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2. To examine the effect of knowledge about sources of funding on micro enterprises 

development in Abakaliki metropolis.  

3. Determine the effect of knowledge about savings on micro enterprises development in 

Abakaliki metropolis.. 

The hypotheses of the study include: 

     H01: knowledge about sources of funding does not have effect  on micro enterprises 

development in Abakaliki metropolis. 

H02: knowledge about sources of funding does not have effect on micro  enterprise 

development in Abakaliki. 

H03: knowledge about savings does not have on micro enterprises development in       

Abakaliki metropolis.. 

 

2. Literature Review 

2.1 Conceptual Review 

2.1.1 The concept of Financial Literacy 

Financial literacy has been defined in various ways by different authors as it does not have clear 

cut definition.  There are different definitions that have been given by different authors.  

Financial literacy according to Huston (2010) is defined as “measuring how well an individual can 

understand and use personal finance related information”. Consistently, Olawale, (2014) defined 

financial literacy as the ability of an individual to make financial decision based on his financial 

knowledge. It also involves the ability to make informed judgments and take effective decisions 

on the use and management of finance. 

 

Financial literacy can also be seen as the ability of individuals to use their knowledge, skills and 

experience to make effective financial decisions. It is financial capability and an outcome of 

financial education. Financial education is the process by which investors and consumer improve

their understanding of financial products, concepts and risks that will enable them make informed 

financial decisions for the improvement of their financial well being. Financial education has the 

ultimate aim of educating individuals on how to make appropriate financial decisions, assess and 

manage their finance in a way it will not be burden to the society. Financial education enables 
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individuals to develop their competencies in making financial decisions. Financial education can 

be acquired in school, training courses and seminar for adults in financial education and through 

national or regional institutions as well as nongovernmental agencies (Bohuslava, Adriana and 

Mária, 2014). 

 

The importance of financial literacy in its developmental role towards financial stability of 

individuals cannot be over emphasized. Essentially, financial literacy is the main determinant of 

financial decision of every micro business owner. Consequently, the performance of any micro 

business depends on the financial literacy of the proprietor (William, 2013). Financial literacy 

must occupy the centre stage before financial stability, financial inclusion, economic growth and 

development can be achieved.  Consistently, there can only be inclusive growth in the economy 

where the greater number of people in the society involves in financial transactions. Essentially, 

for this participation to be possible, the people must be able to evaluate financial products and 

services as well as participate in the financial markets. Similarly, financial literacy ensures that 

people are not cheated in financial transaction since it creates good understanding and awareness 

of policies, financial products and services. The importance of financial literacy to people’s 

financial health and overall financial health of the economy cannot be overemphasized. High level 

of financial inclusion can be achieved when majority of Nigerian population is financially literate, 

this  will make  them to be to be aware of financial opportunities and as well get included  

financially and  by  so doing contribute to economic and financial development  of the country 

(Buhuslava, Adriana and  Maria, 2014). 

 

 According to Egbu (2018), financial literacy can help individuals to grow and manage their 

finances in a proper way. Financial literacy contributes to economic empowerment of people. 

Other importance of financial literacy include making individuals better prepared to make good 

choices in the use of financial products, it ensures lower credit and default risk, it makes individuals 

to reinforce competitive pressure on financial institution for better products and services and it 

also promotes financial system stability   by increasing market demand and responsible use of 

financial services. 
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 In the same vein, “financial literacy enables individuals to increase their control over their 

financial future and as well ensures the   provision of avenue necessary for effective use of financial 

products and   services” (Akanno, Emejuru and    Khalid, 2017). However, consumers who are not 

financially literate cannot use available financial information correctly and as well find it difficult 

to make decision. Similarly, lack of financial knowledge is a serious barrier to financial inclusion. 

This is because lack of knowledge about finance and financial products hinders people from having 

access to banking and financial services. 

 

On the other hand, micro business is defined as “any enterprise that has maximum number of ten 

employees and maximum capital of five million naira (N5, 000, 000) excluding fixed assets” 

(National policy on MSMEs, 2015). Consequently, SMEDAN and NBS (2013) defined micro 

enterprises as “those enterprises whose total assets (excluding land and buildings) are less than 

Five Million Naira with a workforce not exceeding ten employees. Definitions of enterprises vary 

from country to country ranging from overall size to the structure of domestic economy”.  

Consistently, the definition o f micro business in this study is based on employment and assets. 

