an aspect of fiscal measure which helps in the identification of government direction and serves as 

an indicator or model for predicting government commitment to provide public goods, services, 

and works needed to foster or promote economic growth and improve the welfare of people in the 

society (Oziengbe, 2013).  

 
Over the years, the trend of public expenditure in Nigeria has increased astronomically. Lojanica 

(2015) argues that the increasing public expenditure will foster further deterioration of the 

macroeconomic environment in the long run because the government in an attempt to increase the 

revenue base will also increase the tax rate. However, public expenditure in Nigeria is classified 

according to its economic functions: administration (administrative, defense, internal securities, 

and national assembly), social and community services (education, health, and other community 

services), economic services (agriculture, construction, and other economic services) and transfers 

(public debt servicing, pensions, gratuities, and so on) and life span (recurrent and capital) 
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expenditure (Okwo, 2011). The current study will aggregate this classification based on longevity 

since sustainability is the concern. 

 
i. Recurrent or Consumption expenditure  

Recurrent expenditure means expenditures that are recurring in nature, i.e. spending that is 

consumed, whose benefits last for only a limited period. It includes salaries and pensions, 

subsidies, transfers, fuel for cars, newspapers, among others. It is public spending of the day-to-

day running of the government. The expenditure pattern represents the trend of expenditure 

incurred along with government activities and functions over time (Okwo, 2011).  

 
ii. Capital or Productive capacity expenditure  

Capital expenditure is mostly investment in assets that are used over time in the provision of goods 

or services to the taxpayers. Government capital expenditure is the money spent on goods that are 

classified as investment goods. This means spending on things that last for a while. This may 

include investment in hospitals, schools, power sector, telecommunication, ports, rails, road 

construction among others. Capital expenditure has been attributed to productivity expenditure 

(Okafor, Ogbonna, Okeke, 2017). 

 
2.1.2 Public Debt Burden  

Holding debt stock to grow above a certain threshold result in debt burden and debt crowding out 

investment (Soludo, 2003 and Okonjo-Iweala et al, 2013 in Mba et al, 2016), others believed that 

the magnitude of borrowing will not significantly affect economic growth but the inability of the 

government to manage the proceeds in a manner that it will generate wealth capable of repaying 

and servicing the debt (Uguru, 2016; Bakare, 2011 in Mba et al, 2016). Thus, excessive borrowing 

engenders a huge public debt burden for the nation (Mba, Agu, and Umunna, 2016). 

The government resorts to borrowing to cushion the impact of some economic factors which is 

believed to have a significant effect on the fiscal operation of the country such as the budget deficit, 

economic crises, natural disaster, war, development financing, large infrastructure as well as an 

ever-increasing public expenditure (Aybarc, 2019). Borrowing to finance wars and recurrent 

expenditure is referred to as dead-weight debts while borrowing to finance investments of capital 

nature is called reproductive debt (Senibi et al, 2016). Accordingly, borrowing constitutes an 
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integral part of public revenues, and as such, its political, social, and economic impacts are critical 

to the growth and sustainability of a nation. 

 
Borrowing is advantageous provided that they are channeled to increase the productive capacity 

of the economy and promote economic growth and development (Gana, 2012 cited in Uguru, 

2016).  As noted in Ijeoma (2013) and Uguru (2016) the Pattilo economic theory supported 

borrowing responsibly for developing economies to accelerate economic growth and development. 

But given the above, most previous studies submitted that borrowing could help, but better 

management of resources is desirable. 

 

In general, it is sometimes argued that the optimum public debt profile is not reached until 

additional public expenditures (total or a specific form of public expenditures, e.g., public 

investments) that are financed by debt increases the use of production capacities, increase or 

improve the production capacity of the economy, and enable the approaching to the desired 

distribution (Brummerhoff, 1996 in Svaljek, 1997). Similarly, sometimes new borrowing is simply 

considered the correct decision if it is consistent with other macroeconomic goals (current account 

balance, growth of private investments, inflation control, and maintaining external credibility) 

(Svaljek, 1997).  

 

Regarding the above submission, the attraction of debt on one hand and the danger skulking as a 

consequence of excessively enjoying the benefits of the debt, on the other hand, require constant 

caution and attention when using this fiscal policy instrument (Svaljek, 1997). Aybarc, (2019) 

noted that governments, in the short and medium-term, transfer the debt principal and interest 

payments to succeeding governments in the long term due to political reasons. This creates a debt 

burden and is worsened by the practice of closing debt with new debt especially in developing 

economies like Nigeria. 

 

Since the criteria of desirable borrowing are usually hard to quantify, some simpler ratios are often 

applied as indicators of borrowing and the possibility of further borrowing, such as debt interest 

to tax or revenue ratio, (this ratio shows to what extent the burden of interest is covered with 

tax/revenues); debt interest to public expenditures, (this indicator shows which share of public 



AFRA CONFERENCE BOOK OF PROCEEDINGS VOLUME 11, ISSUE 2 

354 

 

 

expenditures is committed due to public debt repayment obligation); debt interest to GDP ratio 

(interest is put into a ratio with GDP because the tax revenues from which the debt obligation 

needs to be met depend on GDP); the new borrowing/public expenditures ratio; the share of new 

borrowing (i.e. deficit) in GDP, and the share of total debt in GDP (Svaljek, 1997). 

 

2.1.3 Revenue Sustainability  

Revenue sustainability can be measured as the ratio of investment in productive capacity to total 

disposable income. In this case, investment in productive capacity represents capital expenditure 

on economic services and social and community services while disposable income is total annual 

revenue plus an increase or less decrease in debt at any given time. Judging by the foregoing, 

productive capacity investment in Nigeria raises the doubt of revenue sustainability for the future. 

