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CHAPTER ONE
1.0
INTRODUCTION TO THE STUDY
Capital Structure decision can be regarded as the combination of debt and equity that a bank uses to finance its business (Damodaran, 2013), its importance is that it is tightly related to the ability of banks to fulfill the goals of various stakeholders. Since the famous proposition of Modigliani and Miller (2012) that, in perfect capital markets, capital structure choice is irrelevant to firm value, considerable research has been undertaken to identify the nature of market frictions likely to affect firm value. However, such research is typically restricted to non-banks. However, when firms make their financing decisions to obtain the optimal capital structure, they consider the benefits of tax advantages and incentives versus the cost of default. Thus the main arguments for using debt to finance company activities rely on its relative cost. Moreover, issuing debt involves lower administrative costs as it does not necessarily require an underwriter (Pike and Neale, 2014). Kester (2015) differentiated between capital structure and   structure by affirming that the various means used to raise funds represent the firm’s   structure, while the capital structure represents the proportionate relationship between long-term debt and equity capital. Therefore, a bank’s capital structure simply refers to the combination of long-term debt and equity financing.
The theory of capital structure is an important reference theory and perhaps, one of the most puzzling issues in corporate finance. The determination of optimal capital structure which maximizes firm’s value has frustrated theoretician for decades (Omojefe, 2014). The early works made numerous assumptions in other to simplify the problem and assumed that both the cost of debt and cost of equity were independent of capital structure and that the relevant figure for consideration was the net income of the firm (Osaze, 2015). However a closer looks suggests that the cost of debt and the cost of equity are important and relevant figure for consideration.
However, whether or not an optimal capital structure exists in relation to firm value, is one of the most important and complex issues in corporate finance.
The corporate sector in the country is characterized by a large number of firms operating in a largely deregulated and increasingly competitive environment.Since1987;   liberalization resulting from the Structural Adjustment Program changed the operating environment of firms (Ozkan, 2016). The macroeconomic environment has not been conducive for business while both monetary and fiscal policies of government have not been stable. Following the Structural Adjustment Program, lending rate rose to a high side from 1.5 percent in 1980 to a peak of 29.8 percent in 1992; but it declined to 16.9 percent in 2006 (Oladeji&Olokoye, 2014). The high interest rate implies that costs of borrowing went up in organized   market, thus increased the cost of operations. The Structural Adjustment Program (SAP) came with its conditions, policies that liberalized and opened up the Nigerian economy to the outside world even when the nation’s domestic produce cannot stand in equal comparison to international commodities, causing unfavourable balance of payment as domestic demand for foreign goods increased also led to the high volatility of the exchange rate system thereby rendering business in Nigeria uncompetitive, especially given high cost of borrowing and massive depreciation of Naira, which culminated to increasing rate of Inflation in Nigeria (Patrick, Joseph & Kemi, 2013).
1.1
STATEMENT OF THE RESEARCH PROBLEMS
There are paucity of studies generally on the platform of this topic which has effect on the performance of most corporate bodies even in well-developed economies and other growing economies and in Nigeria in particular. In much anticipation of the researcher, there is little literature yet on this topic, the impact of Capital Structure and effects on corporate performance in Nigeria context. Rather, there are related topics on Determinants of Capital Structure and others like Capital Structure and Firm Performance. Thisis one- challenging issue that is facing the bank’s choice of Capital Structure mix since the bank has the choice between debt and equity financing, the issue of what is the best ratio has been an issue of debate for several years but that has remained still unsettled in area of corporate finance (Nwankwo, 2014).
Oladejiand Olokoye (2014) stated that the choice of Deposit Money Banks deciding on the financing mix in financing for assets and operations through balancing of debt and equity is a serious financing decision. There is great need to investigate how the determinants of Bank’s financing mix affect the corporate performance of Deposit Money Banks in Nigeria.
1.2
RESEARCH QUESTIONS
This study has deliberated on the issues affecting capital structures and deposit money banks which has further led to the following research questions to be asked below;
i. What is the effect of Bonds on Profit after Tax of Deposit Money Banks in Nigeria?
ii. Does Preference Shares have any impact on the Profit After Tax of Deposit Money Banks in Nigeria?
iii. How does Ordinary Share affect Profit after Tax of Deposit Money Banks in Nigeria?
iv. To what extent does Debenture affect Profit after Tax of Deposit Money Banks in Nigeria?
1.3
OBJECTIVE OF THE STUDY
The main objective of the study is to ascertain the Impact of Capital Structure on the Performance of Deposit Money Banks in Nigeria. The specific objectives are:
i. To determine if Bonds have effect on Profit after Tax (PAT) of Deposit Money Banks in Nigeria.
ii. To establish if Preference Shares have impact on Profit after Tax (PAT) of Deposit Money Banks in Nigeria.
iii. To ascertain if Ordinary Shares have impact on Profit after Tax (PAT) of Deposit Money Banks in Nigeria.

iv. To establish if Debenture have effect on Profit after Tax (PAT) of Deposit Money Banks in Nigeria.
1.4
RESEARCH HYPOTHESES
The following hypotheses are formulated from the research questions and objectives in answering the major aim of the study and are stated as thus:
i. Ho1: Bonds do not have effect on Profit after Tax (PAT) of Deposit Money Banks in Nigeria.
ii. Ho2: Preference Shares do not have impact on Profit after Tax (PAT) of Deposit Money Banks in Nigeria.
iii. Ho3: Ordinary Shares do not have impact on Profit after Tax (PAT) of Deposit Money Banks in Nigeria.
iv. Ho4: Debenture do not effect on Profit after Tax (PAT) of Deposit Money Banks in Nigeria. from the   statements of the stated banks and CBN Statistical bulletin 2024.
1.5
SIGNIFICANCE OF THE STUDY
The outcome of this research builds on previous works of researchers on the tax shield benefits of debts financing and its effect on the earning per share and share price. Also, its contribution to the field of research on Capital Structure in Nigeria Petroleum Companies is immense as it clarifies the ambiguity in the use of EPS as a measure of performance.
The following persons will benefit greatly from this research investigation:
Management: it is be of immense benefit to management of Deposit Money Banks as it points out the desirability of both debt and equity financing at various economic situations. Management is responsible for making investigation and   decisions in an organization. Therefore the knowledge of these findings will better equip them to make better decision.
General Public: The stakeholders of any organisation comes from the public and the operation of Deposit Money Banks have direct effect on members of the public especially those intending to invest in banking sector, hence the need for them to be aware of the capital structure decision making.
Business practitioners and investors: This group comprises of the equity investors, bondholders and all other persons who invested in the Various Deposit Money Banks. They need to understand the effect of their decision.
Students and researchers: This research further contributes to the on-going debate on the issue of capital structure.
Finally, the research is valuable and useful to students and researchers in the field of finance. In all, its importance cannot be overemphasized but sufficient to say these few.
1.6
SCOPE AND LIMITATION OF THE STUDY
The location of the research is targeted at the Nigerian economy when most of the statement of problem, research questions, hypotheses and objectives is centered upon. This study focuses on the Impact of Capital Structure on the Performance of Deposit Money Banks in Nigeria within the period 2000-2016, which is seventeen years of a time series frame in which a secondary data typical method will be used as a means for sourcing data. For the purpose of this study, all quoted Deposit Money Banks in Nigeria were used. The data employed for the study will be generated.
1.7
DEFINITION OF TERMS
The following are the major terms used in the course of this study and are defined as thus;
Bond: It is seen as long term fund of capital structure in which banks offer to the public as an avenue of generating capital for such banks that needs to expand their business activities.
Capital structure: A mix of debt, preferred stock, and common stock with which the firm plans to finance its investments.
Debenture: It is a type of debt instrument that is not secured by physical assets or collateral. Debt: They are regarded as firms’ borrowings in which it is divided into short and long term debts that are also part of the capital structure of companies.
Equity: It refers to the contributed capital; money originally invested in the business in exchange for shares of stock.
Ordinary Shares: This is a type of fund that is part of the capital structure of a firm in which it is financed out-source through the sales of the firm’s equity right to private individuals or public.