Owing to the inflationary trend in the country, definition of micro business based on employment 

tends to yield stable definition. Where there is conflict in the classification of employment and 

asset, employment takes precedent over asset.Micro businesses are accepted in both emerging and 

emerged countries as essential tool for economic prosperity. Similarly, micro and small scale 

businesses are equally seen as very vital instrument in achieving national macroeconomic 

objective in terms of employment creation with a minimal investment cost and as well achieve 

apprenticeship training (Osotimehin, Jegede, Akinlabi and Olajide, 2012). Consistently, micro 

businesses are majorly one man businesses. They always engage the help of family members or 

friends and at times can employ some persons to help in running the business. Most of the people 

in the country engage in micro businesses owing to the fact that they are very easy to start and as 

well little startup capital is required. 

Consistently, the developmental role of micro businesses can be sustained if micro business 

owners have adequate financial knowledge. The implication is that sound capital base of owners 

of micro business is an important measure of growth and success of the business even in a 

competitive business environment (William, 2013). Financial literacy helps to inculcate financial 
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knowledge in individuals that will enable them initiate savings plan and make strategic investment 

decisions. Consistently, micro businesses contribute immensely in alleviating economic 

instability, imbalance income distribution and also promote job creation.  Micro businesses can 

only achieve these when there are favorable environment and adequate resources both financial 

and non financial resources. In developing countries, micro businesses constitute the back bone of 

the economy. However, the economy will be at risk when majority of micro business owners are 

not literate financially. Eniola and Entebang (2016) observe that in the developing countries, lack 

of knowledge, skills, attitude and awareness to manage finances pose serious obstacles to the 

growth and development of SMEs. Low level of financial literacy can affect the performance of 

micro enterprises and well prevent them from assessing different financing positions. 

 
2.1.2 An Overview of Micro Enterprise in Nigeria. 

Small and Medium Enterprises Development Agency of Nigeria (SMEDAN) developed the first 

national policy on Micro, Small and Medium Enterprises (MSMEs) in 2007. However, some 

challenges affected its implementation. Such challenges include: inadequate obligation to MSMEs 

development by all tiers of government, weak institutional synergy, ineffective funding of MSMEs 

development process and weak capacity among MSMEs. Consequently, this policy was later

reviewed in 2015. In this, there was close partnership among levels of government, community 

organizations, private enterprises and business organizations. The policy was also built on 

international best practices to classify MSMEs based on the dual criteria of employment and assets 

(excluding land and building). The policy also promoted cluster approach for development of 

MSMEs. The policy in terms of access to finance gave loans of low interest rate to MSMEs. Some 

of the intervention funds also had moratoriums which allow the MSMEs to re-invest cash flows 

before the repayment period. However, one of the drawbacks of the government intervention funds 

was dearth of evaluation mechanism to determine the success and weakness of the fund (Agusto, 

2015). 

 
Micro enterprise owners have some advantages to enjoy. Some of these advantages as pointed out 

by Adeusi and Aluko (2014) include the fact that micro enterprise owners have face to face contact 

with his employees and customers; they maintain close relations with employees and therefore 
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supervises them effectively to maximize output and efficiency; they enjoy some level of privacy; 

the businesses are easy to form; and decision making is flexible. Despite all the numerous 

advantages of micro business, there are still some disadvantages inherent in micro businesses

which include: limited scope of expansion, lack of continuity, unlimited financial liability etc. 

 
2.2 Empirical Review 

The study reviewed some related empirical studies on financial literacy and entrepreneurship 

development. Olawale (2014) studied financial literacy of micro entrepreneurs in South Africa 

with the objective of finding the level of financial literacy of new micro enterprises in south Africa. 

Financial literacy was measured by the study in terms of financial planning, book keeping, 

knowledge of funding sources, finance and information skills and risk management. The study 

used survey method and found that financial literacy of owners of new micro enterprises in South 

Africa is still low. The study concluded that the failure rate of new micro enterprises in south 

Africa is very low and recommended that  curriculum inhigh schools should be developed to

include financial literacy so that potential entrepreneurs can understand financial literacy  early in 

life. Micro business owners should be training on financial products and services. To analyze 

financial literacy and sustainable entrepreneurship, Burchi,Wlodarczyk, Szturo and Martelli, 

(2021) studied the effects of financial literacy on sustainable entrepreneurship. The objective of 

the study was to investigate the relationship between  financial literacy and sustainable 

entrepreneurship. The study used survey approach based on OLS estimates and found that financial 

literacy has positive and statistically significant relationship with sustainable entrepreneurial 

activity. It was concluded by the study that entrepreneurship implies economic growth and social 

wellbeing and recommended that policy makers should improve in economic and entrepreneurial 

investments within the national education systems. Financial literacy topics should be should be 

increased in economic disciplines within the educational system worldwide.  Eniola and Entebang 

