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ABSTRACT

This study examines the firm characteristics and financial leverage of quoted financial firms in Nigeria. The population comprises
of all the quoted 49 financial firms in Nigeria while a filtering sampling technique was used to arrive at forty-one (41) sampled
firms covering the periods of 2012 to 2022. The data were analysed using Shapiro-Wilk Normality, Pearson correlation, Variance
Information Factor (VIF), Heteroskedasticity Breusch-Pagan Test, Hausman specification test and while hypotheses were tested
using robust random effect regression model. The results showed that both earning volatility and firm liquidity have significant
effects on financial leverage of quoted financial firms in Nigeria for the period under review. However, the results showed that
non-debt tax shield has an insignificant effect on financial leverage of quoted financial firms in Nigeria for the period under
review. The study recommends that the financial firms with high earning volatility should use low leverage level in Nigeria to
gauge their capital structure and boost their performance. Also, the financial firms with high liquidity should use low leverage
level in Nigeria. The liquidity need of firms should be put into consideration to guide the firms against the level of their leverage
level.
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INTRODUCTION

The views regarding financial leverage vary among scholars; the circumstances and characteristics of firms differ in each case
and many firm characteristics including but not limited to earning volatility, non-debt tax shield, firms' liquidity among others have
been identified as factors that determine firms' financial leverage. In choosing the financial leverage of a firm, it is imperative to
consider the different factors that can be controlled to optimize the value of a firm. All firms have to analyze financial leverage
properly to obtain optimal financial leverage in implementing financing decisions, otherwise firms will face various financial
problems, such as bankruptcy and financial distress among others. Hence, the firm which has high leverage needs to make an
efficient capital mixture of debt and equity to minimize cost and maximize the net profit that maximizes the value of the firm.

Firms with high earning volatility face a higher probability of financial distress; which often triggers the use of less debt. In this
case, what matters for predicting leverage changes should be primarily the changes in volatility, not necessarily the level of
volatility. Firms will adjust their leverage downward or upward when volatility has risen or fallen. The earnings volatility has been
introduced as the factor for choosing the conservative policy in the financial leverage. The changes in financial leverage in case
of changes in earning volatility in distressed firms can differ from that of the healthy firms and it is necessary to study the effect of
earning volatility on the financial leverage of financial firms in Nigeria.

In consideration of the corporate income tax, the higher the tax rate, the more savings from debt interest deduction. Thus,
companies which face high tax rates may choose higher leverages to increase business values. Debt generates higher profits
because of the interest tax credit. Accordingly, this tax credit effect is called the debt tax shield. Miller (1977), however, asserted
that excessive leverage not only has the tax credit effect but also has the risk of a financial crisis; therefore, enterprises should
weigh their debt levels and maintain the optimal capital structure. Lipson and Mortal (2009) asserted that more liquid firms are
more financed by its internal resources and are therefore less leveraged. According to Anderson (2002), firms with high liquid
assets prefer a high degree of long-term leverage without changing the structure of their liquid assets.

The age of the firm is one of the factors that determine the level of the firms' financial leverage. There are differed views in
literature especially the one in favour of the firms which have been in existence for a long period, that they have a serious
advantage over newly established firms regarding their ability to maintain a very high level of reserve which in turn will lower their
leverage level. On the basis of this argument, this study introduced firm age as a control variable to examine firm characteristics
and financial leverage decision making by the management of quoted financial firms in Nigeria.
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One of the major issues encountered by fund managers today is not just the procurement of funds but also their meaningful
deployment to generate maximum returns. Sources of funds are generally the same across all businesses but then why is it that
some businesses can do better than the rest. If the logic of outstanding performance is a viable business idea, then why is it that
some companies still fail to achieve success even with ample funds and the right business idea? The above differed views
implies that there is something beyond the financial success of business besides great ideas and good geographic presence.

There exist various factors that are related to financial leverage that must be considered in choosing an optimal financial
leverage target. Many firms would not be able to identify the best financial leverage for maximizing their profits due to lack of
proper forecasting regarding the factors such as earning volatility, non-debt tax shield, firms' liquidity among others which are
related to financial leverage. Firms have different financial leverage techniques for optimizing shareholder's wealth, therefore,
copious research have been conducted on the financial leverage to explain the variation of firms financial leverage over time with
contradictory findings (Saber et al., 2012).

The empirical works have also shown that most of the studies such as (Mohammad, 2023; Ronny et al. 2023; Tilahun 2023;
Waleed et al., 2023) carried out in recent times regarding firm characteristics and financial leverage in Nigeria and other
countries of the world were not current in the data used for the analysis as all the data were within 2020 and earlier except few
studies like Mabandla (2023) whose data covered up to 2021. Furthermore, these kinds of studies conducted in Nigeria in this
area were very scanty while most of these studies (Euphrasia, 2014; Do et al., 2020; Mabandla, 2023; Mohammad, 2023;
Morteza et al., 2019; Mostafa et al., 2018; Ronny et al., 2023; Siti & Hassan, 2015; Tilahun, 2023; Waleed et al., 2023) were
done in other countries of the world. These gaps in literature call for further study in this area which necessitated this study; firm
characteristics and financial leverage of quoted financial firms in Nigeria, in order to update the data up to 2022, use panel
regression technique, and add to the scanty literature in this area in Nigeria.

