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Abstract. There is scarcity of empirical evidence globally and Nigeria in particular, explaining 

the relationship between financial leverage and financial performance of listed firms from the 

construction/real estate and natural resources sector. This paper therefore, investigates the 

impact of financial leverage on the financial performance, using panel data from the annual 

reports of six listed construction/real estate and natural resources firms in Nigeria, covering the 

period 2005- 2019. Descriptive statistics are used in data presentation, while fixed effect model 

with robust heteroskedasticity and autocorrelation consistent standard errors was applied in 

analysing the effect of financial leverage on the financial performance. Results indicate that 

short-term debt ratio has significant negative impact on the financial performance; long term 

debt ratio has a positive and significant impact on the financial performance and total debt 

equity ratio has no significant effect on the financial performance. Findings related to control 

variables show that age has negative and significant impact on the financial performance, while 

size is significantly and positively associated with the financial performance represented by the 

return on asset (ROA). The authors conclude that debt financing will hindered improvement in 

the financial performance of firms’ proxy by ROA. The authors recommend that firms in the 

construction/real estate and natural resources sector of Nigeria should look more carefully at 

the utility and maximization value of debt vis-à-vis internal equity (retained earnings) in the 

capital structure. 
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1. Introduction  
The theory of financial leverage and its association with financial performance has been 

a controversial issue in corporate finance literature since the seminal work of Modigliani and 

Miller (1958). Modigliani and Miller (1958) assert that leverage has no impact on the value of 

a firm based on unrealistic assumptions such as existence of perfect markets, which no taxes, 



absence of transaction and bankruptcy costs (Abubakar, 2017b). Modigliani and Miller (1963) 

relaxed a no-tax assumption and developed another theory about a tax benefit of debt. That 

theory also generated a lot debates and discussions in the academic circles (Abubakar, 2017a). 

The capital structure of a firm is made up of debt, equity or the mixture of debt and equity. The 

proportion of debt or the degree to which firms utilize debt in the capital structure is described 

as financial leverage. Financial leverage decision is one of the most significant decisions taken 

by managers because such decisions have important implications on the firm’s financial 

performance (Abubakar, 2017a). Excessive use of debt in the capital structure exposes the firm 

to the risk of financial distress and bankruptcy, which may arise due to default. High debt 

profile in the capital structure of a firm suggests that the firm must be committed to both 

principal and fixed interest payments on debt. However, interest on debt is tax deductible, 

meaning that firms can take advantage of the tax shields benefit by employing debt in the 

capital structure. A good financial manager should trade -off the costs of debt against the 

benefits in order to improve financial performance (Abubakar, 2017a). 

Several empirical studies have been carried out around the globe on the association 

between financial leverage and the financial performance, but these studies show varying 

results/outcome. Additionally, review of empirical studies carried out on companies listed on 

different sectors of the Nigerian stock exchange (NSE) and other stock exchanges outside 

Nigeria reveals some important methodological weaknesses. First, to our knowledge, there is 

no empirical study in Nigeria linking financial leverage with financial performance, using 

evidence from companies listed on the construction/real estate and natural resources sectors.  

In respect of this, Abubakar (2015); Abubakar (2016); Abubakar and Garba (2017); Abubakar, 

Maishanu, Abubakar and Aliero (2018); Cyril (2016); Enekwe, Agu and Eziedo (2014); Etale 

and Ekpulu (2019); Garba, Abubakar and Sulaiman (2018); Hossain and Nguyen (2016); 

Innocent, Ikechukwu and Nnagbogu (2014); Abdul Jamal and Karamah (2015); Javed, Rao, 

Akram, and Nazir (2015); John-Akamelu, Iyidiobi and Ezejiofor (2017); Khan (2012); Kuria 

and Omboi (2015); Ningsih and Djuaeriah (2013); Nwaolisa and Chijindu (2016); Onyenwe 

and Glory (2017); Racheal, Chelichi and Raymond (2017); Thaddeus and Chigbu (2012); 

Tolulope, Ikpefan and Olokoyo (2015), and Vitor and Badu (2012) among several others 

utilized data for other sectors different from construction/real estate and industrial goods 

sectors. 

Second, Abubakar (2015), Afolabi, Olabisi, Kajola and Asaolu (2019), Cyril (2016); 

Daskalakis and Thanou (2010); Innocent et al. (2014) and Martis (2013) measured financial 

leverage as the ratio of total liabilities to total assets. This measure as rightly pointed out by 

Rajan and Zingales (1995) does not indicate whether the firm is at the risk of default and the 

ratio may also be influenced by items such as account payables and pension liabilities included 

in the total liabilities. Third, Abata, Migiro, Akande and Layton (2017); Anetoh and Anetoh 

(2016), Das and Swain (2018), Evgeny (2015), Kenn-Ndubuisi and Nweke (2019), InunJariya 

(2015) and Nazir (2017) measured total debt ratio as the ratio of total debt to total asset. This 

measure according to Rajan and Zingales (1995) fails to take into account the fact that there 

are some assets that are offset by specific non-debt liabilities. Fourth, John-Akamelu et al. 

(2017) and Racheal et al. (2017) used paired sample t-test to investigate the effect of financial 

leverage on the financial performance. As rightly observed by Abubakar (2017a), the 

application of paired sample t-test is not consistent with prior studies on leverage and 

performance; paired sample t-test is used mostly for pre and post period analysis. Fifth, none 

of the authors from the reviewed empirical studies utilized data for the year 2019. This paper 

addresses the identified gaps and contribute to the existing body of knowledge by investigating 

the impact of financial leverage on the financial performance, using panel data evidence of five 

companies listed on the construction/real and natural resources sector of the Nigerian stock 

exchange (NSE) over the period 2005- 2019. 

 



 

2. Literature Review 

2.1. Conceptual Clarifications 

Financial leverage is the extent to which a company uses debt in its capital structure 

(Hillier, Jaffe, Jordan, Ross & Westerfield, 2010) and the extent to which a corporate entity 

uses debt capital to finance investment opportunities available to the business (Afolabi et al., 

2019). Pandey (2015) describe financial leverage as the proportion of fixed-charge sources of 

funds, such as debt and preference shares to owners’ equity in the capital structure. A firm that 

uses debt in its capital structure is referred to as a levered firm, whereas an all-equity firm is 

called unlevered firm. Pandey (2010, p. 318) document that “the financial leverage employed 

by a company is intended to earn more return on the fixed-charge funds than their costs. The 

surplus (or deficit) will increase (or decrease) the return on the owners’ equity”. Pandey (2010) 

further posits that financial leverage is a double-edged sword because it provides the potentials 

of increasing the owners’ earnings as well as creating the risks of loss to them. Additionally, a 

debt whose maturity is at most one year is referred to as short-term debt, whereas, a debt whose 

maturity is more than one year is called long-term debt (Garba et al., 2018). We define financial 

leverage as the debt elements contained in the capital structure.  

