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Abstract 

Decision relating to capital structure is of great important to an organization as capital performs several 
indispensable functions in the operations of banks, among which are to mitigate against risk and fragility, 
maintenance of public confidence as well as enhancing deposits mobilization and efficiency. It is imperative 
for managers to choose an appropriate financing mix which is a key decision for the growth and going 
concern of any financial institutions. This study used profit after tax and earnings per share as a measure of 
performance and employed panel regression technique to analyse data collected from a sample of fourteen 
quoted commercial banks between 2009 to 2016. The result shows a significant relationship between debt 
and profitability of commercial banks in Nigeria. The study concludes that debt can be significantly influenced 
by liquidity and shareholders’ wealth. Consequently, the study recommend that commercial bank managers 
should not depend on debt capital as a source of financing the organization capital structure but rather use 
retained earnings of the business and consider debt as the least alternatives. 
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1. Introduction 

The banking institutions are financial institutions that play the intermediation role between the 
surplus and deficit sectors in any economy. Banking sector enhances the flow of funds for productive 
purposes. It is possible that the amount given as loan is less than the total sum paid by the deficit sector 
and in that case, the banking institution is supposed to payback the surplus sector from the equity of the 
banks (Al-Mutairi & Naser, 2015). The banking sector is of great interest to investors because banks are 
primarily concerned with liquidity and much more committed to solvency and their liabilities are majorly in 
short-term which are payable on demand with few fixed costs and low operating leverage compare to 
other counterpart sectors of the economy like telecommunication and manufacturing. Therefore, financing 
in bank is of paramount importance to both the management and providers of funds because if a wrong 
mix of finance is used, it will seriously affect the performance and the going concern of such bank. 

Capital structure explains the owners’ rights and interests of creditors’ proportional relationship; it 
indicates the ratio between the corporate structure and the various sources of financing, and their mutual 
combinations Bauer (2004). The capital structure theory is an essential theory in finance as it addresses 
sources of finance available to business organizations wishing to raise funds to finance their operations. 
These includes equity sales, retained earnings, bonds, bank loans, accounts payable and line of credit 
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(Diamond,1984; Ross, Schwaiger & Winkler, 2003) and possibly few other interest-bearing debts. Decision 
relating to capital structure is of great important for any organization since there is need to maximize 
return to the various stakeholders in the business and such decision has a considerable influence on the 
firms’ capability to deal with competitive environment (Awunyo-Vitor & Badu, 2012). 

Capital structure decision is a vital decision in organization as it has a direct effect on a decision 
relating to profitability of any business enterprise. Thus, capital performs several indispensable functions in 
the operations of banks, among which are to mitigate against risk and fragility, maintenance of public 
confidence as well as enhancing deposits mobilization and efficiency. The Nigerian banking sector is 
regulated by the Central Bank of Nigeria (CBN) which stipulated the minimum capital requirement for 
commercial banks in the country to N25 Billion. To achieve this, banks needed to mix both debt and equity 
strategically to attain capital structure at an optimal level Aremu et al. (2013). Among the key issue facing 
bank managers nowadays is to determine the right mix of debt and equity to attain optimal capital 
structure level for the business to reduce the company’s cost of capital and consequently enhances return 
on investment to the shareholders. 

Appreciable efforts have been made on the effect of capital structure on organization performance 
both industry-wise and country-wise in the last few decades. Studies from countries like Jordan, UK, 
Malaysia, Sri Lanka and Tehran dominate this body of knowledge such as the studies conducted by Zeitun & 
Tian (2007), Eriotis et al. (2007) Ong & Teh (2011), Nireh (2012), Khalaf (2013) with very few empirical 
studies emerging from Nigeria such as the study conducted by Akeem et al. (2014) and Akinyomi (2013). 
However, there is scarce evidence from prior literatures that empirically examine the effect of capital 
structure on performance of commercial banks in Nigeria. Therefore, our study will be a pioneer study 
which is non-existent in Nigerian literature in respect of commercial banks. This study is significant in the 
sense that it will be of immense benefit not only to the companies in the Nigerian banking sector, but also 
to the Nigerian economy as well as to improving the structure of capital and enhancing value driven 
performance for survival of banking industry. Hence, it is imperative for banking sector in Nigeria to put 
into consideration the structure of capital activities to achieve organization objective. 