The main objective of this study is to examine the firm characteristics and financial leverage of quoted financial firms in Nigeria.
The specific objectives are to: (i) evaluate the effect of earning volatility on financial leverage of listed financial firms in Nigeria;
(i) examine the effect of non-debt tax shield on financial leverage of listed financial firms in Nigeria; and (iii) assess the effect of
firm liquidity on financial leverage of listed financial firms in Nigeria. Following the above stated specific objectives, below are the
hypotheses formulated in null form: Ho: Earning volatility has no significant impact on financial leverage of listed financial firms
in Nigeria. Hoz2: Non-debt tax shield has no significant impact on financial leverage of listed financial firms in Nigeria. Hos: Firm
liquidity has no significant impact on financial leverage of listed financial firms in Nigeria.

REVIEW OF RELATED LITERATURE
Conceptual Framework
The conceptual framework of this study comprises of proxies of independent variable; earning volatility, non-debt tax shield and
firm’s liquidity) and their effect on the proxy of the dependent variable; financial leverage with a control variable of firm age.
Firm Characteristics Financial Leverage

Firm Operational Characteristics

Earning Volatility Financial leverage
Non-debt tax shield :
Firm Liquidity I (FL)

Control Variable
Firm Age (FA)

Figure (1): Adapted Conceptual Framework from Semra et al. (2016)

Concept of Firm Characteristics

Firm characteristics refer to the various attributes and information disclosed in a firm's financial statements that help explain its
accounting quality and performance (Lang & Lundholm, 1993). They describe the operational patterns and internal features of a
company that influence the achievement of organizational objectives and provide signals to stakeholders about the firm’s
financial position and performance (Stainer, 2006). Scholars also view firm characteristics as advantages or internal attributes
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that enable firms to compete effectively in their operating environment (Moh'd, 2005). Firms that align their attributes with
environmental conditions are more likely to perform better than others (Wiklund & Shepherd, 2005). As such, firm characteristics
are important determinants of business success and performance (Dean et al., 2000). In this study, firm characteristics are
represented by firm age, earnings volatility, non-debt tax shield, and firm liquidity.

Financial Leverage

Financial leverage refers to the use of debt financing to fund business activities with the aim of improving firm performance.
Firms often employ leverage to achieve specific objectives such as acquisitions, share buyouts, dividend payments, or
investment in profitable assets (Pachori & Tatala, 2012). It is commonly measured as the ratio of total debt to equity, indicating
the extent to which a firm relies on borrowed funds in its capital structure (Yoon & Jang, 2005). While leverage can increase
profitability because interest payments are tax-deductible, excessive debt may reduce cash flows due to interest and principal
repayments and may expose firms to financial risk, especially during economic downturns (Magpayo, 2011; Tudose, 2012).
Thus, firms seek to balance the benefits and risks of debt in order to achieve an optimal capital structure.

Leverage can take different forms, including financial, operating, and investment leverage. Operating leverage reflects the extent
to which a firm relies on fixed operating costs such as rent, insurance, and salaries relative to variable costs (Tudose, 2012).
Firms with high operating leverage tend to experience larger increases in operating income when sales rise but also greater
losses when sales decline (Omolehinwa, 2006). Investment leverage refers to using a relatively small amount of capital to control
larger investments through borrowing or margin financing. Overall, leverage enables firms to increase potential returns by using
borrowed funds to acquire assets or finance investments. In this study, financial leverage is defined as the strategic use of debt
to increase a firm’s potential return on investment.

Earnings Volatility

Earnings volatility is a decreasing function of a firm's financial leverage. If the firm uses more debt in its financial leverage, then
the firm needs more stable cash inflows to meet the interest payments and principal payments as they get due. If the earning
volatility of a firm is high, there's more risk that a firm may not be able to make the debt. Thus it indicates that contractual claims
and leverage of the firm has negatively correlated with each other (Booth, 2001; Bradley, 1984; Fama & French, 2002; Jong,
2008). Non-debt tax shields are the substitute for tax shields on debt financing (Dangelo & Masulis, 1980). All things being equal,
firms with higher non-debt tax shields are expected to have less debt financing in its financial leverage. This inverse relationship
has been supported by many empirical findings. This study defined earnings volatility as the degree of fluctuation or variability in
a company's earnings over a specific period of time.

Non-Debt Tax Shield

Asset tangibility plays an important role in determining a firm’s leverage decisions. Tangible assets reduce lenders’ risk because
they retain value during liquidation and can be used as collateral for loans (Rajan & Zingales, 1995; Jensen & Meckling, 1976).
As a result, firms with a higher proportion of tangible assets are more likely to obtain debt financing, which increases their
leverage level. Tangible assets also reduce agency costs and financial distress costs since creditors can recover part of their
investment if the firm defaults (Myers, 1977; Booth, 2001). Consequently, asset tangibility is generally associated with higher
leverage because lenders require lower risk premiums when adequate collateral exists (Titman & Wessels, 1988). This effect is
particularly important in countries with weaker creditor protection, where collateral plays a critical role in lending decisions (La
Porta et al., 1998).

Based on these views, changes in asset structure or tangibility can influence a firm’'s long-term debt decisions within the
framework of trade-off theory, pecking order theory, and free cash flow theory. Mature firms with strong internal funds may rely
less on external debt, whereas growing firms may use more debt to finance investments and reduce internal financing
constraints. In this study, non-debt tax shield (NDTS) is defined as the reduction in taxable income obtained through deductions,
allowances, or credits that do not arise from debt financing.