The most commonly used measures of financial leverage are debt ratio, debt-equity 

ratio and interest coverage ratio (ICR) according to (Bierman, 1970). There is no distinction 

between the debt ratio and debt-equity ratio in operational terms. The association between the 

two measures will rank firms in the same order. However, debt ratio is more specific as its 

value will range between zero and one (Bierman, 1970). The value of debt-equity ratio may 

vary from zero to any large number. The debt-equity ratio measure of financial leverage is 

more popular in practice (Bierman, 1970). Additionally, Titman and Wessels (1988) contend 

that the aggregate measure of total debt ratio could not be used alone because theories of 

financial leverage have different implications for different category of debt, and the predicted 

coefficients in the structural model may differ depending on whether debt ratios are measured 

in terms of book or market values. In lending support to their argument, Bevan and Danbolt 

(2002) state that due the predominance of short-term debt instruments in corporate financial 

structure, analysis based solely upon long-term debt provide limited insight into the 

mechanisms which operate in the financial and corporate sectors.  

Based on the foregoing arguments, this study adopts four measures of financial leverage 

namely: short-term debt ratio (STDR); long-term debt ratio (LTDR); total debt ratio (TDR); 

and total debt-equity ratio (TDER). However, TDR is dropped from the model due to high 

correlation (multicollinearity). Similarly, ICR is not used because some firms in this study did 

not employ debt in their capital structure in some years, leading to a null value for interest 

expense. ICR is undefined if interest expense is zero.  

On the other hand, firm performance is a multi-dimensional construct consisting of 

many varied areas such as operational effectiveness, corporate reputation and organizational 

survival (Richard, Devinney, Yip, & Johnson, 2009). Organizational researchers choose to use 

either accounting-based measures of profitability such as return on assets (ROA), return on 

sales (ROS) and return on equity (ROE) or stock market-based measures such as Tobin’s Q 

and market return to assess financial performance (Combs, Crook, & Shook, 2005; Hoskisson, 

Hitt, Wan, & Yiu, 1999; Hult et al., 2008). Gentry and Shen (2010) point out that accounting-

based measures of profitability are widely considered as valid indicators of performance and 

also considered as reflections of past or short-term performance, while market measures of 

performance are viewed as the reflections of future or long-term financial performance 



(Hoskisson, Johnson & Moesel, 1994). In this study, we use ROA to measure financial 

performance. Muiru, Kisaka and Kalui (2018) considered ROA as the most widely used 

accounting measure of financial performance and it is a measure of how efficient a firm is using 

its assets to generate earnings before contractual obligation is paid (Akong’a, 2014).  

Figure 1: Conceptual Framework 
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Source: Developed by the Authors 

2.2. Theoretical Framework  

This paper is guided by the pecking order theory founded by Donaldson (1961), Myers 

(1984) and Myers and Majluf (1984). Donaldson (1961) surveys 25 large United States 

companies, and found that the financing behaviour and choice of the management of those 

companies favour the use of retained earnings over external financing sources, unless internal 

sources of funds are not available. Myers (1984), and Myers and Majluf (1984) referred the 

financing behaviour reported by Donaldson (196) as ‘Pecking Order’. Myers (1984) and Myers 

and Majluf (1984) argued that information plays a pivotal role on financing decision of 

managers and investors. They maintained that managers’ exhibit market timing behaviour in 

their financing decisions, i.e. they will be reluctant to issue equity if they feel that it is under-

valued by the market, and investors too are aware that managers will be reluctant to issue new 

equity when it is under-priced. Thus, both managers and investors react according to 

information available to them i.e. information asymmetry. Based on foregoing, if managers 

tend to issue under-valued equity, the wealth will be transferred to the investors against the 

shareholders’ benefits and wealth (Abubakar, 2017a; Mohammed, 2010). Following this, 

retained earnings and debt will receive priority over external equity. Myers (1984) called this 

the ‘pecking order theory’ of financing. The theory postulates that companies prefer to finance 

new investment first with retained earnings, second with debt, and by issuing new equity as 

last resort. Hence, financial leverage is expected to have negative effect on performance. 

According to pecking order theory, there is no well-defined optimal financial leverage, because 

there are two kinds of equity, internal and external, one at the top of the pecking order and the 

other one at the bottom (Abubakar, 2017b). In addition, the theory also affirms that profitable 

firms prefer internal financing over debt because they have large cash flows and may not 

require external financing that has the potentials to expose the firms to financial risk, in the 

case of debt and dilution of ownership in the case of external equity (Abubakar, 2017a). As 

pointed out by Shyam-sunder and Myers (1999) describe the pecking order theory as a 

corporate financing activity that causes the least inconvenience to the management. 
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2.3. Review of Empirical Studies 

San and Heng (2011) relying on data on firms from Malaysian construction sector 

examine the relationship between capital structure and corporate performance, and found 

mixed results depending on size and proxy variable used. Findings reveal among others that 

total-debt to equity ratio has positive effect on return on capital (ROC) for large construction 

firms, while total-debt to capital ratio has negative effect on the earnings per share (EPS).  

Khan (2012) assesses the relationship between capital structure decisions and financial 

performance using pooled ordinary least squares on panel data of 36 engineering firms in 

Pakistan from 2003 to 2009. Results show that financial leverage proxy by short-term debt to 

total assets (STDTA) and total debt to total assets (TDTA) have negative significant effect on 

financial performance measures as ROA, GPM and Tobin’s Q. Thaddeus and Chigbu (2012) 

investigate the effect of financial leverage on performance of six deposit money banks from 

Nigeria. Authors report mixed results as some banks exhibit positive relationship while others 

show negative relationship between leverage (debt-equity and coverage ratios) and financial 

performance measured by earning per share (EPS). Aburub (2012) evaluates the impact of 

capital structure on the performance of 28 companies listed on the Palestine stock exchange 

from 2006 to 2010. Author documents positive relationship between measures of financial 

leverage and performance (ROE, ROA, EPS and Tobin’s Q). In a study of Nigerian firms, 

Collins, Filibus and Clement (2012) analyze the effect of financial leverage on market value of 

39 non-financial companies quoted on the Nigerian stock exchange (NSE) covering the period 

2005 to 2009. Findings reveal that long-term debt to equity ratio has positive effect on market 

value, while total-debt to equity ratio has negative effect on market value. In India, Pachori and 

Totala (2012) did not discover any significant relationship between leverage and shareholders 

return and market capitalization. Uwalomwa and Uadiale (2012) show that short-term debt has 

a significant positive effect on financial performance and long-term debt has a significant 

negative effect on the financial performance of firms in Nigeria. Relying on the panel data 

techniques on listed Ghanian banks from 2000- 2010, Vitor and Badu (2012) analyzed the 

effect of capital structure on the performance, and discover that debt has significant negative 

effect on banks performance represented by ROE and Tobin’s Q. Umar, Tanveer, Aslam and 

