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Abstract
It is imperative to understand that corporate financial policy has been an important financial strategy for
ascertaining the financial performance of an organization. The main objective of this study is to find out the
relationship that exists between capital structure and profitability of NIFI’s in Nigeria. The main objective of
this study is to find out the relationship that exists between capital structure and profitability of NIFI’s in
Nigeria. In that regards, numerous empirical studies have been conducted in an effort to examine the effect of
corporate financial policies in relation to various organizations’ financial performances. However, the
fundamental objective of this study is to examine the effect corporate financial policies on the financial
performance of the Non –interest financial institutions in Nigeria (NIFI’s). The population of the study consists
of all listed NIFI’s in Nigeria. Census sampling technique was employed. Multiple regression model based on
pooled ordinary lease square (OLS) robust test was adopted in analyzing the unbalanced panel data obtained
from audited financial statement of the sampled firms for the period between (2010- 2017). The study reveals
that equity financing is negatively and significantly influencing profitability of the NIFI’s in Nigeria. On the
other hand, debt to equity financing is positively and significantly influencing profitability of the NIFI’s in
Nigeria. Therefore, it recommended that the board of directors of NIFI’s in Nigeria may choose to device a
means or strategy towards improving their financial leverage (debt to equity financing) to increase their
profitability, and to reduce their equity financing to improve the profitability of their institutions.
Keywords: Corporate Financial Policy, Performance, Non -Interest Financial Institutions,
JEL Classifications:

Islamic finance refers to the provision of financial
services in accordance with Islamic jurisprudence
(Shari‟ah). Which include prohibition of interest
(Riba), uncertainty (Gharar), gambling (Maysir),
short sales, sales of alcohol, sales of pork meat, and
any form of business activity that attract
immorality or considered harmful to the society etc
(Kammer, 2015). Ayub (2007) sees Islamic finance

Introduction
Today Non-Interest Finance (NIF) otherwise refers
to as Islamic Finance (IF) which focuses on some
aspect of religious, social, and economic matters in
relation to general financial activities. It is also
considered as an alternative form of finance to the
interest based (conventional financial system) in
Nigeria and other part of the world. However,
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as an important part of Islamic economics and is
broadly based on some prohibitions and
encouragements. He further stressed that all
financial transactions must be representative of real
transactions or the sale of goods, services or
benefits.

(2016) viewed profitability as the ability to
maximize the resources of an organization above
the break-even point. While, Addae, Baasi, &
Hughes (2013) expressed that a firm profitability
could be seen as firm‟s value, shareholders‟ value,
or „shareholders‟ wealth‟. And, Erasmus (2008)
opines that profitability provides valuable tool for
the evaluation of past financial performance as well
as current financial position of a firm. In the
opinion of Ross, Westerfield, and Jaffe (2009)
profitable firms are usually more beneficial to
shareholders than loss-making firms. Therefore, a
change in firm‟s value results in the change in
shareholders‟ value.

In addition, he states that Islam has also prescribed
a moral/behavioral standard that is almost common
in all civilized societies of the world. Thus, The
most common modes of finance by banks and other
financial institutions includes: Mudarabah, the
provision of capital in a partial equity partnership;
Musharakah, full equity partnerships, Murabaha,
an instrument used for financing the purchase of
goods; Bai muajjall, deferred payments on
products; Bai Salam, advance sale contracts;
Istisna, or manufacturing contracts; Ijarah, lease
financing; and Quard Hassan, a system of
benevolent loans (Gaint & Worthington, 2007). On
the other hand, Bankers Islamic Finance (2013)
reported that Non- Interest Finance is as a form of
finance that incorporates ethical principles and
prohibits the acceptance or payment of interest.
This is in conformity with the fundamental
principle of Islamic financing which dwelled on the
prohibition of interest charging, gambling,
uncertainty, as well as any activities that may be
considered unlawful in the society. While, CBN
(2011) termed and considered Non – Interest
Financial Institutions (NIFI‟s) as banks or other
financial institutions (OFI) under the purview of
Central Bank of Nigeria (CBN), that transacts
banking business, engage in trading, investment
commercial activities as well as provision of
financial services in accordance with any
established non- interest banking principles (CBN,
2011). NIFI‟s are x-rayed based on their various
components; Islamic funds management, Islamic
banking, Islamic Insurance (Takaful), and Sukuk
(Islamic Bond).