Firm Liquidity

Firm liquidity refers to a company’s ability to meet its short-term financial obligations as they fall due and is commonly measured
by the ratio of current assets to current liabilities (Omolehinwa, 2006). A strong liquidity position assures suppliers, creditors, and
lenders of the firm's capacity to settle obligations and sustain daily operations (Kurfi, 2003). Liquidity represents cash or assets
that can easily be converted into cash within a short period, typically within one accounting year. The current ratio is often used
to assess liquidity, with a 2:1 ratio generally considered an acceptable benchmark for financial stability, although this may vary
depending on the firm’s circumstances (Akinsulire, 2014). Effective liquidity management ensures that firms maintain adequate
cash and liquid resources to meet operational expenses, repay debts, and avoid insolvency risk (Biety, 2003). In this study, firm
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liquidity is defined as the ability of a firm to maintain sufficient cash or liquid assets to meet its short-term financial obligations and
support ongoing business operations.

Theoretical Framework

The trade-off theory of capital structure highlights the interplay between firm characteristics and financial leverage. Firms must
carefully consider their specific situation, industry dynamics, growth prospects, and risk tolerance when determining the optimal
mix of debt and equity. It is essential to strike a balance that maximizes the benefits of financial leverage while minimizing the
potential costs associated with excessive debt. These considerations, along with the prevailing market conditions and tax
environment, collectively determine a firm's capital structure and, ultimately, its ability to create value for shareholders.

Empirical Review

Earnings Volatility and Financial Leverage

Several empirical studies have examined the relationship between earnings volatility and capital structure. For instance,
Mabandla (2023) analyzed commercial banks in South Africa from 2012-2021 and found that earnings volatility had a significant
positive relationship with total debt ratio but a negative relationship with long-term and short-term debt ratios. Similarly,
Mohammad (2023) reported that cash flow volatility significantly influences leverage among Jordanian firms, indicating that firms
with higher volatility tend to use more debt. In contrast, Morteza et al. (2021) and Morteza et al. (2019) found that earnings
volatility has a significant negative effect on capital structure, and that financial distress weakens this relationship. Semra et al.
(2016), however, reported that earnings volatility had an insignificant effect on leverage among Turkish manufacturing firms.

Other studies have also examined broader firm characteristics and capital structure decisions. Mohammad et al. (2015) found
that firm size, profitability, asset structure, liquidity, growth, and financial risk significantly influence capital structure among
Iranian firms. Similarly, Bilal et al. (2012) reported that profitability, firm age, and earnings volatility are negatively related to
leverage in Pakistan’s insurance sector, while firm size shows a positive relationship. Although these studies applied appropriate
econometric techniques, most were conducted outside Nigeria and used relatively older datasets, making their findings difficult to
generalize to the Nigerian financial sector and highlighting the need for updated country-specific evidence.

Non-Debt Tax Shield and Financial Leverage

Several studies have examined the determinants of capital structure and financial leverage across different countries. Ronny et
al. (2023) found that firm size, profitability, debt tax shield, growth, and liquidity significantly influence capital structure among
Indonesian manufacturing firms, with firm size, tax shield, and growth showing positive effects while profitability and liquidity
showed negative effects. Similarly, Tilahun (2023) reported that earnings volatility, profitability, non-debt tax shields, tangibility,
and liquidity significantly affect the capital structure of Ethiopian commercial banks. Rasool et al. (2021) also observed that
earnings volatility, liquidity, and profitability negatively influence leverage in Pakistani firms, whereas asset tangibility and firm
size have positive effects. In Nigeria, Mbonu and Amahalu (2021) found that firm size positively affects leverage, while liquidity
and revenue growth have negative effects among listed insurance firms. Other studies such as Ani and Mitha (2020) and Griska
and Isnurhadi (2018) reported that non-debt tax shield significantly influences capital structure, often showing a negative
relationship with leverage.

Earlier studies also support the role of firm characteristics in determining capital structure decisions. For instance, Sarada (2018)
found that profitability, asset structure, firm size, and non-debt tax shield significantly influence leverage in Indian firms. Similarly,
Enakirerhi and Chijuka (2016) and Ruibing (2016) reported significant relationships between non-debt tax shield and leverage,
while Tita (2016) observed that firm size, profitability, and non-debt tax shield significantly affect capital structure in Indonesian
banks. In addition, Sritharan (2014) found that profitability, tangibility, growth, and liquidity negatively influence debt ratios among
Sri Lankan financial institutions. Faruk and Ayub (2012) also reported that profitability, tangibility, and liquidity significantly reduce
leverage, while growth opportunities and non-debt tax shield positively influence it. Despite the use of appropriate econometric
techniques, most of these studies were conducted outside Nigeria and relied on relatively older datasets, limiting their direct
applicability to Nigerian financial firms and highlighting the need for updated country-specific evidence.