1.8
PLAN OF THE STUDY
This study is structured into five chapters;
Chapter one is the introduction chapter, which deals with the general overview of the study and in addition, provides brief insight of Capital Structure on the Performance of Deposit Money Banks in Nigeria. Statement of problems, objectives, research questions and hypotheses were structured after the overview of the study. Definition of terms, Scope, Significance and Limitation of the study work were all included in this chapter.
Chapter two discussed the related literatures of importance were introduced into this chapter. This chapter is further organized into several relevant review of all the literature relevant to the research theme..
Chapter three discusses with a brief introduction of the Research Methodology, type of research design to be adopted, area of study, Population and Sample size, Sample and Sampling techniques, instruments used for data collection, Validation of the instruments, and method of data collection, Model Specification and data analysis techniques.
Chapter four deals with the Results and Discussion of the data presented, summary of the statistical computation result and its interpretation, the test of the relevant hypotheses specified for the research study.
Chapter five ties it all together in the light of discussion of the findings, conclusion, recommendations, contributions to knowledge and suggested areas for further studies.
CHAPTER TWO

2.0
LITERATURE REVIEW
2.1
CONCEPTUAL REVIEW
According to Harward (2014), the current reforms, which started in 2004 with the banking consolidation programme, were driven by the need to strengthen the banking sector and make it more relevant in the long run quest for economic development.
According to Imala (2014), beyond the recapitalisation of banks, the regulatory reforms also focused on:
Risk and rule-based regulatory framework; Zero tolerance in regulatory framework in data/information rendition/reporting and infractions; Strict enforcement of corporate governance principles in banking; Expeditious process for rendering of returns by banks and other   institutions through E-fass, an automated solution installed by the CBN; Revision and updating of relevant laws for effective corporate governance and ensuring greater transparency and accountability in the implementation of banking laws and regulations, as well as;
The introduction of a flexible interest rate-based framework that made the Monetary Policy Rate the operating target. The new framework has enabled the CBN to be proactive in countering inflationary pressures. The corridor regime has helped to check wide fluctuations in the interbank rates and also engendered orderly development of the money market and payment system reforms, among others.
2.1.1
CBN Interventions in the Real Sector of the Economy
In line with its development mandate, the Central Bank of Nigeria has, over the years, identified key priority sectors and developed Special Schemes and Funds for tailored interventions to support and promote growth of the sectors. Some of the key interventions are:
N200 Billion Small and Medium Enterprises Credit Guarantee Scheme (SMECGS). The purpose of the (SMECGS) is to fast track the development of the manufacturing SME sector of the Nigerian economy by providing guarantee for credit from banks to SMEs and manufacturers.
Banking System Integration
According to Soludo C. C. (2011), the CBN has taken steps to integrate the banking system into the global best practice in   reporting and disclosure through the adoption of the International   Reporting Standards (IFRS) in the Nigerian banking sector by end-2010. This is aimed at enhancing market discipline and reduction of uncertainties, which limits the risk of unwarranted contagion.
New Banking Model
The Universal Banking (UB) model adopted in 2001 allowed banks to diversify into non-bank   businesses. Following the banking consolidation programme, banks became awash with capital which lured operators into equity and venture capital funds to the detriment of core banking practices. To address the observed challenges, the Central Bank reviewed the UB model, directing banks to focus on core banking business only. Under the new model, licensed banks in the country are authorised to undertake the following type of businesses:
Commercial banking (either regional, national or international authorisation).
Completion of the Recapitalization Exercise
Accordig to Yasdani (2012), there was need for some rescued banks to merge to strengthen their capital base and remain competitive in the market. Accordingly, five Transaction Implementation Agreements (TIAs) were signed among the banks. The CBN issued a letter of no objection to the banks being acquired to proceed with the merger. The signing of the legally binding TIAs for the five banks and the full capitalization of the three new banks by AMCON resolved the issue of the combined negative asset value of the eight banks rescued by the CBN. Accordingly, the recapitalization of all the five rescued banks that signed the TIAs was completed in 2011.
2.1.2
EFFECT OF THE REFORMS
The  current  banking  reforms  have  yielded  some  results,  which  include: The reforms have brought about a new mindset to the industry as banks are putting in place best practices in corporate governance and risk management. Transparency and public disclosure of transaction shave remarkably improved.
According to Soludo (2011) a number of banks have returned to profit and improved their balance sheets, as the recent results of their   statement shave shown.
Banks are gradually resuming lending to the private sector with additional liquidity of more than N1.7 trillion injected into the banking system through the issuance of AMCON bonds, and significant progress in redirecting credit to the power sector and SMEs at single digit interest rates. These initiatives have saved and helped create thousands of jobs in the economy.
A code of corporate governance has been issued by the CBN. The CEO of banks shall serve a maximum tenure of 10 years. Furthermore, all CEOs who would have served for 10 years by July 31, 2010 ceased to function in that capacity and had handed over to their successors.
• Nigerian banks are now key players in the global   markets with many ranking within the top 20 banks in Africa and among the 1000 banks in the world
The reforms have culminated in moderating the spread between the lending and deposit rates to 9.7% as at end December, 2011, from 12.2% in 2010. This has contributed to the existing macroeconomic stability in the economy with inflation moderating to 10.3% as at end December, 2011.
The hitherto volatility in the exchange rate witnessed in the foreign exchange market has been brought under control. The premium is within the international standard of 5.0%.
Thanks to the reforms, there is now greater confidence in the banking system with the exit of distressed banks and adoption of a code of corporate governance.
Increased widespread use of e-payment services among Nigerians.
Banking Reforms and the Challenges
The Nigerian banking reforms faced some challenges despite its laudable achievements. First and foremost is the wrong perception of the intent of the reforms. The introduction of the new banking model, especially specialised banking (non-interest banking), is intended to broaden the scope of   services offered by banks in Nigeria. However, it has been given a religious connotation. The wrong perception and stiff resistance to the policy could potentially deter prospective investors in the banking industry (Odufu 2013).
Yet the cash-less policy has faced tremendous resistance, despite its prospect for economic good and development and the global trend in the intensity of usage of e-payment.
The cost of doing business in Nigeria is still high when compared with developed economies or some emerging and developing countries owing to the poor state of infrastructure. That the high growth rate recorded in the last five years has not been inclusive is another challenge. This implies that the growth has not translated into sustainable development. This is responsible for the high unemployment and poverty levels, which inevitably affect the low banking habit in the country.
Hitherto, employee recruitment was merely to comply with regulatory requirement, while training was viewed as a non-revenue function that was costly and unnecessary.
In a nut shell, the Banking sector occupies a vital position in any economy and must be subjected to continuous reforms for it to function efficiently. The modest achievements recorded so far have been largely due to greater collaboration and commitment of purpose among key stakeholders. Thus, the CBN in its efforts to develop a sound and vibrant banking system will continue to strive for the sustenance of reform policy (Murthy 2015).
2.1.3
CAPITAL STRUCTURE
The term Capital Structure according to Kennon (2015) refers to the percentage of capital (money) at work in a business by type. There are two forms of capital: equity capital and debt capital. Alfred (2013) stated that a firm’s capital structure implies the proportion of debt and equity in the total capital structure of the firm. Pandey (2012) differentiated between capital structure and   structure of a firm by affirming that the various means used to raise funds represent the firm’s   structure, while the capital structure represents the proportionate relationship between long-term debt and equity. The capital structure of a firm as discussed by Inanga and Ajayi (2014) does not include short-term credit, but means the composite of a firm’s long-term funds obtained from various sources. Therefore, a firm’s capital structure is described as the capital mix of both equity and debt capital in financing its assets. However, whether or not an optimal capital structure exists is one of the most important and complex issues in corporate finance.
A critical decision for any business organization is a decision for an appropriate capital structure; the decision is not only because of the need to maximize returns to various organizational constituencies, but on an organization’s ability to deal with its competitive environment. The prevailing argument, originally developed by Modigliani and Miller (1958), is that an optimal capital structure exists which balances the risk of bankruptcy with the tax savings of debt. Once established, this capital structure should provide greater returns to stock holders than they would receive from an all-equity firm.
Capital structure is the combination of the debt and equity structure of a company. It can also be referred to as the way a corporation finances its assets through some combination of equity, debt or hybrid securities; that is the combination of both equity and debt. A firm’s capital structure is then the composition of its liabilities. The various components of a firm’s capital structure according to Inanga and Ajayi (2014) may be classified into equity capital, preference capital and long-term loan (debt) capital. Equity capital refers to the contributed capital; money originally invested in the business in exchange for shares of stock; and retained profits; profits from past years that have been kept by the company to strengthen the balance sheet, growth, acquisition and expansion of the business. Preference capital refers to a hybrid that combines the features of debentures and equity shares except the benefits while debt capital refers to the long term bonds used by the firm in financing its investment decisions while coming up with its principal and also paying back interest. Akintoye (2014) posited that critical decision for any business organization is a decision for an appropriate capital structure; the decision is not only because of the need to maximize returns to various organizational constituencies, but on an organization’s ability to deal with its competitive environment. The prevailing argument, originally developed by Modigliani and Miller (2012), is that an optimal capital structure exists which balances the risk of bankruptcy with the tax savings of debt. Once established, this capital structure should provide greater returns to stock holders than they would receive from an all- equity firm.
In theory, modern   techniques would allow top managers to calculate accurately optimal trade-off between equity and debt for each firm. However, in practice; many studies found that most firms do not have an optimal capital structure. This is due to the fact that the managers do not have an incentive to maximize firm’s performance because their compensation is not generally linked to it. Moreover, since managers do not share firm’s profits with shareholders, they are very likely to increase company’s expenditures by purchasing everything they like and surrounding themselves of luxury and amenities. Hence, the main concern of shareholders is ensuring that managers do not waste firm’s resources and run the firm in order to maximize its value, which entails finding a way to solve the principal-agent problem (Bokpin and Isshaq; 2014).
