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Abstract: This study was carried out to empirically examine impact of capital on profitability of 

commercial banks in Nigeria employing a co-integration approach. Data set used for analysis in 

this study was extracted from Central Bank Statistical Bulletin of 2019. This study employed, 

total debt and total equity as proxies for capital structure while Net profit of commercial banks in 

Nigeria within the scope of this study was adopted as a measure of the performance of 

commercial banks in Nigeria. Ex-post facto research design was adopted. Data were analyzed by 

employing ordinary least square regression (OLS) model on a sample of 14 commercial banks in 

Nigeria from 2008 through 2019; the study found that capital structure positively and 

significantly impacted net profit of commercial bank in Nigeria within the period under review. 

These findings were consistent with trade-off theory of capital structure. Following these 

findings, the study recommended that since equity accounted for more profit of banks in Nigeria 

than debt, commercial banks should employ high equity-to-debt ratio in their operations in order 

to reduce bankruptcy risk and reduce the high gearing associated with banking business and 

enhance net profit. 
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1.0 INTRODUCTION 

1.1 Background of the Study:  

Finance iis iso ivital ito iall iorganization iand iserves ias ian iinstant icause ifor icompanies inot 

icommencing ior iprogressing. iCapital istructure iserves ias ione iof ithe iimportant ivariables 

iconsidered iby ifirms iwhen iconsidering ifinancial iperformance. iConsidering ia ifirms icapital 

istructure iis iimperative inot ijust ito iboost iearnings ibut ialso iits ieffect ion iorganization’s 

icapability ito imanage icompetitive ienvironments. iThe iaim iof ia ifirm’s icapital istructure 

imay inot ibe ifocused ion iwealth imaximization ibut ito isafeguard imanagement’s iinterest 

imostly iin ifirms iwhere icontrol iis idictated iby idirectors iand ishares iof ithe icorporation 

icarefully iheld i(Dimitris iand iPsillaki, i2008). i 

A ifirm’s icapital istructure irefers ito ithe imix iof iits ifinancial iliabilities. iIt ihas ilong ibeen 

ian iimportant iissue ifrom ithe istrategic imanagement istandpoint isince iit iis ilinked iwith ia 

ifirm’s iability ito imeet ithe idemands iof ivarious istakeholders i(Roy iand iMinfang, i2000). 

iDebt iand iequity iare ithe itwo imajor iclasses iof iliabilities, iwith idebt iholders iand iequity 

iholders irepresenting ithe itwo itypes iof iinvestors iin ithe ifirm. iEach iof ithese iis iassociated 

iwith idifferent ilevels iof irisk, ibenefits, iand icontrol. iWhile idebt iholders iexert ilower 

icontrol, ithey iearn ia ifixed irate iof ireturn iand iprotected iby icontractual iobligations iwith 

irespect ito itheir iinvestment. iEquity iholders iare ithe iresidual iclaimants, ibearing imost iof 

ithe irisk iand ihave igreater icontrol iover idecisions. i 

Consequently, ifirms ishould ibe iable ito iimprove itheir imarket ishare, ifinance ioperations 

iand igrow iin ithe ilong irun ito iimprove ivalue iadded iand iprofits. iFirms igoing ithrough 

ifinancial idistress ialso ihave iissues iwith iits ioperational ifunctions, ihigh ilabour iturnover 



iand ithe iorganization iobjective ishifted ifrom ikey icorporate iobjectives isince ithe icurrent 

iissue iis ifunding idebt iinstruments. iConsequently, ino ileverage idepicts ithat ia ibusiness 

iforgoing ilow-cost isources iof ifinancing iand idepending ion iequity ito ibe iexact, ia icostly 

isource iof icapital. iCapital istructure idepicts isystems iin iwhich iequity ias iwell ias idebt iis 

iemployed ifor ifunding ithe ifirm’s iactivities ito iyield ioptimum ireturns ifor ithe istakeholders 

ito imaximize ifirm’s ireturns igiven ia ilevel iof irisk i(Dada iand iGhazali, i2016).  

 

1.2 iStatement iof ithe iProblem 

An iappropriate icapital istructure iis ia icritical idecision ifor iany ibusiness iorganization. iThe 

idecision iis iimportant inot ionly ibecause iof ithe ineed ito imaximize ireturns ito ivarious 

iorganizational iconstituencies, ibut ialso ibecause iof ithe iimpact isuch ia idecision ihave ion 

ian iorganization’s iability ito ideal iwith iits icompetitive ienvironment. iThe ivital iissue 

iconfronting imanagers itoday iis ihow ito ichoose ithe imix iof idebt iand iequity ito iachieve 

ioptimum icapital istructure ithat iwould iminimize ithe ifirm’s icost iof icapital iand iimproves 

ireturn ito iowners iof ithe ibusiness. iFinancial imanagers imake iefforts ito iascertain ia 

iparticular icombination ithat iwill imaximize iprofitability iand ithe ifirm’s imarket ivalue. 

iAccording ito iAbdul i(2012), iit iis igenerally ibelieve ithat ithe ivalue iof ia ifirm iis 

imaximized iwhen iits icost iof icapital iis iminimized. iThe ikind iof icombination iof idebt iand 

iequity ithat iwill iminimize ithe ifirms icost iof icapital iand ihence imaximizes ithe ifirm’s 

iprofitability iand imarket ivalue iis ithe ioptimal icapital istructure. iUnfortunately, ifinancial 

imanagers ido inot ihave ia iwell-defined iformula ithat ifor itaking idecision ion ioptimal 

icapital istructure. i i 

A inumber iof itheories ihave ibeen iadvance ito iexplain ithe icapital istructure iof ifirms. 

iHowever, ithere iis ilack iof iconsensus iamong iresearchers iof ifinancial imanagement iabout 

ithe ioptimal icapital istructure. iThe ivariations iin ithe ivarious itheories ifurther imake icapital 

istructure idecisions icrucial. iThus, icapital istructure idecision iis ivery icritical, iparticularly iin 

irelation ito iperformance iof ia ifirm iin iterms iof iprofitability iand ivalue iof ithe iequity. I 

 

 i1.3 Objectives iof ithe iStudy 
The imain iobjective iof ithis iresearch iis ito ievaluate ithe iimpact iof icapital istructure ion 

iprofitability iof icommercial ibanks iin iNigeria. iThe ispecific iobjectives iare: i 

1. To iexamine ithe iimpact iof itotal iequity ion iprofitability iof icommercial ibanks iin 

iNigeria. 

2. To ievaluate ithe ieffect iof itotal idebt ion iprofitability iof icommercial ibanks iin 

iNigeria. 

 

1.4 Statement iof iHypotheses 

HO1: Total iequity ihas ino isignificant iimpact ion iprofitability iof icommercial ibanks iin 

iNigeria. 

HO2: Total idebt ihas ino isignificant ieffect ion iprofitability iof icommercial ibanks iin 

iNigeria. 

 

 

 

 

 



2.0 iREVIEW iOF iRELATED iLITERATURE 

 

2.1 Conceptual iReview 

2.1.1Capital iStructure i 
Capital istructure iis ihow ia ifirm iwould ibe iable ito ifund iits ifuture iinvestments iprojects 

ivia idebt, iequity ior imixed. iCapital istructure iwas ialso idefined iby iRoshan i(2009), ias ia 

imix iof idebt iand iequity icapital imaintained iby ia ifirm. 