Firm Liquidity and Financial Leverage

Several empirical studies have examined the relationship between firm characteristics and financial leverage. Waleed et al.
(2023) found that profitability, liquidity, and firm size have significant negative effects on leverage among non-financial firms in
Gulf Cooperation Council (GCC) countries, while market value-added, return on capital employed, and Tobin-Q positively
influence leverage. Similarly, Do et al. (2020) reported that firm size, risk, age, and liquidity significantly affect leverage among
real estate firms in Vietnam, with liquidity showing a negative relationship with short-term and total leverage. Dakane and
Fredrick (2019) also found that firm size, profitability, tangibility, liquidity, and growth negatively influence financial leverage
among firms listed on the Nairobi Securities Exchange. In addition, Mostafa et al. (2018) showed that firm characteristics such as
asset structure, size, profitability, liquidity, and ownership structure significantly determine capital structure decisions among
SMEs in Egypt.
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Earlier studies also support the importance of liquidity and other firm attributes in leverage decisions. Maziar and Nazrul (2016)
reported that liquidity significantly influences leverage in Malaysian firms, with mixed effects depending on the liquidity measure
used. Similarly, Yuga (2016) found that liquidity is negatively associated with capital structure among Nepalese manufacturing
companies, while Siti and Hassan (2015) reported that profitability, size, and liquidity negatively affect leverage among Malaysian
food-producing firms. Euphrasia (2014) also observed that liquidity and asset structure significantly influence capital structure in
Indonesian firms. Furthermore, Dejan et al. (2013) found that liquidity, tangibility, and profitability negatively affect debt ratios,
while income volatility and growth opportunities positively influence leverage in Serbian firms. Despite the use of appropriate
econometric techniques, most of these studies were conducted outside Nigeria and relied on older datasets, limiting their direct
applicability to Nigerian firms and highlighting the need for updated country-specific evidence.

METHODOLOGY

For the purpose of this study, an ex post facto research design was used to address the research problem. The design is used to
examine the statistical association or relationship between two or more variables. The population of the study consists of all the
49 quoted financial firms in Nigeria on the Nigerian Exchange Group as at 31st December 2022 calendar year. The sample size
of this study comprises of all the firms quoted in the financial sector, at least one year before the implementation of International
Financial Reporting Standards (IFRS) in 2012 totaling forty-one (41) firms in the financial sector in Nigeria covering 2012-2022
based on the filter criteria stated below. This sector was selected for this study because it is one of the most capitalized sectors
in the capital market in Nigeria. The filter criteria for the firms included in the study from the financial sectors are stated below: (i)
A firm must have been quoted on the floor of the Nigerian Exchange (NGX) Group at least a year before the implementation of
IFRS in (2012). (i) A firm must be quoted on the Nigerian Exchange (NGX) Group and its shares often traded on the floor of the
exchange for the periods covered by the study. Based on the criteria, eight (8) firms were eliminated for not being quoted at least
one year prior to IFRS implementation in Nigeria in 2012. Based on this, the sample size for this study comprises 41 firms.

The study used panel data mainly from secondary sources which are quantitative in nature. The data were obtained from the
annual reports and accounts of the quoted companies submitted to the Nigerian Exchange (NGX) Group. The technique of data
analysis employed by this study is panel multiple regression analysis. The study adopted this technique and ascertained the
firms’ characteristics proxies by non-debt tax shield, earning volatility and liquidity on financial leverage of quoted financial firms
in Nigeria. The data were analyzed using STATA 15 and the outcome were used to test the research formulated hypotheses. In
view of this, panel data analysis was adopted for the study. This current study adapts the econometric style of Bilal et al. (2012)
and Semra et al. (2016). Various robustness tests were carried out to test the validity of the research results.

Financial leverage (FL) is measure through total debt to total equity and is a function of earning volatility (EVT), non-debt tax
shield (NTS) and liquidity (FLQ)] with firm age (FAG) as a control variable.

Therefore;

FL = f(EVT, NTS, FLQ, FAG)

Econometrically, the above equation is rewritten into a model as follows:

FLit = Bo + B1EVTit + B2NTSit + BsFLQit + BaFAGit + Wit (1) [Model]
Where:
Broverennnn Bs are parameters to be estimated with a-priori expectations.

B1, B2, Bz and B4 < 0

FL= Financial Leverage
EVT = Earnings volatility
NTS = Non-debt tax shield
FLQ = Firms’ Liquidity
FAG = Firms’ age

Bo = Constant

y = Error term

i = Firms

t = Periods
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Table 1 below explains the variables under study.

Variable Acronym Type of | Measurement Justification
variable

Financial FL Dependent Total debt/Total equity. Semra et al. (2016), Siti and
Leverage Hassan (2015)
Earnings EVT Independent Earning volatility measured the dispersion of | Bilal et al, (2012); Morteza et al
volatility returns for firms’ securities or market indexes | (2019).

and is calculated using variance and standard

deviation.
Non-debt tax | NTS Independent Depreciation/Total assets. Enakirerhi and Chijuka (2016);
shield Lung-Ken et al (2010); Shalini and

Mohua (2017).

Firms’ FLQ Independent Current assets/current liabilities. Enakirerhi and Chijuka (2016),
Liquidity Semra et al. (2016).
Firm Age FAG Control This is the difference between the year of | Bilal et al, (2012), Semra et al.

incorporation and the year of 2020. (2016).

Source: Researcher’s compilation, 2023.

RESULTS AND DISCUSSION

The data of forty-one (41) financial firms regarding financial leverage, earning volatility (EVT), non-debt tax shield (NTS), liquidity
(FLQ) and firm age (FAG) were. The data were analysed with the aid of Stata 15 software using Descriptive Statistics, Shapiro-
Wilk Test, Pearson Correlation, Heteroscedasticity test, Hausman Specification Test and robust random effect regression model.

