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Original Research Article

THE IMPACT OF FINANCIAL STRUCTURE ON FIRM PERFORMANCE: A

STUDY OF NIGERIA AGRICULTURAL AND HEALTHCARE SECTOR

Abstract

This study examines the impact of financial stmecton performance of agricultural

and healthcare firms listed in Nigerian Stock Exuipa for a period of twenty one
(21) years 1993 to 2013. The study selected fif@Bhout of the sixteen (16) firms
listed on agricultural and healthcare sector. Dateere collected from the Nigerian

Stock Exchange factbook of various issues as retemad was analysed using the
panel technique of data analysis. Financial struetwas surrogated by total debt to
total equity ratio while firm’s performance was rsaeed by return on assets and
return on equity. The analysis for agriculturalrfis revealed that financial structure
albeit total debt to total equity impact negatively performance. On the contrary,
healthcare firm's analysis indicate that financiatructure impact positively on

agricultural and healthcare sector performance. Treétionship between financial

structure and agricultural firm performance suppothe pecking order theory while
that of the healthcare firms aligned with the traufé theory. Summarily, financial

structure impacted negatively on agricultural fisnperformance and impacted
positively on healthcare firm performance. To tbffect, we suggests that it is very
crucial for firm’s management to carefully look #te debt-equity mix, which

according to the result of the study, impact negayi and positively on performance
of firms in agricultural and healthcare sector respively.

KEY WORDS: Financial Structure, Firm Performance, Return oseds, Return on
Equity, Agricultural and Healthcare Firms

BACKGROUND OF THE STUDY

Financial structure and firm performance has resgbigonsiderable attention in the
finance literature following the seminal work of Migliani and Miller (1958).
Financial structure relates to the combinationaefreses from which long term funds
are raise for the business. In other words, it rme¢he composition of the firm’s long
term funds comprising of common equity, prefereaqaity and debt. The financial
structure of a firm consists of various sourcesicivlare presented in the equity and
liability side of the balance sheet (Modugu, 201Bpancial structure proposes the
ratio between owned capital and borrowed capitahil®/planning the financial
structure, proper balance between debt and egsitindispensable. There is no
strongly binding rule in deciding the optimal fircdal structure. A firm may decide to
go for equity financing or may decide on a certatio between equity and debt
financing.

Firm’s financial structure decision is necessary ifoto compete effectively in the
business environment. The decision is also impbliacause of the need to maximize
returns to various firm constituencies. The desireost firm is to have a mix of debt,
preferred stock and common stock which will maxanishareholders wealth or
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maximize market price per share. Weighted averageaf capital depends on the mix
of different securities in the financial structufe.change of different securities in the
financial structure will cause a change in therfgial structure. Hence, there will be a
mix of different securities in the financial struct at which weighted average cost of
capital will be the least. Modigliani and Miller4%8) noted that in a world without

corporate taxes financial structure is irrelevdmte firm value is independent of the
financial structure decision as the value of a faquals operating income divided by
operating cost of capital. Thus, the mix betwedsnt dad equity is not important. Any

benefit of low cost debt is completely offset byiacrease in cost of equity due to use
of borrowing.

Furthermore, Modigliani and Miller (1958) observat with corporate taxes, value
of levered firm equals the value of unlevered pthe value of the tax shield.
Correspondingly, the higher the debt in the finahstructure, the higher will be the
value of a levered firm. The firm value can ber@ased by an equivalent increase in
leverage level, and by implication, the firm shoiddue maximum debt. This is not
the practice in the real world where firms by aatyé prefer internal financing and
moderately source debt financing due to fear okhgicy cost. Debt financing gives
firm tax advantage. On the other hand, the firmrider pressure to meet obligations
arising from interest and principal payment. In évent that these obligations are not
satisfied, the firm may be face with some ilk afdicial difficulty. The possibility of
bankruptcy has a negative impact on the value efiitm. Nonetheless, it is not the
risk of bankruptcy itself that lowers value. Rathiis the cost associated with
bankruptcy that lowers valuéAs the proportion of debt in the firm’'s financial
structure is increased, the probability of bankryphcreases also. Subsequently, the
rate of return required by debt holders increasitis l@verage The optimal ratio of
debt to equity is determined by taking an incregsamounts of debt until the
marginal gain from leverage is equal to the mailgiegpected loss from the
bankruptcy cost.