According to Olaoye and Anyeni (2018) generation of revenue is one of the predominant roles of 

government across the globe; thus this explains why governments strategize towards maintaining 

a medium or multiple streams of revenue (Onyele and Nwokoacha, 2016) to attain a sustainable 

economic balance (Okpanachi, 2004 in Onyele and Nwokoacha, 2016). Public revenue is the 

aggregate of all funds generated by the government from all sources available to a nation (Ahmed, 

2010 in Onyele and Nwokoacha, 2016). In Nigeria's context, public revenue is classified according 

to its sources. Oil revenue has been the major source of revenue generation since its discovery in 

1956; thus the public revenue is classified in connection to oil generated and non-oil revenue 

sources. The oil revenue source is all revenue generated by the government from the sale of crude 

and other oil-connected sources while others not connected to oil revenue are pooled as non-oil 

revenue. These include revenue generated from taxes, gifts, fines, fees, grants, mining, license, 

and internal revenue, interest, and repayment, rent on government property, armed forces, and 

miscellaneous (Okwori & Sule, 2016 cited in Onyele and Nwokoacha, 2016). 

 

However, several authors have argued that the aggregate revenue generated from all sources in 

Nigeria over the years have waned and dwindled significantly partly because of the volatility in 

oil prices worldwide (Folawewo and Olakojo, 2010; Stein, 2016 cited in Onyele and Nwokoacha, 

2016); and partially because of poor tax administration coupled with the high rate of tax evasion 

and avoidance among taxpayers (individuals and corporate bodies) (Adeniyi, 2012; Akintoye and 
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Tashie, 2013 sited in Onyele and Nwokoacha, 2016). Ekokoi (2016) also argues that the 

management of Nigeria's oil wealth has been grossly in an unsustainable manner which is 

evidenced in the Nation's poor economic performance over the years. This could represent the 

corruption element in the revenue stream. Because of the above, fiscal deficit has been on the rise 

over the years which has automatically led to public borrowing to fill the gap. 

 

2.1.4 Corruption in Public Finance  

Another salient saga in this increasing expenditure pattern in Nigeria is the issue of corruption. 

Corruption involves abuse or misuse of public office for personal advantage, accumulation of 

wealth, or illegal securing of power (Nelson and Yebimodei, 2018). According to Anfofum and 

Olure-Bank (2018), the consequence of economic corruption is a wholesome efficiency decline in 

the economic system. When corruption is high in a society, it results in a perpetual increase in

public spending (Dzhumashev, 2014b in Coory et al, 2018). Corruption not only leads to increased 

public spending, but also diverted public spending from critical sectors such as education, health, 

and other community services, agriculture, construction, and other economic services (Mauro, 

1998 in Coory et al, 2018) to areas or sector of secrecy and less transparency such as 

administrative, defense, internal securities, and national assembly (Coory et al, 2018). The effect 

of corruption in public finance is cyclical, it depletes public revenue (Anfofum and Olure-Bank, 

2018), increase public spending through inefficiencies and direct embezzlement, and also affects 

public debt (Coory et al, 2018), and thus it affects almost all facet of the fiscal system. However, 

it has been argued that perception is important in measuring corruption from the perspective of 

public institutions (Martin et al, 2007 in Coory et al, 2018). 

 

 

 

2.1.5 Expenditure Pattern and Debt Burden: the Nigeria Experience 

Over the years, the trend of public expenditure in Nigeria and debt services has increased 

astronomically and has threatened revenue sustainability as graphically presented in appendix 1. 

Figure 1 presents the public expenditure pattern of the Nigerian government along with economic 

activities from 1999 through 2018. From the graph, it is obvious that government spending has 
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astronomically increased over the years. Administration (administrative, defense, internal

securities, and national assembly) moved from 226.37 billion naira in 1999 to 2,030.31 billion 

naira in 2018; public debt servicing moved from 30.84 billion in 1999 to 2,161.37 billion naira in 

2018; social and community services (education, health, and other community services) moved 

from 88.62 billion naira in 1999 to 1,287.15 billion naira in 2018; economic services (agriculture, 

construction, and other economic services) moved from 410.66 billion naira in 1999 to 1,126.04

billion naira in 2018; and other transfers (pensions, gratuities, and so on) moved from 191.19 

billion naira in 1999 to 752.43 billion naira in 2018. 

 

Notably, while expenditures on administration and public debt servicing increased by 199.55

percent, social and community services, economic services, and other transfers increased by 88.55 

percent. The chart also confirms the submission of Cooray, Dzhumashev, and Schneider (2016) 

that corruption not only increases public expenditure, it also affects its composition, diverting 

funds from critical sectors to a sector of greater secrecy. Figure 2 shows the expenditure pattern of 

Nigeria from 1999 to 2018 base on life span classification. Figure 2 revealed that recurrent 

expenditure and debt services have moved from 449.66 billion naira in 1999 to 5,675.20 billion 

naira in 2018 while capital expenditure moved from 498.83 billion naira in 1999 to 1,682.10 billion 

naira in 2018. Certainly, these expenditure classes have significantly increased but while recurrent 

(consumption) expenditure growth was about 1,162.10%, the capital (productive) expenditure 

growth was about 237.75%. By implication, consumption expenditure grows faster than 

productive expenditure approximately 4.89 times. How and for how long can Nigeria sustains this 

expenditure pattern and what is the fate for the future?  

 

This huge gap between consumption expenditure and productive expenditure provokes revenue 

sustainability concern for Nigeria. Revenue sustainability connotes generating sufficient revenue 

to maintain a balanced economic performance over time (Onyele and Nwokoacha, 2016); meaning 

that the current resource increase must create opportunities for the future or that opportunity for 

the future must not be neglected. Several studies have suggested diversification of public revenue 

base (Uguru, 2016; Jibir and Aluthge, 2019); expansion of tax base (Oladipupo and Ibadan; 2016); 

and trimming down government expenditure by cutting off all nonproductive budget allocations 



AFRA CONFERENCE BOOK OF PROCEEDINGS VOLUME 11, ISSUE 2 

357 

 

 

(Kiminyei, 2018). Okafor, Ogbonna, and Okeke (2017) observed that spending more on the 

education and health sector could boost human capital development.  

