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additional shares; (4) property dividends or dividends in specie (Latin for "in kind") are a relatively 

rare form of dividend which involves paying dividends in the form of assets from the issuing 

corporation or another corporation, such as a subsidiary corporation; and (5) interim dividends 

paid before a company's Annual General Meeting (AGM) and final financial statements. This 

declared dividend usually accompanies the company's interim financial statements and other 

dividends which are used in structured finance. 

 
2.1.2 Dividend policy 

Dividend policy means the pay-out policy that managers follow in deciding the size and pattern of 

cash distribution to shareholders over time (Baker, Singleton, & Veit, 2011). The term, policy, 

rejects the possibility of randomness and arbitrariness in determining its pattern and size and 

implies some consistency and predictability (Allen & Michealy, 2003).  

 
 

2.1.3 Determinants of dividend policy 

A number of factors determine the dividend policy of an organization. These factors include; firm 

age, firm growth and investment opportunities, institutional ownership, and financial leverage. 
 

a). Firm Age 

In the context of this study, firm age refers to the number of years the firms have been 

listed on the stock exchange. As firms get older, it accumulates expertise, experience, 

reputation and public image which it seeks to protect by paying dividends in order to signal 

investors of its capability. Prior studies including Kuzucu (2016) have established a 

positive relationship between firm age and dividend pay-out of companies. Similarly, 

Malkawi (2007) established that firm age is a determinant of corporate dividend policy in 

Jordan. 

b).  Firm Growth and Investment Opportunities 

Firm growth refers to the rate of expansion of the firm and investment opportunities the 

firm is able to create. Extant literature such as Okoro et al. (2018) and Echchabi and 

Azouzi (2016) have provided support of the positive effect of a company’s market to book 

value on its dividend payout. 

c). Institutional Ownership 
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Institutional ownership is referred to as the proportion of shares held by institutions in the 

form of pension fund administrators, insurance companies, and financing companies 

holding total number of company’s shares, (Al-Naijar, 2010).  According to Pound (1988), 

institutional investors can be more efficient monitors than other shareholders because of 

the nature of their expertise under the efficient monitoring hypothesis. Ullah and Shafiullah 

(2012) argued that institutional investors play an effective role at monitoring management 

than the individual investors. This is due to their investment size and the resources at their 

disposal. Institutional investors usually have better incentive and capabilities to collect and 

evaluate information pertaining to their investments. The relationship between institutional 

ownership and dividend payout has been observed by other researchers such as Abdullah, 

Ahmad, & Roslan, (2012); AlNajjar, (2010). Abdullah, Ahmad and Roslan (2012) report a 

positive relationship between institutional ownership and corporate governance. The study 

of Al-Najjar (2010) indicates that there was no significant relationship between 

institutional ownership and dividend payout ratio. Similarly, Obradovich & Gill (2013) 

find that the decision to pay dividends is negatively affected by institutional ownership 

among American service companies.  

d). Financial Leverage 

The prime goal of every financial manager in any business organization is normally to 

maximize the market value of the corporation. This could be achieved through the 

construction of an optimal financing mix that combines a prudent debt capital level with 

equity capital for investment on profitable projects. Hillier, Jaffe, Jordan and Schenk 

(2010) opined that financial leverage is the extent to which a firm relies on debt. Duenya 

and Dugugh, (2018) conjectured financial leverage to be the proportion of debt to equity 

in the capital structure of a firm.  
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2.2 Theoretical Framework 

The theories that underpin this study include agency theory, clientele effect theory, and the firm 

life cycle theory.   

 
2.2.1 Agency cost theory  

Agency cost theory propounded by Jensen and Meckling (1979) explains the conflict of interest 

that is likely to emanate from the relationship between management and shareholders. This conflict 

arises when management acts in such a manner that their interests are maximized direct or indirect, 

at the expense of shareholders who own the firm. The theory argued that agency costs may be 

reduced if insiders (managers, directors, and other executive officers) increase their ownership in 

the firm, because this can help to align the interests of both managers and shareholders (Jensen 

and Meckling, 1976). Therefore, the higher the proportion of managers in firm ownership, the less 

is the need for using dividends as a device to mitigate agency costs. The theory further posits that 

the presence of debt in the capital structure of an organization forces the managers to sit up and 

invest only in projects with positive NPVs in order to generate the required resources to be able to 

repay the interest and principal as well as payment of dividend. 

 
2.2.2  Clientele effect theory 

The clientele effect theory was propounded by Pettit (1977) and Kalay (1982). According to the 

theory, every investor has his or her own expectations and needs. As a result, investors tend to 

prefer stocks of companies that satisfy a particular need. This is because investors face different 

tax treatments for dividends and capital gains and also face some transaction cost when they trade 

securities. Modigliani and Miller (1961) argued that for these costs to be minimized, investors tend 

towards firms that would give them those desired benefits. Likewise, firms would attract different 

clientele based on their dividend policies. They argue that even though clientele effect may change 

a firm’s dividend policy, one clientele is as good as another, therefore dividend policy remains 

irrelevant. Al-Malkawi (2007) affirms that firms in their growth stage, which tend to pay lower 

dividend would attract clientele that desire capital appreciation, while those firms in their maturity 

stage which pay higher dividends attract clientele that require immediate income in the form of 

dividend. Al-Malkawi (2007), grouped the clientele effect into two, those that are driven by tax 
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effects and those driven by transaction cost. He argued that investors that are in a high tax bracket 

would prefer firms that pay little or no dividends to get reward in the form of share price 

appreciation and vice versa. Transaction cost induced clientele on the other hand, arises when 

small investors depend on dividend payments for their needs prefer companies who satisfy this 

need because they cannot afford the high transaction cost in selling securities.  