Therefore, considering the relationship that exist
between capital structure and firms profitability in
an ordinary business organization the financial
managers often engage in strategic financial
decisions to ensure that the best or optimal capital
mixed is determined through effective corporate
financial policy to enable them maximizes
profitability and to ultimately ensure effective
performance and survival of their businesses by
improving their shareholders wealth. Hence,
Chechet & Bala (2018) affirmed that capital
structure of a firm reflects its sources of funds;
internally and externally. The internal sources of
funds are mostly concerns with the funds generated
from within an enterprise such as retained earnings;
resulting from success or profit earned during the
business activities. External sources are derived
from issuance of equity, outright borrowing in form
of loans to other individuals who may be entitled to
dividends when surplus is declared. However,
Pandey (1999) affirmed that capital structure
represents the proportionate relationship between
short term-term debt and equity. In the same vain,
Inanga and Ajayi (1999) states that capital structure
of a firm does not include short-term credit, but the
composite of a firm‟s long-term funds obtained
from various sources. Therefore, this research
relied on the opinions of pandey (1999) & Inanga
& Ajayi (1999) respectively.

It is important to note that the above ranges of
Islamic financial services in Nigeria are been
carried out by few listed indigenous Islamic
financial institutions namely; Jaiz bank plc and
Lotus capital ltd as well as few other indigenous
non indigenous financial institutions such as
Stanbic IBTC, Standard Chartered Bank and
Sterling Bank, were licensed for non-interest
window operation while, African Alliance
Insurance Company ltd, Cornerstone Insurance plc,
and Niger Insurance plc were licensed to provide
Islamic Insurance (Takaful) window services
(Lawal & Imam, 2016).

The management of NIFI‟s in Nigeria like any
other financial institutions most ensure that the best
financial decision are taking for the effective
operation and survival of their business. Despites
their
current
regulatory
challenges
as
environmental dynamism that ultimately affect the
modes of their operations particularly in the context
of their financial management system (Jaiz bank
financial report, 2013). Thus, a further
investigation is needed to determine the best mix of
capital combination that would maximize the
wealth of the organizations particularly the NIFI‟s
in Nigeria. The study will be anchored by
profitability measured by return on assets (ROA) as
dependent variable, and independent variables

Financial managers and other stakeholders
considered profitability as essential indicators of
performance measurement in an ordinary business
operation. Meanwhile, Foyeke, Olusola & Aderemi
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proxied by short term debt financing, equity
financing, and debt to equity financial ratio.
Whereas, firm sized was considered as control
variable.

data from the Nigerian stock exchange for the
period between year (2004- 2013). The study used
return on assets, return on equity, sales growth and
earnings per share as dependent variables while,
financial leverage represents independent variable.
Multiple regression analysis was employed and it
was found that capital structure has significant
effect on return on assets, earnings per share and
sales growth. But, no significant effect on return on
equity of listed manufacturing firms in Nigeria.
However, there would be need to conduct similar
study in another sector of Nigerian economy with a
different range of periods. Hence, it is the concern
of this study to investigate the effect of corporate
financial policy on the performance of

However, various empirical studies has been
conducted to enable the organizations maximize
the value of their wealth among which is
determination of optimal capital structure of the
organization. Limited or few studies were
conducted in some conventional organizations in
Nigerian context (Olokoyo, 2013). Accordingly, it
is certain that the determination of the optimal
capital structure in an ordinary business operation
has been considered to be one of the most
unresolved issues in corporate finance literature.
Thus, some of the empirical studies yield different
results and the theories themselves yield different
results; not mutually exclusive and sometimes
opposed result and conclusion (Rajan & Zingales,
1995). Therefore, this has been widely discussed in
view of the numerous financial literatures that
mostly focused on corporate finances using
different sectors of economy. Example, in a study
conducted by Rajha, and Alslehat (2014) on the
impact of capital structure on the performance of
the Jordanian Islamic Banks for the period (19982012), using multiple regression model. It was
revealed that equity ratio, total assets and ratio of
financing to total Assets have positive impacts on
performance of the Jordanian Islamic Banks. Also,
in another similar study conducted by Oladele,
Omotosho, & Adeniji (2017) on the effect of
capital structure and performance of listed
manufacturing firms of Nigeria, using secondary