The issue of capital structure has been a subject of major concern for researchers and scholars in recent years. It is at this avenue that most studies have observed the behavior of firms’ capital raised through sales of shares, debentures, bonds and other long term credits to provide adequate assets in running their businesses in growing the firms’ profit (Patrick, Joseph & Kemi, 2013). Other studies have observed that gearing ratio of most companies do have effect on their performances in the sense that if the gearing ratio keeps rising the tendency of its profit growing might not be visible for a particular period
Chandrasekharan (2012) was of the opinion that firms need to substitute debt for equity or equity for debt and adjusting this until it reaches a level of maximization of value of the firm. The application of excessive external financing could give rise to over leverage of the organization since the organization will have extensive obligations to the fund providers which could disrupt the business operations and performance. This level is the optimum level of capital structure, a lot of debate among researcher has been on this issue of optimal capital structure that maximizes firm value. Owualah (2013) in his own debate on optimal capital structure opines that debate has shifted from whether they exists to determining the optimal capital structure for any particular firm as well as understanding the underlying influences to the firm’s performance. These underlying influence on firms he claims, differ from country to country.
Oladeji and Olokoye (2014), the assumption of the wealth maximization rule is that there exists an optimal capital structure level for a firm which is the level where risk of venturing into external funding through allowing for sharing of earnings commensurate with the return on equity which varies constantly hence the need to identify the effects of the potential determinants of capital structure on corporate performance.
Optimal Capital Structure
The effect of different capital structure and differing business risk are reflected in a firm’s income statement. Operating leverage tends to magnify the effect of fluctuating sales and produce a percentage change in operating income (EBIT) larger than the changes in sales.
Akintoye (2014) examined that in practice, firms tend to use capital structure, preferred stock and common equity with which the enterprise plans to raise needed funds. Since capital structure policy involves a strategic trade- off between risk and expected return, the optimal capital structure policy must seek a prudent and informed balance between risk and return. The firm must consider its business risk, tax positions,   flexibility and managerial conservatism or aggressiveness. While these factors are crucial in determining the target capital structure, operating conditions may cause the actual capital structure to differ from the optimal capital structure.
Capital Structure, Firm Value and Performance
An appropriate capital structure is a critical decision for any business organization. The decision is not only because of the need to maximize returns to various organizational constituencies, but on an organization’s ability to deal with its competitive environment. The prevailing argument, originally developed by Modigliani and Miller (2012), is that an optimal capital structure exists which balances the risk of bankruptcy with the tax savings of debt. Once established, this capital structure should provide greater returns to stock holders than they would receive from an all- equity firm.
We argue that the use of leverage either to discipline managers or to achieve economic gain is the easy way out, and in many instances, can lead to the demise of the organization. The fact that an optimal capital structure has not been found is an indication of some flaw in the logic.
Modigliani and Miller (2012) argued that due to tax deductibility of interest payments, the appropriate capital structure for Modigliani a firm is composed entirely of debt. Stohs and Maver (2014) however assert that the Miller and (MM) model is probably true in theory, but in practice, bankruptcy costs exist and they increase when equity is traded off for debt. Hence, they argue on an optimal capital structure that is reached when the marginal cost of bankruptcy is equal to the marginal benefit from tax-sheltering provided by the increase in the debt ratio. The task of efficient managers is thus to recognize when this optimal capital structure is achieved and to maintain it over time. In doing so, they will be able to minimize the weighted average cost of capital (WACC) and financing costs, and thus they will maximize firm’s performance and value. In theory, modern   techniques would allow top managers to calculate accurately optimal tradeoff between equity and debt for each firm, in practice; however, many studies found that most firms do not have an optimal capital structure(Barclay and Smith, 2012). This is due to the fact that the managers do not have an incentive to maximize firm’s performance because their compensation is not generally linked to it. Moreover, since managers do not share firm’s profits with shareholders, they are very likely to increase company’s expenditures by purchasing everything they like and surrounding themselves of luxury and amenities. Hence, the main concern of shareholders is ensuring that managers do not waste firm’s resources and run the firm in order to maximize its value, which entails finding a way to solve the principal-agent problem(Damodaran; 2013).
2.1.4
Determinants of Banks Capital Structure
Capital structure of banks is determined by various internal and external factors. The macro variables of the economy of a country like tax policy of government, inflation rate, capital market condition, are the major external factors that affect the capital structure of a firm. The characteristics of an individual firm, which are termed here as micro factors (internal), also affect the capital structure of enterprises. This area presents how the micro-factors affect the capital structure of a firm with reference to the relevant capital structure theories stated in the theoretical framework:
Size: The bankruptcy cost theory explains the positive relation between the capital structure and size of a firm. The large firms are more diversified (Remmers, Stonehill, Wright, and Beekhuisen1974), have easy access to the capital market, receive higher credit ratings for debt issues, and pay lower interest rate on debt capital (Pinches and Mingo 1973). Further, larger firms are less prone to bankruptcy (Titman and Wessels 1988) and this implies the less probability of bankruptcy and lower bankruptcy costs. The bankruptcy cost theory suggests the lower bankruptcy costs, the higher debt level. The empirical studies carried out during the 1970s, as suggested by this theory, also show the positive relation between the size of firms and capital structure (Martin and John, 1988). But results of some empirical studies do not corroborate with this theoretical relation.
Growth Rate: The agency cost theory and pecking order theory explain the contradictory relation between the growth rate and capital structure. Agency cost theory suggests that equity controlled firms have a tendency to invest sub-optimally to expropriate wealth from the enterprises’ bondholders. The agency cost is likely to be higher for enterprises in growing industries which have more flexibility in their choice of future investment. Hence, growth rate is negatively related with long-term debt level (Jensen and Meckling, 1976). This theoretical result is backed up by the empirical studies carried out by Kim and Sorensen (1986), and Titman and Wessels, (1988) but Kester, (1986) study rejected this relation. Pecking order theory, contrary to the agency cost theory, shows the positive relation between the growth rate and debt level of enterprises. This is based on the reasoning that a higher growth rate implies a higher demand for funds, and, ceteris paribus, a greater reliance on external financing through the preferred source of debt (Sinha 1992). For, pecking order theory contends that management prefers internal to external financing and debt to equity if it issues securities (Myers 2001). Thus, the pecking order theory suggests the higher proportion of debt in capital structure of the growing enterprises than that of the stagnant ones. Chung (2003), Chaplinsky and Niehaus (1990) showed the evidence contrary to the pecking order theory.
Profitability: The static trade-off hypothesis pleads for the low level of debt capital of risky firms (Myers 1984). The higher profitability of firms implies higher debt capacity and less risky to the debt holders. So, as per this theory, capital structure and profitability are positively associated. But pecking order theory suggests that this relation is negative. Since, as stated earlier, firm prefers internal financing and follows the sticky dividend policy. If the internal funds are not enough to finance   requirements of the firm, it prefers debt financing to equity financing (Myers 2001). Thus, the higher profitability of the enterprise implies the internal financing of investment and less reliance on debt financing, (Aremu, Ekpo and Mustapha 2013). Most of the empirical studies support the pecking order theory. The studies of Titman and Wessels (1988), Kester (1986), Friend and Hasbrouck (1989), Friend and Lang (1988), Gonedes et al (1988) show that negative relationship exist between the level of debt in capital structure and profitability. Indian and Nepalese studies also show the same evidence as foreign studies do (Baral, 1996). Only a few studies show the evidence in favor of static trade-off hypothesis contention.
2.2
THEORETICAL FRAMEWORK
2.2.1
IRRELEVANT AND RELEVANT THEORY OF CAPITAL STRUCTURE
Modigliani and Miller (MM), (2012) illustrates that under certain key assumptions, firm’s value is unaffected by its capital structure. Capital market is assumes to be perfect in Modigliani and Miller’s world, where insiders and outsiders have free access to information; no transaction cost, bankruptcy cost and no taxation exist; equity and debt choice become irrelevant and internal and external funds can be perfectly substituted. The M-M theory (2012) argues that the value of a firm should not depend on its capital structure. The theory argued further that a firm should have the same market value and the same Weighted Average Cost of Capital (WACC) at all capital structure levels because the value of a company should depend on the return and risks of its operation and not on the way it finances those operations. Miller brought forward the next version of irrelevance theory of capital structure. He appealed that, capital structure decisions of firms with both corporate and personal taxes circumstances are irrelevant (Miller 2012).
If these key assumptions are relaxed, capital structure may become relevant to the firm’s value. So, research efforts have been contributed to relaxing the ideal assumptions and describing the consequences. This theory was criticized on the ground that perfect market does not exist in real life situation. Attempts to relax these assumptions particularly the no bankruptcy cost and no taxation led to the static trade off theory (Miller 2012).
2.2.2
AGENCY COST THEORY OF CAPITAL STRUCTURE
This is a theory concerning the relationship between the principal (shareholders) and the agent of the principal (company’s managers). This suggests that the firm can be viewed as a nexus of contracts (loosely defined) between resource holders. An agency relationship arises whenever one or more individual, called principals, hire one or more other individuals, called agents, to perform some service and then delegate decision- making authority to the agents (Gang, 2014) The agency theory concept was initially developed by Berle and Means (2014), who argued that due to a continuous dilution of equity ownership of large corporations, ownership and control become more separated. This situation gives professional managers an opportunity to pursue their interest instead of that of shareholders.