 
The clientele effect theory further argues that institutional investors such as insurance companies 

prefer mature and dividend-paying firms because the primary motive of their investment is to get 

returns in the form of dividend. This theory thus, links institutional ownership as a determinant of 

dividend policy. 

 
2.2.3 Firm life cycle theory  

Another vein of the literature ties dividend payment to firms’ life cycle. The life cycle theory 

averred that firms that pay dividends tend to be more mature and less volatile. The theory is of the 

view that as firms get bigger, older and with higher growth and investment opportunities, the more 

capable there are to be able to generate the required resources for payment of dividends. 

 
2.3 Review of Empirical Studies 

The study reviewed a number of studies conducted globally on the determinants of dividend policy, 

prominent among them is the study of Okoro, Ezeabasili and Alajekwu (2018) examined the 

determinants of dividend payout of consumer goods companies listed on the Nigerian Exchange 

Group. With a population of 28 and sample of 9 listed consumer goods companies for duration of 

ten years from 2006 to 2015, Data was analyzed using multiple regressions analysis. Results 

showed that company’s market value has significant positive effect on dividend payout; company 

leverage has negative and insignificant effect on dividend payout.  

 
Morakinyo, David, Adeleke and Omojola (2018) examined the factors that influence the dividend 

policy of Nigerian Deposit Money banks using panel data analysis for the period of ten years (2006 

to 2015). With a population of 21 and a sample of 15 DMBs in Nigeria, data was analyzed using 

multiple regression. The study found that leverage, have negative impact on the dividend policy. 
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Gangil and Nathani (2018) investigated the dividend policy of the Fast Moving Consumable Goods 

(FMCG) sector. The FMCG firms which are listed on NGX for the period of 10 years between 

2007 and 2016. Factor analysis was applied on the data to identify the noteworthy factors and then 

multiple regression was employed to identify the most significant factor used by the FMCG firms 

in dividend decision. Result showed that growth opportunities is a determinants of dividend policy. 

Sadia (2018) examined the determinants of dividend policy with evidence from non-financial firms 

listed on Dhaka stock exchange. The empirical analysis was conducted using fixed effect model. 

Empirical results showed that the dividend payout policies is negatively affected by the financial 

leverage. 

 
Kuzucu (2016) examined determinants of dividend Policy in Turkish Listed Firms using Panel 

Data Analysis for eight-year (from 2006 to 2013) from the Turkish stock market (BorsaIstanbul). 

The result of the study showed that financial leverage, growth rate, age, and ownership structure 

are statistically significant. The relationship of leverage, growth rate, is negative, while the 

relationship of age was positive. 

 
Echchabi and Azouzi (2016) investigated the determinants of dividend pay-out among the 

Tunisian listed companies and particularly to inspect the influence of the Jasmine revolution on 

firms’ dividend policies for 10 years from 2003 to 2012. The findings of the study showed that 

market to book value have significant influence on the dividend pay-out among the Tunisian listed 

companies.  

 
Ebenezer (2013) examined the determinants of dividends policy of listed financial institution in 

Ghana using fixed and random effects. Panel data covering 2005-2009 from the selected listed 

companies were used for the study. The results showed statistically significant and positive 

relationship between Age and dividend policy. The study therefore, concluded that the major 

determinants of dividend policy of financial institutions in Ghana is age of the firm.  

 
Nnadi, Wogboroma and Kabel (2013) examined the determinants of dividend policy: Evidence 

from listed firms in the 29 stock exchanges in Africa. Data were analyzed using the multiple 
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regression analysis and findings revealed that age and growth of firms play key roles in the

dividend policy of listed African firms. 

Malkawi (2007) examined the determinants of corporate dividend policy in Jordan from year 1989 

to 2000. The study population was all listed companies on the Amman Stock Exchange. The study 

employed the Tobit regression model for analysis and the findings revealed that age of firm is a

significant factors of dividend policy in Jordan. 

Myers and Bacon (2004) examined the determinants of dividend policy of 483 firms traded on 

NASDAQ, AMEX, NYSE, and OTC. Using multiple regression for analysis, the results showed 

that institutional ownership has a positive effect on firm’s dividend policy. 

 

3.0   METHODOLOGY 
The study adopted the ex-post-facto research design. The population of the study comprised of 69 

non- financial companies listed on the floor of the Nigerian Exchange Group (NGX) as at 31st 

December, 2019. Due to the extensiveness of the entire non- financial companies on the NGX, a 

sample size of 36 quoted companies were selected via the filtering sampling technique. 