Capital istructure irefers ito ithe ifirm's ifinancing imix imainly idebt iand iequity iused ito 

ifinance ithe ifirm. iThe iability iof ibanks ito icarry iout itheir istakeholders’ ineeds iis itightly 

irelated ito icapital istructure. iCapital istructure, iin ifinancial iterms, imeans ithe iway ia ifirm 

ifinances iits iassets ithrough ithe icombination iof iequity iand idebt i(Saad, i2010). iSince ithe 

iseminal iwork iof iModigliani iand iMiller i(1958), icapital istructure istudies ihave ibecome ian 

iimportant isubject imatter iin ifinance itheory. iHow ia ifirm iis ibeen ifinance iis iof igreat 

iimportance ito iboth ithe imanagers iof ithe ifirm iand ithe iproviders iof icapital. iThis iis idue 

ito ithe ifact ithat, ia iwrong imix iof ifinance iemployed ican iaffect ithe iperformance iand 

isurvival iof ithe ifirm. 

 

2.2 THEORETICAL iREVIEW 

This istudy iwill ibe ianchored ion itrade i– ioff itheory iof icapital istructure: 

2.2.1 Trade-Off iTheory i 

Between i1960s iand i1970s, icorporate ifinance ischolars i(Kraus iand iLitzenberger, i1973; 

iMiller, i1977; iScot, i1977; iKin, i1978) ireignited iand imodified ithe iargument itowards 

iexamining ithe iway iin iwhich ifirms imanage ito ibalance ithe ibankruptcy icost iwith ithe 

ibenefit iof itax ishields iderived ifrom ileverage. iFor iinstance, iMiller i(1977) ihypothesized 

ithat ithe ioptimal ileverage iratio iof ithe ifirm iis idetermined iby ithe itrade-off ibetween 

icurrent itax ishield ibenefits iof idebt iand ihigher ibankruptcy icost iimplied iby ithe ihigher 

idegree iof iinterest itax ishield iagainst ithe icost iof ifinancial idistress. iThe iwork iof iScott 

i(1977) iand iKin i(1978) iamong iothers iwere ilater igrouped iunder ithe istatic itrade-off 

itheory iwhose iunderlying iclaim iis ithat ifirms iset ia itarget idebt iratio iwhich ithey iattempt 

ito ireach iin iorder ito imaximize ishareholders ireturn. iIn iother iwords, ithe itheory iargues 

ithat ia ifirm isubstitute’s idebt ifor iequity ior iequity ifor idebt iuntil ithe ivalue iof ithe ifirm iis 

imaximized. iThis itheory iassumes ia ipositive irelationship ibetween ia ifirms ileverage iand 

iperformance. 

 

2.3 iEMPIRICAL iREVIEW 

2.3.1 Capital iStructure iand iFirm iPerformance: iA iNegative iRelationship 

Most istudies iprovide ievidence iof isignificant inegative iimpact iof icapital istructure ion 

ifirm’s iperformance. iFor iinstance, iSoumandi iand iHayajneh i(2010) iinvestigates ithe ieffect 

iof icapital istructure ion iperformance iof i76 i(53 iindustrial iand i23 iservice) iout iof i129 

ifirms ilisted ion ithe iAmman iStock iExchange iof iJordan ifor ithe iperiod i2001 ithrough 

i2006. iThe istudy iwhich iemploys ifinancial ileverage, itangible iassets iand ifirm igrowths ias 

iproxies ifor icapital istructure i(independent ivariables); ireturn ion iequity iand iTobin’s iQ ias 

imeasure iof ifirm’s iperformance; iFirm isize ias ia icontrol ivariable, iuses imultiple iregression 

imodel irepresented iby iordinary ileast isquares: iFirms ibecause iof itheir icapital istructure 

icharacteristics iprovides ievidence iof ia isignificant inegative irelationship ibetween icapital 

istructure iand iperformance iof iboth iclasses iof ifirms. iThe iresults iwhich ialso irevealed 



isignificant inegative iimpact iof icapital istructure ion iperformance iof ihigh iand ilow ilevered 

ifirms iand ihigh iand ilow igrowth ifirm, ishowed ino isignificant idifferences ibetween ithe 

iperformances ion ihigh iand ilow ilevered iand ihigh ilow igrowth ifirms. 

In ian ieffort ito icontribute ito iempirical iliterature, iIavorskyi i(2013) iinvestigates ithe iimpact 

iof icapital istructure i(debt-to-assets iratio) ion iperformance i(return ion iassets ireturn ion 

isales iand itotal ifactor iproductivity) iof i16,500 iUkrainian ifirms ibetween i2001 iand i2010. 

iInstitutional ifactors isuch ias ifirm isize, iindustry iand iexit/entry iwere ialso iused. iThe istudy 

iwhich ihypothesized ithat ifinancial ileverage ipositively iaffects ifirm’s iactivity ithrough 

idisciplining iof imanagers, itax ishield iand isignaling ieffects iuses ileast isquare iDummy 

ivariable iregression iwith irobust istandard ierrors iin iorder ito icapture ifixed ieffects iand 

iaddress ipossible iheteroskedasticity iissues. iThe ifindings ireveal ia inegative irelationship 

ibetween ileverage iand ifirm iperformance, ia ifinding iwhich iis iin idisagreement iwith ithe 

ifree-cash-flow ior ithe itrade-off itheory iof icapital istructure ibut iin isupport iof ithe 

ihypothesis iof ithe ipecking i– iorder itheory. i i i i 

Akeen, iTerer, iKiyanjui iand iKayode i(2014) iwhile iexamining ithe iimpact iof icapital 

istructure ion iperformance iof i10 irandomly iselected icompany iquoted ion ithe iNigerian 

istock iExchange iused igeneralized ileast isquares iRegression ito ianalyze isecondary idata 

ifrom i2003 ito i2012. iThe istudy iwhich iuses itotal idebt ito iasset iratio, itotal idebt ito iequity 

iratio iand ilong i–term idebt ito icapital iratio ias icapital istructure ivariables iand ifirm ias ia 

icontrol ivariable ireveal ia inegative iinfluence iof icapital istructure ion ifirm iperformance 

iproxied iby ireturn ion iinvestment iand ireturn ion iasset. iThe istudy irecommends ithat ifirm 

ishould iemploy imore iof iequity ithan idebt iin ifinancing itheir ibusiness iactivities. iIt ialso 

isuggested ithe ineed ifor ifirms ito iestablish ithe ipoint iat iwhich ithe iweighted iaverage icost 

iof icapital iis iminimal. 

Opoku, iAudu iand iAnarfi i(2013) iemployed ia ipanel idata imethodology ito iunderstand ithe 

iimpact iof icapital istructure ion iprofitability iof ilisted ibanks ion ithe iGhanaian istock 

iExchange iover ithe iperiod i2005 ithrough i2012 iusing icapital istructure itheories ias 

itheoretical ifoundation. iThe istudy iwhich iexamined ithe iimpact iof itotal ileverage, idebt ito 

iequity iratio itotal iliabilities, ibank isize iand iage ion ireturn ion iassets ireturn ion iequity, 

iTobln’s iQ iand ieconomic ivalve iadded i(EVA) irevealed ithat i76 ipercent iof ithe itotal 

icapital iof ibanks iin iGhana iis imade iup iof idebt iwith i75 ipercent iconsisting iboth ishort i– 

iterm idebt iand ilong i– iterm idebt iconsistent iwith iearlier ifindings ithat iGhanaian ibanks 

iwere ihighly igeared. iThe ifindings ialso ishowed ia inegative irelation ibetween ileverage iand 

iprofitability iamongst ithe ilisted ibanks. iThe inegative iinfluence iof ibank isize ion 

iprofitability isuggest ithat ilarger ibanks itend ito iexhibit ilower iprofits iin iline iwith imodels 

ithat iemphasize ithe inegative irole iof isize ifrom iscale iof iinefficiencies. iThe istudy 

itherefore irecommended ithat iGhanaian ilisted ibanks ishould imake ioptimal iuse iof 

iresources iat itheir idisposal iin iorder ito iboost iprofitability. 