 
1.1. Objectives of the Study 

The study of firm performance has been an inexhaustible subject that has drawn the attention of 
several researchers. It has been known from the literatures that the performance of corporate 
organizations is the major concerns of all the stakeholders in the business. In view of this, financial 
performance is the most important and reliable indicator as it gives a broad indicator of the ability of 
companies to raise their income level Ahmed et al. (2011). 

The main objectives of this study are: 
i. To evaluate the impact of capital structure on the performance of commercial banks in Nigeria, 
ii. To examine the effect of capital structure on the liquidity management of commercial banks in 

Nigeria, and  
iii. To determine the effect of capital adequacy on performance of commercial banks in Nigeria. 
 
1.2 . Research Questions 

To achieve the research objectives, the following research questions were developed and shall be 
answered during research study: 

i. How much effect does the capital structure have on the profitability of commercial banks in 
Nigeria? 

ii. How does capital structure impact on liquidity management in Nigerian commercial banks? 
iii. How much effect does the capital adequacy have on performance of commercial banks in Nigeria? 
 
2. Literature review 

2.1. Conceptual Issues 

Capital structure refers to the owner of the rights and interests of creditors’ proportional 
relationship; it indicates the ratio between the corporate structure and the various sources of financing, 
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and their mutual combinations Bauer (2004). Rajan and Zingales (1995) opined that capital structure, in 
financial terms, means how a firm finances its assets through the combination of equity and debt. A 
company can only employ equity leading to an unlevered firm, whereas a mixture of equity and debt entails 
a levered firm while hybrid capital contain features of both debt and equity. According to Van Horne and 
Wachowicz (2008) debts, preferred stock and common stock are components of capital structure. 
Meanwhile, capital structure of banks is mostly in form of debt than equity. 

 
2.2. Determinants of Capital Structure 

Mathanika and Pavithira (2015) observed that capital structure of the firm is a function of both 
internal and external factors. The internal factors are the bank specific factors affecting capital structure, 
such as profitability, growth rate, size of a firm, nature of a firm, period of finance and taxes while the 
external factors are the macro-economic variables affecting the industry or economy in general which 
includes bond market, gross domestic product and interest rate. The financial requirement of growing firm 
is usually very high as fund generated internally may not be adequately enough to finance their business 
and rather need to rely on external debt, while the firm with high rate of return on investment make use of 
internal sources Athula et al. (2011). The size of a company determines the level of diversification of the 
company and influence how such a company can easily access the stock exchange for debt issuance and 
pay low interest rate on debt capital. 

The period of finance is a key factor among the determinants of capital structure. Finance required 
for a short term will mostly be sourced through debts or fixed deposits while finance for a longer period will 
be sourced from equity. Athula et al. (2011) argue that corporate tax has both direct and indirect bearing 
on capital structure decisions, interest is paid on debt prior to the calculation of the corporate income tax 
and dividends are declared after the tax calculation. A firm with a high chance of having zero tax rates is 
less likely to finance its business with debt. This is because tax shields can reduce the effective marginal tax 
rate on deduction of interest while a firm with lower tax yield is most likely to finance its business with 
equity. 

 
2.3. Concept of Debt Financing 

Debt finance is when an organization borrows money with interest attached to it which will be paid 
back at a future determinable period. The core feature of debt financing is that the amount borrowed, plus 
interest, must be paid back to the providers of debt over a given period. Meanwhile, debt financing can be 
classified into two namely the short-term debt financing and the long-term debt financing. The short-term 
debt financing is the type of financing where the repayment period is less than a year and is mostly 
associated with operation of the business such as payroll, inventory and purchasing and supply while in the 
long-term debt financing, the schedule of debt payment is expanded for more than a year example of such 
is land and building, equipment and large machinery. Debt financing is a means of financing business 
enterprise by selling the bonds, mortgages, or loan of the business. These types of instruments are used by 
large firms to raise capital for their operation or projects. Debenture financing are means by which a firm 
raise capital without making use of their own assets or give up ownership in their firms. Another 
characteristic of debt financing is that it frees the other assets of the business to engage in other business 
activities which will generate capital for the company. 