Descriptive Statistics
Table 2 summarises the descriptive statistics of the entire data sets.

Variable Obs Mean Std. Dev. Min. Max.
FL 451 0.452 0.133 0.054 0.699
EVT 451 4.228 0.427 0.013 4.713
NTS 451 0.048 0.062 0.001 0.381
FLQ 451 1.231 0.526 0.105 3.543
FAG 451 41.200 17.900 10 102

Source: Researcher's Computation using STATA 15 software

Table 2 presents the descriptive statistics of the study variables. Financial leverage (FL) ranges from 0.054 to 0.699 with a mean
value of 0.452 and a standard deviation of 0.133, indicating moderate dispersion during the period. Earnings volatility (EVT)
records a minimum value of 0.013, a maximum of 4.713, and a mean of 4.228, with a standard deviation of 0.427, suggesting
moderate variation. Non-debt tax shield (NTS) has a minimum value of 0.001, a maximum of 0.381, and a mean of 0.048, while
its standard deviation of 0.062 indicates relatively higher variability. Firm liquidity (FLQ) ranges from 0.105 to 3.543 with a mean
of 1.231 and a standard deviation of 0.526, reflecting moderate dispersion. Finally, firm age (FAG) ranges from 10 to 102 years
with a mean value of 41.200 and a standard deviation of 17.900, indicating variations in the age structure of the sampled firms
during the study period.

Shapiro Wilk Normality Test

Table 3 and figure 2 below presents the results of the normality test conducted with the use of Shapiro-Wilk normality test and
normal distribution curve. The decision rule is if P-Value > 0.05, the residual is normally distributed but if P-Value is equal to or <
0.05, the residual is not normally distributed.

Variable OBS W \" Z Prob>Z

Residual 448  0.956 13.156 6.164 0.000

Source: Researcher's Computation using STATA 15 software
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Figure 2: Normal Distribution Curve
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Source: Researcher's Computation using STATA 15 software

Table 3 above presented the residual and the z-value of 6.164 and the corresponding probability of value of 0.000 that is less
than 0.05 which signifies that the residual is not normally distributed around the mean. This result is further collaborated by the
normal distribution curve presented in figure 2 above. This implies that one of the basic assumptions of linear regression
technique which allows only normally distributed residual has been satisfied.

Pearson Correlation
Table 4 below is the Pearson correlation matrix for the data set to show the extent of associations between the variables.

Variable FL EVT NTS FLQ FAG
FL 1
EVT -0.0738 1
NTS 0.0628 0.0411 1
FLQ -0.1872 0.0065 -0.0290 1
FAG 0.0376 0.0553 -0.1863 -0.0199 1

* = Significant at 1%
** = Significant at 5%
Source: Researcher's Computation using STATA 15 software

The correlation matrix determines the degree of relationships between the proxies of independent variable and the dependent
variable. It is also show whether there is an association among the proxies of independent variable themselves, to detect if
multicollinearity problem exists in the model. The result from table 4 shows 7% negative and weak association between earning
volatility (EVT) and financial leverage (FL) of quoted financial firms in Nigeria, from correlation coefficient of -0.0738. The table
also indicate 6% positive and weak relationships between non-debt tax shield (NTS) and financial leverage (FL) of quoted
financial firms in Nigeria, from correlation coefficient of 0.0628. The table indicates 19% negatively and weak relationships
between firm liquidity and financial leverage (FL) of quoted financial firms in Nigeria, from correlation coefficient of -0.1872.

The table further indicate 4% positively and weak relationships between firm age and financial leverage (FL) of quoted financial
firms in Nigeria, from correlation coefficient of 0.0376. Finally, the relationships between the proxies of independent variable
themselves suggest being mild as all coefficients are below the threshold of 0.85 as suggested by (Gujarati, 2003).

Heteroscedasticity test

To establish that the data for this study was robust for the model, heteroscedasticity test was carried out. However, the study
revealed that data is heteroskedastic; as such the basic linear regression model would not be reliable. This can be confirmed
from the heteroskedasticity result in table 5 below which revealed the chi2 value of 2.46 with a p-value of 0.1167. In order to
correct for this anomalies, the robust linear regression technique was used as suggested by (Hoechle, 2007).

Table 5: Heteroscedasticity test

Type of test Chi2 P-Value

Heteroscedasticity Test 2.46 0.1167

Source: Researcher's Computation Using STATA 15 software
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Breusch-Pagan Lagrangian Multiplier Test

Based on the result of Random Effect Model (REM) regression, the Breusch-Pagan Lagrangian Multiplier test was conducted to
give an insight into an actual test to be carried out between Random Effect Model and Pooled Ordinary Least Square
Regression. From the Breusch-Pagan Lagrangian Multiplier test, the chibar2 value of (383.06) and the probability of (0.00) in
table 6 below, therefore, suggests that REM is more appropriate instead of Pooled Ordinary Least Square.

Table 6 below presents the result of the Breusch-Pagan Lagrangian Multiplier test conducted.
Variable Chibar2 P-Value

FL 383.06 0.00

Source: Researcher's Computation using STATA 15 software

Hausman Specification Test

The data for this study is panel and panel data can lead to an error that is clustered and possibly correlated over time. This is
due to the fact that each financial firm may have its own entity specific characteristic that can determine its information (i. e.
unobserved heterogeneity). And this may bias the outcome variable or even the explanatory variables. Then, Hausman
specification test was run and the result shows that the random effect model is more appropriate. This can be confirmed from the
Chi2 value of 8.67 with a p-value of 0.2150 in table 7 which is not significant at all levels of significance as suggested by
(Hoechle, 2007).