 

2.3.2 Positive iRelationship ibetween iCapital iStructure iand iFirm iPerformance 

Yakubu, iBaba iand iIbrahim i(2016) iexamined icapital istructure iand iprofitability iof 

icommercial ibanks: iEmpirical ievidence ifrom iNigeria, iusing iex-post ifacto iresearch idesign, 

iapplying iAuto iRegressive iDistributed iLag iModel ion ia isample iof i13 icommercial ibanks 

iin iNigeria ifrom i2005bthrough i2014. iThe istudy ifound ithat iabout i83 iper icent iof itotal 

iassets iemployed iby ithe icommercial ibanks iare inot ifinanced iby iowners, iconfirming ithe 

ihypothesis ithat ibanks iare ihighly ilevered iinstitutions. iConsistent iwith ithe iagency iand 



istatic itrade-off itheories iof icapital istructure iand iearlier iempirical ifindings iin iNigeria, ithe 

iresults ifurther ifound ievidence iof ia ipositive iand isignificant iinfluence iof iboth iowners’ 

iand iborrowed ifunds ion iprofitability. iHowever, iborrowed ifunds iwere ifound ito ibe imore 

iprevalent iin ienhancing ithe iperformance iof icommercial ibanks iduring ithe istudy iperiod. 

Similarly, iAdeleke, iAshogbon, iIdode iand iOgunlowore i(2014) iexamined ithe iinfluence iof 

icapital istructure ion iprofitability iof iNigerian ibanks ifrom i2008 ito i2012 iusing iexpost- 

ifactor iresearch idesign iand imultiple iregression itechnique. iThe istudy iemploys ireturn ion 

iassets i(ROA) imeasured ias iearnings ibefore itaxes i(EBT) idivided iby itotal iassets ias ia 

imeasure iof ibank iperformance iand itotal idebt ito itotal iassets iratio iand itotal iequity ito 

itotal iassets iratio ias iindependent ivariables. iThe ifinding ishows ithat icapital istructure ihas 

ia isignificant ipositive iinfluence ion iprofitability iof iNigerian ibanks ion ithe ibasis iof ithis 

ifindings, ithe istudy irecommends ithat idirectors iand imanagement ishould iuse iboth iequity 

iand idebt iin ifinancing itheir ibusiness iactivities ias isupported iby ithe ipecking iorder iand 

iagency itheory. 

Similarly, iAdeslan iand iNwidobie i(2015) iexamined ithe iimpact iof ipost-consolidation 

icapital istructure ion ithe ifinancial iperformance iof i10 iNigeria ibanks ifor ithe iperiod i2005 

ithrough i2012. iThe istudy iwhich iemployed iprofit ibefore itax ias ia idependent ivariable, 

iequity iand idebt ias iindependents iand iordinary ileast isquares ias ia iregression itechnique 

ishows ithat icapital istructure ihas ia isignificant ipositive irelationship iwith ithe iprofitability 

iof iNigerian iquoted ibanks. iThe iauthors isuggest iamong iothers ithe iuse iof idebt iand 

iequity icapital iin ifinancing iNigerian ibanks ito iimprove iearnings. 

 

2.3.3 Capital iStructure iand iFirm iPerformance: iA iReview iof iMixed iFindings 

Olokoyo i(2012) iinvestigated ithe ioverall iimpact iof icapital istructure i(Leverage) ion 

iperformance i(return ion iassets, ireturn ion iequity iand iTobln’s iQ) iof i101 ifirms ilisted ion 

ithe iNigerian istock imarket ifrom i2003 ithrough i2007. iThe istudy, iwhich iemployed ipanel 

idata ianalysis iby iusing ifixed ieffect iestimation, iRandom ieffect iestimation iand ipooled 

iRegression imodel, ireveals ithat ia ifirm’s ileverage ihave ia isignificant inegative iimpact ion 

iits iaccounting iperformance imeasure i(ROA) iand ithat iall ithe ileverage imeasures ihave ia 

ipositive iand ihighly isignificant irelationship iwith imarket iperformance irepresented iby 

i(Tobln’s iQ). iThe istudy iestablishes ithat iNigerian ifirms iare ieither imajorly ifinanced iby 

iequity ior ia imix iof iequity icapital iand ishort iterm idebt. iThe istudy ifurther ishoes ithat ithe 

imaturity istructure iof idebts iaffect ithe iperformance iof ifirms isignificantly iand ithat ithe 

isize iof ithe ifirm ihas ia isignificant ipositive ieffect ion iits iperformance. i 

Hasan, iAhsan, iRahaman iand iAlam i(2014) istudied ithe iinfluence iof icapital istructure ion 

iperformance iof i36 iBangladeshi ifirms ilisted ion ithe iDhaka iStock iExchange ifrom ithe 

iperiod i2007 ito i2012. iThe istudy iwhich iexcludes ifinancial iservices ifirms iowing ito itheir 

idifferent icapital istructures iand ioperations iuses ifour iperformance imeasures; iearnings iper 

ishare i(EPS), ireturn ion iequity i(ROE), ireturn ion iassets i(ROA) iand iTobin’s iQ ias 

imeasures iof ifirm iperformance iand ithree icapital istructure iratios; ishort-term idebt, ilong-

term idebt iand itotal idebt ias iindependent ivariables. iUsing ipanel idata iregression imethod, 

ithe iauthors ifind ithat iwhereas iEPS iis isignificantly ipositively irelated ito ishort-term idebt, 

isame iis ialso isignificantly inegatively irelated ito ilong-term idebt. iThe iresults ialso ireveal ia 

isignificant inegative iinfluence iof icapital istructure ion iROA. iHowever, ithe iresults idid inot 

iprovide ievidence iof ia isignificant iinfluence iof icapital istructure ion ifirm iperformance ias 

imeasured iby iROE iand iTobin’s iQ. iThus, ithe istudy iconcludes ithat icapital istructure ihas 



inegative iimpact ion ifirm iperformance, ia ifinding ithat iis iconsistent iwith ithe ipecking 

iorder ihypothesis. 

 

3.0 iMETHODOLOGY 

3.1 Research iDesign i i 

According ito iZikmund i(1994), iresearch idesign iis ithe imaster iplan ispecifying ithe imethod 

iand iprocedures ifor icollecting iand ianalyzing ithe ineeded iinformation. iIn ithis istudy 

itherefore, ia isecondary iresearch idesign ior iex-post ifacto iresearch idesign iwas iemployed. 

iThis idesign iwas isuitable ifor ithis istudy isince iit idealt iwith ifacts iand imatter ithat ihas 

ialready itaken iplace iand ithe idata iwere ireadily iavailable ifor iused. 

3.2 i i i i iPopulation iof ithe iStudy 

The ipopulation iof ithis istudy icomprised iof ian iaverage iof i16 icommercial ibanks ibetween 

i2008 iand i2019. 