The idea of debt-overhang or underinvestment problem was first put forth by (Myers, 1984). 
According to Myers (1984) debt-overhang arises when the company debt is so large to the extent that it 
cannot obtain more debt to finance future investments. This will make it very difficult for company to raise 
capital for the new project because the proceeds from the new project in most cases may lead to an 
increase in the value of an existing debt instead of equity. 

 
2.4. Capital Structure and Performance of Commercial Banks 

The commercial banks perform the major financial intermediaries’ functions by mobilizing funds 
from the surplus unit of the society and channel such fund to the deficit unit in the society (Kipesha & 
Moshi, 2014). From the Kipesha and Moshi (2014) point of view, the commercial banks usually thrives on 
the financial intermediation abilities of financial institutions which give them the right and opportunity to 
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lend out money at very high rate of interest while they received money on deposit from customers at a 
relatively low rates of interest. This also makes the banking activities to perform in accordance with local 
and international regulation. Dewatripont and Tirole, (1994) posit that bank capital structure which 
includes deposits from customer contributed to debts of the bank as depositors who may not have any 
motive to monitor the operations of the bank which limits the disciplinary roles as suggested by the 
tradeoff theory. 

 
2.5. Theoretical Framework 

Review of theories behind capital structure provides a foundation for understanding the issue in 
greater depth. Capital structure stems from the following theories which undoubtedly assisted to 
understand the key role of capital structure decision in enhancing the performance of banking sector of the 
economy. 

 
2.5.1. Pecking Order Theory 

This study is based on the theoretical framework of pecking order theory developed by (Myers & 
Majluf, 1984). The theory postulates that asymmetric information increases the cost of financing. Because 
of information asymmetries between the firm and potential investors, the firm will prefer retained earnings 
to debt, short-term debt over long-term debt and debt over equity. According to Nakamura et al. (2007), 
this order assumes that “[…] resources generated internally do not have transaction costs, and issuing new 
bonds tends to signal positive information about the company, while issuing new shares, on the contrary, 
tends to signal negative information”. Myers and Majluf (1984) suggest that the problem of information 
asymmetric can be solved if firms did not issue new security but rather use only its retained earnings to 
support the investment opportunities at its disposal. This presupposes that issuing equity becomes more 
expensive as asymmetric information insiders and outsiders increases. Priority is then given to the internal 
fund because it is the easiest fund to obtain. However, the idea of information asymmetry has a great 
impact on the choice between internal and external source of financing. In line with this assertion, Graham 
& Harvey (2001) posit that depending on the aims of firms in respect of its level of debt, firm’s use external 
funds only when internal funds are not adequate. Meanwhile, the decision relating to firm’s capital 
structure is greatly influenced by transaction cost and the transaction costs associated with external 
financing is higher than the transaction cost associated with internal financing. Hence, the use of internal 
funds does not attract transaction costs and most preferable. 

 
2.5.2. Agency Cost Theory 

Agency theory is an essential theory in the field of finance and accounting in the recent years. The 
theory was first developed by (Berle & Means, 1932) and improved upon by (Jensen & Meckling, 1976). 
This theory acknowledged the fact that debt is the main factor that gives rise to conflict of interest between 
equity holders (principal) and managers (agent) in an organization. This problem is associated with principal 
principle relationship. The availability of free cash flow can cause managers to over-invest in projects with 
negative NPV which will consequently reduce the firm’s value. Therefore, the capability of the manager to 
promote their interests is restricted by the availability of free cash flows. This is valid for debt as in Jensen 
(1986) and Graham &Harvey (2001). Jensen and Meckling (1976) posits that “there will always be conflict of 
interest between owners and managers which may results to an increase in agency costs and because of 
this there is need to separate ownership from control to achieve optimal capital structure”. Jensen & 
Meckling (1976) further stress that the probability distribution of cash flows provided by the firm is not 
independent of its ownership structure and that this fact may be used to explain optimal capital structure. 
Hence, the scholars conclude that, given increasing agency costs with both the equity-holders and debt 
holders, the optimal capital structure can be attained by combining the outside debt and equity to reduce 
the agency costs. 