Consequently, 4 companies were selected from each of the sampled sub-sectors for 10 years from 

year 2010 to 2019. The data were sourced from Machameratios (www. 

www.machameratios.company.site). The study proxied firm age with number of years of the firm 

since incorporation, firm growth and investment opportunities with Market-to-Book value, 

institutional ownership with the percentage of ownership held by corporate institutions, and 

leverage with debt to equity ratio. The panel regression model is given below. 

DPSit = β0+β1FAGEit + β2MBVit – β3INSTOit + β4DEBTEQUITYit + eit- - - - (1) 

where:  

DPS    =  dividend per share  

Ƒ    =  the Function of the vector of the independent variables 

FAGE    = Firm Age 

MBV    =  Market to Book Value 

INSTO   = Institutional Ownership 

DEBTEQUITY  =  Debt to Equity Ratio  

β0=Intercept of the line with Y-axis. 
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β1, β2, β3, β4 = the regression coefficients. 

e= Error term 

i represents the firm; t the year. 

 
4.0    RESULTS AND DISCUSSION 

This section presents and discusses the results obtained from data analysis. The paper employed 

both descriptive and inferential statistics. 

4.1 Descriptive Statistics 
Table 1: Results of Descriptive Statistics 

 

Variables Mean Minimum STD Deviation   Maximum Obs 
 

DPS 2.06859 0 5.803 61.8217   360 

FAGE 28.13889 1 13.67887  55  360 

MBV 2.862628 -4.8566 6.714496  103.9037  360 

INSTO 46.73889 0 27.60977  95  360 

DEBTEQUITY 2.54285 -17.2174 8.604 131.0757 360 
 

 
The result form Table 1 shows that DPS has a mean, minimum, standard deviation and maximum 

values of 2.06859, 0, 5.803, and 61.8217, indicating the average, lowest, the spread of the data and 

highest values of dividend per share during the period of interest. FAGE also has a mean, 

minimum, standard deviation and maximum values of 28 years, 1 year, 6 years and 55 years 

indicating the average, lowest, the spread of the years and highest years of operation since 

incorporation of the sampled companies. MBV further has a mean, minimum, standard deviation 

and maximum values of 2.862628, -4.8566, 6.714496, and 103.9037, indicating the average, 

lowest, the spread of the data and highest values of market to book value of the sampled firms 

during the period of interest. INSTO has a mean, minimum, standard deviation and maximum 

values of 46.73889, 0, 27.60977, and  95, indicating the average, lowest, the spread of the data and 

highest percentages of institutional ownership held by institutions during the period of interest. 

DEBTEQUITY has a mean, minimum, standard deviation and maximum values of 2.54285, -

17.2174, 8.604, and 131.0757, indicating the average, lowest, the spread of the data and highest 

values of financial leverage held by the sampled companies during the period of interest. 
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4.2 Multicollinearity Test 

Multicollinearity arises where a single explanatory (independent) variable is highly correlated with 

a given set of other explanatory variables (Hair, Hult, Ringle, and Sarstedt, 2017). The most 

common ways of testing multicollinearity are correlation analysis and variance inflation 

factor/tolerance levels, which are presented in Tables 2 and 3. 

 
Table 2: Results of Pearson Correlation 

   
                                         FAGE              MBV        INSTO     DEBTEQUITY 

 
FAGE 1.0000 

  
  

MBV 0.0029   1.0000 
 

  

INSTO 0.2983 0.1676 1.0000   
DEBTEQUITY  -0.0391 0.2374 0.0045  1.0000 

 
 

 

The result of Pearson correlation analysis indicates that the highest correlation coefficient between 

the independent variables is 0.2983 for INSTO and FAGE. Tabachnick and Fidell (2007) averred 

that multicollinearity sets in when the independent variables are highly correlated with a 

coefficient (r) of 0.8 or above. Consequently, there is no indication of multicollinearity between 

the independent variables of this study. 

 
Table 3: Result of Variance Inflation Factor (VIF) and Tolerance Level 

Variable              VIF               1/VIF  
 

INSTO 1.13 0.882660 

FAGE 1.10 0.907864 

MBV 1.09 0.914368 
DEBTEQUITY 1.06 0.941434 

 

Mean VIF       1.10    
 

Table 3 presents result of Variance Inflation Factor (VIF) and Tolerance to test for

multicollinearity in this study. The thresholds for tolerance and VIF are values of 0.1 and above

and values less than 10 respectively (Hair et al., 2017). As can be observed from the table, the VIF 

ranges between values of 1.06 to 1.13 with a mean of 1.10 which is below the threshold of 10 

indicating the absence of multicollinearity among the variables. The tolerance values ranges from 
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0.882660 to 0.941434 which are above the threshold of 0.1 also indicating the absence of 

multicollinearity among the variables. It can thus be concluded based on the results from Table 2 

and 3 that there is no multicollinearity between the independent variables of this study. 