3.3 i i i iSampling iTechnique 

The istudy iadopted ia iPurposive i(non-probability) isampling itechnique ias ionly ibanks ithat 

iwere ipresent ion ithe iNSE ithroughout ithe istudy iperiod iand ihave iavailable idata iwere 

iselected. iIn iother iwords, ibanks ithat iwere iquoted iafter i2008 ias iwell ias ithose ithat iwere 

idelisted ifrom ithe imarket iin ibetween ithe istudy iperiod iwere inot iincluded iin ithe istudy. 

iThus, ia itotal inumber iof i14 ibanks iwere icovered. 

 i3.4 Sources iof iData 

The idata iused iin ithis iresearch iare imainly isecondary idata. iThis iis idue ito ithe inature iof 

ithe istudy. iThe ilibrary iresearch iforms ithe ibedrock ifor ithe ireview iof irelated iliterature ion 

ithe isubject iand ialso iserves ito iprovide itheoretical iframework ithat iguided ithe icollection 

iand ianalysis iof idata. iSpecifically, idata iwere iobtained ifrom ithe iCentral iBank iof iNigeria 

i(CBN) istatistical ibulletin i2019 iand ifinancial istatements iof iselected icommercial ibanks iin 

iNigeria iwithin ithe iperiod iunder istudy. 

3.5 i i iModel iSpecification 

To iexamine ithe iimpact iof icapital istructure ion iprofitability iof icommercial ibanks iin 

iNigeria iover ia i12 iyear iperiod i(2008-2019), ithis istudy iadopts iand imodifies ithe 

iempirical imodel iused iby iYakubu, iBaba iand iIbrahim i(2016). iThe imodel iwas iused ito 

ianalyze ithe iimpact iof icapital istructure ion iprofitability iof icommercial ibanks iin iNigeria 

ibetween i2005 iand i2014. iThe imodel iis ispecified ias; 

GPt i= iβ0 i+ iβ1EFt i+ iβ2DFt i+ iµt i…………………………………….. ieqn i(1) 

Where: 

 iGP= iBank’s iperformance iproxied iby iGross iprofit 

 iEF= iEquity ifunds irepresented iby ishareholders’ ifunds iplus iretained iearnings iand 

ireserves. 

 iDF= iDebt ifunds iproxied iby itotal ideposit iliabilities iand iborrowed ifunds 

 iμ i= ierror iterm 

B0 i= iconstant 

 iB1 iand iB2= iCoefficients iof itheir irespective ivariables iand 

 it i= iTime idimension. i 

The ieconometric imodel ifor ithis ipaper idiffered ifrom ithe iadopted imodel iin ithe isense ithat 

ithis istudy iadopts iauto iregressive idistributed ilag i(ARDL) imodel. iAlso, inet iprofit iwas 

iemployed ias ia imeasure iof iprofitability iof icommercial ibank iin iNigeria. 



Following iboth ithe itheoretical iand iempirical iliterature iearlier ireviewed, iit iis ipertinent ito 

isubmit ithat ithe irelationship ibetween icapital istructure iand icommercial ibank’s ilending iin 

iNigeria ican ibest ibe imathematically irepresented ias: 

∆NPt i= iβ0 i+∑ iβ1∆NPt-I i+∑ iβ2∆TEt-I i+∑ iβ3∆TDt-I i+ iw1NPt-I i+ iw2TEt-1 i+ iw3TDt-1 

i+µt….eqn i(2) 

Where: i 

 iNP= iBank’s iprofitability iproxied iby iNet iprofit 

TE=Total iequity ifunds irepresented iby ishareholders’ ifunds iplus iretained iearnings iand 

ireserves 

 iTD= iTotal idebt ifunds iproxied iby itotal ideposit iliabilities iand iborrowed ifunds 

 iμ i= ierror iterm 

t i= iTime idimension i i 

∆ i= iChange 

 i∑ i= iSummation 

 ip i= iOptimal ilag 

 iβ0 i= iConstant 

 iβ1 ito iβ3 i= iCoefficients iof ithe ishort i- irun ivariables 

 iw1 ito iw3 i= iThe icoefficient iof ithe ilong i– irun icomponent 

 

3.6 Data iEstimation iTechnique 

Data iwas ianalyzed iusing iboth iquantitative iand iqualitative iapproach. iIn ithe icase iof 

iqualitative iapproach, idescriptive istatistics iwas iused ito icompare ivariables inumerically iand 

ito iascertain ipattern iin ithe idata iset. iAccording ito iSaunder, iet ial, i(2007), ievery istatistics 

ito idescribe idata iusually isummarizes ithe iinformation iin ithe idata iby idisclosing ithe 

iaverage iindicators iof ithe ivariables iused iin ithe istudy. iFor ithe iquantitative ianalysis, 

iAutoregressive iDistributed iLag i(ARDL) iotherwise iknown ias ibounds itest iproposed iby 

iPesaran, iShin iand iSmith i(2001) ito imodel iequation i(1) iwas iused ito ianalyze idata. iThe 

iARDL iapproach iis ia ivalid iasymptotic iinference ithat iexamines ithe icointegration 

irelationships iamong ivariables iirrespective iof ithe iorder ion iintegration iof idata. iThe 

ichoice iof ithe imodel iis ibased ion ithree imajor iconsiderations: iFirst, iit iyields ia iconsistent 

iestimate iof ithe ilong-run icoefficients iregardless iof iwhether ithe iunderlying iregressors iare 

istationary iat iI i(0) ior iI i(1) ior ia imixture iof iboth. iTwo, iit iprovides iunbiased iestimates 

iof ithe ilong-run imodel ias iwell ias ivalid it-statistics ieven iif isome iof ithe iregressors iare 

iendogenous iand ithird, iit iis ihighly ifriendly ito ismall isample isize i(Yaaba, i2013). 

Thus, ithe iequation ibecomes: 

∆NPt i= iβ0 i+∑ iβ1∆NPt-I i+∑ iβ2∆TEt-I i+∑ iβ3∆TDt-I i+ iw1NPt-I i+ iw2TEt-1 i+ iw3TDt-1 

i+µt….eqn i(3) 

Where: 

NP= iBank’s iprofitability iproxied iby iNet iprofit 

TE=Total iequity ifunds irepresented iby ishareholders’ ifunds iplus iretained iearnings iand 

ireserves 

 iTD= iTotal idebt ifunds iproxied iby itotal ideposit iliabilities iand iborrowed ifunds 

 iμ i= ierror iterm 

t i= iTime idimension. i i 

∆ i= iChange 

I=0 I=0 I=1 



 i∑ i= iSummation 

 ip i= iOptimal ilag 

 iβ0 i= iConstant 

 iβ1 ito iβ3 i= iCoefficients iof ithe ishort i- irun ivariables 

 iw1 ito iw3 i= iThe icoefficient iof ithe ilong i– irun icomponent 

According ito iEngle i– iGranger iRepresentation iTheorem, iall ivariables ithat ihave ilong-run 

irelationship imust ialso iconverge iin ithe ishort-run i(Engle iand iGranger, i1987).Hence, ithe 

igeneral ierror icorrection iversion i(short i–run iversion iof ithe iARDL imodel) iof iequation 

i(2) ibecomes: 

∆NPt i= iβ0 i+∑ iβ1∆NPt-I i+∑ iβ2∆TEt-I i+∑ iβ3∆TDt-I i+YECMt-I….eqn i(4) 