 
2.6. Empirical Review 

Zeitun &Tian (2007) employed data from a sample of 167 companies from Jordan to examine the 
impact of capital structure on corporate performance for fourteen-year period from 1989 to 2003. Using 



International Journal of Academic Research in Accounting, Finance and Management Sciences 
Vol. 10 (1), pp. 239–249, © 2020 HRMARS (www.hrmars.com) 

 

243 

correlations matrix and panel data models, the study confirmed a negative and significant relationship 
between capital structure and corporate performance. Athula et al. (2011) used data from a sample of 155 
companies from Sri Lankan to examine the impact of capital structure on corporate performance for seven-
year period from 2002 to 2008. Using panel data and regression models as estimation techniques, the study 
confirmed a negative and significant relationship between capital structure and corporate performance of 
companies in Sri Lanka. Ong and Teh (2011) used data from a sample of 49 construction companies from 
Malaysian to carry out study on capital structure and firm’s performance of Malaysian construction firms 
for four-year period from 2005 to 2008. The regression analysis confirmed a relationship between capital 
structure and corporate performance. 

Ali et al. (2012) carried out a study on effect of capital structure on the performance of companies in 
the petroleum sector of Pakistan for ten years period from 2001 to 2010. The study employed panel data of 
12 randomly selected firms. Using regression analysis as estimation techniques, the study confirmed a 
positive and significant relationship between the capital structure and performance of the petroleum 
industries in Pakistan. Awunyo-Vitor & Badu (2012) investigated the relationship between capital structure 
and performance of listed bank in Ghana. The study used a sample of seven banks listed on Ghana Stock 
Exchange for the period of eleven years from 2000 to 2010. The study applied panel regression analysis as 
its estimation technique and results of the study show an inverse relationship between capital structure 
and banks performance. 

Boroujeni et al. (2013) investigated the effect of capital structure and ownership structure on firm’s 
performance of 123 Iranian firms for the period of 8 years from 2001 to 2008. Using rate of return on assets 
as a measure of firm’s performance, the evidence of the findings showed that capital structure and 
ownership structure have a positive impact on the performance of companies listed on TSE. Kipesha & 
Moshi (2014) used the data from sample of 38 banks in Tanzania to examine the relationship between 
capital structure and bank performance for five years period from 2007 to 2011. The study employed panel 
data analysis and the finding revealed that Tanzanian banks use more debts to finance their business than 
equity. 

Akeem et al. (2014) examined the effect of capital structure on firm’s performance of ten quoted 
non-financial companies in the Nigerian stock market for ten-year period 2003 to 2012. Data used for the 
study were collected from annual report of listed Nigerian companies. The study applied descriptive 
statistics, correlation and regression analysis as its estimation techniques and the evidence of the findings 
revealed a negative relationship between capital structure and firm performance. Akinyomi (2013) 
investigated the relationship between capital structure and performance of manufacturing companies in 
Nigeria. The study employed panel data of five-year period from 2007 to 2011 for three food and beverages 
manufacturing companies in Nigeria. By using correlation analysis model, the evidence of the findings 
showed a negative relationship between capital structure and firm performance. 

Getahun (2016) investigated the effect of capital structure on the financial performance of insurance 
companies in Ethiopia for the period of 10 years from 2004 to 2013. The study employed regression 
analysis model as an estimation technique and the findings revealed that firm leverage, size, tangibility, and 
business risk have significant effect on performance of insurance companies in Ethiopia. 

 
3. Methodology of research 

3.1. Research Design 

Various equations were estimated using balanced panel data technique for the period 2009-2016, 
while E-views 7 statistical software version was used to analyze the data. The use of panel regression 
analysis is appropriate because the data for the study was collected over time and from fourteen 
commercial banks. 

 
3.2. Population of the Study 

The population of the study comprises of all the twenty-one (21) commercial banks quoted on the 
NSE over the period 2009 to 2016. 
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3.3. Sample and data source 

Sample of 14 commercial bank were purposively selected from the target population with the belief 
that it will be adequate to carry out a study of this nature. The banks selected have complete data for the 
duration of the study from 2009 to 2016 and possess the following features: the financial accounting years 
and the brand names did not change during the period of the study. 