(2016) used Resource Based Theory (RBT) and diagram to examine the effect of financial literacy 

on the performance of SMEs in Nigeria. The diagram used in the study shows  the influence 

financial literacy  has on financial knowledge, financial attitude and financial awareness and  the 

combine influence of financial knowledge, attitude and awareness has influence on the 

performance of SMEs. The study also showed that financial literacy is one of the factors that 
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determine SMEs development. The study concluded that financial illiteracy is a particular problem 

of SMEs in Nigeria. Sabana, (2014)  in a similar study on entrepreneur financial literacy, financial 

access, transaction costs and performance of micro enterprises in Nairobi used  survey technique 

and regression  to determine the relationship between entrepreneur financial literacy and 

performance of microenterprises in Nairobi. The regression result of the study showed that 

entrepreneur financial literacy has a statistically significant influence on the on the performance 

of microenterprises. The study concluded that the combine effects of business owners’ financial 

knowledge, access to finance and transaction costs are greater than individual effects of the 

variables. It was recommended that Government policy should focus on improving business 

owners’ financial knowledge and reducing the transaction costs of financial products and services.  

Ogundipo and Idowu (2013)  in a different study, studied relational capital and performance of 

female owned small scale enterprises in Nigeria. The main objective of the study was to determine 

the effect of relational capital on the performance of female owned micro businesses. The study 

used survey method and found that the performance of female owned small scale enterprises is 

influenced by relational capital. The study concluded that female owned small scale enterprises 

are strongly influenced by relational capital. It was recommended that women should be 

encouraged to seek increase performance in business by placing adequate premium on the

relational capital components. 

 
The extant empirical literature reviewed indicated that financial literacy has great effect on the 

performance of micro enterprises. Irrespective of the different geographical background of the 

study and different analytical tools used, the studies yielded similar result. The similarity could be 

as a result of generality of financial literacy. However, the use of resource based theory alone by 

Eniola et al (2016) does represent the correct analytical tool for this type of study. In the same 

vein, measuring financial literacy by financial knowledge, attitude, access and awareness does not 

capture the concept. Consistently, the study is of the view that financial literacy should be 

measured in terms of knowledge about financial concepts and products which invariably will 

determine financial access, awareness and attitude.  
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 Bellofatto, D’Hondt and Winne (2018) studied subjective financial literacy and retail investors’ 

behavior. The  objective of the study was to examine the relationship between subjective financial 

literacy and investors’ trading behavior. The major variables in the study are subjective financial 

literacy (self reporting financial literacy) which is the independent variable and investors’ trading 

behavior which the dependent variables. The dependent variable was measured by financial market 

experience and familiarity as well as performance and diversification. It was revealed by the study 

that subjective financial literacy has positive relationship with investors’ trading behavior. The 

regression result of the study showed that investors that report high level of financial literacy 

display a higher trading activity, tend to trade in large universe of stock and also display higher 

gross and net returns. The study concluded that higher trading activity of investors with higher 

levels of subjective financial literacy does turn into better performance. It was recommended that 

policy makers should understand retail investors’ behavior. In a related study by Kramer (2016) 

on financial literacy, confidence and financial advice seeking, the study has the objective of finding 

the connecting link between confidence in financial literacy and financial advice seeking.  The 

study used survey data from Dutch Household Survey (DHS) and randomly selected sample of 

retail investors from Dutch retail banks. The regression result of the study showed strong and 

negative relationship between self assessed financial   literacy and advice seeking from financial 

experts.  The result did not get any constant trend between over-confidence and advice seeking. 

The result of the study suggests that households and investors who rate their financial literacy high 

exhibit lower propensity to seek financial advice than those who rate financial literacy is low. The 

study concluded that more self confident individuals seek less financial advice from financial 

experts.  It was recommended that policy makers should be careful to put financial advice forward 

as a mechanism to curb the ill effects of low financial literacy and that steering people towards

more accurate self-assessments seems a more promising route.  It was also recommended that 

financial institutions should be cautious in using self-assessed literacy to determine the suitability 

of their retail financial products. Amari and Jarboui (2016) studied financial literacy in Tunisia: its 

determinants and implications on investment behavior”, the study has the objective of 

“investigating the determinants of financial literacy and its impact on investment behavior”. The 

study used survey method and regression analysis and found that educational level affects financial 

literacy and individuals with low level of financial literacy have less investment in the stock 



AFRA CONFERENCE BOOK OF PROCEEDINGS VOLUME 11, ISSUE 2 

506 

 

 

market. The study concluded that that financial education spans a number of areas including stock 

market participation. It was recommended that there should be introduction of financial education 

initiative in order to increase financial literacy level. 