Where: i 

NP= iBank’s iprofitability iproxied iby iNet iprofit 

TE=Total iequity ifunds irepresented iby ishareholders’ ifunds iplus iretained iearnings iand 

ireserves 

 iTD= iTotal idebt ifunds iproxied iby itotal ideposit iliabilities iand iborrowed ifunds 

 iμ i= ierror iterm 

t= iTime idimension. i 

∆ i= iChange 

 i∑ i= iSummation 

 ip i= iOptimal ilag 

 iβ0 i= iConstant 

 iβ1 ito iβ3 i= iCoefficients iof ithe ishort i- irun ivariables 

 iw1 ito iw3 i= iThe icoefficient iof ithe ilong i– irun icomponent 

 iECM i= ithe ierror icorrection iversion iof iequation i 

 

4.0 iDATA iPRESENTATION iAND iRESULTS 

4.1 iDescriptive iStatistic 

The idescriptive istatistics iwhich igenerally iexplore ithe icharacteristics iof ithe idata iinclude; 

ithe imean, imedian, imaximum, iminimum, istandard ideviation, iskewness, ikurtosis, iJarque-

Bera ias iwell ias inumber iof iobservations iper ieach ivariable. 

 

Table i1: iDescriptive iStatistics 

 

 

 

 

 

 

 

Source: i iAuthor’s ianalysis iusing ie-view i9 ioutput 
The isampled icommercial ibanks ireported iaverage inet iprofit iof iN48.2 ibillion, ian iaverage 

itotal iequity iof iN46.9billion, ian iaverage ivalue iof itotal idebt iof iN400.07 ibillion iwith ithe 

 TOTAL iDEBT TOTAL iEQUITY NET iPROFIT 

 iMean  i4.07E+09  i4.69E+08  i4.82E+08 

 iMedian  i2.67E+09  i3.30E+08  i3.88E+08 

 iMaximum  i1.32E+10  i2.16E+09  i1.76E+09 

 iMinimum  i1.74E+08  i89245113  i1.11E+08 

 iStd. iDev.  i3.06E+09  i4.54E+08  i3.51E+08 

 iObservations  i126  i126  i126 



istandard ideviations ifor inet iprofit, itotal iequity iand itotal idebt icomputed iat iN35.1 ibillion, 

iN45.4 ibillion iand iN300.06 ibillion irespectively. iThe ideviations ifrom ithe iaverages iof 

ithese imagnitudes isignify ithat icommercial ibanks ido inot igenerate isimilar inet iprofit iand 

ido inot ialso iemploy isimilar iamount iof itotal iequity iand itotal idebt iin itheir ioperations. 

iThe iresults ifurther isuggest ithat iabout i89.6 iper icent iof itotal iassets iemployed iby 

icommercial ibanks iin iNigeria iwere irepresented iby idebt, iwhile ionly iabout i10.4 iper icent 

iwas irepresented iby iequity, iconfirming ithe ihypothesis ithat ibanks iare ihighly igeared 

iinstitutions. iIn icomparative iterms, iabout i89 iand i75 iper icents iof icapital iin ithe iSri 

iLankan iand iGhanaian ibanking isectors iwere irespectively irepresented iby itotal idebt. 

Whilst ithe iminimum inet iprofit iof ithe istudied icommercial ibanks istood iat iN11.1 ibillion, 

ithe imaximum iis iN176 ibillion. iHowever, iwhen iminimum itotal iequity iwas ifound ito ibe 

iN8.9 ibillion, ithe imaximum istood iat iN216 ibillion. iFor itotal idebt, ithe iminimum iand 

imaximum iwere iN17.4 ibillion iand iN1.32 itrillion irespectively. iThe iimplication iof ithese 

ifindings iwas ithat imost iof ithe istudied ibanks iused imore iof idebt ithan iequity. i 

Total idebt iemployed iby icommercial ibanks iin iNigeria iduring ithe iperiod iof istudy iwas iN 

i51.3 itrillion iwhile itotal iequity iemployed iwas iN i5.92 itrillion. iThe itotal icapital iemployed 

iby icommercial ibanks iin iNigeria ithrough iout ithe istudy iperiod istood iat iN i57.22 itrillion. 

iThe itotal inumber iof iobservation istood iat i126. 

4.2 iCorrelation iMatrix 

Table i2: iCorrelation iMatrix i 

  

TOTAL 

iDEBT 

TOTAL 

iEQUITY  NET iPROFIT 

TOTAL 

iDEBT   i1.000000    

TOTAL 

iEQUITY   i0.387002  i1.000000   

NET 

PROFIT   i0.344557  i0.451826   i1.000000 

Source: i iAuthor’s ianalysis iusing ie-view i9 ioutput 
The icorrelation imatrix ifor ithe ivariables iis ireported iin iTable i2 iabove iin iorder ito 

iexamine ithe icorrelation ithat iexists iamong ivariables. iThe iresults ishow ithat ithere iwas ia 

ipositive irelationship ibetween iall ithe ithree ivariables. iHowever, inet iprofit iwas ipositively 

icorrelated iwith itotal idebt iat i34.5% iand itotal iequity iat i45.2%, iwhile itotal iequity iis 

ipositively icorrelated iwith itotal idebt iat i38.7%. 

The iresult ihowever, iis iin iagreement iwith ithe ifindings iof iAdeslan iand iNwidobie i(2015) 

iand iAdeleke, iAshogbon, iIdode iand iOgunlowore i(2014) iwho ireported ia ipositive 

irelationship ibetween icapital istructure iand inet iprofit. iThis iis icontrary ito ithe ifindings iof 

iOpoku, iAudu iand iAnarfi i(2013) iand iAkeen, iTerer, iKiyanjui iand iKayode i(2014) iwho 

ireported ia inegative irelationship ibetween icapital istructure iand inet iprofit. 

 

 

 

 

 



4.3 iUnit iRoot iTest iResults i(Summary) 

Table i3: iUnit iRoot iTest iResults 

variable

s 

 i i i i i i i i i i i iLevels i i i i i  i i i i i i i i i1st iDifference Order 

iof i 

Intergr

ation 

ADF 

iStat

istics 

Critical iValues P-

Valu

es 

ADF 

iStat

istics 

Critical iValues P 

iVal

ues 

 

1% 5% 10

% 

1% 5% 10

% 

NET 

iPROFI

T 

-

3.63

0376 

-

3.4

833 

-

2.88

4665 

-

2.5

791 

0.00

64 

     I(O) 

TOTAL 

iDEBT 

i 

-

2.51

0718 

-

3.4

837 

-

2.88

4856 

-

2.5

792 

0.11

54 

-

15.3

5241 

-

3.4

837 

-

2.88

4856 

-

2.5

792 

0.0

000 

I(I) 

TOTAL 

iEQUIT

Y 

-

2.45

8555 

-

3.4

833 

-

2.88

4665 

-

2.5

791 

0.12

82 

-

11.0

6303 

-

3.4

837 

-

2.88

4856 

-

2.5

792 

0.0

000 

I(I) 

Source: i iAuthor’s ianalysis iusing ie-view i9 ioutput 
The iresult iin itable i4.3 iabove ireveals ithat iboth itotal idebt iand itotal iequity iwere inot 

istationary iat ilevels ibut iwere istationary iafter ithey ihad ibeen idifferenced ionce. iNet iprofit 

iwas istationary iat ilevels. i 

4.4.2 iResults iof iAuto iRegressive iDistributed iLag iModel i(ARDLM) 

 iTable i4: iAuto iRegressive iDistributed iLag iModel i(ARDLM) 