 
3.4. Model Specification 

In a competitive business environment, it is imperative for managers to choose an optimal capital 
structure which is a key decision for the growth, stability and going concern of a business enterprise so as 
to maximize the return on investment to various stake holders in the business and will also have a great 
impact in any decision relating to the performance of an organization. Following the reviewed literature 
above, we modeled the research in line with the work of (Kipesha & Moshi, 2014) which was specified and 
modified as:  

          (1) 

      (2) 

  (3) 

  4) 

Where:  
CBP= Commercial Bank Performance (PAT, EPS) 
CS= Capital Structure  
PAT= Profit after Tax 
EPS= Earnings per share  
TDE= Total Debt to Equity 
TDA= Total Debt to Total Asset 
LDE= Long - Term Debt to Equity 
SDE= Short - Term Debt to Equity 
LDA= Long - Term Debt to Total Asset 
SDA= Short - Term Debt to Total Asset 
μ error term 
α constant  

A priori expectation is that  
Decision rule: null hypothesis should be rejected if the prob (p-value) is < 5% significance level, 

otherwise it should be accepted. 
 

4. Analysis 

Table 1. Correlation matrix for multicollinearity test 

Variables EPS LDA LDE PAT SDA SDE TDA TDE 

EPS 1 
       

LDA -0.04 1 
      

LDE 0.03 -0.04 1 
     

PAT -0.02 -0.07 0.17 1 
    

SDA -0.08 -0.04 -0.08 -0.14 1 
   

SDE -0.11 -0.02 -0.08 -0.16 0.10 1 
  

TDA 0.01 0.13 0.14 -0.10 0.04 0.46 1 
 

TDE 0.14 0.20 -0.11 -0.31 -0.11 0.51 0.44 1 

Source: Author’s Computation (2017) 

 
Multicollinearity (interdependence among independent variables) is a major problem in multiple 

regression models because it leads to bias estimates of coefficient and thus render the regression result 
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unreliable. To examine the existence of multicollinearity, a pair-wise correlation test was conducted in this 
study. The result of the correlation obtainable in table i indicates that none of the correlation is shown to 
be strong and constitute problem of multicollinearity as the coefficients of correlation among the 
independent variables are less than 0.5. Therefore, there is no multicollinearity among them. 
 

4.1. Results and Discussions 

Table 2.Results of fixed and random effect regressions for Profit after Tax (PAT) 

VARIABLES 
(1) (2) 

fixed effect model for PAT random effect model for PAT 

Long-term debt to total asset (LDA) -0.000080*** -0.000096*** 
 (0.000024) (0.000026) 
Short-term debt to total asset (SDA) 0.12*** 0.097*** 
 (0.031) (0.019) 
Total debt to equity (TDE) -0.14*** -0.094*** 
 (0.021) (0.033) 
Total debt to total asset (TDA) 0.62*** 0.62*** 
 (0.16) (0.16) 
Short-term debt to equity (SDE) 0.091* 0.075* 
 (0.042) (0.039) 
Long-term debt to equity (LDE) -0.82* -0.80* 
 (0.40) (0.43) 
Constant 10.9*** 11.3*** 
 (0.30) (1.37) 
Observations 112 112 
R-squared 0.475 0.4664 
Number of cid 14 14 

Robust standard errors in parentheses note * indicate significant at 1% level, ** indicate significant at 5% level 
and *** indicate significant at 10% level.  