The study has a significant role to play in filling
gab in the research literature of finance. It can also
serve as basis for financial decision making to
managers that may wish to applied same strategy
towards identifying the appropriate capital structure
mix for profit maximization in their firms. Hence,
recognize the link between the organization‟s
capital structure and their returns (profitability).
Furthermore, the study will serve as a basis for
financial policy making. It will also serve as a
reference for further research.
The paper is organized into five sections, with this
section as the introduction of the work. Section 2
handles the review of the relevant literatures.
Section 3 is the methodology. Section 4 presents
and discuss the result of the data. Section 5 ends
the study by giving more emphasis on the findings
and the policy implications of the study.
investigating the effect of capital structure on the
corporate performance of Nigerian quoted firms for
the period of 2003 to 2007 using accounting and
marketing data for 101 quoted firms in Nigeria.
The study employed panel data analysis by using
fixed effect estimation, random effect estimation
and a pooled regression model. It was discovered
that short term debts have a significant negative
impact on the firm‟s accounting performance
measure (ROA).

Literature Review
Uwalomwa & Uadiale (2012) aimed at examining
the relationship between capital structure and
financial performance of firms in Nigeria using the
period of (2005-2009) using ordinary least square
(OLS) technique independent variables as short
term & long term debt while, dependent variable
return on assets shows that debts financing have
significant positive impact on the financial
performance of the listed firms in Nigeria. Also,
Abor (2005) emphasized that Ghanaian listed firms
relied more on short term debt financing with an
average of 52% as is significantly and positively
affecting the profitability of Ghanaian listed firms.
But, Siddik, Kabiraj, & Joghee (2016) examine the
impacts of capital structure on performance of
banks in a developing economy in Bangladesh
using panel data of 22 banks of year (2005–2014).
It was reported that short term debt obligation to
total assets. The regression results of the pooled
ordinary least square analysis showed that the
capital structure is inversely affecting the
Bangladesh bank‟s performance as return on assets
(ROA). In addition Olokoyo (2013) aim at

Chechet & Olayiwola (2014) studied the effect
capital structure on the profitability of Nigerian
listed firms from the Agency Cost Theory
perspective for a period of ten (10) years: (2000 –
2009), and discovered that equity financing
influence profitability positively, using a panel data
generated from the annual report of the listed firms
in Nigerian stock change (NSE). A further, by
Akeem et‟al., (2014) reported that equity financing
has are negative relationship with firm
performance. While, in a similar study by Kumai
and Bala (2015) it was established that there is an
inverse relationship between the return on assets
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and equity finance of the listed deposit money bank
(DMB) and equity financing of the listed DMB
namely managerial shareholding and institutional
shareholding
respectively.
And
foreign
shareholding showed a positive significant impact
on ROE of listed Deposit Money Banks in Nigeria.
In their effort to examines the influence of equity
formation on financial performance of listed
Deposit Money Banks in Nigeria for the period of
ten years 2005 to 2014 using annual reports and
accounts of some selected listed Deposit Money
Banks in Nigeria. A multiple regression was
employed to test the model of the study using
Ordinary Least Square (OLS). Where, return on
equity represents the performance as the explained
variable where the explanatory variables were
proxied by managerial shareholding and
institutional shareholding as well as foreign
shareholding respectively.
Shaba, Yaaba, and Abubakar (2016) examined the
impact of capital structure on bank profitability in
Nigeria using secondary data of the Deposit Money
Bank (DBM) from 2005 to 2014. Independent
variables were measured by owners‟ funds and
borrowed funds and dependent variable proxies by
gross earning of the DBMs. The regression result
found that there is a positive and significant

influence of debt to equity financing on
profitability.
In same vain, Kajananthan &
Nimalthasan (2013) examined the relationship
between capital structure and firm‟s performance
of 25 Sri Lankan listed companies by using the data
covering the periods of 2008-2012. Gross profit,
net profit, returns on equity and return on assets,
were used as the measures of firm performance
whereas, debt to equity ratio and debt assets ratio
were used as the measures of capital structure. It
was discovered that there is significant positive
relationship between debts to equity ratio of the
listed firms with their performances. But, Onimisi
(2010) in his study reveals that debt to equity ratio
has significant positive effect on the performance
of quoted Manufacturing firms in Nigeria.

Methodology
This study adopts a correlational and ex-post facto
research design. This is because the research is
aimed at examining the effect of capital structure
on the profitability of non interest financial
institution in Nigeria. The data were obtained from
the secondary sources through the audited financial
statement of the firms between (2010- 2017). The
population and the study consist of Nine (9) NIFI‟s
that were registered and licensed to operate
window or full flagged financial service on the
basis of Islamic financial principle namely: Jaiz
bank plc, Lotus capital ltd, Stanbic IBTC, Standard
Chartered Bank and Sterling Bank, Keystone Bank,
African Alliance Insurance Company ltd,
Cornerstone Insurance plc, and Niger Insurance

plc. And census sampling technique is considered
suitable for the study where the all the population is
considered. Pooled ordinary least square robust
regression model was adopted for the analysis
through the use of STATA.