Sajid (2012) examine the impact of capital structure on financial performance of top 100 quoted 

firms in Pakistan over the period 2006 to 2009 using exponential generalized least square 

regression. The results show that significant long term liabilities to total asset has significant 

positive effect on ROE, while current liabilities to asset and total liabilities to total asset have 

no significant effect on the financial performance proxy by ROE 

Nirajini and Priya (2013) evaluate the impact of capital structure on financial 

performance of listed trading companies in Sri Lanka from the period 2006- 2010 applying 

correlation and multiple regression techniques. Results reveal that debt asset ratio, debt equity 

ratio and long term debt ratio have significant positive effect on the financial performance 

proxies: gross profit margin (GPM), net profit margin (NPM), return on capital employed 

(ROCE), ROA and ROE. In a study of 25 listed banks in Pakistan from 2007 to 2011, Saeed, 

Gull and Rasheed (2013) evaluate the effect of capital structure on the performance, and found 

that short term debt to total capital, long-term debt to total capital and total debt to total capital 

have significant positive effect on the ROA, ROE and EPS as proxies for performance. Espireh, 

Dadgarnejad and JerJerzadeh (2013) assess the link between capital structure and financial 

performance, using pooled data of 380 companies listed on the Tehran Stock Exchange (TSE) 

from 2001- 2013. Authors found that debt to asset ratio has significant negative effect on the 

ROA, while debt equity ratio has negative effect on return on capital (ROC) and short-term to 

equity ratio has significant positive effect on ROC. Ningsih and Djuaeriah (2013) document 



negative association between leverage and ROA, and positive relationship with ROE of listed 

cement companies in Indonesia. Bokhari and Khan (2013) reported that financial leverage 

proxies by short term debt, long term debt and total debt have significant negative effect on the 

ROA, using evidence from 80 firms in the non-financial sector of Pakistan during the period 

2005- 2011 and OLS regression. 

Maina and Ishmail (2014) found that long-term debt, short-term debt and total debt 

ratios have no significant effect on Tobin’s Q. Chechet and Olayiwola (2014) examines the 

relationship between capital structure and profitability, using panel data of 70 listed Nigerian 

firms over the period 2000- 2009. The results reveal that financial leverage measured by debt 

ratio has negative and significant effect on profitability. Mwangi, Makau and Kosimbei (2014) 

reported that leverage has a significant negative effect on ROA and ROE using random effects 

and feasible generalized least squares (FGLS) on 42 non-financial companies listed on the 

Nairobi securities exchange, Kenya. Wabwike, Chitiavi, Alala and Douglas (2014) found that 

total-debt to assets ratio and debt to equity ratio have negative impact on ROA and return on 

capital employed (ROCE) of Tier I listed commercial banks in Kenya. Davydov (2014) 

documents that bank debt has a positive effect on firm profitability and market value. Akeem, 

Terer, Kiyanjui and Kayode (2014) reported that total debt and debt to equity ratio have 

significant negative effect on financial performance. Mohammad (2014) examines the 

relationship between financial leverage and financial performance of 20 listed chemical 

companies from Pakistan during the period 2006- 2013. Results reveal that debt/equity ratio 

has no significant relationship with ROA, NPM, ROE and ROCE using correlation technique. 

Enekwe et al. (2014) using evidence from three pharmaceutical firms in Nigeria, analyzed the 

effect of financial leverage on the financial performance. Results reveal that debt ratio and 

debt-equity ratio have significant positive association with ROA, while interest coverage ratio 

has negative relationship with ROA.  

Mule and Mukras (2015) explore the relationship between financial leverage and 

performance of listed firms in Kenya for a period of five years from 2007- 2011 using panel 

data method. Authors discover that no significant association between financial leverage and 

ROE; but found that financial leverage significantly and negatively affects ROA and Tobin’s 

Q as proxies of financial performance. Using evidence of firms from the Malaysian oil and gas 

sector, Abdul Jamal and Karamah (2015) unravel that financial leverage represented by long-

term debt to total assets (LTDTA) and total-debt to total assets (TDTA) have a negative and 

significant effect on performance represented by ROE. Igbinosa (2015) uncovers that short-

term debt ratio has a significant negative effect on ROA and long-term debt ratio has positive 

and significant effect on the ROE. Tauseef, Lohano and Khan (2015) found a non-linear 

relationship between debt-to-asset ratio and ROE of textile firms from Pakistan. Tolulope et al. 

(2015) found negative link between leverage and ROA of firms in the Petroleum Industry in 

Nigeria. Alghusin (2015) unravels negative association between debt to asset ratio and ROA 

of Jordanian firms. Kuria and Omboi (2015) investigate the effect of capital structure on 

financial performance of investment and banking firms listed on the Nairobi securities 

exchange in Kenya from 2009- 2013, using both descriptive and regression analysis techniques. 

Findings indicate that debt to equity and debt to capital ratios have a significant negative effect 

on the ROA, while long term debt has no significant effect on ROA. Similarly, the authors also 

found that debt to equity ratio has a significant positive effect on ROE, while debt to capital 

ratio has a significant negative effect on ROE and long term debt has no significant effect on 

ROE. Javed et al. (2015) determine the effect of financial leverage on performance using 154 

textile companies in Pakistan over the period 2006- 2011. Results show that financial leverage 

is negatively associated with ROA and ROE.  



Saputra, Achsani and Anggraeni (2015) assess the effect of capital structure on the 

performance of 55 quoted companies from the Indonesian financial industry covering the 

period 2009 to 2013. Results reveal that leverage proxies by long term debt to total assets and 

total debt to total equity have no significant effect on ROA and ROE, while total debt to total 

assets has significant negative effect on the ROA and no effect on the ROE. Sunday (2015) 

documents that long-term debt has significant positive effect on the ROE of Nigerian firms. 

Using data for food and beverages sectors of Sri Lanka over the period 2007- 2012, InunJariya 

(2015) uncovers that financial leverage represented by total debt to total assets (TDA) and total 

debt to equity (TDE) have negative but significant effect on profitability defined by ROE and 

ROCE. Evgeny (2015) examines the effect of financial leverage on performance of firms from 

Russia over the period 2004- 2013. The author found significant negative relationship between 

financial leverage measured by the ratio of debt to total assets and firm performance 

represented by ROA, ROE and operating margin. 