Figure 3 shows that the revenue committed to capital expenditure in Nigeria in 1999 was 52.47 

percent of total revenue, recurrent expenditure 44.12 percent, and debt services 3.25 percent. But

by the end of 2018, 16.69 percent of revenue is committed to capital expenditure, 39.71 percent 

was committed to recurrent expenditure while 24.50 percent was on debt services. This evidence 

implies that 64.21% of total government revenue was spent on consumption expenditure while 

only 16.69 percent on productive expenditure as it were without the corruption factor.   

 

Conclusively, the expenditure pattern of the nation is grossly unsustainable and requires urgent 

attention to strike a balance between revenue expenditure and capital expenditure, and reduce the 

increasing loan burden of the nation. Accordingly, Ijeoma (2013) noted that the Paris Club debt 

relief saved Nigeria an annual debt servicing cost of $2.3 billion which was proposed to be plowed 

back and directed to sustainable developmental projects, employment generation, wealth creation, 

and human capital development in areas of education, agriculture, health, water supply, road 

construction, and power generation. Critical examination of the current public expenditure patterns 

within this period speaks volumes on the extent to which this proposal was complied with over the 

years. Recently also, the government took delivery of the $322 million returned Abacha loot, 

instead of investing it in productive capacity, the huge sum was disbursed on cash transfer 

program, while the government went further to borrow $328 million from China. At the end of 

2017, the debt service charges consumed 24.50 percent of total revenue, how sustainable is this 

pattern of expenditure in the long run.  

 

 

 

2.2 Theoretical Framework 

The theoretical framework draws from three distinct theories namely: the Economic Model of 

Sustainability Theory (ST), Public Choice Theory (PCT), and the Theory of Public Debt and 

Current Reflection.  
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The economic model of sustainability theory propounded by Robert Solow in 1995 proposed 

that opportunity usually in the form of capital should be sustained. The basic assumption of the 

theory was that sustaining capital might be in the form of human capital development, social 

spending on the poor, and environmental protection. In the words of Robert Solow, sustainability 

is an investment problem, in which returns from the use of natural resources must be managed to 

create new opportunities of equal or greater value. When this does not happen, may lead to 

intergenerational inequity. 

 
The Public Choice Theory (PCT) was propounded by James Buchanan and Gordon Tullock

in1986. According to PCT, self-interest is the major motivation of people in both private and public 

offices. The theory posited that although most people base some of their actions on concerns for 

others, the dominant motive in peoples' actions both as employers, employees, or consumers 

concerns for themselves. Therefore, people acting in the political marketplace have some concern 

for others but their main motive is self. 

 
Finally, the theory of Public Debt and Current Reflections propound Aybarc, 2019. The theory 

assumed that the accumulation of public debt has political, economic, and social penchants. The 

political inclination explained within the political business life cycle maintained that the expansion 

in public spending is pressured by the voters' expectation, but the government prefers to finance 

these expenditures from internal borrowing to increase the tax burden of the voters; thereby 

successive government transfers both debt principal and interest payments to the next, 

consequently debt burden tends to increase. The economic and social aspects of public debt 

explained why the tenure should be long, short, or medium-term, how the proceeds of debt should 

be spent, and on what and how to source the fund. The following theories were reviewed to 

enhance more understanding of public expenditure patterns and increasing debt burden but this 

study is majorly anchored on sustainability theory. Investment in human capital, environmental 

protection, and social investments is critical for sustainability, therefore capital expenditure and 

other transfers that benefit the poor supports sustainable revenue for the future. Given the review 

so far, the current generation has consumed the resources which would have sustained future 

generations. To compound the problem, the increasing debt burden has mortgaged future public 
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revenue stream without any trajectory of new opportunities inform of capital investment that will 

generate revenue of equal or greater value. The concept of sustainability thus raises a starkly basic 

question: how can Nigeria successfully maintain the current expenditure pattern and/or with the 

rising debt burden? This endangers the future and supported the concept of intergenerational 

inequity. 

 

2.3 Empirical Review 

A good number of scholars have contributed immensely to empirical studies in connection with 

public expenditures, public debts, public revenues, and other economic variables to establish the 

nexus existing among them. For instance, Uchenna and Evans (2012) empirically examined the 

behavioral pattern of government spending in Nigeria using three theoretical perspectives: 

Leviathan displacement theory, Peacock-Wiseman displacement theory, and Wagner's theory. 

Using secondary data spinning 1961 through 2009, the study formulated an econometric model 

estimated with vector autoregressive technique. Results revealed that public spending in Nigeria 

pursues fiscal decentralization and political instability rather than economic growth. 

Recommended that increase internally generated revenue at the state level will assist encourage 

decentralization and the burden of over-concentration at the federal level. 

 

Oziengbe (2013) examined the relative impact of government expenditure on the economy in 

Nigeria from 1980 to 2011. The study used time series data of revenue and capital expenditure and 

the gross domestic product (GDP) generated from the CBN statistical bulletin and World Bank 

development indicators. Multiple regression analysis was employed on the framework of Ram's 

growth model and cointegration and error correction mechanisms were used to estimate the impact 

of recurrent and capital expenditure on GDP. Results revealed an insignificant short-run 

relationship between government expenditure and the GDP but a significant negative long-run 

impact of recurrent expenditure and GDP. Based on this result, the study recommends increased 

capital expenditure to provide infrastructure and other capital projects. 

 
Another study by Ukwueze (2015) used the Ordinary least squares (OLS) estimation technique to 

examine the determinants of the size of government expenditure in Nigeria. The study adopted 
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Short-Run Error Correction Model and long-run static equation to compare short-run dynamics 

with the long-run relationships. It was found that growth rate; volume in revenue generation and 

private investment significantly boasts government expenditure while internal and external 

borrowing is counterproductive. 