 
4.3 Normality Test 
 

Table 4: Result of Skewness and Kurtosis for Normality Test  
                                                         Obs     Skewness            Kurtosis                                                  
 
DPS 360 0.0000 0.0000 
FAGE 360 0.0006 0.0000 
MBV 360 0.0000 0.0000 
INSTO 360 0.0191 0.0000 
DEBTEQUITY 360 0.0000 0.0000 

 

 
Skewness and Kurtosis were employed to test for normality of the data as presented in Table 4. 

According to Hair et al. (2017), skewness and kurtosis values should be between -1 and +1. 

Therefore, all the variables in this study are between -1 and +1 implying the normally of the data. 

 
4.4 Heteroskedasticity Test 
Table 5: Result of Breusch-pagan/Cook-weisberg Test for Heteroskedasticity 

Variable                  Chi-Sq. Value             Probability Value 

 
Model 

 
2166.40 

 
0.0000 

To test for heteroskedasticity in this study, the Breusch-Pegan test was performed which showed 

a P-value of 0.0000, implying that there is presence of heteroskedasticity. As a result, the robust 

regression test was further performed to correct the heteroskedasticity presence. 

 
4.5 Regression Result 

The formulated hypotheses in this study were tested using the pooled OLS, fixed and random effect 

models. The Hausman specification test was used to choose between the fixed and random effect 

models. A look at the p-value of the Hausman specification test (0.0000) which is less than the 

significance level of 0.05 as presented in Table 6 implies that the study should reject the null 

hypothesis. Following the above, the discussion of the fixed effect results becomes imperative. 
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The choice of the fixed effect model by the Hausman specification test further necessitated the 

Wald test to be conducted in order to choose between the result of the pooled OLS and the fixed 

effect model as presented in Table 7. The p-value of the Wald test result was 0.1000 which is 

statistically insignificant, thus, Ho is accepted. This implies that the pooled OLS model is more 

appropriate than the fixed effect model as presented in Table 8. 

 
Table 6:  Result of  Hausman Specification Test  

Test Summary                  Chi-Sq. Value                       Probability Value                
 
Cross-section random 40.81    0.0000 

 
Table 7:  

Result of Wald Test  
Test Statistic                                  F-statistic Value                        Probability Value               
 
Wald  test         148.79       0.1000 

 
Table 8: Regression Result (Pooled OLS) 

           Variable                  Coefficient                  T statistics                 Probability                 
  
FAGE .0626166         3.01               0.003 
MBV .3494477         8.27               0.000 

INSTO .0270869         2.59               0.010 
DEBTEQUITY -.0610061           -1.87                0.062 
C -1.804477            -2.58                 0.010 
    

R-squared  0.2230   
F-statistic  25.47   
Prob(F-statistic)  0.0000   

 Observations            360 

 
Table 8 shows the regression result of this study with an R-squared value of 0.593, indicating that 

about 22% of the changes in the dependent variable (dividend per share) over the period of interest 

can be attributed to the independent variables.  Table 8 also shows an F-statistic value of 25.47 

with its associated P-value of 0.0000, indicating that the regression model is statistically significant 

at 5% level, this means that the specified regression model provides a better fit than the intercept 

only model.  
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The result from Table 8 showed that Firm age (FAGE) has a positive coefficient of .0626166 with 

a p-value of 0.003 which is significant at 5% level, indicating that firm age has a significant 

positive effect on dividend per share. Market to Book Value (MBV) has a positive coefficient of 

.3494477with a p-value of 0.000 which is significant at 5% level, indicating that market to book 

value as a proxy of firm growth has a significant positive effect on dividend per share. Institutional 

ownership (INSTO) has a positive coefficient of .0270869 with a p-value of 0.010 which is 

significant at 5% level indicating that institutional ownership has a significant positive effect on 

dividend per share. Lastly from Table 8, financial leverage (DEBTEQUITY) has a negative 

coefficient of -.0610061 with a p-value of 0.062 which is insignificant at 5% level, suggesting that 

financial leverage has an insignificant negative effect on dividend per share. 

 
4.6      Determination of Difference in Dividend Policy of the Sampled Sub-sectors 

Objective five of this study seeks to determine whether significant differences exist in the dividend 

polies of the non-financial sub-sectors. The corresponding hypothesis (five) was tested with 

Kruskal Wallis test as presented in Table 9.  

Table 9: Kruskal-Wallis equality-of-populations rank test 
  +---------------------------------------+ 
  |              sectors | Obs | Rank Sum | 
  |--------------------+-----+------------| 
  |        Agricultural |  40 |  6073.00  | 
  |     Conglomerate |  40 |  5448.50  | 
  |            Consumer |  40 | 12194.50 | 
  |        Health Care |  40 |  5741.00  | 
  |                     ICT |  40 |  3752.50  | 
  |---------------------+-----+-----------| 
  |            Industrial |  40 | 10142.00 | 
  | Natural Resource|  40 |  3710.50  | 
  |               Service  |  40 |  6047.50  | 
  |             oil & Gas |  40 | 11870.50 | 
  +----------------------------------------+ 
chi-squared =   201.447 with 8 d.f. 
probability =     0.0001 
chi-squared with ties =   205.353 with 8 d.f. 
probability =     0.0001 
 

The result of Table 9 shows a chi squared value of 201.447 with a p-value of 0.0001, indicating 

that significant difference exists in the dividend policies of the non-financial sub-sectors. 
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4.7 Ranking of Dividend Payment by the Non-financial Sub-sector 

The Bonferoni test was used to rank the differences in dividend payment among the sampled 

Sub-sectors as presented in Table 10. 