In a bid to explain the impact financial structakecision has on firm performance,
several theories such as perking order theoryetiat theory and the agency cost
theory were developed by some academic scholatkeinpast. The perking order
theory as pioneered by Myers and Majluf (1984) asgthat equity is a less preferred
means to raise capital because managers issuequety @vho are assumed to know
better about true conditions of the firm than inges). Investors believe that
managers overvalue the firms and are taking adganté this over-valuation. As a
result, investors will place a lower value to thewnequity issuance. The perking
order theory preserves that businesses adher&igyaachy of financing sources and
prefer internal financing when available, and dshjreferred over equity if external
financing is required. Thus, the form of debt anfichooses can act as a signal of its
need for external finance. This sort of signallaag affect how outside investors view
the firm as a potential investment, and once agaist be considered by the people in
charge of the firm when making financial structdegisions.

The agency cost theory by Jensen and Meckling (18ffiégs to light the relationship
that exist between firm managers, shareholdersiabtholders as well as the impact
this relationship exert on the financial structu®@m the standpoint of agency theory,
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the optimal financial structure of the capital ssefitom a concession between sources
of financing via common equity, preference equibd alebts such that conflict of
interest between suppliers of funds (equity andtdetdders) and managers is
appeased. Grigore and Stefan-Duicu (2013) envis#iiggt the indebtedness allows
shareholders and managers to adhere to same wvbgdiut causes other conflicts
(between managers and shareholders, on the one aadccreditors, on the other
side). The optimal level of indebtedness is the thva allows the minimization of
overall agency costs (Grigore and Stefan-Duicu3201

Statement of the Problem

According to Chartered Financial Analyst Instity2013) determining the debt to

equity ratio that maximizes a firm value is difficas it depends on business risk of
the firm (greater the business risk, the lower ¢ptimal financial structure), tax

situation of the firm (if the firm cannot use tagdiictions, then there is no benefit
from debt), degree to which the firm’s assets amgible (the more tangible, the
greater the optimal financial structure), firm’srgorate governance (the better the
governance, the lower the cost of equity and, these the greater the financial

structure) and transparency of the financial imfation (the more transparent, the
lower the cost of equity and, therefore, the gretie optimal financial structure).

Scholars in financial literature have not found tledt to equity ratio that maximizes
the value of a firm despite its theoretical influen The best that academics and
practitioners have been able to achieve are ppsnrs that satisfies short-term
goals. For instance, the empirical findings of Ghamd Tzeng (2014) asserted that
the positive impact of financial structure on thenfvalue tends to be stronger for
firms of higher financial quality, firms with gresat growth opportunities and firms
with higher corporate tax rates. Furthermore, lager may also have a positive
impact on firm value provided that a firm with agher free cash flow, a higher
corporate rate or a higher inflation, is able toparly capitalize on the resultant
opportunities. While this can be true in some citstances, it fails to consider either
the intricacies of the competitive environment wWhibe firm operate, or the long-
term survival needs of the firm. Ramadan (2015urBade and Hayajneh (2014),
Rayan (2008) and Akinlo and Asaolu (2012) have ¢bahat financial structure
negatively impact on firm performance. On the basite argument above, empirical
studies on the impact of financial structure omfjperformance are inconsistent and
controversial. The All Progressive Change (APC) Igovernment has taking
agricultural and healthcare sectors as its prewitiThe president of the Federal
Republic of Nigeria, Muhammadu Buhari, ofi Bebruary, 2015 said the government
will give agriculture the needed attention as pdreffort to diversify the economy
due to the fall in crude oil prices in the interoatl market which has resulted in
dwindling revenue of the federal government. Theegoment has also embarked on
healthcare sector reforms as a means of prevewmtpgal flight through health
tourism. It is ideal to look at the impact of firdal structure on agricultural and
healthcare sector of the economy based on priptdged on these sectors by the
federal government under President Muhammadu Buhari

Objectives of the Study
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The focal intent of this study is to examine thepaut of financial structure on

performance of agricultural and healthcare firmslEitly, the study will:

1. Examine the impact of financial structure on retamassets of agricultural and
healthcare firms.

2. Evaluate the impact of financial structure on netan equity of agricultural and
healthcare firms.

The hypotheses that will be tested in the courghisfstudy are affirmed below as:

1. Financial structure has no significant impact domeon assets of agricultural and
healthcare Nigerian firms.

2. Financial structure has no significant impact otume on equity of agricultural
and healthcare Nigerian firms.

REVIEW OF RELATED LITERATURE

Conceptual Exposition

Financial structure is considered as one of theoitapt determinant of firm's success
thus, the firm's choice of financial structure rémsaa complicated issue considering
the unexplained financing behaviour (Bhardwaj, \$ikend Bargal, 2010). Decision
that relates to financial structure is very necgsaad crucial for every firm (Tan and
Hamidb, 2014). In their attempt to maximise the raltevalue, firms differs with
respect to financial structures (Modugu, 2013). Tihancial structure of a firm is
defined to be the menu of the firm's liabilitiesaths, the right-hand side of the
balance sheet. A great variety of types of seesritan be and are used in firms'
financial structures. In addition to common stecjuity, some typical examples are
bank loans, commercial paper, secured bonds, defeshiconvertible bonds, income
bonds, preferred stock, and warrants. The purpb&ieamcial structure is to provide
an overview of the level of the firm’'s risk. As ale of thumb, the higher the
proportion of debt financing a firm has, the higlisr exposure to risk will be. A
firm’s financial structure points out how its assate financed. When a firm finances
its operations by opening up or increasing capitabn investor albeit preferred
shares, common shares, or retained earnings, itladebt risk, thus reducing the
potential that it will go bankrupt. Moreover, theveer may choose debt funding and
maintain control over the company, increasing retusn the operations. Debt takes
the form of a corporate bond issue, long-term la@nshort-term debt. The latter
directly impacts the working capital. It is veryportant for a firm to manage its debt
and equity financing because a favourable ratibbwlattractive to potential investors
in the business.

Performance is the execution or accomplishment afkweats etc. or a particular
action, deed or proceeding. However, the mannewxhich or the efficiency with
which something reacts or fulfils its intended mse is defined as performance.
Performance may thus, mean different things toedsffit businesses. Success or
failure in the economic sense is judged in relatmexpectations, return on invested
capital and the objective of the business concémn.understanding the term
performance, a clear distinction needs to be drbetween performance measures
and performance indicators. Performance measusgbtoebe based on cat evaluation
of the causes and effects of policy interventiorerglas a performance indicator is
less precise and usually provides only intermediaasure of achievement. Financial
performance is the blue print of the financial &ffaof an entity and reveals how a
firm has prospered under the leadership of its mpament. The financial performance
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of any firm can always be judged in the lightstefabjectives and the main objective
of a firm is to earn profit and to enlarge profyt imaking the most efficient use of the
resources available to them. The financial perferceaof firms could be analysed by
a composite index of not only quantifiable selediethds and ratios, an analysis of
the financial statements, a study of the cash #od the fund flow statements etc. but
also qualitative factors like operational efficignand effectiveness and socio-
economic development of the country.

Theoretical Background

Following the proposition of Modigliani and Mill§l958) on the inappositeness of
financing cradle in determination of a firm valdke literature on financial structure
has been expanded by many theoretical and empicmatributions (Chepkemoi,
2013). The trade-off theory argues that an optiiinaincial structure may result from
the balancing of the agency costs and benefitsebt Jensen & Meckling, 1976).
The use of debt by a firm assuage the probabldicbb&tween firm managers and
common stock holders by alleviating dependence gtereal equity and by
establishing a commitment to pay out cash in thenfof interest. Nevertheless,
according to Myers (1977), debt engenders a canffimterest between bond holders
and owners in the form of the “under investmentt] 4asset substitution” problems
(Rajagopal, 2008). The under investment problesuswhen shareholders forego
positive net present value projects if they anéitgpthat profits will be used to pay off
bond holders: a problem that is more pronouncedher case of growth firms.
Rajagopal (2008) noted that the asset substityiroblem lies in the shareholders’
incentive for risk shifting within a relationshiphere bond holders have a fixed claim
on the firm’s cash flows but shareholders hold risidual claim; the latter can then
take action so as to increase the value of theims while imposing additional,
uncompensated risk on bond holders.