Gang, (2014) suggested that, for an optimal debt level in capital structure by minimizing the agency costs arising from the divergent interest of managers with shareholders and debt holders. They suggest that either ownership of the managers in the firm should be increased in order to align the interest of managers with that of the owners or use of debt should be motivated to control managers’ tendency for excessive extra consumptions. Dimitris and Psillaki (2015) presents agency problem associated with free-cash flow. They suggested that free cash flow problem can be somehow controlled by increasing the stake of managers in the business or by increasing debt in the capital structure, thereby reducing the amount of “free” cash available to managers. Therefore, firms which are mostly financed by debt given managers less decision power of those financed mostly by equity, and thus debt can be used as a control mechanism, in which lenders and shareholders becomes the principal parties in the corporate governance structure.
2.2.3
PECKING ORDER THEORY OF CAPITAL STRUCTURE
The pecking order theory of capital structure as introduced by Donaldson (1961) is among the most influential theories of corporate leverage. It goes contrary to the idea of firms having a unique combination of debt and equity finance, which minimize their cost of capital. It is the main contender to the trade-off theory; it suggests that actual corporate leverage ratios typically do not reflect capital structure targets, but rather the widely observed corporate practice of financing new investments with internal funds when possible and issuing debt rather than equity if external funds are required. In the pecking order model, an equity offering is typically regarded as a very expensive last resort. Chaplinsky and Niehaus (2013) suggest that when a firm is looking for ways to finance its long-term investments, it has a well-defined order of preference with respect to the sources of finance it uses. It states that a firm’s first preference should be the utilization of internal funds (i.e. retain earnings), followed by debt and then external equity. (Huang and Song, 2015) argues that the more profitable the firms become, the lesser they borrow because they would have sufficient internal finance to undertake their investment projects. He further argues that it is when the internal finance is inadequate that a firm should source for external finance and most preferably bank borrowings or corporate bonds. And after exhausting both internal and bank borrowing and corporate bonds, the final and least preferred source of finance is to issue new equity capital.
Pecking Order theory tries to capture the costs of asymmetric information which states that companies prioritise their sources of financing (from internal financing to equity) according to the principle of least effort, or of least resistance, preferring to raise equity as a financing means of last resort (Chaplinsky and Niehaus; 2013). Hence, internal funds is used first, and when that is exhausted, debt is issued, and when it is not sensible to issue any more debt, equity is issued. On the other hand, Pecking Order Theory captures the effect of asymmetric information upon the mispricing of new securities, which says that there is no well-defined target debt ratio (Myers & Majluf; 2011). They opined that investors generally perceive that managers are better informed of the price sensitive information of the firms. Investors’ perception is such that managers issue risky securities when they are overpriced. This perception of investors leads to the under-pricing of new equity issue. Sometimes this under-pricing becomes so severe that it causes substantial loss to the existing shareholders. To avoid the problem arising from information asymmetry firms usually fulfill their financing needs by preferring retained earnings as their main source of financing, followed by debt and finally external equity financing as the last resort (Chaplinsky and Niehaus; 2013).
Damodaran (2013) posited that when managers issue new equity it is generally an indication to investors that the company is overvalued. However, investors are aware of this information asymmetry and will react negatively to issuing announcements, making them less keen on financing new equity without price reductions. Consequently, this will drive managers either towards missing up positive NPV investments or issuing excessively high debt levels that may threaten the future of the company. These contradictions lead the following arguments. First, internal funds in form of retained earnings are more favourable than external equity. Second,   slack, i.e. disposal of real assets, cash or marketable securities, is possible. Lastly, debt is more attractive than equity, simply because it is cheaper and less risky (Myers, 2014).
2.3
EMPIRICAL REVIEW
With the view of helping both growing and grown firms in structuring their finance efficiently, many studies have been undertaken home and abroad, that is; locally and internationally, on this area of study. Some of these studies will be discussed in this section and to make this section easier, it will be grouped internationally and locally. The following studies were undertaken locally, here in Nigeria; Osaze(2015) conducted a study using 87 firms out of the population of 216 firms listed on the Nigeria stock exchange for a period of five years (2007-2011) from static trade-off, agency and pecking order theory point of view. He employed the panel multiple regression analysis and the study reveals that for the Nigerian listed firms; firms’ size, growth and age are significant with the debt ratio of the firm, whereas, profitability and tangibility are not.
Babalola (2014), using 31 manufacturing firms with audited   statements for a period of fourteen years (1999-2012) from static trade-off point of view. He employed the triangulation analysis and the study revealed that capital structure is a trade-off between the costs and benefits of debt, and it has been refuted that large firms are more inclined to retain higher performance than middle firms under the same level debt ratio. Another study, using a sample of 10 firms for a period of 10 years (2000-2009) from agency and static trade-off point of view. He used the regression analysis and concluded that the manufacturing industry’s capital structure in Nigeria is consistent with trade-off theory and the hypothesis tested that the corporate performance is a nonlinear function of the capital structure.
Akinyomi (2013), using three manufacturing companies selected randomly from the food and beverage categories and a period of five years (2007-2011) using the static trade-off and the pecking order theory point of view. He adopted the use of correlation analysis method and revealed that each of debt to capital, debt to common equity, short term debt to total debt and the age of the firms’ is significantly and positively related to return on asset and return on equity but long term debt to capital is significantly and relatively related to return on asset and return on equity. His hypothesis also tested that there is significant relationship between capital structure and   performance using both return on asset and return on equity.
Nwankwo (2014), using ten firms listed on the Nigerian Stock Exchange for a period of five years (2006-2010) from the static trade-off, pecking order and agency theory point of view. In his findings, He employed the ImPesaran and shines unit root test and Panel Least Square test and revealed that the sampled firms were not able to utilize the fixed asset composition of their total assets judiciously to impact positively on their firms’ performance.
Bassey et al (2013), using a sample of 60 unquoted agro-based firms in Nigeria within a period of six years (2005-2010) from the agency cost theory point of view. They employed the Ordinary Least Square regression and descriptive statistics and revealed that only growth and educational level of firms owners were significant determinants of both long and short term debt ratios, assets structure, age of the firms, gender of owners and export status impacted significantly on long term debt ratios, while business risk, size and profitability of firms were major determinants of short term debt ratio for the firms under investigation.
Simon-Oke and Afolabi (2014), using a study of five quoted firms within a period of nine years (1999-2007) from the static trade-off and agency cost theory point of view. They employed the panel data regression model and revealed in their study a positive relationship between firms’ performance and equity financing as well as between firms’ performance and debt-equity ratio. There is also a negative relationship that exists between firms’ performance and debt financing due to high cost of borrowing in the country.
Semiu and Collins (2015), using a sample size of 150 respondents and 90 firms were selected for both primary data and secondary data respectively for a period of five years (2005-2009) from the relevance, pecking order, the free cash flow, the agency cost and the trade-off theory point of view. They employed the descriptive statistics and Chi-square analysis and suggested that a positively significant relationship exists between a firm’s choice of capital structure and its market value in Nigeria.
The following were undertaken internationally: Ong and Teh (2015) investigated on the capital structure and firms performance of construction companies for a period of four years (2005- 2008) in Malaysia. Long term debt to capital, debt to asset, debt to equity market value, debt to common equity, long term debt to common equity were used as proxies as the independent variables (capital structure) while returns on capital, return on equity, earnings per share, operating margin, net margin were used to proxy the corporate performance. The result shows that there is relationship between capital structure and corporate performance.
In Jordan, Zeitun and Tian (2013) conducted a study on capital structure and corporate performance on 167 Jordanian firms from 1989-2003. They found a significantly negative relationship between capital structure and corporate performance. Many variables such as return on assets, return on equity, profitability, Tobin’s Q were used to measure performance while leverage, growth, size and tangibility were proxies for capital structure.
In Sri Lanka, Gang(2014) carried out an investigation on capital structure and   performance of some selected companies in Colombo Stock Exchange from 2005-2009. Capital structure was surrogated by debt while performance was proxy by gross profit, net profit, return on investment / capital employed and returns on assets. The results shown the relationship between the capital structure and   performance is negative.
3.4
Gaps in Literature
Over the years, the study of Capital Structure has been a prime issue attracting the interest of many researchers. The combination of debt and equity in a company has been an interesting and complicated decision every manager is faced with in the firm. Some studies like Osaze (2015) covered a period of five (5) years and used variables like firm size, growth and age with the debt ratio of the firm, Akinyomi (2013) used fourteen (14) years period and used variables like debt to capital, debt to equity, short term debt to total debt. This study filled the gap by extending the study from 2008 through 2024 using variables like bonds, preference share, ordinary share, debenture and profit after tax.
CHAPTER THREE
3.0
RESEARCH METHODOLOGY
3.1
INTRODUCTION
Research Methodology refers to the systematic rules and procedure upon which a research is based against which claims for knowledge and assumptions are proved in favour of a decision, (Asika, 2004).The chapter discussed the method or strategies used to analyse the research data. The research methods adopted by the researcher are: Research Design, Population and Sample size, Sampling Techniques, Method of Data collection, Model Specification, Techniques of Data Analysis
3.2
RESEARCH DESIGN
Research design refers to the specification of methods and procedures for acquiring the information needed for a research study. Omojefe, (2014) also explained it as a model proof that allows the researcher to draw inference concerning relations among the variables under investigation. The problem in this study is geared towards investigating and examining the Impact of Capital Structure on the Performance of Deposit Money Banks in Nigerian. Therefore the quasi-experimental research design is chosen and applied in this research study. The researcher is interested in observing what is happening to sample subjects without any attempt to manipulate or control them and this makes the quasi-experimental one of the most appropriate for the study (Yomere and Agbonifoh, 2012).
3.3
POPULATION OF THE STUDY
In contemporary science, Population are defined as large number of habitants [living and non- living] who are socio-economic value within themselves while samples is defined as selected specimen from a targeted population in which its outcome defines both itself and the population it represents (Kothari, 2004). The Target population of this study involves all   institutions in Nigeria. 
3.4
SAMPLE SIZE AND SAMPLING TECHNIQUES