 
Table 10: Ranking of Dividend Payment among the Non-Financial Sub-sectors of the 

Nigerian Exchange Group. 
 
 

 

Furthermore, Table 10 ranks the dividend per share payment among the sampled sub-sectors. From  

Table 10, consumer goods sub-sector records the highest mean dividend payment of N8.9 per 

share; this is followed by Oil and Gas sub-sector with a mean dividend payment of N5.6 per share; 

Industrial goods has a mean dividend payment of N2.2 per share; Agricultural sector has a dividend 

payment  of 70 kobo per share; Conglomerate sub-sector has a mean dividend payment of 44 kobo 

per share; Healthcare sub-sector has a dividend payment of 42 kobo per share; ICT sub-sector has 

a mean dividend payment of 17 kobo per share; Service sub-sector has a dividend payment of 16 

kobo per share while Natural resources sub-sector has a mean dividend payment of 5 kobo per 

share. 

  

SUB-SECTORS Dividend 
Per Share 
 (Mean)  
     N 

   % of 
Dividend 
Paid by 
Sectors 

Ranking 

   

CONSUMER GOODS 8.90026  47.806        1 

OIL & GAS  5.554255  29.834        2 

INDUSTRIAL GOODS 2.225063 11.952        3 

AGRICULTURAL 0.6999975 3.760        4 

CONGLOMERATE 0.4430675 2.380        5 

HEALTHCARE 0.4160925 2.235        6 

ICT 0.1714913 0.921         7 

SERVICE  0.1599037  0.859         8 

NATURAL RESOURCES 0.0471775 0.253         9 
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4.6 Discussion of Results 

Hypothesis One 

The result of the first hypothesis of this study revealed that firm age has a significant positive effect 

on dividend per share of listed companies in the non-financial sectors in Nigeria during the period 

of interest. This finding shows that as firms get older, they accumulate expertise, experience, 

reputation and public image which they seek to protect by paying dividends in order to signal 

investors of its capability. The result is consistent with the study of Kuzucu (2016) which found a 

positive effect of firm age on dividend policy of companies. This finding is further in line with the 

result of Malkawi (2007) which revealed that firm age is a determinant of corporate dividend 

policy in Jordan. This result also is in conformity with that of Nnadi et al (2013) which found that 

firm age is a key determinant of dividend policy of listed African firms. Similarly, this result 

supports the finding of Ebenezer (2013) which averred that a major determinant of dividend policy 

of financial institutions in Ghana is age of the firm.  

 
This result is also supported by the life cycle theory which posits that as firms get bigger, older

and with higher growth and investment opportunities, the more capable there are to be able to 

generate the needed resources for payment of dividends. In other words, the life cycle theory 

established a positive relationship between firm age and dividend policy which is supported by 

this study. 

 
Hypothesis Two 

The result of data analysis for hypothesis two of this study revealed that firm growth has a 

significant positive effect on dividend per share of listed companies in the non-financial sectors in 

Nigeria during the period of interest. This finding shows that firms with high growth and 

investment opportunities (MBV) pay more dividends in order to signal to the shareholders that 

they are doing well. The result confirms the findings of Gangil and Nathani (2018) which revealed 

that growth opportunities is a determinants of dividend policy. The result is also consistent with 

the studies of Okoro et al. (2018) and Echchabi and Azouzi (2016) which found that company’s 

market to book value is significant on dividend payout.  
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This result is also supported by the life cycle theory which posits that as firms get bigger, older 

and with higher growth and investment opportunities, the more capable there are to be able to 

generate the needed resources for payment of dividends. In other words, the life cycle theory 

established a positive relationship between firm growth and dividend policy which is supported by 

this study. 

 
Hypothesis Three 

The result of data analysis for hypothesis three of this study revealed that institutional ownership 

has a significant positive effect on dividend per share of listed companies in the non-financial 

sectors in Nigeria during the period of interest. This finding show that firms with block holdings 

by institutions always demand for dividend payout because, institutional ownership requires return 

on their investments in such companies. This result is consistent with the aprori expectation of the 

study. The result is also consistent with the study of Myers and Bacon (2004) which found a

positive effect of institutional ownership on dividend payout of companies.  

 
The result is supported by the clientele effect theory which posits that firms that pay high dividends 

attract clientele that require immediate income in the form of dividend. The theory further argued 

that investors’ personal life-cycle considerations determine the predilection for dividends: older 

investors favour dividend-paying stocks because they substitute for a regular employment income. 

According to the theory, institutional investors prefer mature and dividend-paying firms and this 

is because institutional investors are taxed less than retail investors. 