Myers and Majluf (1984) through the pecking orderdry suggested that when there
is an information asymmetry between managers oiden®wners and outside
investors, the choice of or adjustments to thenfoie structure can influence the
market’s perception of the future stream of castvél and affect the value of the firm.
The issuance of new equity in the presence of m&ion asymmetry could signal
bad news (Myers and Majluf, 1984). Considered toggetvith transactions costs, this
information effect suggests a preference by thme fior a hierarchy of funding
sources: internally generated equity is preferreddébt, which, due to its lower
uncertainty and associated cost, is in turn prefeto external equity (Rajagopal,
2008). In consistence with the pecking order themernal financing is preferred to
raising funds externally. Thus, a more profitdiole that has a greater availability of
internal funds will tend to rely less on externardowing. A firm with greater
investment opportunities will make more profit wiia turn reduce the preference of
debt, financing of operations will be heavily relien internal financing.

Empirical Studies

The theories of financial structure have been lgrgtidied in developed and under-
developed countries of the world and the findingsvigles support to the various
theories. A brief of such studies and findings ueé together here. Stekla, Grycova,
Homolka (2015) assessed the development of finhstizcture and capital disparity
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across the farmers' cooperatives from fourteerorsgof the Czech Republic for time

series 2009 — 2013. Data were obtained and pratefsen the database of

enterprises of Albertina. The financial and ecormarisis lowered the debt to equity
ratio and debt to assets ratio and the profitgbrttios as well and the indicators
reports V-shaped trend. The disparity of the ratitues among regions at the end of
the monitored period seems not to be changed. lyskabgue as the region with the
highest GDP per capita during the monitored pemeplorts usually the extreme

values in most ratios and higher deviations in dalibs and lower deviations in

profitability ratios. Also, the impact of financiastructure indicators on the

profitability of cooperatives seems to be not digant during the monitored period.

Saeed, Munir, Lodhi, Riaz and Igbal (2014) conddca® empirical study on the
determinants of the financial structure of pharmtical firms of Pakistan listed at
Karachi Stock Exchange. The study used data frodd-2011 from the statement of
balance sheet analysis published by Central Barika&fstan. The study employed a
fixed effect panel data methodology using differaratriables related to firm
characteristics (firm size, profitability, tangiibyl, growth, liquidity, earning volatility,
non-debt tax shields) and corporate governance (G&&lity, CEO Tenure, Board
size) and their effect was seen on the debt ratiich acted as the proxy variable for
the financial structure.

Jawade (2014) investigated the influence of finainstructure on performance of
pharmaceutical firms across various market capdtiins. With the criteria of firm
being of Indian origin and having profits duringetturation under study, firms were
randomly chosen across capitalization categoriesa Bor period of 2008-2013 was
undertaken for the study. The study asserted higatitms studied have been cautious
in their approach for bringing in optimal financiatructure. Irrespective of
capitalization, firms have not particularly shown maclination for pecking order
theory or chosen the option of leverage even ibést position to do so. However,
there were some exceptions which indeed followedthieory of resorting to pecking
order but it could be measured as an aberratiberaihian a rule.

Bassey, Arene and Okpukpara (2014) examined therrdetants of financial
structure of agro-listed firms in Nigeria, usingtalayenerated from the financial
statements of twenty eight (28) agro-allied firmghich have been listed in the
Nigeria Stock Exchange (NSE) from 2005 to 2010. ftagor tool for data analysis
was Ordinary Least Squares (OLS), which was useahtdyse the identified firm-
specific variables that affect short and long tefabt ratios. In terms of short term
debt ratio, large firms were perceived to have ghaangible assets at their disposal
to pledge as collateral and access debt capitghliditangible firms also use more
short-term debts, as high tangible asset reduaethégnitude of debt loss incurred by
debt providers if the firms default. Growing listédns used more short term debts,
presumably due to their huge capital requiremenmt fimancing new short term
investment opportunities and the need to meet guiiabilities and other overhead
expenses. The result further shows agro-listedsfimith high taxes use more short
term debts in their finances. Highly profitablenis do not depend on short-term
debts, as they are perceived to be liquid enoudimance their short term investment
through retained earnings at the expense of tadfogt term debts. In terms of long
term debt ratio, highly profitable firms use lessd term debts, implying that they
have enough internally generated funds for theiariting needs at the expense of
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borrowing. Large sized firms depend on long terrbtder their finances because of
high tangible assets at their disposal as collstera