 
The studies reviewed showed that high level of self assessed financial literacy (subjective financial 

literacy) and low level of objective financial literacy have negative impact on the investors’ 

behavior and trading activities. The negative implication of both high subjective and low objective 

financial could be that investors with high level of subjective financial literacy will have over 

confidence in his financial abilities and may not like to engage financial experts in investment 

planning.  Essentially, investors with low level of financial literacy will equally not engage 

financial expert in investment planning due to lack of financial knowledge. 

 

2.3 Theoretical Framework 

2.3.1 Resource Based Theory (RBT)  

The study is anchored on “resource based theory”. Resource Based Theory (RBT) was pioneered 

by Barney, J. in 1990. This theory sees resources as the fundamental determinants of firm 

performance.  

 

Resources can be viewed as anything that can give strength to a firm. Resources can be tangible 

like equity capital, debt and retained earnings. It can also be physical like equipment and 

machinery while intangible resources include reputation, entrepreneur skill, experiences, 

organizational procedures etc. (Eniola and Entebang, 2014). Consequently, resource based view 

suggests that firms’ innovative activities are reduced because of inadequate organizational 

financial and human resources. Inability of micro business operators to access financial resources 

is one of the impediments to the performance of micro businesses since this will affect their 

technological acquisition and competitive abilities. Consistently, finance is a vital resource that 

determines business performance and some empirical evidence have shown that external finances 

available to micro businesses have positive influence on the business performance. Finance mix is 

another factor that determines the success of any business. Essentially, financial literacy is an 

aspect of human capital and business owners that have good level of financial literacy perform 
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better than their counterparts that have poor level of financial literacy. In the same vein, if the 

business owners are illiterate financially, performance and as well decision making will be affected 

negatively.  

 
3. Methodology 

This study adopted descriptive survey design. The choice of this design is due to the nature of this 

study which involves micro entrepreneurs. Descriptive survey design is the type of design in which 

a group of people or items considered to be representative of the entire group is studied. 

Descriptive survey design uses questionnaire and interview to get answer to research question. 

Questionnaires were issued to 105 micro entrepreneurs that were conviniently selected. The basic 

instrument for data collection in this study was structured questionnaire which was used to collect 

data for this study. The questions were organized using 5-point Likert type scale. The questions 

were arranged in six different parts on related variables. Questions on financial literacy were 

adapted from the 2018 OECD toolkit for measuring financial literacy. Questions on 

microenterprise performance were adapted from various studies. Essentially, questions on 

financial literacy were measured by knowledge of sources of finance, knowledge of bank savings 

and knowledge about uses of financial records.   

 
4. Result Presentation  

4.1 Demographic Characteristics of the Respondents 

The table below shows the demographic characteristics of the   respondent which  include  marital 

status, age and educational level. 

  Table 1: Demographic information of respondents 

Factor Options Count  % 
Marital status Single  29 29.00 
 Married 71 71.00 
 Widowed  0 0.00 
 Divorced  0 0.00 
Education FSLC 16 16.00 
 WAEC 37 37.00 
 NCE 7 7.00 
 B. SC 31 31.00 
 M. SC 4 4.00 
 None  5 5.00 
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Age 18-24yrs 14 14.00 
 25-34yrs 9 9.00 
 35-44yrs 37 37.00 
 Above 44yrs 40 40.00 

Researcher’s Computation using SPSS 

From the table above, it is evidently clear that the respondent’s composition by age tilts so much 

toward young population. 60or 60% of the respondents are aged between 18-44yrs. Another 

important factor to consider in evaluating the effect of financial literacy on micro entrepreneurship 

development in Abakaliki metropolis is education. The table as above provide information on the 

educational qualifications of the respondents pulled from the questionnaire. it indicates that people 

with first school leaving certificate (FSLC) made up the least proportion of the entrepreneurial 

business operators in Abakaliki with 16 (16%) of the respondents falling within this category. They 

are closely followed by those with ordinary level certificate (WAEC) with 37 or 37%. Those with 

the National Certificate in Education (NCE) were 7 (7%), bachelors degree holders were 31 in 

number or 31%); those with post graduate degree (M. SC) were 4% and the respondents who had 

no form of formal education certificate were 5% of the population.   Consistently, out of 105 

questionnaires administered, one hundred (100) were valid for analysis. A reliability analysis 

(Cronbach’s Alpha) was conducted to ensure the validity and reliability of the 

questionnaireitems.Results are presented in table below: 

 

 

 

 

Table 2 Reliability and validity test using Cronbach’s CoefficientAlpha 

Researcher’s computation using SPSS 

Constructs No. of Items  Cronbach’sAlpha Validity 
Overall Questionnaire 100  .873      .934 
Bank savings 3  .863       .814 
Business performance construct 5  .868       .931 
Use of financial record construct 4  .795       .891 
Knowledge of sources of finance 5  .719       .847 
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As seen above, all values of Cronbach’s alpha for constructs were considerably high indicating 

that the reliability and validity of all constructs used in this study were supported. 