Table 7 below presents the result of a Hausman specification test conducted.

Chi2 8.67
Prob.
Chi2 0.2150

Source: Researcher's Computation using STATA 15 software

Firm Characteristics and Financial Leverage using Robust Random Effect Model (REM)
Table 8 below is the robust random effect regression model conducted for the estimation of this model.

Variable Coefficients z-value Prob.
Cons. .588 12.23 0.000
EVT -.024 -2.67 0.007
NTS 149 1.25 0.211
FLQ -.046 -4.11 0.000
FAG .0003 1.19 0.234
R-sq overall 0.7165

Wald chi2 106.98

Prob. >F 0.00

Source: Researcher's Computation using STATA 15 software

Table 9 above indicated that 72% variation of financial leverage is predicted by the combined effect of earning volatility (EVT),
non-debt tax shield (NTS), firm liquidity (FLQ) and firm age (FAG) with (Overall R-sq of 0.7165). This indicates that the model of
the study is fit and the independent variables are properly combined and used. The wald chi2 value of 106.98 with a P-value of
0.00 signified that the model is fit for the study.

Discussion of Findings

Earning Volatility (EVT) and Financial Leverage

This study also shows earning volatility (EVT) has a significant negative effect on financial leverage (FL) of quoted financial firms
in Nigeria for the period under review. This implies that a unit increase in earnings volatility will reduce the financial leverage (FL)
of quoted financial firms in Nigeria by -0.024. This study is in line with the trade-off theory because the theory emphasized the
firms must carefully consider their specific situation, industry dynamics, growth prospects, and risk tolerance when determining
the optimal mix of debt and equity. It is essential to strike a balance that maximizes the benefits of financial leverage while
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minimizing the potential costs associated with excessive debt. This finding is in agreement with the findings of Bilal et al. (2012),
Dejan et al. (2013), and Morteza et al. (2019). However, the finding is not in line with the findings of Faruk and Ayub (2012) and
Semra et al. (2016).

Non-Debt Tax Shield (NTS) and Financial Leverage

The study equally shows that non-debt tax shield (NTS) has an insignificant positive effect on financial leverage (FL) of quoted
financial firms in Nigeria for the period under review. This implies that a unit increase in non-debt tax shield increases the
financial leverage (FL) of quoted financial firms in Nigeria by 0.149. This study is not in line with the trade-off theory because the
theory emphasized the firms must carefully consider their specific situation, industry dynamics, growth prospects, and risk
tolerance when determining the optimal mix of debt and equity. It is essential to strike a balance that maximizes the benefits of
financial leverage while minimizing the potential costs associated with excessive debt. This finding is in line with the finding of
Sritharan (2014). However, the finding disagrees with the finding of Enakirerhi and Chijuka (2016), Griska and Isnurhadi (2018),
Ruibing (2016), Sarada (2018) and Tita (2016).

Firm Liquidity (FLQ) and Financial Leverage

The study further shows that firm liquidity (FLQ) has a significant negative effect on financial leverage (FL) of quoted financial
firms in Nigeria for the period under review. This implies that an increase in firm liquidity will increase the financial leverage (FL)
of quoted financial firms in Nigeria by -0.046. This study is in line with the trade-off theory because the theory emphasized the
firms must carefully consider their specific situation, industry dynamics, growth prospects, and risk tolerance when determining
the optimal mix of debt and equity. It is essential to strike a balance that maximizes the benefits of financial leverage while
minimizing the potential costs associated with excessive debt. This finding is in agreement with the finding of Mostafa,
ELbekpashy and Khairy (2018) and Yuga (2016). However, the finding is not in line with the findings of Maziar and Nazrul
(2016).

CONCLUSION AND RECOMMENDATIONS

The financial firms with high earning volatility need low leverage level in Nigeria. The increase in earnings volatility level of
financial firms will call for less capital from both within and outside the firm, therefore, low leverage level is required in the
financial firms in Nigeria. The financial firms with high non-debt tax shield need low financial leverage level in Nigeria. The non-
debt tax shield is an internal capital of firms that boost the level of their capital structure, therefore, financial firms with high non-
debt tax shield must reduce the level of their leverage. The financial firms with high liquidity level required low leverage level in
Nigeria. The liquidity level of firms must be put into consideration to guide the firms against the level of their financial leverage
level to boost their performance.

Based on the above conclusion, the following recommendations are proffered:
i.  The financial firms with high earning volatility should use low leverage level in Nigeria to gauge their capital structure
and boost their performance.
ii.  The financial firms with high non-debt tax shield should use high leverage level in Nigeria. This is to increase the level
of their leverage to boost their performance.
iii. The financial firms with high liquidity should use low leverage level in Nigeria. The liquidity need of firms should be put
into consideration to guide the firms against the level of their leverage level.

REFERENCES

Akinsulire, O. (2014). Financial Management. 4 Ed., Lagos: EL-Toda Venture Press. Anderson, C. A., & Huesmann, L. R.
(2003). Human aggression: A social-cognitive view. In

Anderson, R. W. (2002). Capital structure, firm liquidity and growth. [Online], Available:
http://www.nbb.be/doc/ts/publications/wp/WP27en.pdf, (14/11/2019).