Using a time series data of 15 banks in Nigeria from the period 1985 to 2013, 

Uchechukwu and Kingsley (2016) uncover significant and negative association between debt 

ratio and return on investment. Nwaolisa and Chijindu (2016) investigate the effect of financial 

structure on performance of 23 listed firms from the consumer goods sector of the Nigeria from 

the period 1993 to 2013. The results show that total debt to total equity and short term debt to 

total equity have no significant effect on the EPS, while total debt to total equity has no 

significant effect ROE, and short term debt to total equity has a significant and negative effect 

on ROE. Enakirerhi and Chijuka (2016) in a study of the determinants of capital structure of 

100 firms from the United Kingdom (UK) Financial Times Security Exchange (FTSE), 

discover significant relationship between long term debt, short term debt, total debt and ROA 

using FEM. Hossain and Nguyen (2016) examine the relationship between financial leverage 

and performance of ten US companies from 2004 to 2013, and report strong negative link 

between financial leverage and performance. Prempeh, Sakyere and Asare (2016) analyze the 

effect of debt policy on firm’s performance of five manufacturing quoted companies in Ghana 

between 2005 and 2015, using panel data technique. Results show that SDR, LDR and TDR 

have negative effect on ROA; SDR and TDR have negative effect on Tobin’s Q and LDR has 

positive effect on Tobin’s Q. 

Onyenwe and Glory (2017) evaluate the effect of financial leverage on performance of 

13 deposit money banks in Nigeria for the period 2006- 2015. Results reveal that debt ratio and 

interest coverage ratio have significant positive effect on the return on capital employed 

(ROCE), while debt equity ratio has a significant negative effect on the ROCE.  Abubakar and 

Garba (2017) examine the effect of financial leverage on the financial performance of seven 

listed services firms in Nigeria using FEM over the period 2005- 2016, and found significant 

negative link between financial leverage variables (STDR, LTDR) and the financial 

performance proxy by ROE. John-Akamelu et al. (2017) evaluate the effect of financial 

leverage on the financial performance of the food production firms of the consumer goods 

sector of Nigeria from the period 2009 to 2014. Applying paired t-test analysis, the authors 

report significant positive relationship between financial leverage and financial performance 

measured by the ROE and ROA. Nazir (2017) study of 21 listed companies on the textile, 

automobile, sugar, petroleum and energy sectors of Pakistan using OLS over the period 2012- 

2015,  found significant negative relationship between debt to asset ratio and ROA. Abata et 

al. (2017) analyze 136 listed South African firms from 2000 to 2014 and discover that total 

debt to total equity and total debt to total assets are negatively related to Tobin’s Q and ROA, 

while long-term debt to total assets is positively associated with ROA and Tobin’s Q. 

Abubakar et al. (2018) analyze the effect of financial leverage on the financial 

performance of five listed conglomerate companies in Nigeria over the period of 2005- 2016. 



The authors found that STDR has positive and significant effect on the financial performance, 

while LTDR and TDER have negative significant effect on the financial performance, 

surrogated by the ROA. Ogiriki, Andabai and Bina (2018) study the effect of financial leverage 

on performance using OLS method on data of Nigerian firms from 1999- 2016, and found 

positive association between leverage surrogated by long term debt and performance as ROA 

and ROE. Das and Swain (2018) using top 50 manufacturing companies selected based on 

market capitalisation and total assets to study the effect of capital structure and financial 

performance. Authors’ document results showing leverage ratios (long term debt to total assets, 

total debt to total assets and debt-equity ratio) having negative and significant effect on the 

ROA; debt-equity ratio and total debt to total assets having significant positive effect on ROE 

and long term debt to total assets having significant negative effect on the ROE. Garba et al. 

(2018) explore the impact of financial leverage on financial performance of three quoted 

agriculture firms in Nigeria using the period from 2005 to 2017 and pooled ordinary least 

square method. Authors’ found that STDR has a negative and significant impact on ROE; 

LTDR has no significant impact on ROE and TDER has significant and positive impact on the 

financial performance measured by ROE. 

Using panel data technique in the form of pooled regression model, FEM, REM and the 

marginal model on 80 listed non-financial firms in Nigeria from the period 2000 to 2015, Kenn-

Ndubuisi and Nweke (2019) assess the relationship between financial leverage and financial 

performance, and report that debt equity ratio and total debt to total asset is significantly and 

negatively associated with EPS, and debt to equity ratio and total debt to total assets have no 

significant effect on the ROE as proxy for financial performance. Etale and Ekpulu (2019) 

study the effect of capital structure on the performance of ten deposit money banks (DMBs) in 

Nigeria from 2009 to 2018 using OLS. Authors’ uncover that leverage gauged by debt equity 

ratio and debt-capital employed ratio show positive and significant effect on ROA. Applying 

REM on a data of six food and beverages firms listed on the consumer goods sector of the 

Nigerian stock exchange (NSE) from 2007 to 2016, Afolabi et al. (2019) reveal significant 

positive association between financial leverage proxies (debt ratio and debt equity ratio) and 

financial performance proxy by ROCE and no significant relationship between interest 

coverage ratio (ICR) and ROCE. In a panel study of 112 Jordanian listed companies covering 

the period from 2005 to 2017, Alraba, Ahmad and Hamadneh (2019) uncover that short term 

debt and total debt have a significant negative effect on ROA, while short term debt is 

significantly and positively related to ROE. 

2.4. Development of Hypothesis 

Based on the foregoing review of empirical studies, the authors develop and test the 

following null hypotheses: 

H01: Short term debt ratio has no significant impact on the financial performance measured by 

return on asset. 

H02: Long term debt ratio has no significant impact on the financial performance measured by 

return on asset. 

H03: Total debt equity ratio has no significant impact on the financial performance measured 

by return on asset. 

 

3. Methods  



3.1. Research Design, Population and Sample 

This paper utilized Ex-post factor and longitudinal research designs. Ex-post factor is 

chosen because data sourced for the study are in secondary i.e. historical in nature, while 

longitudinal design is the most appropriate for panel data i.e. data that combines time series 

(2005- 2019) with cross sectional units i.e. the listed firms employed in the study. Longitudinal 

research design has the merit of tracking changes over time and the power to exclude time-

invariant unobserved individual differences by observing the temporal order of events 

(Abubakar et al., 2018). 

The population of the study consist of 11 companies, seven listed on the 

construction/real estate sector and four listed on the natural resources sector of the NSE as at 

31st December 2019. From the total of the eleven listed companies as at 31st December 2019, 

six companies that did not fulfilled or satisfy the criteria or requirements for inclusion in the 

sample are excluded from the study. The criteria include companies listed after the cut-off year 

of 2005; companies suspended in a year within the study period of 2005- 2019 resulting to 

missing data; companies with incomplete data due to non-rendition of annual reports and 

financial statements to the NSE and companies whose annual reports are not available online. 

Of the six companies removed from the study, two companies (Arbico Plc and Roads Nigeria 

Plc) are dropped because of non-rendition of annual reports for some years, while four 

companies (SFS Real Estate Investment Trust, Union Homes Real Estate Investment Trust, 

UPDC Real Estate Investment Trust and Multiverse Mining and Exploration Plc) are excluded 

because all the companies are listed on the NSE in 2008, a year after the cut-off year of 2005 

set for the study. Hence, the five companies that constitute the working population of this study 

include: Julius Berger Nigeria Plc; UACN Property Development Company Plc; B.O.C. Gases 

Plc; Aluminium Extrusion Industry Plc and Thomas Wyatt Nigeria Plc. 