The sample size for this study consists of all Deposit Money Banks in Nigeria and they are as follows: First Bank of Nigeria, Zenith Bank, Guaranty Trust Bank, Fidelity Bank, Access Bank located in kwara state for the period 2008-2024.
For the purpose of this study, the non-probability sampling techniques were used.
3.5
METHOD OF DATA COLLECTION
The Method of Data Collection, literally, involves either the Primary source or Secondary source for its collection (Olannye, 2006). For this study, Secondary Method was considered in which the materials used for this research wasobtained from secondary data as source.
Secondary data from   Reports and Annual Statistical Bulletin on Bond, Preference Shares, Ordinary Shares, Debenture and Profit after Tax were obtained from 2000 to 2016. The data of the dependent variables covered the whole Deposit Money Banks in Nigeria which was gotten from CBN Statistical Bulletin (2008-2024) while the dependent variable Profit after Tax covers for the whole Deposit Money Banks in Nigeria.
3.6
METHOD OF DATA ANALYSIS
The nature of the time series of the dependent variable that is Bank profitability in form of Profit after Tax (PRF) and independent variables (Bond, Preference share, Ordinary shares, Debenture) are diagnostically checked and also tested for Ordinary Least Square (OLS) and Diagnostic Test (Ojameruaye and Oaikhenan, 2013). The Analysis is performed with the help of econometric tool E-Views 7.0.The following statistical techniques used in testing significance of the variables and models are;
Student T-test: the t-test will test the individual contribution of each explanatory variables and their significance for each formulated hypotheses.
F-test: the F-test at 1% or 5% level significance will used to test each models.
R: the coefficient of multiple regressions, explaining the level of relationship between the variables.
R2: the coefficient of determination, which shows the extent the variations in the independent variables have been able to explain the total variable in the each dependent variable.
AR2: the adjusted coefficient of multiple determinations to test the model as a whole.
Durbin Watson: the DW will test the level of autocorrelation among the variables in each of the models.
3.7
LIMITATION OF STUDY