4.1 Effect of Financial Literacy on Micro Entrepreneurship Development in Abakaliki 

Metropolis  

The first research question is on the effect of financial literacy on business performance. The 

results of the responses on the business performance constructs are presented and analyzed thus. 

  

The response on satisfaction with current level of income from business show that 56% of the 

respondents strongly wish for higher business incomes. The current level of income generated by 

their businesses is below their level of satisfaction. Low levelof income is an indication of probably 

a struggling business, and struggling businesses further indicate low level of entrepreneurial 

development. 

 
The level of income is a further determinant of the ability of businesses to cover operating costs 

such as payment of salaries and associated remunerations. The results from the responses show 

that a huge 62% of the respondents are unable to pay their employees with ease (32% strongly
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agree and 30% disagree). Only 22% agree to be able to pay their employees. The inability to cover 

running costs like payment of salaries could further reveal weaknesses that are rooted in low 

entrepreneurial development.  

 
Lack of entrepreneurial development could lead to deficit in product chain and consequently 

patronage. Consistently, 52% of the business owners (respondents) attest to non-satisfaction with 

the level of patronage. This could be as result of both factors that are internal and external to the 

business. 

  

The business cycle is not a standstill environment, hence expectations of constantly making profits 

will be considered unrealistic. Businesses rarely escape downturns that are responsible for losses. 

Hence as indicated in the figure above, the very low (only 16%) agreement to always make profit 

by the respondent business owners is not far from expectation. While 41% of the respondents 

simply nod a yes to always make profits, 16% strongly agree; whereas 15% simply disagree, 12% 

strongly disagree. 
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4.2 Effect of knowledge about Uses of Financial Records on Micro Entrepreneurship 

Development in Abakaliki Metropolis  

To measure the level of entrepreneurship development one  may look at indicators such as use of 

basic accounting books/records by businesses, declaration of financial health of business through 

profit and loss account information, and whether past financial records guides the financial 

decisions of the businesses. Such indicators as those enumerated above will overall assess the 

effect of knowledge about the use of financial records on business performance and entrepreneurial 

improvement. 

 

Based on the information given by the respondents, see figure above, 78 of the 100 respondents 

keep track of business transactions by using basic accounting books. Only 16% do not use 

accounting records probably.  87 respondents (87%) have knowledge that cashbook is used to 

record cash receipts and payments. While 4% are undecided, 9% disagrees on the use of cashbook 

for recording cash receipts and payments. How businesses navigate across demand upscaling, 

revenue growth, cost management and the general going concern depends to a significant extent 

on how it alternates between profits and losses. The implication of this is that as a matter of 

necessity, businesses must have at the tip of its finger full knowledge of receipts and payments and 
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a clear financial position indicated by a profit and loss account. The study finds that a significant 

proportion of the population (72 or 72%) have knowledge that profit and loss account is a statement 

of income and expenses. 

 
4.3. Effect of knowledge about Sources of Finance on Micro Entrepreneurship Development 

in Abakaliki Metropolis  

The knowledge about the sources of finance as a determinant factor of micro entrepreneurship 

development in Abakaliki metropolis is broken down in this study into the constructs of business 

reliance on bank for financing needs, proper awareness of banks sources of loan, full information 

on the existing grant for micro business owners in Ebonyi state, full knowledge of nonbank sources 

of finance and both governmental and nongovernmental credit schemes. These are important 

metrics in measuring the level of entrepreneurial development in Abakliki. 

 
However, information revealed by the respondent indicates a disturbing poor knowledge about the 

sources of finance by the business owners. 91% of the respondents (54 strongly disagree, 37 simply 

disagree) to relying on mainly on banks for financing business needs. The figure below shows how 

the respondents provided information on whether they mainly rely on banks for financing needs. 
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The banks are assumed to be a ready source of finance for businesses. However, field evidence 

has shown that banks in Nigeria do not finance startups as the success probability cannot be readily 

determined. Hence, as is indicative of this study, the micro business owners in Abakaliki do not 

rely on banks for financing their business. Most  of micro businesses rely on  finance from families, 

friends and staggered saving accumulations. The inability of entrepreneurs to source funds from 

the banks (even microfinance banks) is indicative of poor entrepreneurial development 

Certain funding provisions made to encourage and expand the number of women in 

entrepreneurship (N250,000 grant) has yet to reach the desired beneficiaries as the results show. 