3.2. Data Sources and Variables Measurement 

The financial information of the firms listed on the construction/real estate and natural 

resources sector of Nigeria for the period 2005- 2019 are obtained. Data was sourced from the 

annual reports and financial statements of the sampled firms for the period under review. 

Specifically, the income statement, balance sheet and statement of financial position and notes 

to the financial statements sections of the annual reports are used, together with the NSE fact 

books for information on the date firms were incorporated and listed on the NSE.  

In terms of variable selection for the study, ROA is adopted as a measure of financial 

performance and dependent variable. Many authors including Alghusin (2015); Alraba et al. 

(2019); Enekwe et al. (2014); Espireh et al. (2013); Etale and Ekpulu (2019); Javed et al. 

(2015); Mohammad (2014); Ningsih and Djuaeriah (2013) and Nazir (2017) among several 

others adopt ROA as proxy for performance. ROA is computed on pre-tax profit rather than on 

after-tax profit because as rightly observed by Siddik, Kabiraj and Joghee (2017), tax rates may 

vary across firms as a result of non-performance and differences in ownership structure. In 

addition, short term debt ratio (STDR), long term debt ratio (LTDR) and total debt equity ratio 

(TDER) are used as the independent variables and measures of financial leverage. Several 

authors have adopted these ratios in their study, including Abubakar et al. (2018); Abata et al. 

(2017); Abubakar (2015); Abubakar (2016); Anetoh and Anetoh (2016); Abubakar and Garba 

(2017); Bokhari and Khan (2013); Innocent et al. (2014); Maina and Ishmail (2014); Nirajini 

and Priya (2013); Prempeh et al. (2016); Saeed et al. (2013); Saputra et al. (2015) and 

Uwalomwa and Uadiale (2012).  

There are many variables apart from leverage that influence financial performance, 

hence, the need to employ control variables in this study.  Age and size have been adopted as 



control variables in consistent with previous such as Arowoshegbe and Emeni (2014); 

Arowoshegbe and Idialu (2013); Chinaemerem and Anthony (2012) and Martis (2013) among 

several others. Table 1 presents the variables and how they are measure. 

Table 1: Variables and Measurements 

Variable Acronym Type Measure Source  

Return on 

asset 

ROA Dependent 

variable 

Earnings before interest 

& taxes (EBIT) divided 

by total asset 

Abubakar (2020); Abubakar et al. 

(2018); Akong’a (2015); Olokoyo (2012) 

Short term 

debt ratio 

STDR Independent 

variable 

Short term debt divided 

total capital (total debt 

plus equity) 

Abubakar (2016); Abubakar and Garba 

(2017); Garba et al., (2018); Saeed et al. 

(2013) 

Long term 

debt ratio 

LTDR Independent 

variable 

Long term debt divided 

total capital (total debt 

plus equity) 

Abubakar (2016); Abubakar and Garba 

(2017); Garba et al., (2018); Saeed et al. 

(2013) 

Total debt 

equity 

ratio 

TDER Independent 

variable 

Total debt (short term 

debt plus long term 

debt) divided by equity 

Abubakar (2016); Abubakar and Garba 

(2017); Garba et al., (2018); InunJariya 

(2015); Kenn-Ndubuisi and Nweke 

(2019) 

Age  AGE Control 

variable 

Natural logarithm of the 

number of years of a 

firm since incorporation 

Abubakar (2020); Afrifa and Tauringana 

(2015); Chechet, Garba and Odudu 

(2013); Chinaemerem and Anthony 

(2012) 

Size SIZE Control 

variable 

Natural logarithm of 

sales revenue 

Chechet et al. (2013); Daskalakis and 

Thanou (2010); Egle (2011); Evgeny 

(2015); Ezeoha (2008);  InunJariya 

(2015); Martis (2013); Rajan and 

Zingales (1995) 

Source: Compiled by authors based on the literature 

3.3. Model Specification and Methods of Estimation 

The empirical model of this study is specified as follows: 

 ROAit = α0 + β1STDRit + β2LTDRit+β3TDERit + β4AGEit + β5SIZEit + Cit + μit   (1) 

Where: ROA = return on asset (a measure of financial performance) α0 = intercept, β1= 

coefficient of short-term debt ratio, STDR = short-term debt ratio, β2= coefficient of long-term 

debt ratio, LTDR = long-term debt ratio, β3 = coefficient of total debt equity ratio, TDER = 

total debt equity ratio, β4  = coefficient of age, AGE = age, β5 = coefficient of size, SIZE = 

size, subscript i and t refer to each firm i in year t, C = unit-specific error component, μ = the 

remaining error component. 

The authors employ descriptive and panel regression techniques as the methods of data 

analysis. Descriptive statistical tools such as mean; median; maximum value; minimum value; 

standard deviation; coefficient of variation; skewness and kurtosis are used in the presentation 

of data, whereas panel regression techniques such pooled ordinary least squares (POLS) and 

fixed effect model (FEM) are utilized in the investigation of the impact of financial leverage 

on the financial performance. Random effect model (REM) could not be computed due to 

insufficient degrees of freedom associated with panel data with few cross sectional units and 

large time series. The restricted F-test provides a guide in deciding the best model between 

POLS and FEM.   

 

4. Results and Discussion 

4.1 Unit Root Test 

Unit root test is employed to ascertain whether the variables are stationary or they have 

unit root. To do this, Levin-Lin-Chu test for stationary is used and the results presented as table 



2. The null hypothesis is that the variables have unit root i.e. non-stationary. Table 2 provides 

summary of the results of the Levin-Lin-Chu test for stationary with constant and trend 

including zero lags. 

Table 2: Unit Root Test Results 

Variable Coefficient t-ratio Z-score p-value 

ROA -0.90 -7.95 -4.70 0.00 

STDR -1.17 -10.08 -6.49 0.00 

LTDR -.0.95 -7.30 -3.31 0.00 

TDER -0.75 -8.06 -4.13 0.00 

AGE -0.22 -34.02 -33.77 0.00 

SIZE -0.70 -6.93 -3.42 0.00 

Source: Authors’ Computation using GRETL 

The coefficients, t-ratio, z-score and the probability values of each variable are shown. 

The p-values of each variable are significant at 1% level. Hence, we reject the null hypothesis 

for each variable and conclude that all variables are stationary at levels.  