However, there are constraint imposed on the researcher this includes the following.

a. Time: a study of this nature needs a relatively long time during which information for accurate or at least near accurate inferences could be drawn. The period of the study was short, hence time posed as a constraint to the researcher.

b. Cost: The researcher would have extent the survey to areas. But limitations here included cost of transportation to source for materials and cost of typesetting the already completed work.

c. Dearth (Scarcity) of statistical data: Lack of statistical data from our   institutions like central bank of Nigeria (CBN) ministry of   and economic development, money deposit banks and  merchant bank posed constraints. Deposit money banks adhere strictly to the rule of secret; in banking thus they refused to release information.

CHAPTER FOUR

4.0
DATA PRESENTATION, ANALYSIS AND INTERPRETATION

DATA PRESENTATION
This chapter considered the Results and Discussion of data from Capital Structure on the Performance of Deposit Money Banks in Nigeria for the period of 2008-2024, collected from the Central Bank of Nigeria (CBN) Statistical Bulletin 2024 and Annual Reports of the Banks under study 2024. This part of the research work is necessary in order to test the validity of the hypotheses stated in chapter one.
Table 4.2.1: Data for Capital Structure and Deposit Money Bank’s Performance
	YEAR
	Profit
After Tax N Billion
	Bonds N Billion
	Preference Shares
N Billion
	Ordinary Share
N
Billion
	Debenture N Billion

	2008
	1,339,239
	12.4
	0
	2.7
	1.1

	2009
	1,507,295
	0.2
	0.1
	6.5
	1.5

	2010
	1,951,769
	0
	0
	10.9
	5.8

	2011
	2,734,853
	2.8
	0.5
	24.6
	15.1

	2012
	3,026,889
	3.0
	2.3
	32.0
	13.2

	2013
	3,621,821
	4.0
	10.9
	31.8
	17.0

	2014
	17,942,256
	3.7
	39.3
	75.8
	2.7

	2015
	7,566,448
	79.8
	0
	177.4
	0.6

	2016
	9,572,329
	76.1
	0
	317.5
	1.3

	2017
	8,233,358
	343.50
	0
	612.0
	27.6

	2018
	11,590,612
	391.80
	240.1
	486.0
	56.6

	2019
	13,135,799
	146.40
	246.70
	355.8
	74.8

	2020
	30,747,675
	160.50
	240.90
	287.1
	46.7

	2021
	29,237,390
	304.40
	240.30
	274.0
	55.8

	2022
	33,087,027
	539.20
	242.00
	64.1
	143.9

	2023
	31,585,005
	723.50
	294.40
	22.2
	147.2

	2024
	33,227,101
	877.20
	877.20
	16.8
	149.6


Source: CBN Statistical Bulletin 2016 & Annual Report of the Banks under Study 2016.
Discussion of data
Table 4.2.1 shows the data presentation for Capital Structure and Performance of Deposit Money Banks in Nigeria, of which Capital Structure was measured by Bonds, Preference shares, Ordinary shares and Debenture while performance was measured by Profit after Tax of Deposit Money Banks in Nigeria.
Profit after Tax of Deposit Money Banks in Nigeria have experienced relatively stable increase from 2003 – 2015, also had a drastic increase in 2008 which could be attributed to the consolidation exercise, and declined in 2008. It recorded notable fluctuation from 2008 – 2024.
Bond recorded a positive amount in 2000, but there was a downturn from 2001 to 2006 which connote a fall in the long term fund offered by the banks to the public, there was a notable increase from 2008 till 2024. It reached its peak at the very end of the study.
Preference share, Ordinary share and Debenture recorded positive all through the period under study, had a downturn at the earlier period and later had a notable increase during the end of the period under study.
Test of Hypotheses
Ho1: Bonds do not have effect on Profit after Tax (PAT) of Deposit Money Banks in Nigeria. Ho2: Preference Shares do not have impact on Profit after Tax (PAT) of Deposit Money Banks in Nigeria.
Ho3: Ordinary Shares do not have impact on Profit after Tax (PAT) of Deposit Money Banks in Nigeria.
Ho4: Debenture does not have effect on Profit after Tax (PAT) of Deposit Money Banks in Nigeria.
4.2
ANALYSIS OF DATA TECHNIQUES
Ordinary Least Square (OLS)
Table 4.2.2: Ordinary Least Square (OLS) Result
Dependent Variable: PAT Method: Least Squares 
Sample: 17
Included observations: 17
	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob.

	C
	12959.67
	2589.538
	5.004625
	0.0003

	BND
	8262.137
	2418.703
	3.415937
	0.0051

	PRFS
	1170.912
	942.1213
	1.242846
	0.2377

	ORS
	0.000380
	7.54E-05
	5.035446
	0.0003

	DBT
	7819.632
	1990.106
	3.929254
	0.0020

	R-squared
	0.985920
	Mean dependent var
	47078.70

	Adjusted R-squared
	0.981227
	S.D. dependent var
	15439.79

	S.E. of regression
	2115.459
	Akaike info criterion
	18.39186

	Sum squared resid
	53701986
	Schwarz criterion
	18.63692

	Log likelihood
	-151.3308
	Hannan-Quinn criter.
	18.41622

	F-statistic
	210.0756
	Durbin-Watson stat
	2.155694

	Prob(F-statistic)
	0.000000
	
	


Estimation Command:
========================= LS PAT C BND PRFS ORS DBT
Estimation Equation:
=========================
PAT = C(1) + C(2)*BND + C(3)*PRFS + C(4)*ORS + C(5)*DBT
Substituted Coefficients:
=========================
PAT = 12959.6659233 + 8262.13716498*BND + 1170.91172713*PRFS + 0.00037980926877*ORS + 7819.63191355*DBT
Source: Author’s Computation using E-view 7.0 (2025)
The model included the basic Capital Structure variables affecting Performance of Deposit Money Banks in Nigeria such as Bond, Preference shares, Ordinary shares and Debenture.
From the result, it can be seen that there is a positive and significant relationship between Bond and Performance of Deposit Money Banks in Nigeria as a unit increase in Bond leads to 12959.6 unit increase in banks performance.
There is a positive and no significant relationship between Preference Shares and Performance of Deposit Money Banks in Nigeria as a unit increase in Preference shares leads to 1170.9 unit increase in Banks Performance.
There is a positive and significant relationship between Ordinary Shares and Performance of Deposit Money Banks in Nigeria as a unit increase in ordinary shares leads to 0.000 unit increase in Banks Performance.
Similarly there is a positive and significant relationship between Debenture and Performance of Deposit Money Banks in Nigeria as a unit increase in debenture leads to 7819.6 unit increase in Banks Performance.
Diagnostic Test
This test was applied to confirm the assumptions of the Ordinary Least Square (OLS).
Table 4.2.3: Normality Test
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Source: Author’s Computation using E-view 7.0 (2025)
The series distribution is normal as the P-value associated with JB- Jarque-Bera statistics is 0.791 which is greater that the critical value of 0.05.
Table 4.2.4: Serial Correlation Test
Breusch-Godfrey Serial Correlation LM Test:

F-statistic
0.041321
Prob. F(2,10)
0.9597
Obs*R-squared
0.139340
Prob. Chi-Square(2)
0.9327

Source: Author’s Computation using E-view 7.0 (2025)
The P-value of the F-statistics 0.041 is 0.959 which is greater that the critical value of 5%, we conclude by accepting H0 that the residuals are not serially correlated.
Table 4.2.5:
Heteroskedasticity Test
Heteroskedasticity Test: Breusch-Pagan-Godfrey
	F-statistic
	0.318867
	Prob. F(4,12)
	0.8599

	Obs*R-squared
	1.633310
	Prob. Chi-Square(4)
	0.8028

	Scaled explained SS
	0.871630
	Prob. Chi-Square(4)
	0.9286


Source: Author’s Computation using E-view 7.0 (2025)
The P-value of the observed R squared is 0.8028 which is greater than the critical value of 5%, meaning that the residuals are not heteroscedastic in nature.
Table 4.2.6: Stability Test
Ramsey RESET Test Equation: UNTITLED
Specification: PAT C BND PRFS ORS DBT Omitted Variables: Squares of fitted values