Ani, W. S., & Mitha I. S. (2020). The effect of non-debt tax shield and business risk on capital structure. Ekonomi Bisnis, 25(2).

Biety, M. (2003). Liquidity and Asset Liability Management in Saving Services for the Poor: An Operational Guide. Washington
D.C.: Pact Publication.

Bilal, S., Muhammad, A. N., & Abdul, J. K. (2012). Firm’s characteristics and capital structure: A panel data analysis of Pakistan’s
insurance sector. African Journal of Business Management, 6(14), 4939-4947.

Booth, L. (2001). Capital structures in developing countries. The Journal of Finance, 56, 87-130.

Bradley, A.E. (1984). The firm- specific determinants of corporate capital structure: Evidence from Turkish panel data.
Investment Management and Financial Innovations, 3(3), 125-139.

Dakane, I. A. & Fredrick, W. (2019). Firm characteristics and financial leverage of companies listed on the Nairobi securities
exchange, Kenya. Journal of Finance and Accounting, 3 (5), 1-11.

Dangelo, H., & Masulis, R.W. (1980). Optimal capital structure under corporate and personal taxation. Journal of Financial
Economics, 8, 3-29.

58
Volume 7 Number 1, July, 2024



JOURNAL OF LEADERSHIP, ACCOUNTING DEVELOPMENT AND INVESTIGATION RESEARCH (JLADIR)

Dean, D. L., & Christopher, P., Bilent, M. (2000). Revisiting firm characteristics, strategy, and export performance relationship: a
survey of the literature and an investigation of new Zealand small manufacturing firms. Industrial Marketing
Management, 29, 461-477.

Dejan, M., Ksenija, D.M., & Ema, L. (2013). The determinants of capital structure in emerging capital markets: Evidence from
Serbia. European Research Studies, 16(2), 98-119.

Do, L. H., Nguyen, T. X,, Le, C. V., & Nguyen, G. L. (2020). Impacts of firms’ characteristics on leverage ratio in emerging real
estate market. Journal of Organizational Behavior Research, 5 (1), 284-305.

Enakirerhi, L.I., & Chijuka, M.I. (2016). The determinants of capital structure of FTSE 100 firms in the UK: A fixed effect panel
data approach. Research Journal of Finance and Accounting, 7(13), 59-73.

Euphrasia, S. S. (2014). Factors impacting capital structure in Indonesian food and beverage companies. International
Conference on Eurasian Economies, 1-8.

Fama, K., & French, K.R. (2002). The equity premium. The Journal of Finance, 57(2), 637-659.

Faruk, H., & Ayub, A. (2012). Impact of firm specific factors on capital structure decision: An empirical study of Bangladeshi
companies. International Journal of Business Research and Management (IJBRM), 3(4), 163-182.

Griska, C. T., & Isnurhadi, W. M. (2018). The effects of tangibility of assets and non-debt tax shield toward capital structure with
profitability as intervening variable of manufacturing companies registered. Research Journal of Accounting and
Science, 6(78), 282-289.

growth on the determinants of capital structure of listed companies in Tehran stock exchange. Australian Journal of Basic and
Applied Sciences, 7(2), 306-311.

Gujarati, D. N. (2003). Basic Econometrics. 4t Ed., New York: McGraw-Hill.

Hoechle, D. (2007). Robust standard errors for panel regressions with cross-sectional dependence. Stata Journal, 7(3), 281-312.

Jensen, M. C., & Meckling, H. M. (1976). Theory of the Firm: Managerial Behavior, Agency Costs and Ownership Structure.
Unpublished Research Journal. Harvard Business School & University of Rochester.

Jong, R.N. (2008). Capital structure and capital structure. Journal of Business, 16(1), 149-159.

Kurfi, A. K. (2003). Assessing the role of infrastructure on customer satisfaction with national parks in north east Nigeria.
International Journal of Scientific & Engineering Research, 4(10)

Lang, M., & Lundholm, R. (1993). Cross-sectional determinants of analyst ratings of corporate disclosures. Journal of Accounting
Research, 31(2), 246-271.

Lipson, M. L., & Mortal, S. (2009). Liquidity and capital structure. Journal of Financial Markets, 12(4), 611-644.

Lung-Ken, T., Hui, P. T, Ping, S. H., Chiu, W., & Yeh, S. C. (2010). Developing an analytical model for the optimal capital
structure of the building company. Journal of Marine Science and Technology, 18(3), 385-394.

Mabandla, Rahimzadeh, A. (2023). Unraveling the impact of product market competition and earnings volatility on zero leverage
policies (Doctoral dissertation, Université d'Ottawa/University of Ottawa).

Magpayo, C, L. (2011). Effect of working capital management and financial leverage on financial performance of philippine firms.
College of Business, De La Salle University, 2401 Taft Avenue 1004 Manila

Maziar, G., & Nazrul, H.A. (2016). The impact of liquidity on the capital structure: Evidence from Malaysia. International Journal
of Economics and Finance, 8(10), 130-139.

Mbonu, C. M., & Amahalu, N. N. (2021). Effect of firm characteristics on capital structure of insurance companies listed on
Nigeria stock exchange. International Journal of Management Studies and Social Science Research. 3(5), 217- 228.

Miller, M. H. (1977). Debt and taxes. Journal of Finance, 32, 261-275.