 
Hypothesis Four  

The result of data analysis for hypothesis four revealed that financial leverage has a negative but 

insignificant effect on dividend per share. This finding shows that when a firm acquires debt 

financing, it commits itself to fixed financial charges embodied in interest payments and the 

principal amount, and failure to meet these obligations may lead the firm into liquidation. The risk 

associated with high degrees of financial leverage may therefore result in low dividend payments 

because, firms need to maintain their internal cash flow to pay their obligations rather than 

distributing the cash to shareholders. This result is consistent with the study of Okoro et al. (2018) 

which found that financial leverage has a negative and insignificant effect on dividend payout. 
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This finding also supports the result of Sadia (2018), Abdioglu (2016), and Kuzucu (2016) which 

revealed that financial leverage negatively affects the dividend payout of companies. The result of 

further aligns with the finding of Morakinyo et al. (2018) which disclosed that financial leverage 

has a negative effect on dividend policy of companies.  

 
The result is supported by the agency theory which posits that corporations with higher firm 

specific risks or financial leverage ratios pay smaller dividends. This is because when firms acquire 

debt financing, it commits itself to fixed financial charges embodied in interest payments and the 

principal amount, and failure to meet these obligations may lead the firm into liquidation. This 

therefore, leads to unavailability of idle funds to pay out as dividend. 

 
Hypothesis Five 

The result of data analysis for hypothesis five revealed that significant level of differences exist in 

the dividend policies of the sampled non-financial sub-sectors.  

 
Hypothesis Six 

The sampled non-financial sub-sectors were ranked based on dividend payment in a hierarchical 

order as consumer goods recorded the highest dividend payment among the sampled sub-sectors, 

this is followed by Oil and Gas sub-sector, Industrial sub-sector, Agricultural sub-sector, 

Conglomerate sub-sector, Healthcare sub-sector, ICT sub-sector, Service sub-sector and Natural 

resources sub-sector, ranked as second, third, fourth, fifth, sixth, seventh, eighth and ninth 

respectively. The high payment of dividend by some sub-sectors (consumer goods, oil and gas, 

industrial, agricultural, amongst others) can be attributable to their high level of profitability 

(earnings per share) as can be observed in the raw data, since profitability is a significant 

determinant of dividend policy as established in this study. 

 
5.0      CONCLUSION AND RECOMMENDATIONS 
The results obtained from this study suggest that firm age, firm growth and investment 

opportunities, and institutional ownership positively and significantly determines the dividend 

policy of firms. The study also suggests that financial leverage negatively and insignificantly 

determines the dividend policy of listed companies in the non-financial sector of the Nigerian 
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Exchange Group. The result further revealed that significant difference exists in the dividend 

policies of the non-financial sub-sectors in Nigeria. The result of the study also showed that among 

the sampled non-financial subsectors, consumer goods has the highest dividend pay-out, this is 

followed by Oil and Gas sector, Industrial sector, Agricultural sector, Conglomerate sector, 

Healthcare sector, ICT sector, Service sector and Natural resources sector. The study therefore, 

recommends that investors (especially institutional investors) whose main aim is to get dividend 

on their investment should be guided by the sectors with the highest level of dividend payment as 

disclosed above. Also, Sectors that are not performing well in terms of dividend payment such as 

Agricultural, Conglomerate, Healthcare, ICT, Service and Natural resources sectors should look 

inward their various sectors to identify peculiar issues that are responsible for the low dividend 

payment compared to other sectors such as Consumer goods, Oil and Gas and Industrial sectors. 
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Abstract 
The study examined the effect of employee cost on the financial performance of listed commercial 
Banks in Nigeria. To achieve the objective of the study, ex-post factor research design was 
adopted. The study population is made up of fifteen (15) commercial banks listed on Nigeria stock 
exchange as at April 2021 out of which ten (10) banks were selected. Secondary data sourced from 
the annual reports and accounts of the selected banks were employed in the study. Data was 
analysed using descriptive statistics and ordinary least squares regression technique. Findings 
from the study reveal that employee cost has a positive and significant effect on the profit after tax 
of listed commercial banks in Nigeria. Hence the study concludes that employee cost has 
significant effect on financial performance of listed commercial banks in Nigeria. The study 
recommends amongst other things that commercial banks need to recognize that cost expended on 
employees are investments that will yield future returns if not in the short run then over the long 
run both for the employee and for the wellbeing of the bank.  
Keywords: Commercial banks, Profit after tax, Employee cost, Human capital, Performance 

 

Introduction 
A key contributory factor to organizational performance is the human resources of an organization. 

Human resource refers to a set of individuals who make up the workforce of an organization or a 

business entity. Human resources play a significant role in coordinating all organizations’ 

activities, towards the achievement of the corporate goals and objectives. With machines, materials 

and money little or nothing could be achieved without human contributions (Olaniyan & Lucas, 

2008). This confirms the extent of importance of human resources in organizations. Akintoye & 

Adidu (2016) also affirm the importance of human resources to the success of organizations. They 

stated that human resource is a key factor in the determination of measurable growth of any nation. 

Human resource is an important component of an organisation. It is made up of the active agents 

that harness and combine other resources towards the accomplishment of organizations goals. 