 

Okafor, Ogbonna, and Okeke (2017) investigated the long-run impact of government expenditure 

on education and health on human capital development in Nigeria. Time series data covering the 

period of 1986 – 2015 was generated from CBN statistical bulletin. Variance analysis and a 

regression model were employed. Augmented Dickey-Fuller unit root and granger causality were 

conducted. The study found that the nature, pattern, and level of government expenditure in 

education and health significantly influence human capital development in Nigeria. The study 

recommended that the government should encourage Human Capital Development by channeling 

more funds to educational development and the health sector to boost the nation's industries and 

productivity which will ultimately boost economic growth in the long run. 

 
Ejem, Oriko, and Nwakodo (2019) investigated the impact of recurrent expenditure on economic 

growth in Nigeria. Secondary data was collected from CBN statistical bulletin 2017. The test 

statistic employed for data analyses includes the Augmented Dickey-Fuller unit root test, Johansen 

Cointegration Test, Ordinary Least Square, and VAR Granger Causality/Block Exogeneity Wald 

Tests. The result shows a positive and significant relationship between the expenditure on social 

and economic services but a negative relationship between administration expenditure and 

economic growth. The study recommends adequate financing of economic and social services for 

optimal economic growth. 

 

Recently, Jibir & Aluthge (2019) used time series data for Nigeria spanning between 1970 and 

2017 to investigate the factors that are responsible for the growth in government expenditure size. 

The study adopted a modified version of Wagner's law and analyzed the data using Autoregressive 

Distributed Lag (ARDL) model. The study found that population; trade openness, oil price, oil 

revenue, taxation, GDP, and inflation are significant determinants of the magnitude of Nigeria's
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government expenditure. The study recommended diversification of revenue base, fiscal and 

monetary policy reforms, and the use of the fiscal rule in exchange through crude revenue. 

 
Osho, Olemija, and Falade (2019) empirically examined the effect of tax revenue on government 

capital expenditure in Nigeria. The study adopted the public finance analysis model using

secondary data spinning from 2009 to 2018. Multiple regression analysis and Johansen's co-

integration test were conducted. Results revealed that tax revenue does not significantly impact 

capital expenditure in Nigeria. The study recommended using tax revenue to financing public 

goods as a way of discouraging tax evasion and avoidance in Nigeria. 

 
Ijeoma (2013) examined public the impact of public debts on selected macroeconomic variables 

for the period 1980 through 2010. The study generated data from the CBN statistical bulletin and 

the Nigerian Debt Management office. Linear regression analysis was employed. Results showed 

that external debt servicing payments have a significant impact on the economy. Therefore, the 

study recommends limiting borrowing to higher priority projects and when borrowed strictly 

monitored to ensure efficient and effective utilization of funds. 

 
Odo, Igberi, and Anoke (2016) also investigated the nexus between public debt and public 

expenditure from 1980 through 2015 using the causality approach. Data was generated from CBN 

statistical bulletin. The study employed cointegration, vector error correction model, and Wald test 

in data analyses at 5 percent significant levels. Results revealed that both revenue expenditure and 

capital expenditure are significant predictors of public debt with the study period. It also showed 

that government borrowing is fueled by the budget deficit and not necessarily to finance 

infrastructure. The study recommended a reformative approach to public budgeting approaches 

such as Result Based Budgeting (RBB), Zero-Based Budgeting (ZBB), Planning Programming 

Budgeting (PPB), and Management by Objective (MBO) or Exclusive Budgeting (EB). 

 
In another study, Uguru (2016) empirically investigated the nexus between public debt and 

government expenditure in Nigeria from 1980 t0 2013. The study developed a model that proxy 

capital and revenue expenditure as the independent variable while public debt is the dependent 

variable. The ordinary least square regression method was employed in data analysis. The study 
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found a significant relationship between public debts, capital, and revenue expenditure in Nigeria. 

The study recommended a reduction of recurrent expenditure and increase in capital expenditure 

as a matter of urgency and diversification of revenue base in Nigeria. 

 
In recent times also, Essien, Agboegbulem, Mba, and Onumonu (2016) examined the impact of 

public sector borrowings on selected microeconomic variables in Nigeria using secondary data 

spanning 1970 – 2014. The study employed the Vector Autoregressive framework, the Granger 

causality test. The paper revealed that while the level of external and domestic debts had no 

significant impact on economic growth and inflation, they influenced the level of interest rates 

prevailing in the economy. The paper recommends that the current approach of borrowing from 

the long-term market by the government through the DMO should be sustained. Akanbi (2014) 

empirically examined the pattern and factors driving revenue and capital expenditure in Nigeria. 

Time series data spinning 1974 – 2012 was used for the estimate. The study employed the Johansen 

estimation technique. Results revealed that recurrent and capital expenditure increases with 

increasing revenue hence total expenditure is flexible with revenue expansion. 

 

Lojanica (2015) investigated the causality between public expenditure and public revenue in the 

Republic of Serbia using monthly secondary data covering January 2013 to November 2014. 

Autoregressive distributed lag (ARDL), Granger Causality, and vector error correction model were 

employed in data analyses. Empirical results revealed a cointegration between the two variables 

and a unidirectional causality moving from government expenditure to revenue in the long run, 

thus supporting the spend revenue hypothesis. Based on these results, the study recommended a 

reduction in public expenditure. 

 
Cooley et al (2016) examined the nexus between corruption, shadow economy, and public debt 

using data from 126 countries over 1996 – 2012. Ordinary least squares (OLS), system generalized 

moments, instrumental variable estimation, and fixed effect were employed in data analyses. 

Results revealed that there exists a vicious cycle between corruption, public expenditure, public 

debt, and tax revenue. It also shows that corruption reduces revenue, while increased public



AFRA CONFERENCE BOOK OF PROCEEDINGS VOLUME 11, ISSUE 2 

363 

 

 

expenditure induces corruption. Hence, the study recommended the implementation of an efficient 

corruption control mechanism. 

 
Nelson and Yebimodie (2018) also examined the effect of corruption on government spending in 

Nigeria from 1994 – 2017. Vector autoregressive model was used for data analyses. The study 

found that corruption has a negative insignificant effect on recurrent and capital expenditure. But 

both recurrent and capital expenditure has a positive significant effect on corruption.  