Value
df
Probability 
	t-statistic
	0.177368
	11
	0.8624

	F-statistic
	0.031459
	(1, 11)
	0.8624

	Likelihood ratio
	0.048550
	1
	0.8256


Source: Author’s Computation using E-view 7.0 (2025)
The P-value of the F-stat of Ramsey Reset Test is 0.86224 which is greater than critical value of 5%, we conclude by accepting H0 that the series is in functional form and it is structurally stable.
Unit Root Test
Table 4.2.7: Unit Root Test for Profit after Tax (PAT)
Null Hypothesis: D(PAT) has a unit root Exogenous: Constant
Lag Length: 1 (Automatic - based on SIC, maxlag=3)

t-Statistic
Prob.
	Augmented Dickey-Fuller
	test statistic
	-1.300202
0.5983

	Test critical values:
	1% level
	-4.004425

	
	5% level
	-3.098896

	
	10% level
	-2.690439


*MacKinnon (1996) one-sided p-values.
Warning: Probabilities and critical values calculated for 20 observations and may not be accurate for a sample size of 14
Source: Author’s Computation using E-view 7.0 (2025)
The Augmented Dicker Fuller test (ADF) at order 2(2) for PAT result is 1.300< 3.098 at 0.05 level of significance, this shows no stationarity rather presence of Unit Root in the series.
Table 4.2.8: Unit Root Test for Bond (BND)
Null Hypothesis: D(BND) has a unit root Exogenous: Constant
Lag Length: 1 (Automatic - based on SIC, maxlag=3)

t-Statistic
Prob.*
	Augmented Dickey-Fuller
	test statistic
	-3.858273
0.0130

	Test critical values:
	1% level
	-4.004425

	
	5% level
	-3.098896

	
	10% level
	-2.690439


Source: Author’s Computation using E-view 7.0 (2025)
The Augmented Dicker Fuller test (ADF) at order 2(2) for BND result is 3.858 > 3.098 at 0.05 level of significance, this shows presence of stationarity in the series.
Table 4.2.9: Unit Root Test for Preference Share (PRFS)
Null Hypothesis: D(PRFS) has a unit root Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=3)

t-Statistic
Prob.*
	Augmented Dickey-Fuller
	test statistic
	-8.827736
0.0000

	Test critical values:
	1% level
	-3.959148

	
	5% level
	-3.081002

	
	10% level
	-2.681330


Source: Author’s Computation using E-view 7.0 (2025)
The Augmented Dicker Fuller test (ADF) at order 2 (2) for PRFS result is 8.827 > 3.081 at 0.05 level of significance, this shows presence of stationarity in the series.
Table 4.2.10: Unit Root Test for Ordinary Share (ORS)
Null Hypothesis: D(ORS) has a unit root Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=3)

t-Statistic
Prob.*
	Augmented Dickey-Fuller
	test statistic
	-5.511443
0.0006

	Test critical values:
	1% level
	-3.959148

	
	5% level
	-3.081002

	
	10% level
	-2.681330


*MacKinnon (1996) one-sided p-values.
Warning: Probabilities and critical values calculated for 20 observations and may not be accurate for a sample size of 15
Source: Author’s Computation using E-view 7.0 (2025)
Again, at order 2 (2) for ORS result is 5.511> 3.081 at 0.05 level of significance, this shows presence of stationarity in the series.
Table 4.2.11: Unit Root Test for Debenture (DBT)
Null Hypothesis: D(DBT) has a unit root Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=3)

t-Statistic
Prob.*
	Augmented Dickey-Fuller
	test statistic
	-3.161900
0.0433

	Test critical values:
	1% level
	-3.959148

	
	5% level
	-3.081002

	
	10% level
	-2.681330


*MacKinnon (1996) one-sided p-values.
Warning: Probabilities and critical values calculated for 20 observations and may not be accurate for a sample size of 15
Source: Author’s Computation using E-view 7.0 (2025)
Again, at order 2 (2) for DBT result is 3.161> 3.081 at 0.05 level of significance, this shows presence of stationarity in the series.
	Table 4.2.12: Granger Causality Test
	

	Pairwise Granger Causality Tests 
	

	Lags: 2
	

	Null Hypothesis:
	Obs
	F-Statistic
	Prob.

	BND does not Granger Cause PAT
	15
	0.37935
	0.6937

	PAT does not Granger Cause BND
	
	3.02937
	0.0436

	PRFS does not Granger Cause PAT
	15
	3.91111
	0.0356

	PAT does not Granger Cause PRFS
	
	1.73889
	0.2249

	ORS does not Granger Cause PAT
	15
	0.20718
	0.8163

	PAT does not Granger Cause ORS
	
	4.53678
	0.0396

	DBT does not Granger Cause PAT
	15
	2.56911
	0.1258

	PAT does not Granger Cause DBT
	
	17.6997
	0.0005


Source: Author’s Computation using E-view 7.0 (2025) BND and PAT
From the results, it can be seen that the P-value of BND and PAT is 0.6937 which is higher than5% level of significance, while the P-value of PAT and BND is 0.0436 which is less than 5%level of significance. It connotes that BND does not granger cause PAT and PAT grange cause BND which shows existence of uni-directional effect because only one variable granger cause each other and BND and PAT has a short run effect.
PRFS and PAT
From the results, just like the above, it can be seen that the P-value of PRFS and PAT is 0.0356 which is less than 5% level of significance, while the P-value of PAT and PRFS is 0.2249 which is greater than 5% level of significance. It connotes that PRFS granger cause PAT and PAT does not grange cause PRFS which shows existence of uni-directional effect because only one variable granger cause each other and PRFS and PAT has a short run effect.
ORS and PAT
From the results, it can be seen that the P-value of ORS and PAT is 0.8163 which is greater than 5% level of significance, while the P-value of PAT and ORS is 0.0396 which is less than 5% level of significance. It connotes that ORS does not granger cause PAT and PAT grange cause ORS which shows existence of uni-directional effect because only one variable granger cause each other and ORS and PAT has a short run effect.
DBT and PAT
Again, there is uni-directional Granger Causality between Debenture and Profit after Tax of Deposit Money Banks in Nigeria, it can be observed from the result that debenture does not granger Cause Profit after Tax but Profit after Tax granger cause Debenture.
Table 4.2.13: Johansen Co-integration
Included observations: 16 after adjustments Trend assumption: Linear deterministic trend Series: PAT BND PRFS ORS DBT
Lags interval (in first differences):
Unrestricted Cointegration Rank Test (Trace)
	Hypothesized No. of CE(s)
	Eigenvalue
	Trace Statistic
	0.05
Critical Value
	Prob.**