     
     Variable Coefficient Std. iError t-Statistic Prob.* i i 

     
     NET iPROFIT(-1) 0.820582 0.080565 10.18538 0.0000 

TOTAL iDEBT 0.033786 0.008777 3.849393 0.0002 

TOTAL iEQUITY 0.329355 0.079414 4.147311 0.0001 

C 72189561 33922466 2.128075 0.0355 

     
     

R-squared 0.764772 

 i i i iMean idependent 

ivar 4.90E+08 

Adjusted iR-squared 0.750454 

 i i i iS.D. idependent 

ivar 3.51E+08 

S.E. iof iregression 1.75E+08 

 i i i iAkaike iinfo 

icriterion 40.86549 

Sum isquared iresid 3.54E+18  i i i iSchwarz icriterion 41.04840 

Log ilikelihood -2505.228 

 i i i iHannan-Quinn 

icriter. 40.93979 



F-statistic 53.41242 

 i i i iDurbin-Watson 

istat 2.035727 

Prob(F-statistic) 0.000000    

     
     Source: i iAuthor’s ianalysis iusing ie-view 

i9 ioutput 
N/B it-tabulated=1.96 iat idf i= i121 iand 

i95% iconfidence ilevel 

The iselected imodel iwas i(3, i1, i1) ibased ion iAkaike iinformation icriterion i(AIC) iwith 

imaximum idependent ilag iof i4 iand iadopting ia ilinear imodel. iFrom ithe iresults iof ithe 

i(ARDLM) iabove, iR2 iof i77% ias iwell ias ithe iadjusted iR2 iof i75% iis ian iindication ithat 

ithe imodel iis ifairly irepresented. iThat iis ithe iindependent ivariables iexplained iabout i77% 

ivariations iin ithe idependent ivariable iwhile ithe iremaining i13% imay ibe iexplained iby 

ivariables inot iincluded iin ithe imodel. 

There iexists ia ipositive iand isignificant irelationship iin iterms iof it-stat. iand ip-value 

ibetween inet iprofit, itotal idebt iand itotal iequity, isuch ithat ia iunit iincrease iin itotal idebt 

iwould ibring iabout ia i0.033786 iincrease iin inet iprofit, iwhile ia iunit iincrease iin itotal 

iequity iwould ibring iabout ia i0.329355 iunit iincrease iin inet iprofit. iIn ithe isame ivein, ia 

iunit idecrease iin itotal idebt iwould ibring iabout ia i0.030807 idecrease iin inet iprofit, ialso ia 

iunit idecrease iin itotal iequity, iwould ibring iabout ia i0.329355 iunit idecrease iin inet iprofit. 

From ithe iresult iabove, ithe imagnitude iof ithe iimpact iof itotal iequity ion inet iprofit iis 

irelatively ihigher ithan ithat iof itotal idebt, isupporting ithe iperking-order itheory ithat ifirms 

iprefer ito iuse imore iof iequity ifinancing ithan idebt ifinancing. 

Durbin-Watson istatistic iof i(2.04) isuggests ithat ithe ivariables iare icompletely ifree ifrom 

iautocorrelation. i 

The iF-statistics iof i53.4, iwhich imeasured ithe ijoint isignificance iof ithe iparameter 

iestimates, iwas ifound istatistically isignificant iat i1 iper icent ilevel ias iindicated iby ithe 

icorresponding iprobability ivalue iof i0.000000. iThis iimplied ithat iall ithe ivariables iin ithe 

imodel iwere ijointly iand istatistically isignificant iin iaffecting inet iprofit iof icommercial 

ibanks iin iNigeria iwithin ithe iperiod iunder ireview. 

4.4.2 iCointegration iand iLong iRun iDiagnostic 

4.4.4.1 iLong-Run iCoefficients iof ithe iEstimated i(ARDLM) 

Table i5: iLong-Run iCoefficients iof ithe iEstimated i(ARDLM) 

Long iRun iCoefficients 

     
     Variable Coefficient Std. iError t-Statistic Prob. i i i 

     
     TOTAL iDEBT 0.009519 0.031859 0.298798 0.7656 

TOTAL iEQUITY 0.110654 0.209979 0.526976 0.5992 

C 375327304.07 

 i i i i i i i 

i156176283.7  i i2.403229 0.0178 

     
     Source: i iAuthor’s ianalysis iusing ie-view i9 ioutput 

From ithe iestimated ilong-run icoefficients, iboth itotal iequity iand itotal idebt iyielded 

ipositive ibut iinsignificant irelationship iwith inet iprofit. iThe iresults iimply ithat inet iprofit 

iof icommercial ibanks iin iNigeria iare iinsignificantly ipositively iinfluenced iby itotal iequity 

iand itotal idebt. iHowever, ithe imagnitude iof itotal idebt iwas irelatively ilower ithan ithat iof 



itotal iequity. iBy ithis iresult, ithe inet iprofits iof icommercial ibanks iin iNigeria iwithin ithe 

istudy iperiod iwere iinfluenced imore iby itotal iequity ithan itotal idebt. 

However, ithese ifindings iare iconsistent iwith ithe iagency iand istatic itrade-off itheories iof 

icapital istructure iand ialso iin icongruence iwith ithe iempirical idocumentations iof iIdode, 

iAdeleke, iOgunlowore iand iAshogbon i(2014) iand iAdesina, iNwidobie iand iAdesina i(2015) 

iwhen ithey iexamined iNigerian icommercial ibanks. iThey iare inonetheless icontrary ito ithe 

iempirical iworks iof iAwunyo-Vitor iand iBadu i(2012) iand iOpoku, iAudu iand iAnarfi 

i(2013) iin irespect iof iGhanaian ibanks iand iAkeem, iTerer, iKiyanjui iand iKayode i(2014) iin 

irespect iof iNigerian inon-financial iinstitutions iwho ireported inegative iimpacts iof icapital 

istructure ion iprofitability iof itheir irespective isamples. 

Whilst ia iunit iincrease iin itotal idebt iwould ibring iabout ia i0.033786 iincrease iin inet iprofit, 

iwhile ia iunit iincrease iin itotal iequity iwould ibring iabout ia i0.329355 iunit iincrease iin inet 

iprofit. iIn ithe isame ivein, ia iunit idecrease iin itotal idebt iwould ibring iabout ia i0.030807 

idecrease iin inet iprofit, ialso ia iunit idecrease iin itotal iequity, iwould ibring iabout ia 

i0.329355 iunit idecrease iin inet iprofit. iThe iresult ishows ithat iin ithe ilong irun, inet iprofit 

iof icommercial ibanks iin iNigeria iis inot ia ifunction iof itheir icapital istructure iwhich iis iin 

icongruence iwith ithe iseminal iwork iof iModigliani iand iMiller i(1958). iThe iauthors iargued 

ithat ithe ivalue iof ithe ifirm iis inot idependent ion iits ifinancial istructure. iPut islightly 

idifferently, ithe ivalue iof ia ilevered ifirm iequals ithe ivalue iof ian iunlevered ifirm. 