4.2 Descriptive Analysis 

Table 3 provides the descriptive results of the six firms used in this study covering the 

period 2005- 2019. The mean value of STDR is 0.30 which signifies that 30% of the capital of 

firms used in this study is financed by short term debt, while the mean value of LTDR implies 

that 21% of the capital is financed by long term debt. This implies that firms in the 

construction/real estate and natural resources sectors of Nigeria employed more short term debt 

than long term debt. Over-reliance on short-term debt exposes the firm to the risk of re-

financing. In addition, difficulty in assessing long term debt, protective covenants associated 

with long term debt and under-development in the Nigerian capital market contribute to the 

preference for short-term financing over long-term debt. 

 Table 3: Descriptive results 

 STDR LTDR TDR TDER AGE L_AGE SIZE L_SIZE ROA 

Mean 030 0.21 0.51 1.03 41 3.58 2,818,383 6.45 0.06 

Median 0.17 0.01 0.39 0.35 42 3.74 2,344,229 6.37 0.06 

Minimum -0.23 -2.59 -2.82 -2.54 8 2.08 34,674 4.54 -0.28 

Maximum 4.32 3.82 4.32 10.55 71 4.26 245,470,892 8.39 0.24 

Std. Dev. 0.54 0.79 0.96 1.97 17.81 0.56 10.96 1.04 0.08 

C.V 1.81 3.75 1.94 2.30 0.43 0.15 1.45 0.16 1.47 

Skewness 5.79 2.18 1.59 2.80 -0.14 -0.95 1.32 0.12 -0.71 

Kurtosis  40.81 11.20 7.55 10.60 -1.09 0.04 0.25 -0.60 3.07 

Note that figures for size are in thousands of naira 

Source: Authors’ Computation using GRETL 

The minimum values for all measures of leverage are negative due to negative equity 

held by some firms during the study period. Similarly the means of TDR and TDER confirms 

that the firms under investigation employed more debt than equity, as the mean value of TDR 

portrays that 51% of the capital of the firms are financed by debt, while the remaining 49% are 

financed by equity. The mean value of TDER is greater than unity (1.03), providing additional 

evidence that firms employ more debt than equity.  

For the control variables, the mean age is 41 years as against the minimum age of 8 

years and maximum age of 71 years. This implies that on the average, firms employed in this 

study are matured. The median age of 42 years is an indication that at least 50% (i.e. 3 firms) 

in this study have been in existence since 42 years ago. The mean size as a control variable is 

about ₦3 billion, the minimum size is about ₦35 million and the maximum size is about ₦245 

billion. This connotes that on the basis of sales revenue, firms investigated in this study are 

relatively larger in size. The higher variability between the minimum size and maximum size 

supports our adoption of size as a control variable, as our results are likely to be influenced by 

the domination larger firms over the smaller ones in terms of both age and sales revenue. 



Furthermore, descriptive analysis of the ROA the proxy for financial performance is 

also carried out. The mean and median value of ROA are 0.06 apiece, implying that for every 

₦1 worth of assets that is put into use, only about ₦0.06 is generated as earnings for the firms 

on one hand, and on the other hand, about 50% of the firms generate ₦0.06 as earnings during 

the period under review. The ROA is quite low, though, positive. Inefficiency coupled with 

poor market conditions and macro economy conditions arising from falling crude oil prices, 

external reserve, weakening exchange rates, high inflation rates and the Covid-19 witnessed 

during the study period could be responsible for this low earnings. 

The descriptive results of the measures of dispersion show that all the variables except 

STDR, LTDR and ROA are homogeneous and less dispersed as reveal by the standard 

deviations and coefficient of variations.  The values of skewness indicates that all the variables 

except age and ROA are positively skewed. Age, size and ROA are approximately symmetrical 

because the values of their skewness are very close to zero. The values of kurtosis shows that 

STDR, LTDR, TDR and TDER are platykurtic, while the remaining variables are leptokurtic.  

4.3. Collinearity Test 

Collinearity test is carried out to determine if any combination of two independent 

variables have high correlation to pose a collinearity problem. High correlation between two 

independent variables is termed as multicollinearity. The presence of multicollinearity in a 

model can bias the regression results and make it spurious (Gujarati, 2004). We test for 

collinearity using two popular and widely used methods as correlation matrix and variance 

inflation factor (VIF). Correlation is used to determine relationship between two variables. 

There are different and divergent views as to what can be regarded as high correlation in 

literature. Different authors including Gujarati (2009); Swain (2008); Tabachnick & Fidell 

(2007) and Wooldridge (2015) among other have considered correlation coefficient of at least 

0.7, 0.8 and 0.9 as high correlation leading to multicollinearity. In table 3, results of the 

correlation coefficients among the independent variables are presented. 

                Table 3: Correlation coefficients 

STDR LTDR TDER L_AGE L_SIZE  

1 -0.02 0.22* -0.03 0.15 STDR 

 1 -0.20* 0.17 -0.26** LTDR 

  1 -0.21* 0.39*** TDER 

   1 -0.32*** L_AGE 

    1 L_SIZE 

                Note: “***”, “**” and “***” implies significant at 1%, 5% and 10% respectively 

                Source: Authors’ Computation using GRETL 

Evidence from the correlation results in table 3 above, suggests that there is no 

multicollinearity in our model, as none of the correlation coefficients’ is even up to 0.7. We 

further compute the VIF to corroborate the correlation results.  It has been observed in literature 

that a VIF less than 10 (Etale & Ekpulu, 2019; Hair, Black, Babin & Anderson, 2014; Gujarati 

& Porter, 2009; Myers, 1990; Nachane, 2006; Pallant, 2005; Wooldridge, 2009) and tolerance 

statistic above 0.1 (Menard, 1995; Pallant, 2005) may implied absence of collinearity. The 

results of the VIF and associated tolerance statistic is presented as table 4. 

 

 

 

 

 



                             Table 4: Variance Inflation Factor 

Variable Variance Inflation Factor Tolerance  

STDR 1.060 0.943 

LTDR 1.096 0.912 

TDER 1.240 0.806 

L_AGE 1.136 0.880 

L_SIZE 1.322 0.756 

                                Source: Authors’ Computation using GRETL 

As it can be observed from table 4, our variables are within the acceptable limits for 

both VIF and tolerance statistic, hence, the results of the VIF are consistent with the correlation 

results on the absence of collinearity.  

4.4. Regression Analysis 

In order to test the hypothesis of the study and to examine the impact of the independent 

variables on the dependent, regression analysis is conducted. Here, ROA being the dependent 

variable is regressed on the independent variables (STDR, LTDR and TDER) and control 

variables as age and size using POLS and FEM. The regression results is displayed as table 5.  