As it stands, 75% of the respondents are unaware of such funding provision, only a meagre 25% 

have knowledge of such business benefit and whether the female micro entrepreneurs who have 

knowledge of the scheme actually benefited from it is also not known.  

 
Outside bank sources of financing, there is a glaring difficulty in sourcing business finance by 

entrepreneurs in Abakaliki metropolis. Majority of the respondents simply agree to have

knowledge of sources of business finance outside of personal savings. There exist self-help 

schemes developed by the business owners in small groups in alternating turns. An average micro 

business in Abakaliki are aware of LAPO, Esusu scheme etc, however, any micro business relying 

on them for financing may not likely succeed.  

 
5.1  Summary of Research Findings  

The study examined the effect of financial literacy on micro entrepreneurship development in 

Abakaliki metropolis – Ebonyi State. The summary of the findings is based on the results obtained 

from the analysis carried out in the study. Below is the summary of the research findings:  

1. micro entrepreneurs in Abakaliki metropolis keep  record of their business transactions.  

2. majority of the micro entrepreneurs relied on personal finance and thrift societies as their 

major sources of fund 

3. It was also discovered that micro entrepreneurs have knowledge about savings but most of 

the savings are done outside banking system 

 
5.2 Conclusion  
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The study examined the effect of financial literacy on micro entrepreneurship development in 

Abakaliki metropolis – Ebonyi State. Relying on the findings from the empirical results, the study 

concludes that financial literacy is paramount to micro entrepreneurship development.

 
5.3  Recommendations 

Based on the research findings and the conclusions drawn thereof, the following recommendations 

were made:  

1. Micro entrepreneurs in Abakaliki should have further training book-keeping. 

2. They should also be encouraged to save with bank as this will pave way for them to borrow 

from bank 
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Appendix 

Questionnaire. 

Section A. 

Entrepreneur Profile. 

1.Please tick appropriately. 

Marital Status.  

Married               Single            widowed           Divorced           

2. Please tick appropriate age group. 

18-24yrs          25-34yrs          35-44yrs          45-54yrs          54 and above  

3. Please indicate your highest educational qualification. 

FSLC           WAEC         NCE              B.S            M.Sc            None 

Section B 

  

Please indicate your level of agreement with each of the questions in section B  

  
Business Performance  

1 
Strongly 
Disagree 

3 
Undecide
d 

4 
Agree 

5 
Strongly Agree 

1 I am satisfied with the income I 
derive from my business. 

    

2 I can pay my employees 
comfortably from my business. 

    

3 I am satisfied with the level of 
patronage I get in my business. 

    

4  I always make profit in my 
business. 

    

6 My business can enable me to 
improve my standard of living. 

    

 Knowledge about uses of 
Financial Records. 

 
           1 
Strongly Disagree 

 
3 
Undecided 

 
4 
Agree 

 
       5 
Strongly Agree 

7 I make use of basic accounting 
books to record my business 
transactions. 

    

8 Cash book is used to record 
cash receipts and payment. 

    

9 Profit and loss account is the 
statement of income and 
expenses. 

    

10 Checking past financial records 
guides my business spending. 
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 Knowledge about Sources of 
Finance 

       1 
Strongly Disagree 

3 
Undecided 

4 
Agree 

      5 
Strongly Agree 

11 I rely mainly on bank to finance 
my business. 

    

12 I have idea on bank loan and 
other bank advances. 

    

13 I am aware of N250,000 grants 
given to female micro business 
owners in Ebonyi state.  

    

14 I know where I can get finance 
for my business outside 
personal savings. 

    

15       I am aware of some 
government and non 
government agencies that can 
provide financial assistance for 
micro business owners. 