Anfofun and Olure-Bank (2018) investigated the dynamic effect of oil revenue on economic 

corruption in Nigeria from 1994 – 2012. DF, Augmented DF, and Phillips Peron tests were 

conducted. Results revealed that a 1% increase in oil revenue results in about 15 – 43% increase 

in corruption in Nigeria. Hence the study suggested the implementation of policies to curb 

corruption and better the economy. Onifade, Cevik, Erdoğan,  Asongu, and  Bekun (2020) 

examined the government spending pattern and its impact on economic growth in Nigeria from 

1981 to 2017. Pesaran's ARDL method was adopted in the study. The study found that recurrent 

expenditure has a significant negative impact on Nigerian economic growth and a significant 

correlation between public spending and economic growth. 

 

Eke and Akujuobi (2021) investigated the impact of the public debt burden on economic growth 

in Nigeria from 1981 to 2018. The study used the co-integration approach. Findings revealed a 

short-run significant association between public debt and economic growth and a long-run 

significant negative impact on economic growth in Nigeria. 

 
From the above empirical review, there is an obvious gap in the existing literature on the effect of 

public debt burden and government expenditure pattern on revenue sustainability in Nigeria. Most 

of the existing studies have established a positive significant relationship between non-oil revenue 

and economic growth (Ilaboye and Mgbame, 2012; Inyiama and Ubesie, 2016; and Owino, 2018), 

but not in connection with the rising debt burden and expenditure pattern. The review also revealed 

that studies connected to revenue sustainability in the context of the current expenditure pattern 

and debt burden are either scarce or lacking. Therefore, the current study is an attempt to close 

these gaps. 
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METHODOLOGY 

3.1 Research Design 

Data were collected from CBN Statistical Bulletin 2018 and Transparency International database 

and as such Ex-post facto design was adopted. This design is considered most appropriate due to 

this study because it establishes behavioral nexus between variables of past events. 

 
3.2 Method of Data Analysis 

The study employed descriptive statistics and robust linear regression techniques to analyze the 

data. Specific regression diagnostics tests such as skewness/kurtosis normality tests, Shapiro-W 

Wilk normality test, Pairwise correlation, variable inflation tests of multicollinearity, Breusch-

Pagan/Cook-Weisberg test of Heteroskedasticity, and Durbin-Watson test for autocorrelation were 

conducted. 

3.3 Model Specification 

To empirically investigate the effect of public expenditure pattern and debt burden on revenue 

sustainability in Nigeria, we adopted an open fiscal model as specified in Mbah, Agu, and Umunna 

(2016), however with some modifications. The study argued that there is a vicious cycle of public 

expenditure pattern, debt burden, and public revenue, therefore a robust framework linking all 

aspects of public finance was appropriate. The model investigates the linear relationships of public 

expenditure pattern, debt burden, and public revenue and is stated thus: 

rsus = β0 + β1pep + β2pdb + β3 cor+ µ       Equ. 

(1) 

Where:  rus = Revenue Sustainability 
pep = Public Expenditure Pattern 
 β2pdb = Public Debt burden 
 cor= Corruption Index 

Explicitly the model is represented thus: 
rsus = β0 + β1cex+ β2pcs+ β3dsc+ β4lncor + µ      Equ. 
(2) 
Where:  cex = Consumption Expenditure 

 ps = Productivity spending 
 ds = Debt serving charges 
 lncor = Natural log of Corruption Index 

   µ = Margin 
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 β0, β1, β2 … βn = Coefficient factor 

The apriori expectation was that: 

i.  Consumption Expenditure will have a negative significant effect on revenue 

sustainability; 

ii. Productive spending will have a positive effect on revenue sustainability 

iii. Debt Burden will have a negative significant effect on revenue sustainability, and 

iv. Corruption affects Revenue Sustainability negatively in Nigeria. 

 
3.4 Statement of Decision Rule 

According to Gujarati, Porter, and Gunasekar (2009), the decision rule involves accepting the 

alternate hypothesis (H1) if the coefficient for malicious insider abuses (MIA) is either positive or 

negative, the modulus of the t-Statistic > 2.0 and the P-value of the t-Statistic < 0.05. Otherwise, 

accept H0 and reject H1. 

3.5 Description of Variables  

Type Name Measurement Proxy 

Dependent 
Revenue 

Sustainability 

rsus

=
Capital expenditure

𝑇𝑜𝑡𝑎𝑙 𝑅𝑒𝑣𝑒𝑛𝑢𝑒  ± 𝐷𝑒𝑏𝑡 𝐶ℎ𝑎𝑛𝑔𝑒𝑠
 

Public Revenue 

Independent 
Variables 

Consumption 
expenditure cex =

Recurrent expenditure

𝑇𝑜𝑡𝑎𝑙 𝑅𝑒𝑣𝑒𝑛𝑢𝑒 
 

Public expenditure 
pattern 

Productivity 
spending pcs =

Capital expenditure

𝑇𝑜𝑡𝑎𝑙 𝑅𝑒𝑣𝑒𝑛𝑢𝑒  
 

Public Expenditure 
pattern 

Debt Serving 
Charges dsc =

Debt Charges

𝑇𝑜𝑡𝑎𝑙 𝑅𝑒𝑣𝑒𝑛𝑢𝑒  
 Debt Burden 

Corruption 
perspective 

Natural Log of corruption perspective 
index 

Corruption 
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PRESENTATION OF RESULTS 

4.1 Descriptive Statistics 

Table 4.1: Result of Descriptive Statistics and Normality Test 

 
Variable 

 
Rsus 

 
Cex 

 
pcs 

 
dsc 

 
incor 
 

Obs 22 22 22 22 22 
Mean .0713636     .4218182     .115      .1109091     3.059545      
Std. Dev.       .0243575       .1837088        .038266        .0796964       .3037774        
Min .04      .22       .07        .03      2.30       
Max .11 .87 .20 .29 3.33 
Skewness/Kurtosis tests for Normality 
Pr(Skewness)   0.4562         0.0486         0.2223         0.0308         0.0182        
Pr(Kurtosis) 0.0340         0.6850         0.7444         0.9714         0.4875         
adj chi2(2)    4.99         4.25          0.9714         4.71       5.71         
Prob>chi2 0.0825 0.1193 0.4875 0.0949 0.0574 
Shapiro-Wilk W' test for normal data 
W’ 0.95671       0.89687       0.94167       0.82520       0.79482       
V’ 1.097      2.613      1.478      4.428      5.198      

Z 0.187     1.947     0.792     3.017     3.342    
Prob>z 0.42586 0.02575 0.21427 0.00128 0.00042 

Source: Stata 14.2 Statistical Software Computation, 2021 

 

Table 4.1 above presents the results of the descriptive statistics and normality tests on our dataset. 