Table 5: Regression Results 

Dependent variable: ROA 

  POLS 

 

FEM 

CONSTANT -0.05 (-0.64) 0.18 (0.79) 

STDR -0.03 (-1.76)* -0.01 (-0.99) 

LTDR -0.01 (-1.42) 0.00 (0.26) 

TDER -0.00 (-0.79) -0.00 (-0.11) 

L_AGE -0.00 (-0.06) -0.14 (-3.86)*** 

L_SIZE 0.02 (2.16)** 0.07 (1.87)* 

R2 0.14 0.63 

F 2.30 (0.05)* 12.12 (0.00)*** 

STD ERROR 0.08 0.05 

DW 0.72 1.32 

‘***’, ‘**’ and ‘*’ implies significant at 1%, 5% and 10% respectively 

Source: Authors’ Computation using GRETL 

The F-statistic are respectively significant at 5% and 10% level of significance for 

POLS and FEM as reveal in the regression results in table 5. The significant F-test for the two 

models implies that the models are suitable for analysis and drawing conclusion. However, to 

decide the best out the two models, the restricted F-test is computed, and the results shown as 

table 6. The null hypothesis is that the groups have common intercept i.e. POLS is adequate.  

    Table 6: Results of the Restricted F- Test  

Model Comparison F-value P-value 

POLS- FEM 21.051 0.000*** 

   ‘***’ implies significant at 1% 

  Source: Authors’ Computation using GRETL 

The results of the restricted F-test in table 6 is significant at 1% level, thus, authors 

reject the null hypothesis and conclude that the groups have no common intercept i.e. FEM is 

more suitable than POLS. Based on the results of the restricted F-test, the FEM is adjudged as 

the best model. Therefore, analysis, discussions and conclusion are drawn on the basis of the 

FEM. 

Consistent with prior empirical studies such as Abubakar (2020) and Abubakar, Garba 

and Sulaiman (2020), we carry out two post estimation tests i.e. autocorrelation and 



heteroskedasticity to ensure that the regression results are not misleading. It is documented by 

Swain (2008) that one of the basic assumptions in the regression model is the independence of 

the errors. This assumption is likely to be violated when data are collected over periods of time 

because a residual at any one point in time may tend to be similar to residuals any adjacent 

point in time (Swain, 2008).  This study utilizes Durbin-Watson (D-W) statistic in detecting 

whether autocorrelation is present in our model. The D-W statistic for FEM our best model is 

1.32 which is not two or close to two. This implies that autocorrelation is present in our model 

as Field (2009) and Swain (2008) assert that a D-W of two or close to two may suggest absence 

of autocorrelation. Similarly, heteroskedasticity test is conducted to investigate if the error term 

in the regression model has a constant variance. This assumption of a regression model will 

hold if the observations of the error term are assumed to be drawn from identical distributions 

and heteroskedasticity is a violation of this assumption (Swain, 2008). We detect 

heteroskedasticity with the help of Distribution free Wald test for heteroskedasticity. The null 

hypothesis is that the unit have a common variance i.e. there is homoskedasticity. The 

heteroskedasticity test is based on the asymptotic test statistics i.e. the Chi-square. Table 7 

presents the result of the Distribution free Wald test for heteroskedasticity. 

Table 7: Distribution free Wald test for heteroskedasticity 

Model Chi-Square P-value 

FEM 374.395 0.000 

Source: Authors’ Computation using GRETL  

The Chi-square value in table 7 is significant at a 1% level as shown by the p-value of 

0.000. Hence, we reject the null hypothesis of homoskedasticity and conclude that the unit have 

no common variance i.e. there is heteroskedasticity in the FEM. It is obvious from the results 

of D-W statistic and heteroskedasticity test that our model suffers from both problems of 

autocorrelation and heteroskedasticity. To surmount, overcome and tackle these problems, 

robust heteroskedasticity and autocorrelation consistent (HAC) standard errors, which is robust 

in the presence of autocorrelation and heteroskedasticity is used. Table 8 presents the 

regression results of the FEM using robust (HAC) standard errors. 

Table 8: Regression Results of FEM using Robust (HAC) Standard Errors 

 Dependent variable: ROA 

CONSTANT 0.18 (1.13) 

STDR -0.01 (-3.84)*** 

LTDR 0.00 (4.01)*** 

TDER -0.00 (-0.24) 

L_AGE -0.14 (-3.15)*** 

L_SIZE 0.06 (2.38)** 

R2 0.63 

F-statistic 12.12 (0.00)*** 

STD. ERROR. 0.05 

D-W 1.32 

  “***” and “**” implies significant at 1% and 5% respectively 

 

 

 

The values in parentheses for constant and variables are t ratios and the one against F-statistic is p- value. 

 

Source: Authors’ Computation using GRETL  

The regression results of the FEM as contained in Table 7 show that STDR has negative 

and significant impact on the financial performance represented by ROA. STDR has a t-ratio 

of -3.84 which is significant at 1% level of significance as portrayed by the three asterisk. We 

therefore, reject the null hypothesis one (H01) and conclude that STDR is negatively and 

significantly related to ROA. Similarly, LTDR has a t-ratio of 4.01 which is also significant at 



1% level. Hence, the authors reject the null hypothesis two (H02) and conclude that LTDR has 

positive and significant impact on the financial performance proxy by ROA. Additionally, 

TDER has a t-ratio -0.24 which is not significant. Thus, we fail to reject the null hypothesis 

three (H03) and conclude that TDER has no significant impact on the financial performance as 

indicated by ROA. 

For the control variables, age is significantly and negatively associated with ROA, and 

size seems to exert a positive and significant impact on the ROA as an indicator of financial 

performance. The t-ratio for age is negative and significant at 1% level, whereas the t-ratio for 

size is positive and significant at 5% level. Moreover, the measure of overall significance of a 

model (F-statistic) is 12.12 and significant at 1% level as reveal by its p-value of 0.00. This 

implies that the FEM is ideal for discussion, drawing valid conclusion and making 

recommendations and providing policy implications and directions. The next section discusses 

our findings. 

 4.5. Discussion of Findings 

It has been found from the regression results that STDR is negatively and significantly 

associated with financial performance measured by ROA. The coefficient of STDR is -0.01, 

and it implies that a 1% change in the coefficient of STDR is negatively and significantly 

associated with 0.01% change in the ROA. This connotes that a 1% increase in STDR will 

result to about 0.01% reduction in the financial performance. The findings indicate that higher 

proportion of short term debt in the capital structure is associated with low performance. The 

implication is that the over-reliance on short term financing by the sampled firms will injure 

financial performance as the descriptive results provide evidence that the firms employed more 

short term debt than long term financing instruments in the capital structure. The results is a 

testimony that firms could not generate earnings higher than the fixed interest payments 

associated with overdraft and other forms of short term sources of finance whose repayment 

duration does not exceed one year. Aside the risk of re-financing that the firms are exposed to, 

there is high probability of default due to the short term repayment period, and default attracts 

additional charges. This result supports the pecking order theory on negative relationship 

between leverage and performance. Our results support the findings of Alraba et al. (2019); 

Khan (2012); Olokoyo (2012) and Prempeh et al. (2016), but at variance with Abubakar et al. 

(2018) and Igbinosa (2012). 