Consequently, organizations must have competent employees who are able to carry out assigned 

tasks for the purpose of attaining organizational goals. This is reiterated by Oke (2015), who asserts 

that a successful and effective organization understand that their success is directly related to the 
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quality of their human capital. Thus, there is an indication that the importance of human intellectual 

capability is indispensable in the assessment of corporate performance. 

Organizations including commercial banks make a lot of investments on their employees. These 

investments constitute employee cost which could be in the form of salaries or wages, training and 

development, health care services, retirement benefits and pensions and the like. These 

investments are made due to the fact that the growth of tangible capital stock of a firm and even a 

nation depend to a considerable degree on human capital development (Sowunmi, Eleyowo Salako 

and Oketokun, 2015). However, the possibility of growth in organisations might be minimal  

without adequate investment in developing human capital which involves the process of increasing 

knowledge, skills and capacities of people, Consequently, in the current business environment, 

human capital is regarded as a key source of competitive advantage. With the knowledge agenda, 

companies view their employees as an important resource and invest heavily in them.  

Nevertheless, information on human capital and its development is important to financial analysts 

and fund managers, who need to assess the future direction, potential and values of companies. 

Sharma (2012) suggest that it is the stock of human capital that predominantly determines the 

earnings of individuals and by extension the firm. Hence, assessing corporate performance may 

not be conclusive without the consideration of the contribution of investment in employee.  

 
The unpredictable nature of the Nigerian business environment and the many reforms introduced 

by government and its regulatory agencies, have brought to fore the need for commercial banks to 

substantially invest in manpower in order to attract, recruit and retain the best possible hands to 

ensure their continued existence. This is due to the fact that commercial banks belong to one of 

the most dynamic and strategic sector of the economy and any neglect of the workforce could be 

very costly.  

 
Performance can be described as the achievement of a target at the work place. Corporate financial 

performance (CFP), defined by Karaye, Ishak & Che-Adam,(2014), is achievement of 

organizational objectives or as being both productive and efficient. Corporate financial 

performance is anything which contribute to ameliorate value-cost couple and not only which 

contributes to cost decrease or value increase (Karaye et al., 2014). It also refers to the economic 
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status of a firm such as profitability, sales growth, return on assets etc (Palagolla & 

Wickramasinghe, 2016). There are different parameters from which financial performance of 

commercial banks can be evaluated. Total assets, total shareholder equity and profitability are 

commonly used indicators. Literature on bank performance describes financial organizations’ 

objectives as that of earning acceptable returns and minimizing the risk taken to earn this return. 

Studies on human capital cost (employee cost) and financial performance in banking sector in 

Nigeria are scanty and those that have attempted to examine such links have given conflicting 

results. This study therefore seeks to fill this gap and also to enrich existing literature on the effect 

of employee cost on financial performance of commercial banks in Nigeria. Thus, the study 

examined the effect of employee cost on the profit after tax of listed commercial banks in Nigeria.  

 
Theoretical Framework and Literature Review  

The classical economists propounded that land, capital and labour are the basic factors of 

production. Labour is usually associated with the human being and qualifies him as a resource, 

implying that it is the “principal” source of wealth or income of a country or institution” 

(Chambers, 1996). Land would remain uncultivated, and capital would lie idle and perhaps, would 

never even have been invented or accumulated, but by and for the utilization of labour” (Yesufu, 

2000) hence Labour occupies prime place in production. The human capital theory one on which 

this study hinges further expounds on the above assertion. The theory proposed by Seth (2009) 

and extensively developed by Ratti (2012) has its root in labour economics which is a branch of 

economics that focuses on general work force in quantitative term. The human capital theory

contends that education or training raises the productivity of workers by imparting useful 

knowledge and skills, thus raising workers’ future income through increase in their lifetime 

earnings.  It further explains that expenditure on education or training and development is costly, 

and should be considered as investment since it is undertaken with a view to increasing personal 

incomes. Human capital approach is used to explain or support occupational wage differential. 

However, it is reiterated that education or training and development will not only increase 

employee personal income, it will also serve as a means of achieving corporate competitive 

advantage which reflects ultimately in organisational performance. 
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According to Flamholtz (2014), human capital theory distinguished between general skills and 

firms’ specific skills of human resources. General skills are skills possessed by individuals which 

provide value to a firm and are transferable across a variety of firms. On the other hand, specific 

skills provide value only to a particular firm, and such skills are of no value to competing firms. 

Human capital is not substitutable and not transferable like land, labour or fixed capital. The 

relevance of the theory to this study is that it considered the cost of education, training, 

development and even workers’ medical treatment as investments towards improved performance 

of individual workers and also creates a sort of competitive advantage which ultimately could 

result in improved organizations performance.  