From the table, the total observation of the dataset is twenty-two. It also presents the mean, 

standard deviation, minimum, and maximum values of the dataset. 

 
4.2. Results Diagnostic Tests 

Again, Table 4.1 presents the outcome skewness/kurtosis tests revealed the prob>chi2 values of 

0.0825, 0.1193, 0.4142, 0.0949, and 0.0594 for revenue sustainability, consumption expenditure, 

productive capacity, debt burden, and the log of corruption index respectively. These outcomes 

suggest that all the variables are normally distributed. To confirm these results, we employed 

Shapiro-Wilk W' test for normal data results confirmed that revenue sustainability and productive 

capacity expenditure are normally distributed having Prob>z values of 0.42585 and 0.21427 which 

is greater than 0.05 significant levels while the consumption expenditure, debt burden, and the log 

of corruption index are not normally distributed with Prob>z values 0.02575, 0.00128 and 0.0042 
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respectively which is less than 0.05. Therefore, we conclude that all the variables are not normally 

distributed.  A test of multicollinearity was conducted using the variance inflation factor approach 

(VIF). A general rule of thumb for interpreting VIFs value is between 1 and 5 which indicates a 

moderate correlation between a given explanatory variable and above 5 is severe. A value of 1 

indicates no correlation between a given explanatory variable and any other explanatory variables 

in the model. In this case, the VIFs of the explanatory variables lie between 1.08 and 6.18 which 

is greater than 5. We, therefore, conclude there is a multicollinearity problem among the data. 

Table 4.2 below presents the outcome of the analysis. 

 

The study employed Breusch-Pagan/Cook-Weisberg test to ascertain whether or not the standard 

deviation of the data over the period is statistically constant (heteroskedasticity problem). Breusch-

Pagan/Cook-Weisberg test assumes the p-value of above the significant levels to be free from 

heteroskedasticity problem among the dataset. In this case, the result shows a Prob>chi2 = 0.4275 

which suggested the absence of heteroskedasticity problem on the dataset. Hence we opted for 

robust linear regression. Finally, the Durbin-Watson statistics is 2.455 which are not substantially 

greater than 2, and also closer to 2 than 4 which indicates the absence of positive serial 

autocorrelation in the time series data.  

 
 

4.3 Correlation Matrix 
Table 4.2: Correlations Analysis Results 

variable Rsus cex Pcs dsc lncor 

Obs 22 22 22 22 22 

rsus 1.0000     

 0.0000     
cex -0.1379 1.0000    

 0.5407     
pcs 0.9426* 0.0637* 1.0000   

 0.0000 0.7783    
dsc -0.2852 0.8790* -0.1155 1.0000  

 0.1982 0.0000 0.6086   
lncor -0.3159 0.4931* -0.0993 0.3665 1.0000 

 0.1521 0.0197 0.6601 0.0935  
Source: Stata 14.2 Statistical Software Computation, 2021  
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The study conducted pairwise correlation to determine the extent of the relationship between the 

variables as presented in table 4.2. It indicates that the relationship between revenue sustainability 

and productive capacity expenditure is strong, highly significant, and positive at 0.05 significant 

levels. Other variables exhibit an insignificant correlation with revenue sustainability but 

negatively. 

 
4.4 Test of Hypotheses 
 Table 4.3 Robust Linear Regression is used to test the above-stated hypothesis. 

Linear regression       Number of obs   22 
          F(4, 17)    85.14 

            Prob > F  0.0000 
           R-squared  0.9495 
            Root MSE  .00608 

rsus Coef. (β) Robust Std Err. t P>t [95% Conf. interval VIF 1/VIF 

                  

cex -.0051096 0.0175573 -0.29 0.779 -0.0421522 -0.0421522 6.18 0.161845 

pcs .5844899 .0383446 15.24 0.000 .5035899 .6653899 5.35 0.186944 

dsc -.0246689 0.0360476 -0.68 0.503 -0.1007227 .0513849 1.43 0.699130 

lncor -.0141202 0.005452 -2.59 0.019 -0.0256229 -0.0026175 1.22 0.821932 

_cons 0.0522401 0.0165903 3.15 0.006 -0.0172376 0.0872426   

            Mean VIF 3.54   

            Durbin-Watson 2.455   

Source: Stata 14.2 Statistical Software Computation, 2021 
Equation: rsus = 0.0522401 - 0.0051096(cex) + 0.5844899(pcs) - 0.0246689(dsc) - 
0.0141202(lncor) 
 

The R-squared is .9495. This indicates that about 95 percent of the variation in the revenue 

sustainability in Nigeria could be explained by the explanatory variables consumption expenditure, 

productive capacity spending, debt serving burden, and log of corruption index in the model. 

Consequently, 5 percent of variations in revenue sustainability could be explained by other 

variables not considered an error term. 

 
Regarding the coefficient (β), table 4.3 above indicates that a unit change in consumption 

expenditure and debt serving burden will decrease the revenue sustainability by -0.0051096 and -

0246689 respectively. Precisely, these variables exhibited a weak negative influence on revenue 

sustainability with p-value = 0.779 and 0.530 respectively. Since the p-values > 0.05 at 0.775 and 

0.530, and t-statistics < |±2| at -0.28 and -0.64, we reject the alternate hypothesis and conclude that 
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human capital efficiency very insignificant effect on the level of revenue sustainability in Nigeria. 