Source: Author’s computation (2017) 

 
4.2. Interpretation of the regression results for PAT 

From the table 2 above, the result of the models revealed that total debt to equity, long-term debt to 
equity and long-term debt to assets are negatively related to performance of commercial banks. It means 
that an increase in these variables will bring about decrease in profit after tax. The results of both models 
further illustrate that short-term debt to total asset, total debt to total asset are positively related to profit 
after tax, meaning that an increase in the variables will bring about increase in profit after tax and vice 
versa. However, the results of both fixed effect and random effect models show that all the variables are 
statistically significant. Long-term debt to total asset, short-term debt to total asset, total debt to equity, 
total debt to total asset are significant at 1% while, short-term debt to equity and long-term debt to equity 
are significant at 10% level of significance. By size of the coefficients, the fixed effect model shows that one 
unit increase in long-term debt to total asset, short-term debt to total asset, total debt to equity, total debt 
to total asset, short-term debt to equity and long-term debt to equity will result to about 0.000080%, 
0.12%, 0.14%, 0.62%, 0.091% and 0.82% increase in profit after tax of the commercial banks in Nigeria 
respectively. The random effect model shows that the increase in the PAT is because of the increase in the 
independent variables will be 0.000096, 0.097, 0.094, 0.62, 0.075 and 0.80 percent respectively. The r-
squared of the fixed effect and random effect models are 0.475 and 0.4664. These indicate that about 
47.5% and 46.64% of the changes in profit after tax is explained by changes in the independent variables of 
the two models, respectively. So, the models have good fit. This implies that the explanatory power of the 
models is high and therefore, the results are valid for policy inferences. This finding is in line with the work 
of Zeitun & Tian (2007), Eriotis et al. (2007), Nireh (2012), Khalaf (2013), and Meero (2015). 
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Table 3.Results of fixed and random effect regressions for Earnings per Share (EPS) 

 (1) (2) 
VARIABLES fixed effect model for EPS random effect model for EPS 

Long-term debt to total asset (LDA) -0.00064*** -0.00057*** 
 (0.000031) (0.000038) 
Short-term debt to total asset (SDA) 0.084*** 0.038*** 
 (0.016) (0.010) 
Total debt to equity (TDE) -0.0072 0.020 
 (0.025) (0.029) 
Total debt to total asset (TDA) -0.22 -0.14 
 (0.26) (0.27) 
Short-term debt to equity (SDE) -0.072* -0.092*** 
 (0.038) (0.035) 
Long-term debt to equity (LDE) 0.50* 0.52 
 (0.28) (0.33) 
Constant -0.13 -0.26 
 (0.26) (0.46) 
Observations 112 112 
R-squared 0.692 0.6631 
Number of cid 14 14 

Robust standard errors in parentheses note * indicate significant at 1% level, ** indicate significant at 5% level 
and *** indicate significant at 10% level. 

Source: Author’s computation (2017) 

 
From the regression results presented in table 3 above, both models show that long-term debt to 

total asset, total debt to equity, total debt to total asset and short-term debt to equity are inversely related 
to EPS while all other variables are positively related to it. However, half of each coefficient is greater than 
its standard errors, the variables are statistically significant. Similarly, in the random effect model, long-
term debt to total asset, short-term debt to total asset and short-term debt to equity, with coefficient -
0.00057, 0.038 and -0.092 as well as standard errors 0.000038, 0.010 and 0.035 respectively are the only 
significant variables. Therefore, long-term debt to total asset, short-term debt to total asset, short-term 
debt to equity and long-term debt to equity are the only important determinants of the shareholders 
wealth of commercial banks in Nigeria. In other words, capital structure has enormous effect on the 
shareholders’ wealth of commercial banks in Nigeria. By magnitude, fixed effect model indicates that 
0.00064 and 0.072 units decrease in the EPS result from increase in long-term debt to total asset and short-
term debt to equity, respectively. On the other hand, 0.084 and 0.50 increase in EPS resulted from increase 
in short-term debt to total asset and long-term debt to equity, respectively. Similarly, in the random effect 
model, a unit increase in the long-term debt to total asset and short-term debt to equity brings about 
0.00057 and 0.092 decreases in the EPS, respectively. Conversely, 0.038 increases in EPS results from 
increase in short-term debt to total asset. 

The R2 statistics shows that 69.2% (for fixed effect model) and 66.31% (for random effect model) 
variation in firm’s EPS is explained by the changes in the independent variables. This shows that the model 
is relatively good, and its estimates are valid and consistent for policy inferences. This is consistent with the 
empirical work of Bevan & Danbolt (2002), Awunyo-Vitor & Badu (2012). 