Modigliani, F., & Miller, M. H. (1963). Corporate income taxes and the cost of capital: A correction. American Economic Review,
53(3), 433-443.

Moh'd, K. H. (2005). Small and medium-size enterprises in Malaysia-role in issues. Sintok University of Utara Malaysia Press.

Mohammad, A., Mir, F. S. M., & Hojjatollah, D. (2015). Determinants of capital structure: an empirical study of firms in Iran.
International Journal of Law and Management, 57(1), 53-83.

Mohammad, F. S. (2023). Cash flow volatility and leverage: Evidence from non-financial Jordanian companies. Investment
Management and Financial Innovations, 20(2), 286-294. doi:10.21511/imfi20(2).2023.24 DOI

Morteza, G., Mehdi, H., & Gholamreza, M. (2021). Earning Volatility, capital structure decisions and financial distress. SEM,
Emerging Markets Finance and Trade, 57(9), 2632-2650. DOI: 10.1080/1540496X.2019.1663729

Mostafa, S. E., & Khairy, E. (2018). Investigating the impact of firm characteristics on capital structure of quoted and unquoted
SMEs. Accounting and Finance Research, 7(1), 144-160.

Myers, S.C. (1977). Capital budgeting and the capital asset pricing model: Good news and bad news. Journal of Finance, 32,
321-333.

Omolehinwa, A. (2006). Work out corporate finance: notes and worked examples. 2nd edition.

59
Volume 7 Number 1, July, 2024



JOURNAL OF LEADERSHIP, ACCOUNTING DEVELOPMENT AND INVESTIGATION RESEARCH (JLADIR)

Pachori, S., & Tatala, K. (2012). Influence of financial leverage on shareholders returns and market capitalization: A study of
automotive cluster companies of Pithampur, India. 2th International Conferences on Humanities, Singapore.

Rajan, R. G., & Zingales, L. (1995). What do we know about capital structure? Some evidence from international data. The
Journal of Finance, 50(5), 1421-1460.

Rasool, F., Hamid, K., & Saeed, M. Y. (2021). Corporate policy and capital structure decisions: Empirical evidence from non-
financial sectors of Pakistan. Global Economics Review, 6(2), 121-130.

Ronny, M. M., Moeljadi, Sumiati, & Nur, K. I. (2023). The determinants of capital structure: evidence from Indonesia. Intern.
Journal of Profess. Bus. Review, 8(5) 01-30.

Ruibing, G. (2016). An empirical study on the influence of non-debt tax shield on the choice of corporate debt levels----based on
the tax preference policy. International Journal of Business and Social Science 7(1), 201-212.

Saber, A., shahryar, F., & Shaban, M. (2012). Investigation effect of firm characteristics on capital structure firms listed in Tehran
security exchange. Advances in Environmental Biology, 6(3), 1045-1050.

Sarada, D. (2018). Effect of determinants on financial leverage in Indian steel industry: A study on capital structure. International
Journal of Finance and Economics, 1-10.

Semra, K., Huseyin, T., & Omer, F. G. (2016). Determinants of capital structure: An application on manufacturing firms in Borsa
Istanbul. International Academic Journal of Accounting and Financial Management, 3(2), 47-59.

Shalini, R. I., & Mohua, B. (2017). An Empirical Study on the Capital Structure of oil and Gas Companies in India. International
Journal of Management, 5(9), 1-7.

Siti, S. H., & Hassan, M. (2015). The determinants of capital structure for Malaysian food producing companies. International
Journal of Accounting & Business Management, 3(1), 138-161.

Sritharan, V. (2014). Determinants of capital structure - a study of listed banks finance & insurance companies in Colombo stock
exchange in Sri Lanka. International Journal of Economics, Commerce and Management, 2(10), 1-18.

Stainer, L. (2006). Performance management and corporate social responsibility: The strategic connection. Strategic Change,
15(5), 253-264.

Tilahun, S. (2023). The determinants of capital structure decision of commercial banks in Ethiopia. Accounting & Marketing,
12(1), 2-8.

Tita, D. M. (2016). The effect of firm size, profitability, tangibility, non-debt tax shield and growth to capital structure on banking
firms listed in Indonesia stock exchange from 2007 - 2012. South East Asia Journal of Compulsory Business,
Economic and Law, 10(1), 37-44.

Titman, S., & Wessels, R. (1988). The determinant of capital sructure choice. Journal of Finance, 42, 1-19.

Tudose, M. B. (2012). Capital Structure and Firm Performance. Economy Transdisciplinarity Cognition, 15(2), 76-82.

Waleed, M. A.-A., Faozi, A. A, Dheya, A. Z., Eissa, A. A-H. & Najib, H. F. (2023). Corporate characteristics and leverage:
Evidence from Gulf countries. PSU Research Review, 6(2), 120-140.

Wiklund, J., & Shepherd, D. (2005). Entrepreneurial orientation and small business performance: A configurational approach.
Journal of Business Venturing, 20, 71-91

Yoon, E., & Jang, S. (2005). The effect of financial leverage on profitability and risk of restaurant firms. Journal of Hospitality
Financial Management, 13(1), 21-38.

Yuga, R. B. (2016). Effect of liquidity on the capital structure of Nepalese manufacturing companies. International Journal of
Marketing & Financial Managemen, 4(3), 01- 14.

60
Volume 7 Number 1, July, 2024