Therefore, considering the existing gab from the
reviewed literature, the researcher deemed
necessary to examine the effect of capital structure
on the profitability of NIFI‟s in Nigeria for the
period (2010-2017). Thereby contribute to the
finance literature.
The study is anchored Trade-Off theory, Pecking
Order Theory and Agency Cost Theory, since the
theories are linked with the variables of the study.

Model Specifications
In a bid to examine the effect of corporate financial
policies on the performance of NIFI‟s in Nigeria, a
multiple linear regression model has been
employed. The model encapsulates the contribution
of short term debt financing ratio, equity financing
ratio, and debt to equity financing ratio on return
on asset and natural log of total assets; firm size on
return on assets.

ROA it = β0 + β1STD it + β2EQT it + β3DER it + β4FSZ + ɐit …………………………….. (1)
Where:
ROA = Return on assets
i=firms
t=times
β0 = intercept
β1- β4 = coefficient of the explanatory variable
STD = short term debt ratio over the period
EQT = equity debt ratio over the period
DER = debt to equity financing ratio over the period
FSZ = Firm size
ɐ = error term of the model
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correlation matrix table and then the summary of
Regression Result are presented and analyzed, and
then policy implications and Recommendations
were made based on the findings.

Result and Discussions
This section presents the result of data analysis and
tests of hypotheses formulated earlier in the paper.
First, descriptive statistics, followed by the
Table 1: Descriptive Statistics
Variable
ROA
STD
EQT
DER
FSZ
Source: STATA output

Min
0.12
0
0
.05
0.07

Max
6.36
2.09
4.61
5.94
.89

Std. Dev.
0.1277406
0.3377254
1.169178
1.19447
.2446343

0.3442. This signifies that on average, the NIFI‟s in
Nigeria uses about 34% of short term debt to
finance in its operations. While, Equity financing
ratio (EQT) has a mean value of 1.4245 suggesting
that equity financing enjoys about 142% of the
total financing of the NIFI‟s in Nigeria. And Debt
to equity financing ratio (DER) shows a mean
value of 0.9938 and it implies that on average debt
to equity financing ratio is about 99% of the
available funds in some of the sampled NIFI‟s in
Nigeria.

Table 1 reports the descriptive statistic for the
dependent and independents variables respectively
(ROA= Return on Assets, STD= Short Term Debt
Ratio, EQT=Equity Financing Ratio, DER= Debt
to Equity Financing Ratio and FSZ= Firm Size).
The profitability indices measured by ROA that
shows mean value of 1.1547 which indicates that
ROA is approximately at 116% and implies that
average return on assets of the interest free
financial providers in Nigeria is 1.1547 and it
ranges between minimum and maximum value of
0.12 and 6.36 during the period of 2010- 2017. The
short term debt ratio (STD) shows a mean value of
Table 2: The Correlation Matrix Table
Variable
1
1
1. ROA
0.5757
2. STD
-0.2863
3. EQT
0.9928
4. DER
0.1114
5. FSZ
Source: STATA output

Mean
1.154722
0.3441667
1.424583
0.9938889
0.4286111

2

3

4

5

1
-0.1955
0.5736
-0.0842

1
-0.2577
-0.0608

1
0.1130

1

From table 2 the relationship between STD and
ROA of interest free financial institutions in
Nigeria is positive as indicated by the correlation
coefficient of 0.5757. And negative relationship
between EQT and ROA of the sampled firms by
the correlation coefficient of -0.2863. The direction
of the association suggested that the greater

investment of EQT for a particular level of funding
reduces the ROA of the NIFI‟s in Nigeria.
Moreover, the DER has positive association with
ROA of the interest-free financial institutions in
Nigeria at a correlation coefficient of 0.9928. Also,
the FSZ has a positive association with ROA by
correlation coefficient of 0.1114.
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Table 3: Summary of Pooled Ordinary Least Square Robust Regression Result
Variable
VIF
Tolerance
Constant
.15542
2.43
STD
1.55
0.645
EQT
1.08
0.928
DER
1.60
0.626
FSZ
1.05
0.952
R2
0.9867
F-Stat.
1336.66
F- Sig
0.0000
Hettest Chi 2
0.0390
Hausman Chi
0.8275
Breusch- Pagan
0.2799
Source: STATA output