It also reveals that productive capacity spending has a very strong positive effect on revenue

sustainability since the p-value = 0.0000, t-statistics = 15.27. Therefore, a unit increase in 

productive capacity spending will improve revenue sustainability by 0.5844899. Likewise the log 

of corruption index exert a negative significant impact on revenue sustainability with p-value = 

0.015, t-statistics = -2.70. By implication, a unit increase in the corruption index will decrease the 

revenue sustainability by -0.0141202. 

 

SUMMARY, CONCLUSION, AND RECOMMENDATION 

5.1 Summary of Results 

1. We hypothesize that consumption expenditure has no significant effect on public revenue 

sustainability in Nigeria. The results of our analyses show that consumption expenditure 

has a negative insignificant effect on revenue sustainability in Nigeria.  

2. We also hypothesize that productive capacity spending has no significant effect on public 

revenue sustainability in Nigeria. The result reveals that productive capacity spending 

exerts a strong positive significant effect on public revenue sustainability in Nigeria. 

3. Additionally, we hypothesize that the debt servicing burden has no significant effect on 

public revenue sustainability in Nigeria. The result reveals that the debt burden also has an 

insignificant negative effect on revenue sustainability in Nigeria. 

4. Finally, we hypothesize that corruption has no significant effect on revenue sustainability 

in Nigeria. Our findings reveal that corruption impacts significantly on revenue 

sustainability but negatively in Nigeria. 

 

5.2 Conclusion 

The rising public debt burden vis a vis the public expenditure pattern has echoed new concerns for 

policy stakeholders in Nigeria. There has been rising concern on how to solve the numerous 

economic challenges (unemployment, poverty, inequality, low standard of living, insecurity, and 

so on) threatening the survivability of the nation presently. Previous studies have suggested 

diversification of the economy to improve the revenue base and a significant shift from an oil-

based economy. However, with the current expenditure pattern of the nation, investment in 
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productive capacity which will drive the diversification proposal is stunted. To aggravate these 

concerns, borrowed funds are channeled to consumption expenditure thereby increasing the debt 

burden for the nation. It was also observed that the nation presently adopts the spent revenue 

hypothesis where revenue drives expenditure; hence borrowing becomes inevitable in a period of 

dwindling revenue. To sustain the revenue of the nation, this study concludes that diversification 

is an unavoidable option; but before reasonable success will be recorded, the current debt burden 

must be drastically reduced and the current expenditure pattern must be changed to allocate at least 

40 percent of the total revenue to productive capacity for future revenue sustainability 
 

5.3 Recommendations 

1. Cost of Governance should be reduced to the barest minimum and the budget office and 

the economic team must ensure that the ratio of recurrent expenditure to capital expenditure 

in the budget must conform to international best practices.  

2. Boost capital expenditure in all economic activity through budget allocation and 

implementation. 

3. The debt management office should take drastic measures to reduce the debt burden of the 

nation and restrict borrowing to finance capital projects that will encourage diversification 

and strict monitoring on the uses of borrowed funds to ensure compliance. 

4. There should be In the fight against corruption, we suggest that automation of the 

accounting system and adoption of integrated government management system in all 

ministries and parastatals will assist to curb corruption in the recurrent expenditure and 

capital expenditure implementations, and fully-fledged adoption of International Public 

sector Accounting System (IPSAS) to enhance transparency and accountability in 

governance is desirable. 
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Appendix 1 
Figure 1: Public Expenditure Pattern by Economic Activities. 

 
Source:  Author’s Computation 2021 

Figure 2: Recurrent, Capital and Debt Interest Pattern 

 
Source:  Author’s Computation 2021 
  

Figure 3: Recurrent, Capital and Debt Interest Percentage of Revenue 
 

 
Source:  Author’s Computation 2019 
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Model Summaryb 

Mod
el R 

R 
Square 

Adjusted R 
Square 

Std. Error 
of the 

Estimate 

Change Statistics 

Durbin-
Watson 

R Square 
Change 

F 
Change df1 df2 

Sig. F 
Change 

1 .974a .950 .938 .00608 .950 79.917 4 17 .000 2.455 

a. Predictors: (Constant), lncor, ps, ds, ce 

b. Dependent Variable: rsus 

 
Appendix 2 

S/N Year rsus Cexp pcex dsrv Lncor 

1 1999 0.11 0.47 0.16 0.03 2.77 

2 2000 0.06 0.24 0.09 0.07 2.48 

3 2001 0.11 0.22 0.16 0.06 2.30 

4 2002 0.09 0.40 0.12 0.09 2.77 

5 2003 0.05 0.38 0.07 0.14 2.64 

6 2004 0.05 0.28 0.08 0.10 2.77 

7 2005 0.10 0.24 0.15 0.07 2.94 

8 2006 0.09 0.23 0.14 0.04 3.09 

9 2007 0.08 0.28 0.12 0.04 3.09 

10 2008 0.08 0.27 0.12 0.05 3.30 

11 2009 0.11 0.44 0.20 0.05 3.22 

12 2010 0.06 0.43 0.10 0.06 3.18 

13 2011 0.04 0.30 0.07 0.05 3.20 

14 2012 0.04 0.31 0.07 0.06 3.30 

15 2013 0.06 0.38 0.10 0.08 3.22 

16 2014 0.05 0.34 0.07 0.09 3.30 

17 2015 0.05 0.55 0.10 0.15 3.26 

18 2016 0.04 0.74 0.07 0.25 3.33 

19 2017 0.06 0.64 0.11 0.24 3.30 

20 2018 0.08 0.59 0.14 0.23 3.30 

21 2019 0.10 0.68 0.18 0.20 3.26 

22 2020 0.06 0.87 0.11 0.29 3.29 
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Appendix 3 
Raw Data 