4.4.3 iCointegrating iForm iof i(ARDLM) 

Table i6: iCointegrating iForm iof i(ARDLM) 

     
     Cointegrating iForm 

     
     Variable Coefficient Std. iError t-Statistic Prob. i i i 

     
     D(NET iPROFIT(-1)) 0.012919 0.078994 0.163549 0.8704 

D(NET iPROFIT(-2)) 0.151832 0.077423 1.961058 0.0523 

D(TOTAL iDEBT) 0.033786 0.008777 3.849393 0.0002 

D(TOTAL iEQUITY) 0.329355 0.079414 4.147311 0.0001 

CointEq(-1) -0.192338 0.056736 -3.390063 0.0010 

     
      iCointeq i= iNET iPROFIT i- i(0.0095*TOTAL iDEBT i+ 

i0.1107*TOTAL iEQUITY i+ i375327304.0780 i) 

Source: i iAuthor’s ianalysis iusing ie-view i9 ioutput 
Results ifrom iTable i4.4.2 ishows ithe ishort-run idynamics iotherwise ireferred ito ias ithe 

ierror icorrection imodel i(ECM) iof ithe iestimated iARDL iequation. iThe itable idemonstrates 

ithe irelationship iamong ithe ithree ivariables iin ithe ishort-run. iUnlike iin ithe ilong-run, iboth 

itotal idebt iand itotal iequity iyielded ipositive icoefficients iand istatistically isignificant 

irelationships iwith inet iprofit. iInference ican itherefore ibe idrawn ithat inet iprofit iof 

icommercial ibanks iin iNigeria iis ia ifunction iof icapital istructure icomponents i(total idebt 

iand itotal iequity) iin ithe ishort-run iunlike iin ithe ilong-run iwhere iboth idebt iand iequity 

iwere iboth iinsignificant. 

Whilst iin ithe ishort-run, ia iunit iincrease iin itotal idebt iwould ibring iabout ia i0.033786 

iincrease iin inet iprofit, iwhile ia iunit iincrease iin itotal iequity iwould ibring iabout ia 

i0.329355 iunit iincrease iin inet iprofit. iIn ithe isame ivein, ia iunit idecrease iin itotal idebt 

iwould ibring iabout ia i0.030807 idecrease iin inet iprofit, ialso ia iunit idecrease iin itotal 



iequity, iwould ibring iabout ia i0.329355 iunit idecrease iin inet iprofit. iBoth itotal idebt iand 

itotal iequity iin ithe ishort-run ihave istatistically isignificant iimpact ion inet iprofit iof 

icommercial ibanks iin iNigeria iboth iin iterms iof ithe it-statistic iand ip-value. 

The inegative iand istatistically isignificant icoefficient iof ithe ierror iterm ifurther ibuttresses 

ithe ico-integration iamong ithe ivariables iin ithe ilong-run. iMore iimportantly, iit ishows 

ithat iin icase iof idistortions iin icapital istructure iof icommercial ibanks iin iNigeria ithat iare 

icapable iof iaffecting inet iprofit, iequilibrium ican ibe irestored. iGiven ithe iECM iof i-0.192, 

iit ibehoves ithat iabout i19.2 iper icent iof iequilibrium ican ibe irestored ion iannual ibasis 

imeaning ithat ithe irestoration iof iequilibrium iwill itake iplace iin iless ithan ione iyear. iIn 

ipractical iterms, iequilibrium ican ibe irestored iin iabout i1 imonth, i6 iweek iand i2 idays. 

 

4.5.1. iTest iof iResearch iHypotheses 

In ithis isection, ithe ihypotheses iearlier istated iin ichapter ione iof ithis istudy iin itheir inull 

iform iare itested iusing it-statistic. iThe icritical ior itable ivalue iare icompared iwith ithe 

icomputed it ivalue ito idecide iwhether ito ireject ior iaccept ia ihypothesis. 

4.5.1.1. iTest iResults ifor iHypothesis i1 

HO1: iTotal iequity ihas ino isignificant iimpact ion iprofitability iof icommercial ibanks iin 

iNigeria. 

Using iARDL imodel, idata iwas ianalysed iusing ie-views i(version i9.0) ito itest ithe 

ihypothesis. iThe idata ifor ithe iindependent ivariables iwere iregressed ion ithe idata ifor inet 

iprofit iof icommercial ibanks iin iNigeria, iall iin ithe iAppendix. iThis iwas iaimed iat 

iestablishing ithe iimpact iof icapital istructure ion iprofitability iof icommercial ibanks iin 

iNigeria. 

Decision iRule 

The idecision irule iis ito ireject ithe inull ihypothesis iif icalculated it-value iis igreater ithan ithe 

itabulated it ivalue. 

Decision 

In ithe ishort-run, isince ithe ivalue iof it-calculated ifor iequity iof i4.15 iis igreater ithan ithe it-

tabulated ivalue iof i1.96, ithe inull ihypothesis iis irejected iat i5% ilevel iof isignificance 

iimplying ithat, itotal iequity icomponent iof icapital istructure ihas iimpacted ipositively iand 

isignificantly ion inet iprofit iof icommercial ibanks iin iNigeria. 

Whilst iin ithe ilong-run, isince ithe ivalue iof it-calculated ifor iequity iof i0.53 iis ilesser ithan 

ithe it-tabulated ivalue iof i1.96, ithe inull ihypothesis iis iaccepted iat i5% ilevel iof 

isignificance iimplying ithat, itotal iequity icomponent iof icapital istructure ihas ino isignificant 

iimpact ion inet iprofit iof icommercial ibanks iin iNigeria. 

4.5.1.2. iTest iResults ifor iHypothesis i2 

HO2: iTotal idebt ihas ino isignificant ieffect ion iprofitability iof icommercial ibanks iin 

iNigeria. 

Using iARDL imodel, idata iwas ianalysed iusing ie-views i(version i9.0) ito itest ithe 

ihypothesis. iThe idata ifor ithe iindependent ivariables iwere iregressed ion ithe idata ifor inet 

iprofit iof icommercial ibanks iin iNigeria, iall iin ithe iAppendix. iThis iwas iaimed iat 

iestablishing ithe iimpact iof icapital istructure ion iprofitability iof icommercial ibanks iin 

iNigeria. 

Decision iRule 

The idecision irule iis ito ireject ithe inull ihypothesis iif icalculated it-value iis igreater ithan ithe 

itabulated it ivalue. 



Decision 

In ithe ishort-run, isince ithe ivalue iof it-calculated ifor idebt iof i3.85 iis igreater ithan ithe it-

tabulated ivalue iof i1.96, ithe inull ihypothesis iis irejected iat i5% ilevel iof isignificance 

iimplying ithat, idebt icomponent iof icapital istructure ihas iimpacted ipositively iand 

isignificantly ion inet iprofit iof icommercial ibanks iin iNigeria. 

Whilst iin ithe ilong-run, isince ithe ivalue iof it-calculated ifor idebt iof i0.30 iis ilesser ithan 

ithe it-tabulated ivalue iof i1.96, ithe inull ihypothesis iis iaccepted iat i5% ilevel iof 

isignificance iimplying ithat, idebt icomponent iof icapital istructure ihas ino isignificant iimpact 

ion inet iprofit iof icommercial ibanks iin iNigeria. 