	None
	0.763299
	54.43557
	69.81889
	0.4429

	At most 1
	0.596740
	31.38023
	47.85613
	0.6460

	At most 2
	0.428902
	16.84946
	29.79707
	0.6512

	At most 3
	0.365237
	7.886338
	15.49471
	0.4776

	At most 4
	0.037665
	0.614290
	3.841466
	0.4332


Source: Author’s Computation using E-view 7.0 (2017)
Table 4.2.13 shows result for Johansen Co-integration test, it unveils that the trace statistics of all the independent variables (54.43, 31.38, 16.84, 7.88 and 0.61) are less than all the critical values at 5% (69.81, 47.85, 29.79, 15.49 and 3.84). There is enough evidence to accept Ho and conclude that the variables are not co-integrated at most1 to at most 5. The probability associated with the trace statistic is all greater than 5% which connote non-existence of long term relationship between the dependent variable and independent variables.
CHAPTER FIVE
5.0
SUMMARY, CONCLUSION AND RECOMMENDATIONS
5.1
SUMMARY OF FINDINGS
The Ordinary Least Square (OLS) result shows the test of individual significant of each of the independent variables using the T-test and their respective P-values. The T-stat for Bond (BND), Ordinary shares (ORS) and Debenture (DBT) are 3.415, 5.035 and 3.929 with their respective P- value of 0.005, 0.000 and 0.002 which are all less than 0.05 significant level and greater than 95% Confidence level, it therefore implies that Bond, Ordinary shares and Debenture have significant Impact on the Performance of Deposit Money Banks in Nigeria. The T-stat for Preference Shares is 1.242 with a P-value of 0.237 which is greater than 5% significant level and less than 95% Confidence level which connotes that Preference Shares does not have significant Impact on Performance of Deposit Money Banks in Nigeria.
Globally, the results revealed that the whole Independent Variables have 99% Positive Impact to Profit After Tax of Deposit Money Banks in Nigeria, more so (Adjusted R2) is 0.98 which suggest that 98% of the Independent Variables could be explained by the changes in the Dependent Variable and the remaining 2% could not be explained due to some error in the   system. The Durbin Watson Test is 2.155, which revealed no presence of serial correlation and it is moderate for prediction. The P-value of the F-stat is 0.000 < 0.05 which falls to the rule of thumb. We reject H0 and conclude that the whole Independent Variables (BND, PRFS, ORS and DBT) are significant to PAT of Deposit Money Banks in Nigeria.
The normality output result suggests that the series distribution is normal as the P-value is 0.791 which is greater than 5% significant level and desirable. We thereby accept H0 that the series is normally distributed which further connote that the influence of other omitted and neglected variables is small and at best random.
For Serial Correlation Test the P-value of the F-statistics is 0.959 which is greater that the critical value of 5%, we conclude by accepting H0 that the residuals are not serially correlated which is desirable and implies that each of the observations are independent of one another.
In Heteroskedasticity Test the P-value of the observed R-squared is 0.8028 which is greater than the critical value of 5%, therefore we accept null hypothesis H0 that the residuals are homoscedastic in nature which connote that they are of equal variance. Also the Stability Test result connotes that the model is in functional form and statistically stable.
Table 4.2.7-4.2.11 shows the Unit Root Test (Augmented Dicker Fuller Test (ADF) for Profit after Tax (PAT), Bond (BND), Preference share (PRFS), Ordinary share (ORS) and Debenture (DBT). Bond, Preference shares, Ordinary shares and Debenture was stationary at order 2 (2), while PAT was not stationary.
Causality Test is employed at the stage to know the causal relationship between the variables under study, the basis for conducting this test is to enable us know whether the independent variables can actually cause variations in the dependent variable or vice versa. From the results in table 4.2.12, generally there exists uni-directional granger causality among them. BND does not granger cause PAT while PAT granger cause BND, PRFS granger cause PAT while PAT does not granger cause PRFS, ORS does not granger cause PAT while PAT granger cause PRS, finally DBT does not granger cause PAT while PAT granger cause DBT.
The Johansen Co-integration result shows that the trace statistics of all the independent variables (54.43, 31.38, 16.84, 7.88 and 0.61) are less than all the critical values at 5% (69.81, 47.85, 29.79, 15.49 and 3.84). There is enough evidence to acceptH0 and conclude that the variables are not co-integrated at most 1* to at most 5*. The probability associated with the trace statistic is all greater than 5% which connote non-existence of long term relationship between the dependent variable and independent variables.
5.2
CONCLUSION
Capital Structure has been a major issue in financing economic transactions ever since Modigliani and Miller (1958) stated that given frictionless markets, homogeneous expectations; capital structure decision of the firm is irrelevant.
Based on the Summary of Findings, the following are the conclusion:
The Ordinary Least Square (OLS) Test concludes that Bond (BND), Ordinary share (ORS) and Debenture (DBT) have significant impact on the Performance of Deposit Money Banks in Nigeria while Preference shares does not have significant Impact on Deposit Money Banks Performance.
The Diagnostic Test suggests that the series distribution is normal; we accept H0 which signifies that the influence of other omitted and neglected variables is small and at best random. For Serial Correlation Test, we accept H0 that the residuals are not serially correlated and it connotes that each of the observation are independent of one another. In Hetero skedasticity Test we accept the null hypothesis H0 that the residuals are homoscedastic which signify that they are of equal variance and finally the model is statistically stable as unveiled by the Stability Test.
For Unit Root Test, all the variables were stationary at order 2 1(2) except for Profit After Tax that was not stationary.
There exist uni-directional Granger Causality among BND and PAT, PRFS and PAT, ORS and PAT and DBT and PAT.
The Johansen Co-integration test shows non-existence of long term relationship between the dependent variable and independent variables.
Capital Structure is an embodiment of various capital channels composed to equip companies’   structure and to make returns on those funds raised by the companies from individuals, investors and government through selling of shares, bonds and other capital instruments. It is at this point, that this research focused on theImpact of Capital Structure and the Performance of Deposit Money Banks in Nigeria. Holistically the study conclude that capital structure have significant impact on the performance of Deposit Money Banks in Nigeria. This study is in line with Akinyomi (2013), Semiu and Collins (2015), Ong and Teh (2015).
5.3
RECOMMENDATIONS
The study proffers the following recommendations:
i. The management of Nigerian banks’ should consider the use of more debt in their Capital Structure mix as this will reduce the overall cost of capital as a result of its tax advantage. Moreover, increase bank   performance.
ii. The management of quoted banks in Nigeria should increase the use of equity capital in financing to improve earnings of their banks; and Investors of quoted banks in Nigeria should also consider the capital structure of any bank before investing in them as the strength of a bank’s capital mix determines the level of returns.
iii. The government and monetary authority should put policies in place to curb inflation in order to avoid unanticipated inflation, since unanticipated inflation reduces banks debt ratios because the cost of borrowing will be very high.
iv. The costs and risks associated with Bonds investment should be reduced in an absorptive manner by government. This can be done when government increases its share of fixed- rate bonds in the market with longer maturity. Moreover, information about the Bond market should be more widely disseminated to encourage more investors. In this direction, effort must be put in place to enhance confidence of the investors in Bonds market.
v. Management should ensure they continue to improve the level of bond, ordinary shares and debenture in order to mitigate future   liquidation.
vi. Deposit Money Banks in Nigeria should ensure Preference share-holders are always treated preferentially because of the fixed dividend attached to it and must be given attention to first before any other.
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APPENDIX
ORDINARY LEAST SQUARE
	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob.

	C
	12959.67
	2589.538
	5.004625
	0.0003

	BND
	8262.137
	2418.703
	3.415937
	0.0051

	PRFS
	1170.912
	942.1213
	1.242846
	0.2377

	ORS
	0.000380
	7.54E-05
	5.035446
	0.0003

	DBT
	7819.632
	1990.106
	3.929254
	0.0020

	R-squared
	0.985920
	Mean dependent var
	47078.70

	Adjusted R-squared
	0.981227
	S.D. dependent var
	15439.79

	S.E. of regression
	2115.459
	Akaike info criterion
	18.39186

	Sum squared resid
	53701986
	Schwarz criterion
	18.63692

	Log likelihood
	-151.3308
	Hannan-Quinn criter.
	18.41622

	F-statistic
	210.0756
	Durbin-Watson stat
	2.155694

	Prob(F-statistic)
	0.000000
	
	


Estimation Command:
========================= LS PAT C BND PRFS ORS DBT
Estimation Equation:
=========================
PAT = C(1) + C(2)*BND + C(3)*PRFS + C(4)*ORS + C(5)*DBT
Substituted Coefficients:
=========================
PAT = 12959.6659233 + 8262.13716498*BND + 1170.91172713*PRFS + 0.00037980926877*ORS + 7819.63191355*DBT
Series: Residuals Sample 1 17


Observations 17





Mean Median Maximum Minimum Std. Dev. Skewness Kurtosis





-4.33e-12


-231.4016


4216.039


-3373.473


1832.041


0.400217


3.142046





Jarque-Bera	0.468118


Probability	0.791315
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