Table 4.Results of Hausman test for all the models 

Model 
Hausman test 

Chi-Statistics P-value 
FIXPAT 

12.81 0.0461 
RANDOMPAT 
FIXEPS 

3.11 0.7947 
RANDOMEPS 
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Source: Author’s Computation (2017) 

4.3. Interpretation of Hausman test 

The fixed effect models and random effect models used revealed that it has a good fit and 
statistically viable. It is necessary to use Hausman test to correlate the fixed effect model and random 
effect models and subsequently make a choice between the models. Regarding this, the null hypothesis for 
the Hausman test is that the (fixed or random) effect is not correlated with other regressors (independent 
variables), a random effect model is better than the fixed effect model, or a random effect model is 
consistent. If the null hypothesis is rejected, use the fixed effect model apart from that go for the random 
effect model. Meanwhile, the chi-square statistics of the Hausman test between FIXPAT and RANDOMPAT 
is 12.81 and the p-value is 0.0461. Since the P-value is less than 5% level of significance, the null hypothesis 
is rejected, and the result of the fixed effect models is preferable for the models in which PAT is the 
dependent variables. Similarly, the chi-square statistics of the Hausman tests for the models (FIXEPS 
&RANDOMEPS) in which EPS is the dependent variable is 3.11while the P-value is 0.7947. Because p-values 
are greater than 5% level of significance, we therefore not rejected the null hypotheses and the results of 
the random effect models are preferable for the models in which EPS is the dependent variable. This 
finding is in line with the study of Zeitun & Tian (2007). 

 
5. Conclusions and recommendations 

This study examined the effect of capital structure on the performance of commercial banks in 
Nigeria using data from 14 financial firms listed on the Nigeria Stock Exchange for the period of eight 8 
years (2009 - 2016). The study employed panel data regression to analyze the data and found a significant 
relationship between debts and profitability of commercial banks in Nigeria. The major conclusions 
revealed negative and statistically significant relationship between commercial banks' capital structure 
represented as total debt to equity, long-term debt to equity, long-term debt to assets for PAT and long-
term debt to total asset, total debt to equity, total debt to total asset and short-term debt to equity for EPS 
respectively on their profitability. Positive and significant relationship occurred between capital structure 
proxy as total debt to total asset, short-term debt to equity, short-term debt to total asset and long-term 
debt to equity, short-term debt to total asset on their profitability for both PAT and EPS, respectively. The 
outcome comparatively in support of pecking order and agency cost theory. The major implication of this 
study is the establishment of relevance of capital structure and financing theories as they relate to 
commercial banks in Nigeria. The choice of capital structure will have a significant effect on commercial 
bank. Moreover, the study found that debt can be significantly influenced by liquidity and shareholders’ 
wealth. 

Majority of empirical research that analysed the effect of capital structure on organization 
performance were carried out on non-financial sectors and there are few studies on commercial banks in 
Nigeria. Thus, the present research fills the gap in the literature and offered evidence, using recent data of 
capital structure on commercial banks performance. This paper provides evidence that financial theory 
assists in selecting the financing mix that affect commercial banks performance and are in concordant with 
the theoretical context demonstrated under the literature review. 

Consequentially, the study makes the following recommendations: Firstly, commercial banks in 
Nigeria either highly geared or lowly geared should always take into consideration the amount incurred on 
leverage because it is a key determinant of the performance of commercial banks. Lastly, in line with 
pecking order theory, commercial bank managers should not depend on debt capital as a source of 
financing the organization capital structure but rather use retained earnings of the business and consider 
debt as the least alternative. The limitation of this study is that the samples are only focus on commercial 
banks listed on the Nigeria stock exchange. By and large, there are other parts of financial institutions in the 
stock market like mortgage bank, microfinance banks and insurance companies. Hence, our conclusion may 
not represent the result on other financial institutions in Nigeria. Moreover, additional variables like 
macroeconomic factors and corporate governance structure which are not included in our models should 
be considered for further research to get a comprehensive result on capital structure and corporate 
performances. In addition to that, future researcher may consider these findings to include other possible 
variables and this study can be replicated with different sectors. 
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