Tan and Hamid (2014) explored the relationship ketwfinancial structure and firm
performance. The sample of the study was 41 lifitets in Bursa Malaysia from
year 2007 to year 2011. This study used four fir@nstructure measures as
independent variables which are short-term debdtad assets, long-term debt to total
assets, total debt to total assets and total delibtal equity. Another five firm
performance indices as dependent variables whiehreturn on equity, return on
assets, gross profit margin, earnings per shargeaoé earnings. Financial structure
variable which measured by total debt to total sssshort-term debt to total assets
and long-term debt to total assets have signifipasttive relationships with return on
equity, return on assets; and significant negate@tionships with gross profit
margin. In sum, the results showed that there ieelationship and significant
influence between financial structure and corporggformance in Malaysia
plantation sector firms.

Njagi (2013) looked into the relationship betwe@maicial structure and financial

performance of agricultural firms listed at the fdai Stock Exchange. The

population of the study was all the 7 firms listedhe Nairobi Stock Exchange under
the agricultural sector. Secondary data were usethe study. The study being
descriptive in nature, the quantitative method atbhdanalysis and inferential analysis
were used as analysis techniques. The AdjusteduRred showed that there was
variation of financial performance of agricultuf@ms listed in the Nairobi Stock

Exchange due to variations in short term long telebt and revenue. The study
revealed that financial structure of a firm is atéa influencing the financial

performance of agricultural firms listed in the Mdii Stock Exchange. From the
findings on the correlation analysis the study ade@ that there was a strong
relationship between financial structure and finalngerformance.

Mohammadzadeha, Rahimi, Rahimi, Aarabic and Saldetzn(2013) determined the
relationship between the financial structure anel piofitability of pharmaceutical
firms in Iran. For this purpose, top 30 Iranian haceutical firms defined as study
samples and their financial data were gatheredHerperiod of 2001-2010. They
applied the net margin profit and debts to asstb naere used as indicators of
profitability and financial structure, respectivend sales growth was used as a
control variable. Results showed that there wasgaifeant negative relationship
between profitability and financial structure whigteans that pharmaceutical firms
have established a pecking order theory and intérencing by the firms have led to
more profitability.

Ana, Dragan and Monica (2012) attempted to idengfyppirical evidences for
structural determinants on Macedonian agriculttirais’ financial performance and
to explain the financial strategy of these firmsetrn profit. The relationship was
econometrically tested by the specification of aedi-effect model. Following
previous studies and relaying on pecking-order rfheand trade-off theory, the
analysis applies on a dynamic panel data consisting6 Macedonian agricultural
firms during the period 2006-2010. The agricultufaims’ financial structure
determinant was tested by the specification of difterent models: the first model
used debt-to-equity ratio as a financial structndécator and the second one used the
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debt ratio. Results suggest that Macedonian agui@ll firms in the short run are
limited by pricing flexibility undertaking differdrstrategies to increase profitability.
Furthermore, statistical evidences do not suppethypothesis of that high-levered
agricultural firms in Macedonia have higher oppoities to profit.

Kumar, Anjum and Nayyar (2012) ascertained the nfoiea structure pattern of
various pharmaceutical firms for the period of 2@0A1 and analyse the effect of
changes in financial structure on its investmeittepa over the period .The study also
attempted to make an intra-firm analysis with thHgeotive of determining the
importance of debt-equity mix for the effective @stment policy. The study
concluded that financial structure decision of pharmaceutical firms have very little
effect on its investment pattern, which defineg tha firm is using long term sources
of funds to finance its current assets and its ap®ral activities of its business with
the object to attain the long term solvency andimasing profitability with least cost
of capital.

Zambuto, Billitteri and Nigro (2011) dealt with thi@ancial structure problem in the
pharmaceutical industry that has recently chantetusiness model because of the
biotechnology advent. They proposed some set ofthigses that explains the drivers
of financial structure decision in the industry dested their validity over a sample of
50 biopharmaceutical firms. The obtained resulwsttthat pecking order theory is
suitable to explain intra industry differences inahcial structure while growth
opportunities are the most explicative variable.