It has been observed from the regression results that LTDR has positive and significant 

impact on the ROA. The coefficient of LTDR is 0.00, which signifies that a 1% increase in 

LTDR is associated with 0.00% increase in the financial performance proxy by ROA. Despite 

the positive and significant t-ratio of LTDR, the coefficient is too low to contribute meaningful 

to improvement in the financial performance. This provides additional evidence that debt 

financing did not mean well for financial performance of sampled firms. Although, LTDR 

unlike STDR did not expose firms to the risk of re-financing and it provides opportunity for 

firms to invest borrowed funds in projects that can generate positive net present value. The 

results provide evidence that the pecking order theory is only applicable to short term financing, 

while in the long run, the trade-off theory will apply to long term financing. This result did not 

agree with those of Abubakar et al. (2018), Das and Swain (2018); Kuria and Omboi (2015); 

Olokoyo (2012); Prempeh et al. (2016) and Saputra et al. (2015). However, the result is 

consistent with the findings of Abata et al. (2017) and Ogiriki et al. (2018). 

 It is also evidenced from the regression results in table 7 that TDER has no significant 

impact on the financial performance, although, the t-ratio is negative, supporting negative 



insignificant association between TDER and ROA as a measure of financial performance. As 

revealed by the descriptive results, it means the high proportion of debt in the capital structure 

will hinder financial performance. This is yet another argument against the negative impact of 

debt on financial performance. The implication is that additional debt financing will injure 

financial performance. There is no doubt that debt burden, high cost of funding and liquidity 

squeeze experienced during the study period contribute negatively to financial performance. 

This finding is contrary to those of Abubakar et al. (2018), Das and Swain (2018) and Kuria 

and Omboi (2015) that found significant negative relationship between TDER and ROA, and 

Etale and Ekpulu (2019) and Enekwe et al. (2014) that discovered significant positive 

relationship between TDER and ROA. However, the result is in tandem with that of 

Mohammad (2014) who did not also reveal any significant link between TDER and ROA.  

The control variable AGE was found to have a significant negative impact on the ROA 

as revealed by the regression results in Table 7. The coefficient of age is -0.14 which means 

that 1% increase in age will lead to 0.14% decline in the financial performance. The implication 

of this result is that firms that are older in age tends to experience low performance and vice 

versa. This finding is in disharmony with firm age hypothesis that asserts that as firms grow 

older they become more experienced, as such, age should be positively associated with 

performance. In support of this assertion, Martis (2013) posits that more established and 

matured companies tend to achieve higher performance, as they acquired market experience 

and survived throughout the years. However, mature firms have little growth potential 

compared with smaller firms, thereby having a lower price-to-book ratio compared with 

smaller firms with higher levels of growth opportunities. This may cause negative relationship 

between age and performance. This result is in conformity with the results of Abubakar (2020) 

and Martis (2013) and contrary to those of Arowoshegbe and Idialu (2013) and Chinaemerem 

and Anthony (2012). 

Conversely, the second control variable, size is positively and statistically associated 

with financial performance surrogated by ROA. Size has a coefficient of 0.06, implying that 

that a 1% increase in the size will results in about 0.06% increase in the financial performance. 

This result supports our a priori expectation that size should be positively related to 

performance. This is because larger firms can also benefit from economies of scale as proposed 

by Penrose (1959) cited in Martis (2013), whilst leveraging their market power to achieve 

greater performance (Shepherd, 1989 cited in Martis, 2013). Akande (2013) asserts that 

bankruptcy cost reduces with size; as such, size of a firm should be positively related to 

financial performance. This finding supports the results of Akbas and Karaduman (2012), and 

Ehi-Oshio, Adeyemi and Enofe (2013), but contravene those of Ani, Ugwunta, Ezeudu and 

Ugwuanyi (2012), Evgeny (2015); Salawu, Asaolu and Yinusa (2012) and Abu-Tapanjeh 

(2016). 

 

5. Conclusion  

This paper investigates the impact of financial leverage on the financial performance 

using panel data of six listed companies from the construction/real estate and natural resources 

sectors of Nigeria from 2005- 2019. Results reveal that STDR has negative and significant 

impact on the ROA; LTDR has positive and significant impact on the ROA and TDER has no 

significant impact on the ROA as proxy for financial performance. For the results of the control 

variables, age was found to have negative and significant impact on the ROA, while size was 

discovered to have positive and significant impact on the ROA. The authors conclude that debt 

financing will hindered improvement in the financial performance of firms’ proxy by ROA. 

We also conclude that maturity structure of debts have different implications for firm 

performance. After the main conclusion, we recommend that firms in the construction/real 



estate and natural resources sectors of Nigeria should look more carefully at the utility and 

maximization value of debt vis-à-vis internal equity (retained earnings) in the capital structure.  

This study is important as it has provided an in-depth insights into how leverage affects 

performance of firms listed on the construction/real estate and natural resources sector of 

Nigeria. To the best of our knowledge, we did not find any empirical evidence in Nigeria on 

leverage covering these sectors. This constitute an important contribution to knowledge. It is 

our hope that the findings of the study will enhance decision making regarding effective and 

efficient allocation of resources. We found from the descriptive results that firms in our chosen 

sectors of study are levered; thus, this discovery will guide financial institutions and other 

lending institutions on decision relating to credit facilities.  

Despite the important contributions of this study, at least seven limitations are 

encountered.  First, this study is restricted to firms in the construction/real estate and natural 

resources sectors of Nigeria. Therefore, there is need to be cautious when generalizing our 

results to other sectors. Second, robustness check rated ROA over ROE and a market 

performance measure (Tobin’s Q). Other measures of firms’ performance such as EPS, price-

earnings ratio (P/E), gross profit margin; net profit margin, dividend per share, profit efficiency 

and ROCE are not utilized in this study. Third, interest coverage ratio also used to proxy 

financial leverage is excluded from our study for reason already highlighted. Fourth, data 

sourced from annual reports/financial statements used in this study are presented in thousands, 

millions or billions, resulting in round-off/approximation and truncation errors which may bias 

the results. Fifth, only pecking order theory is tested in this study, other theories of financial 

leverage such as the agency costs theory, trade-off theory among others are not tested. Sixth, 

we did not group our study period into pre-crisis period (2005- 2007), crisis period (2008- 

2009) and post crisis period (2010- 2019). Results may be influenced by the sensitivity of time 

periods as observed by Evgeny (2005). However, we carried out stationary test to overcome 

this important limitation. Seventh, we did not carry out sector by sector analysis due to our 

small sample size, rather we used the aggregate data for the two sectors considered in this 

study. The impact of macro economy variables may vary across sectors. 

Given the area of coverage and identified limitations, further empirical research should 

address some of these limitations by including interest coverage ratio where possible and other 

market performance indicators such as EPS and P/E ratio, and the profit efficiency measure. 

Further research should consider testing other theories not considered in this study. 
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