Year Notional Debt Total Revenue 
Total Productive 
exp 

Rec 
Exp Cap Exp 

DEBT 
SERVICING 

1998 1193.85          

1999 3,372.18 949.19 340.83 449.66 498.03 30.84 

2000 3,995.63 1,906.16 139.47 461.60 239.45 131.05 

2001 4,193.27 2,611.03 313.09 579.30 438.7 155.42 

2002 5,098.89 1,731.84 247.80 696.80 321.38 163.81 

2003 5,808.01 2,575.10 153.72 984.30 241.69 363.51 

2004 6,260.59 3,920.50 197.75 1110.64 351.3 382.5 

2005 4,220.98 5,547.50 336.40 1321.23 519.5 393.96 

2006 2,204.72 5,965.10 340.89 1390.10 552.39 249.33 

2007 2,608.52 5,727.51 509.27 1589.27 759.32 213.73 
 

2008 2,843.56 7,866.60 656.46 2117.36 960.89 381.2 

2009 3,818.47 4,844.59 650.94 2127.97 1,152.80 251.79 

2010 5,241.66 7,303.67 563.97 3109.44 883.87 415.66 

2011 6,519.69 11,116.85 479.25 3314.51 918.55 527.18 

2012 7,564.43 10,654.75 418.30 3325.16 874.83 679.3 

2013 8,506.30 9,759.79 660.47 3689.03 1,108.39 828.1

2014 9,535.52 10,068.85 504.74 3426.94 783.12 941.7 

2015 10,948.51 6,912.50 431.72 3831.95 818.37 1,060.38 

2016 14,537.11 5,616.40 347.75 4160.11 653.61 1,426.00 

2017 18,377.01 7,445.00 709.85 4779.99 1,242.30 1,823.89 

2018 20,533.60 9,551.80 956.91 5675.20 1,682.10 2,161.37 

2019 
         
23,295.07  

          
10,262.26  1,258.88 6997.20 

   
2,289.00                   2,005.40  

2020 
         
28,729.50  9303.20 900.21 8121.64 

   
1,614.89                   2,712.30  
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Abstract 
The study examines the mediating effect of profitability on the relationship between dividend policy 
and value of listed conglomerate companies in Nigeria. The study used secondary data which were 
extracted from annual reports of the sampled companies for elven years from 2009 to 2019. The 
data were analyzed, using regression analysis. The result of the regression shows that dividend 
policy has positive significant impact on firm value of listed conglomerate companies in Nigeria. 
The result also shows that profitability does not significantly mediate the relationship between 
dividend policy and firm value. The study recommends that the management of listed conglomerate 
companies in Nigeria should consider Bird in the hand theory when taken decisions on dividend 
because distributing dividends constantly tend to motivate existing investors and new ones to invest 
in companies. Finally, finance managers of conglomerate companies in Nigeria should be 
diligence in the handling of dividend payout information among the sector players in a bid to 
ensure that there is inclusivity of the stock market stakeholders.  
Keywords: DPO, ROA, FV and Conglomerate Companies  
 

Introduction 

Dividend policy decision issue still one of the most contentious in corporate finance literature.

This issue has be one of the most controversial issues of interest in financial literature since joint 

stock companies came into existence. According to Mohammed (2007) concluded that researchers 

have engaged in modeling and examined the effect of dividend policy and earnings on share prices 

in developing and developed countries. Dividend is defined as the part of profits generated by the 

firm which are distributed to the shareholders of the firm in proportion to their ownership. Also, 

Lease, et al., (2000) defined dividend policy as the practice that management follows in making 

dividend payout decisions or, in other words, the size and pattern of cash distributions over time 

to shareholders. Dividend policy is essential for the running of any business organization to 

flourish and perhaps it is one of the successive and impressive instruments for evaluating the value 

of a company and it perform a great value in comforting shareholders and it is highly important 

because of its advert effect on share values (Williams & Duro, 2017).  
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In a nut share, a constant dividend policy is expected to lead to higher firm value (share prices) 

because of the greater confidence of investors about future prospects of the company yet needs to 

be viewed in the wider context at the end of each financial year, each company ascertains its 

performance by establishing whether a profit has been made or not. Dividend policy remains one 

of the most consequential financial policies not only from the perspective of the company, but also 

from that of the shareholders, investors, employees, the consumers, regulatory bodies as well as 

the government (Uwuigbe & Jafaru, 2012). It is usually expressed as a percentage of nominal value 

of the company’s ordinary share capital or as a fixed amount per share. 

 
Firm value is very important because high firm value will be followed by high shareholder wealth 

(Gapenski, 1996). The higher the share prices of the firm, the higher the value. Managers are 

required to make decisions that consider all stakeholders in maximizing the company value in the 

long term because the manager will be assessed for his performance based on the success of 

achieving the goal (Jensen, 2001). The question of what to do may arise, when the firms begin to 

generate profits. Should the firm distribute all or proportion of earned profits in the form of 

dividend to shareholders, or should it be ploughed back into the business? Presumably, in taking 

any course of action, managers should concentrate on how to maximize the wealth of shareholder 

for whom the firm is managed. Profitability refers to the extent to which a business entity yields a 

profit or financial gain.  

 
Bishop, et al., (2000) suggested that managers must not only consider the question of how much 

of the company’s earnings are needed for investment, but also take into deliberation the possible 

effect of their decisions on firm value (share prices). Given the foregoing, the problem here is that 

in the real world, a change in the dividend policy is often followed by a change in the market value 

of stocks but in a developing economic the reverse may be the case subject to so many factors. 

Conglomerates industry is growing more positively in line with Nigeria economic growth. This 

industry is a complex, global collective of diversified businesses that actually involved in the 

assembly, sales and servicing of power generation equipment and other high horsepower engine, 

including overhauls and the distribution of consumer goods. The sector has accounted for more 

than N2,226,609,000.00 and N79,430,373,737.84 of the total market capitalization in 2017 and 