Nurmet (2011) evaluated the developments in adticail firms’ financial structure,
analysing trends in financing structure of Estongmgmicultural firms from 1996 to
2008. The problem was, if sector’s higher debtll@aises higher leverage on farm
level, and does debt ratio having influence on famofitability. The analysis was
based on data of Estonian Statistics, and usedan#ét@od of financial ratio trend
analysis. The results were presented on averagepeise basis. Results showed that
debt levels have increased gradually, without ecausipecific changes in debt-to-
equity ratios.

Bhardwaj, Chaudhary and Bargal (2010) tried to dramanalyse and discover the
industry benchmark and scrutinize how financial&tire plays a momentous role in
the firm's overall growth. The financial resultstbe various pharmaceuticals firms
were considered and concluded that leverage sernse tvorking in favour of the
few firms while moving in opposite direction foretlother firms. Firms that have been
moderately geared are able to generate good rettuetgity.

Franc-Da browska (2009) presented the results s#areh concerning relationships
between two financial structure theories (hierarittgory and substitution theory) and
dividend payment policies in Polish stock firms tbe agricultural and fooddftu
sector (2001-2006). The research hypothesis wasfieder positively; firm
management limits dividend payment according toHieearchy theory and prefers
internal sources of financing economic activiti@sotder to verify the hypothesis, the
methods of descriptive analysis, financial analysisl descriptive statistics were
applied, together with a fixedfects model.

METHODOLOGY
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The population of this study is made of agriculkuaad healthcare firms listed in
Nigerian Stock Exchange for the period 1993 to 20IBe financial data were
obtained from the Nigerian Stock Exchange (NSE) baok of various years based
on the financial statement tendered by firms in plence with the rule and
regulation of listing on the floor of the exchand@é&e sample of this study comprises
of 15 firms (5 agricultural firms and 10 healthcéirens) from the total of 16 firms
listed on the agricultural and healthcare sectbthi® Nigerian Stock Exchange. The
financial data of the firms were appraised albleé& balanced ordinary least square
technique.

Description of Variables

Return on Assets (ROA) and Return on Equity (RO)the dependent variables.
Return of assets measures efficiency of a firmtilizing its assets to generate profit.
It is the ratio of profit after tax to total asseReturn on equity is financial
performance indicator which measure profitability tevealing how much profit a
firm generates with the money invested by sharadteldr common stock holders.
Return on equity as used in this work is the rafiprofit after tax to book value of
owner equity. The explanatory variable is Total DebTotal Equity (TDTE). This
reflect the financial structure. It is the ratiotbé firm’s total debt to total shareholder

equity

Econometric Mode

The primary aim of this study is to examine the atipof financial structure on the
performance of agricultural and healthcare firm.r&alize this goal, we followed the
model of Tan and Hamid (2014) and constructed tvodlets to reflect the specific
objectives of this study. The models are statefdlasvs:

Model 1
RUH;‘J: = a; + ngTDTEiJr +£z’,r ————————————————————— 3.1
Model 2
ROE;, = a; + B, TDTE; , 45, — —f———————(—(—(————— —— — — — 3.2

Where: R0A = Return on AssetROE = Return on EquityJDTE = Total Debt to
Total Equity Ratio,a, is constant coefficient of firmi, 5, is the slope of the
independent variables of firinin yeart, ands; , is standard error of firmin yeart.

RESULTSAND ANALYSIS

Agricultural Firms Analysis

Regression Result between Return on Assets (ROA) and Financial Structure

Table 4.1 shows the regression result on the impfaithancial structure on return on
assets of agricultural firms listed in Nigerian &&dExchange. The result illustrates
that financial structure albeit total debt to totduity ratio has negative but
insignificant impact on firms return on assets.sThupports the work of Tan and
Hamid (2014) that debt-equity ratio impacts negdyivon return on assets of
Malaysian plantain firms. The implication of thisading is that for agricultural firms
to perform better in their return on assets, itriperative for the management to look
at the debt-equity mix, which according to thisutgshas negative influence on the
return on assets of firms listed on the agricultisactor of the Nigerian Stock
Exchange. The total debt to total equity ratio tioefnt of -0.054273 envisages that a
unit rise in debt-equity ratio would lead to 5.48pdeciation in the return on assets
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level of the agricultural firms. On the premise tbeé regression analysis between
return on assets and financial structure in Table the established regression
equation for the period 1993 to 2013 is stated as:

ROA = 0.183999 + (-0.054273) TDTE

The regression equation revealed that if the firrstructure through total debt to

total equity ratio is kept constant, the return assets of agricultural firms would

stand at 0.183999.