From the Table 3 above, the result shows that
variance inflation factors were consistently smaller
than ten (10) indicating complete absence of
multicolinearity. This shows the suitability of the
study model been fit with the two independent
variables. Also, the tolerance values were
consistently smaller than 1.00, therefore extend the
fact that there is complete absence of
multicolinearity between the independent variables
(Tobachmel & Fidell, 1996). And the cumulative
R2 (0.987) which is the multiple coefficient of
determination gives the proportion of the total
variation in the ROA explained by the STD. EQT,
DER and FSZ jointly, has reveals that about 99%
of the total variation in profitability of non interest
financial institution in Nigeria is caused by their
short term debt, equity financing, debt to equity
and firm size respectively. Also, the F-statistics is
1336.66. This indicates that the model of the study
is fit and the independent variables are properly
selected, combined and used. This is confirmed by
the f. sig which is significant at 1% level of

significance. While, the evidence from the Breuch
Pagan/ Cook- Weisberg coefficient of 77.19 with
the probability of Chi Square is statistically
significant at 5% (P- value > Chi 2 of 0.0390)
confirms
the
presence
of
effect
of
heteroscedasticity which suggests that the original
OLS regression will not suitable for interpreting the
study. In addition, the Hausman specification test
for fixed and random effect result reveals Chisquare probability of 0.8275 which implies that
result was not significant. Thus, there is need to
conduct further test to determine the appropriate
model to be used. Finally, the Breusch and Pagan
Lagrangian Multiplier Test for Random Effects
result reveals Chi- square probability of 0.2799
which implies that result was not significant.
Therefore, the pooled ordinary least square was to
be selected as the best model but, due the presence
of heteroscadasticity, robust ordinary least square
was run and the result was interpreted as the best fit
model in the study as shown below.

Table 4: Summary of Pooled Ordinary Least Square Robust Regression Result
Variable
Coefficient
t-values
Constant
.15542
2.43
STD
.02602
0.30
EQT
-.03528
-2.55
DER
1.0487
45.18
FSZ
-.0040
-0.05
Source:

P-values
0.018
0.766
0.013
0.000
0.958

on the profitability by 3.52%. This provides an
evidence of rejecting null hypothesis of the study
which states that equity financing has no significant
influence on the profitability of the NIFI‟s in
Nigeria.

Equity Financing and Profitability
From the table 4 above, short term debt financing
has a t-value of -2.55 and a beta value of -.0352
which is significant at 5%. This signifies that the
equity financing is negatively and significantly
influencing profitability of the NIFI‟s in Nigeria.
This revealed that for every one Naira (N1)
increase of equity financing will lead to a decrease

Debt to Equity Ratio and Profitability
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From the table 4 above, equity financing has a tvalue of 45.18 and a beta coefficient value of
1.0487 which is significant at 1%. This signifies
that debt to equity financing is positively and
significantly influencing profitability of the NIFI‟s
in Nigeria. It therefore implies that for every one
Naira (N1) increase of debt to equity financing
ratio will lead to an increase on the profitability of
NIFI‟s by 10.48%. This provides an evidence of
rejecting null hypothesis of the study which states
that debt to equity financing has no significant
influence on the profitability of the NIFI‟s in
Nigeria.

significant influence on the profitability of the
NIFI‟s in Nigeria.

Short Term Debt Financing and Profitability
From the table 4 above, short term debt financing
has a t-value of 0.30 and a beta value of 0.2602
which is not significant at 5%. This provides an
evidence of accepting null hypothesis of the study
which states that short term debt financing has no

Conclusions and Recommendations
The paper examines the influence of capital
structure on the profitability of non interest
financial institution in Nigeria. It was found that
equity financing has a negative and significant
effect on return on assets of NIFI‟s in Nigeria. And,
debt to equity financing has a positive and
significant influence on return on assets of NIFI‟s
in Nigeria. On the other hand, short term debt
financing has no significant effect on the
performance of NIFI‟s in Nigeria. Therefore, it
recommended that the board of directors of NIFI‟s
may choose to device a means or strategy towards
improving their financial leverage (debt to equity
financing) to increase their profitability. Also, the
board should reduce their equity financing to
improve the profitability of their institutions.
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