    

 Bank Savings 1 
Strongly 
Disagree 

3 
Undecide
d 

4 
Agree 

5 
Strongly Agree 

16 I have savings account in the 
bank. 

    

17 I save more when I make much 
profit. 

    

18 I use my bank savings to 
support my business. 
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Abstract 

The study examined the relationship between board diversity and dividend policy of listed Deposit 
Money Banks in Nigeria. To achieve this objective, a descriptive and explanatory research design 
was employed and the data were generated from annual financial report and accounts of 12
sampled firms from 2012 to 2020. Descriptive statistics and regression analysis were used in data 
analysis. The study found that board gender had a positive but statistically insignificant impact on 
dividend policy of listed Deposit Money Banks in Nigeria, while foreign directors had negative 
and statistically significant impact on dividend policy. Profitability measured by return of asset 
and firm size had a positive and statistically significant impact on dividend policy of listed DMB’s 
while firm age had a negative and statistically significant impact on dividend policy. The study 
recommends that board diversity should go beyond gender and foreign classification, other 
diversity features should be encouraged. This will foster favourable effects on dividend policy in 
order to address agency problems.   
 
Key words: Gender, Foreign, Dividend policy, DMB 
 

1.0 Introduction 

In recent years, one of the main purposes of any form of investment is to have a fair return in the 

form of a dividend. As such, dividend policy has been an area of discussion in the field of corporate 

finance. Dividend policy refers to the practice that management follows in making dividend payout 

decisions, i.e. the size and pattern of cash distributions over time to shareholders (Lease, John, 

Kalay, Loewenstein & Sarig 2000). Dividend policy is an important management decision in the 

corporate world as it has a great impact on building a good status of the firm as well as increases 

the investors' confidence level in the company's future prospects. A good dividend distribution 
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policy will strengthen the company's position in the capital market and indirectly polish up its 

corporate name. In other words, firm's present and future performance can be seen by how well 

the dividend payment is and at what level the company’s potential risk is.  

 
The relationship between corporate governance with dividend policy cannot be over emphasized. 

This is why dividend policy creates room to exposes manages to more scrutiny by the capital 

market as firms may have to generate funds through the issuance of new capital. Researchers have 

argued that board attributes such as size, composition, diversity and proportion to pay dividend 

mitigate the agency problem (Adamu, Ishak & Hassan, 2017). 

 
Hence agency theorists have evidenced that female directors tend to change the boardroom 

dynamics. For instance, female directors tend to be less conventional and they are also more vocal 

than their male counterparts (Adams & Ferreira, 2009; Adams, Gray & Nowland, 2011). Further, 

the quality of boardroom discussions of complex decision problems is improved by the presence 

of female directors as the latter bring in different and sometimes conflicting points of view, thereby 

improving the information set available to the board (Miller and Triana, 2009; Gul, Srindhi & Ng, 

2011). In other words, boards with female directors engage in more competitive interactions; and 

decision making is therefore less likely to suffer from groupthink (Chen, Crossland, & Huang, 

2016). Adams and Ferreira (2009) found that female directors are more likely to engage in 

monitoring. Not only are they more likely to attend board meetings than their male counterparts, 

but they are also more likely to sit on the auditing, nomination and corporate governance

committees, i.e., the monitoring-related board committees. Hence, this result to establishing 

evidence that female director focus more on monitoring than their male counterparts.  

 
Additionally, Al-Amarneh, Yaseen and Iskandrani, (2017), Chen, Leung and Goergen (2017) 

studies showed that female director had a positive and significant impact on dividend policy. 

Linking the emerging evidence on the greater focus of female directors on monitoring to the 

corporate governance role of dividends, this study affirms that firms with female directors will 

have greater dividend payouts. Moreover, agency theory stressed that outside directors, such as 

foreign directors, to the board may reduce information asymmetry (Pucheta-Martinez and Lopez -

Zamora, 2016) and the associated agency costs, improved the financial flexibility of domestic 
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firms by increasing the pool of potential investors and financing opportunities, and expand the 

cross-border flow of knowledge, experience and technology of other countries (Fogel, Lee, Lee & 

Palmberg, 2013); therefore, they would be more capable of monitoring and evaluating the strategic 

direction of the top management team. The role of foreign directors on dividend policy is another 

area of concern as they share mostly the same features as the audit committee, where it brings 

different people from different nationals to the board, to share different skills, experiences and 

expertise. This had been proven in recent studies where foreign directors on the board influenced 

dividend policy. 

 
Furthermore, board gender has not been taken into account in most dividend policy and studies 

have shown that board gender played a role in financial decisions (Azmi & Barret, 2013). The 

works of Farrel and Hersch (2005), Campbell and Mingues- Vera (2008) and Adams and Ferreira 

(2009), disclosed that female director had positive and significant impact on performance. From 

the forgoing empirical finding, also shows that foreign directors have not really being address in 

most literatures, hence this study intends to examine the relationship of female and foreign 

directors on dividend policy of listed DMBs in Nigeria. 