 
Furthermore, the relationship between employee cost and performance is further explained by the 

resource based theory and the expectancy theory. The resource-based theory postulated by 

Wernerfelt (1984) states that the possession of resources is valuable, difficult to imitate, rare and 

cannot be substituted. The theory suggests that organizations should look inwards to find the 

sources of competitive advantage through the use of their resource. Resource-based theory 

prescribes that organizations position themselves strategically based on their resources and 

capabilities rather than their products and services. While the expectancy theory given by Vroom 

(1964) suggest that individuals are motivated to perform if they know that their extra performance 

is recognised and rewarded. The theory states that employee’s motivation is an outcome of how 

much an individual wants a reward (Valence), the assessment that the likelihood of the effort will 

lead to expected performance (Expectancy) and the belief that the performance will lead to reward 

(instrumentality) 

 
The concept of employee cost and financial performance 

Employee cost otherwise known as human resource cost means different things to different 

authors. It represent the aggregate sum of the individual employee’s wages and salary in addition 

to other employee related expenses including allowances and incentives, social security, medical, 

insurance, training and development, retirement benefits and other subsidies or benefit. It 

represents that sacrifice that was incurred today in order to train and develop employee (Manukaji, 

Osisioma & Okoye., 2019). Employee costs constitute an important part of the organization’s cost. 
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As such, organization need to have a clear plan in line with achieving its strategies for success 

while still satisfying employees at a minimal cost possible. Although employee costs are regarded 

as reward to employees for efforts exerted into work, it could create a sense of on-going employer 

appreciation in the long run manifested often in improved organizational performance.  

Performance on the one hand is seen as the most important aspect of the organization. It is the 

ultimate variable of interest to those concerned with management, accounting, productivity, 

operations finance, customer satisfaction, market share, profits efficiency and the likes. This is 

because performance is viewed as the success of an organization in achieving valuable outcomes 

in terms of high returns (Memon & Tahir, 2012). Literature summarily holds that performance is 

the ability of an organization to meet or be able to achieve its desired result or set objectives and 

goals according to a time frame. In this paper performance is measured using profit after tax. 

 
Empirical review 

This section reviews some researchers thought on the issue under consideration. Onyekwelu and 

Ironkwe (2021) examined the effect of human resource accounting (Human resource accounting 

disclosure Index, Training cost, Number of staff and Increment in staff salaries) on corporate 

financial performance (return on assets and return on equity) of insurance companies quoted on 

Nigeria Stock Exchange for the period 2012 to 2017. Secondary data of 12 quoted insurance 

companies were collected. A non-experimental causal (Ex post facto) research design was adopted 

to address the research objectives of the study. The lease square regression analysis, (with the aid 

of E-views 10) to empirically answer eight research questions raised in the study. The results

showed that human resource accounting disclosure and training cost significantly affect Return on 

Asset and Return on Equity positively while number of staff and increment in staff salaries has a 

statistically significant negative effect on Return on Asset. Based on these results, it was 

recommendation that  insurance firms should do more in terms of building the culture of capacity 

building training, developing and motivating the personnel to put in their best for the financial 

growth of their organizations and enhancing their capacity to improve organizational performance. 

In the same vain,  Nangih, Obuah, Wali and Turakpe (2020) assessed the interconnectedness

between staff cost and firm profitability using Nigeria’s Oil and gas industry. Specifically they 

examined the effects of staff salaries, medical expenses and training costs on the profit margin of 
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listed oil and gas firms. Data of five (5) firms were collected from annual financial reports for the 

period 2013-2018 and analysed using descriptive correlation and regression analysis tool. The 

result indicated that both salaries and training cost impacted positively on profit margin whereas 

medical expenses had negative effect on profitability with only training cost being significant. 

They therefore recommended that management of oil and gas firms in Nigeria should pay greater 

attention to staff training and development while ensuring that health hazards within the workplace 

are minimised as much as possible. 

 
Bankole (2020), examined the influence of human resource cost on financial performance of 

consumer goods companies in Nigeria. The objective was to factor out the degree to which 

financial performance is influenced by investments in human resource, measured by Return on 

Asset (ROA) of Nigerian Consumer Goods Company. Secondary data were sourced from 

published annual financial statements of the selected consumer goods company for the period of 

ten years (10) spanning 2009-2018. Data analysis was done using Static Panel Estimation 

techniques which consisted of Pooled Ordinary Least Square (POLS) Estimator, Fixed Effect 

Model (FEM), and Random Effect Model (REM). The result of the study showed that pension cost 

(PEC), director’s emolument (DCM) and gratuity cost (GRT) exerts positive and statistically 

significant impact on ROA while salary and wages (SLW) exerts positive but insignificant impact 

on ROA with coefficient value of .017615 (p = 0.2905). It is therefore concluded that investment 

in human resource significantly influenced financial performance and growth of Nigerian

consumer goods company, and it is recommended that greater commitment to manpower 

development, and relevant retirement packages should be designed towards positive performance 

improvement. 

 
Yetunde and Idowu (2020), assessed the impact of Human Resource Accounting (HRA) on the 

performance of Nigerian firms (2012 – 2016) using secondary data, sourced from ten (10) 

purposively selected annual report and financial summary of oil and gas companies from 2012 to 

2016. Ordinary least squares analysis were carried out. Findings show that both gross staff cost 

and training and development cost have a positive significant impact on the performance of oil and 

gas companies in Nigeria. Futhermore, the study revealed that there is no significant relationship 