4.6 iDiscussion iof iFindings 

In ithe iprevious isection, idata iwere ipresented, ianalyzed iand iinterpreted. iThese iwere idone 

iso ias ito ireliably iand iaccurately ivalidate iour ihypotheses, iand i imeasure ithe icorrectness 

iof ithe iparameter i i iestimates ias iwell ias ithe isuitability iand ifitness iof ithe iestimated 

iequation imodels, iall iin ian iattempt ito isolving ithe iresearch iproblems iand i iachieving ithe 

iresearch iobjectives. iThe imain iobjective iof ithis iresearch iwas ito ievaluate ithe iimpact iof 

icapital istructure ion iprofitability iof icommercial ibanks iin iNigeria. i iFrom iour icorrelation 

imatrix, iit iwas idiscovered ithat ithe irelationships ibetween inet iprofit, itotal idebt iand itotal 

iequity iwere ipositive. iThe iresult iof iARDLM ishowed ithat iin ithe ilong-run, itotal idebt iand 

itotal iequity iwere iinsignificant, iin iother iwords, inet iprofit iwas inot iimpacted ion iby 

icapital istructure icomponents i(total idebt iand itotal iequity). iThis ifinding iis iin iconsonance 

iwith ithe iseminal iwork iof iModigliani iand iMiller i(1958). iThe iauthors iargued ithat ithe 

ivalue iof ithe ifirm iis inot idependent ion iits ifinancial istructure. iPut islightly idifferently, ithe 

ivalue iof ia ilevered ifirm iequals ithe ivalue iof ian iunlevered ifirm. 

But iin ithe ishort-run, iboth itotal idebt iand itotal iequity iwere isignificant iand ihad ipositive 

iimpact ion inet iprofit iof icommercial ibanks iin iNigeria. iIt iwas ialso idiscovered ithat itotal 

iequity ihad ia igreater iimpact ion inet iprofit iof icommercial ibanks iin iNigeria ithan itotal 

idebt. iHowever, ithese ifindings iwere iconsistent iwith iperking iorder iand istatic itrade-off 

itheories iof icapital istructure iand ialso iin icongruence iwith ithe iempirical idocumentations 

iof iIdode, iAdeleke, iOgunlowore iand iAshogbon i(2014) iand iAdesina, iNwidobie iand 

iAdesina i(2015) iwhen ithey iexamined ithe iimpact iof icapital istructure ion iNigerian 

icommercial ibanks. iThey iwere inonetheless icontrary ito ithe iempirical iworks iof iAwunyo-

Vitor iand iBadu i(2012) iand iOpoku, iAudu iand iAnarfi i(2013) iin irespect iof iGhanaian 

ibanks iand iAkeem, iTerer, iKiyanjui iand iKayode i(2014) iin irespect iof iNigerian inon-

financial iinstitutions iwho ireported inegative iimpacts iof icapital istructure ion iprofitability iof 

itheir irespective isamples. 

 

5.0 iCONCLUSION iAND iRECOMMENDATIONS 

 

5.1 iConclusion 

Alterations iin ithe icapital istructure iof icommercial ibanks iin iNigeria iarising ifrom ithe 

ibanking isector iconsolidation iin i(2005) iled ito iadjustments iin ithe iregulatory icapital 

irequirements. iThe iratio iof iTier i1 icapital ito irisk iweighted iassets, ifor iinstance, iincreased 

ifrom i8.0 iper icent ias iprovided iby ithe iBasel iII iAccord ito i10.0 iper icent ifor ibanks ithat 

ioperate iwithin iNigeria. iWhilst ibanks ithat ihave iinternational ipresence iwhere irequired ito 

ihave iTier i1 icapital iat i15.0 iper icent, ithe isystemically iimportant ibanks iwere imandated 

ito ikeep iTier i1 icapital iat i16.0 iper icent i(CBN, i2010). 



However, ithis ipolicy iaffects ithe icontribution iof ithe icomponents iof icapital iand ihence 

iperformance iof icommercial ibanks iin ithe icountry. iThis iprompted iseveral iempirical 

istudies ion ithe iimpact iof ithe inew icapital istructure ion ibanks’ ifinancial iperformance. 

iHowever, imost iof ithe istudies iconsidered ibank iperformance ivariables isuch ias ireturn ion 

iassets, ireturn ion iequity, iprofit ibefore iand iafter itax iamong iothers. iAlthough, ithese iare 

iconventional iperformance ivariables ibut iundoubtedly iunder-represent ithe iperformance iof 

ibanks iin iterms iof igross iincome igenerated iby ithe icapital. iTherefore, ithis istudy iuses 

igross iprofit, iwhich iis ithe itotal iincome igenerated ithrough ithe iapplication iof ithe itotal 

icapital iavailable ito ibanks. i 

The istudy iapplies iautoregressive idistributed ilag imodel ion iannual idata iof i14 icommercial 

ibanks ifrom i2008 ithrough i2019 iand idiscovered ithat iequity ifunds iis imore iprevalent iin 

icontributing ito ithe iperformance iof icommercial ibanks iin ithe ishort-run iduring ithe istudy 

iperiod, ibut iin ithe ilong i–run, iit iwas ifound iout ithat icapital istructure iwas iinsignificant iin 

icontributing ito igross iprofit iof icommercial ibanks iin iNigeria. iIts itherefore ipertinent ito 

iconclude ithat iin ithe ishort-run, icapital istructure iimpacts isignificantly ion ithe ifinancial 

iperformance iof icommercial ibanks iin iNigeria, iwhilst iequity igenerated ia iexerted ia 

igreater iimpact ion icommercial ibanks ifinancial iperformance ithan idebt. 

 

5.2 iPolicy iRecommendations 

As ia iresult iof ithe ifindings iof ithis istudy, ithe istudy irecommends ithe ifollowing ipolicy 

imeasures ithat icommercial ibanks iin iNigeria ishould iimbibe iand iimplement iin iorder ito 

imaximize igross iprofit. 

(1) Since iequity iaccounted ifor imore iprofit iof ibanks iin iNigeria ithan idebt, icommercial 

ibanks ishould iemploy ihigh iequity-to-debt iratio iin itheir ioperations iin iorder ito 

ireduce ibankruptcy irisk iand ireduce ithe ihigh igearing iassociated iwith ibanking 

ibusiness iand ienhance inet iprofit. 

(2)  iThe istudy ialso isuggests ithat imanagement iand iboard iof idirectors iof icommercial 

ibanks ishould ifrom itime ito itime iplough iback itheir inet iprofits iin ito ithe ibanking 

ibusiness iin iform iof iretained iearnings ito ienhance ithe igeneration iof imore iprofit 

isince iequity iyields imore iimpact ion inet iprofit ithan idebt. 

(3) When ifaced iwith ishortage ifunds ito ibe iinvested iin iproductive iprojects, ior iprojects 

iwith ihigh ipositive inet ipresent ivalue, imanagement iof icommercial ibanks iin 

iNigeria ishould ifirst iof iall, itry ito iraise isuch ineeded ifunds ithrough iequity, ieither 

iin iterms iof iretained iearnings ior iissuance iof inew ishares ior iconvertible ifinancial 

isecurities isuch ias iconvertible ibonds, iconvertible idebentures ibefore iexploring 

ioutright idebt ioptions. 

(4) There iis ialso ithe ineed ifor ithe ibanks ito icurb iexcessive iappetite ifor irisk iand 

icontrol icases iof imoral ihazards iso ias ito ienhance ithe iconfidence iof ishareholders 

ifor icontinuous iinvestment iin ithe ibank. i iModeration iof irisk iis ilikely ito ienhance 

ithe iconfidence iof ithe ishareholders ion ithe isecurity iof itheir ifunds iwhich iwill 

ieventually iincrease itheir iinvestment ithrough iretained iearnings ithereby iallowing 

ibanks iwith imore iliquidity ito ipursue iprofitable iventures. 
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