 
2. Literature Review 

Many literatures have shown different forms or measures of dividend policy have been employed 

in academia. Most commonly used dividend policy in empirical works are commonly dividend 

payout ratio or dividend yield and dividend paid decision. Dividend Payout Ratio; measures the 

percentage of earnings that a company pays in dividends. The dividend payout ratio of a firm 

indicates the percentage of earnings that are distributed to the owners in the form of cash; 

calculated by its earnings per share. This can be seen in the works of Hellstrom and Inagambaeu 

(2012), while Badu (2013), Nuhu (2014), Manneh and Naser (2015), Amidu and Abor (2015), 

Ringborg and Dai (2016) and Kanwal, Mahmood and Rana (2017). Dividend payout ratio is given 

by dividend per share divided by earning per share. 

 

 

2.1 Board Gender 
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One form of board diversity is board gender. Gender diversity refers to the number of female 

directors sitting on a company board. These can be seen empirically where Watson (2002) shows 

that after controlling for the industry and age of the firm, he also found some evidence to suggest 

that female-controlled firms may outperform male-controlled firms. Farrell and Hersch (2005); 

Campbell and Mingues-Vera (2008); Adams and Ferreira (2009) document that female directors 

may have positive impact on firm performance and market value.  

 
Similarly, Adams and Ferreira’s (2009) study found that the average effect of women directors on 

firm performance is negative. This does not mean that there is no positive impact of having women 

on board of directors; they may improve financial performance in companies, but with weak 

corporate governance. Furthermore, Nielsen and Huse (2010) also document those female 

directors reduce the level of conflict in corporate boards, and they use board development 

activities, such as work instructions, evaluations, and development programs to improve board 

effectiveness. Specifically, Azmi and Barrett (2013) advocate those women are meticulous, risk 

averse, skilled in accounting and finance, and good decision-makers. However, Abu, Okpeh and 

Okpe (2016) found a negative association between board gender and firm performance. 

 
2.2 Foreign Directors 

A foreign director means any person occupying a position on the board of a corporation in an 

external territory or where a person is not a protected individual of that country or a country outside 

his/her citizenship by birth (Abu, Okpeh & Okpe, 2016). In other words, a foreign director is any 

person who holds appointment, whose address, as shown in the register of the certificate of 

incorporation, in which the details of his appointment are recorded in a place, state or country 

outside Nigeria or external territories. Having foreign directors on the boards could enhance

performance of the organization because they are assumed to acquire requisite skills, expertise, 

experience and related knowledge, bring in ideas, which in turn enhances the quality of decision 

making resulting to improved firm’s performance (Azmi & Barrett, 2013). 

 
More so, a foreign director would like to protect his/her integrity, reputation and professional

competence with creativity and innovation to manage the relationship between the boards and 

stakeholders leading to an improvement in the firm’s financial performance (Maran & Indraah, 
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2009). Maulis, Wang and Xie (2012) study unveils those foreign directors create market value, 

product innovation, skills acquisition in the areas of finance and technology which improve 

financial performance of firm. Furthermore, Rose, Munch-Madsen and Funch (2013) evaluate the 

influence of foreign directors on the performance of Nordic and German companies. The findings 

of the study indicate having foreign directors on the board and management teams in an 

organization yields positive impact on performance. Pagett (2014) examines the board of directors 

and firm performance and found that foreign on boards lead to higher market valuation of 

companies. 

 
2.3 Empirical Review of Related Literature 

This section presents the empirical review which shows the relationship of board diversity with 

dividend policy. 

Bolbol (2012) conducted a study on board characteristics and dividend payout of Malaysian 

companies. The study data was collected from a sample of 50 companies for the financial year of 

2010 with elimination of other 56 firms that they did not pay dividend. The study found that gender 

of board was negatively insignificantly correlated to dividend payout.  

 
Pucheta-Martinez and Bel-Oms (2015) studied the impact on dividends policy of gender diversity 

on the board of directors. They hypothesized that the proportion of women directors, the proportion 

of independent, institutional, and executive female directors, and the percentage of shares held by 

female directors on the board, had an impact on the dividends policy of Spanish companies. Their 

findings, analyzed the whole sample, showed that the proportion of female directors and shares 

held by female directors were positively associated with dividend payout, while the percentage of 

institutional female directors had a negative impact. The percentage of independent and executive 

female directors had no effect on dividend payout.  

 
When companies with losses were removed from the sample, their findings reported that the 

percentage of female directors on board and the percentage of independent female directors 

impacted positively on dividend policy, while the percentage of institutional and executive female 

directors had a negative effect. The proportion of shares held by female directors on the board did 

not have an effect on dividend payout when only companies with profits were examined. Thus, 