Table4.1: Regression Analysison the Impact of Financial Structure on ROA
Dependent Variable: RC
Method: Panel Least Squa
Sample: 1993 20:
Periods included: ¢
Cross-sections included: 5
Total panel (balanced) observations: 105

Variable Coefficient Std. Error t-Statistic Prob.
C 0.183999 0.142583 1.290475 0.1998
TDTE -0.054273 0.117722 -0.461023 0.6458
R-squared 0.00205{ Mean dependent var 0.1498093
Adjusted R-squared -0.007629| S.D. dependent var 1.244253
S.E. of regression 1.2489¢  Akaike info criterion 3.301413
Sum squared resid 160.6777), Schwarz criterion 3.351964
Log likelihooc -171.324. Hannar-Quinn criter 3.32189°
F-statistic 0.21254. Durbin-Watson ste 1.27692!
Prob(F-statistic) 0.64575

Source: Computed output data using E-vie®®

The coefficient of determination that is, Adjusteesquared entails the variation in
the dependent variable due to changes in the imdigmé variable. From the analysis
in Table 4.1 the value of adjusted R squared B05629, a suggestion that there was
variation of -0.76% on return on assets of agngalt firms listed in the Nigerian
Stock Exchange due to changes in financial stradfdebt-equity ratio). This reveals
that only -0.76% changes in return on assets a€@gural firms could be accounted
for by total debt to total equity ratio. The takelh Durbin Watson (d*) for lower
limit (dl) and upper limit (du) at 20 degree ofddom, that is F (20, 1) and 5% level
of significance are 1.201 and 1.411 respectivehe €alculated Durbin Watson (d*)
of 1.276 falls within the lower and upper limit ual This suggests that there is no
element of positive autocorrelation between théaudes.

The balanced panel regression analysis in Tablesdoivs that total debt to total
equity ratio has no significant impact on returnassets of agricultural firms. To this
effect, the null hypothesis that financial struettias no significant impact on return
on assets of agricultural firms could not be regdct

Regression Result between Return on Equity (ROE) and Financial Structure

The regression analysis in Table 4.2 depicts thEaaonof financial structure on return
on equity of agricultural firms in Nigeria. The come reveals that financial structure
as reflected by total debt to total equity ratie In@gative but insignificant impact on
firms return on equity. However, it refutes the é@mepl findings of Tan and Hamid
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(2014) that debt-equity ratio impacts positively @turn on equity of Malaysian
plantain firms. It could be deduced from the resulTable 4.1 that for shareholders
of agricultural firms listed on the Nigerian StoEkchange to increase their wealth, a
clear-cut ratio of total debt to total equity shibdde kept. Furthermore, the result
indicates that the level of debt-equity mix of agtiural firms within the period of the
study does not increase their return on equity. Ttal debt to total equity ratio
coefficient of -0.041901 entails that a percentmgeease in debt-equity ratio would
lead to 4.19 decline in return on equity level be tagricultural firms. On the
presumption of the regression analysis on the itmphé@inancial structure on return
on equity as contained in Table 4.2 for the perdl®®3 to 2013, the determined
regression equation is stated as:

ROE = 0.297955 + (-0.041901) TDTE

The regression equation exhibited that if the foiahnstructure via total debt to total
equity ratio is held constant, the return on eqaftyagricultural firms would stand at
0.297955.

Table4.2: Regression Analysison the Impact of Financial Structure on ROE
Dependent Variable: RC
Method: Panel Least Squares
Sample: 1993 2013
Periods included: 21
Cross-sections included: 5
Total panel (balanced) observations: 105

Variable Coefficient Std. Error t-Statistic Prob.
C 0.297955 0.096842 3.076723 0.0027
TDTE -0.041901 0.079957 -0.524045 0.6014
R-squared 0.00265! Mean dependent var 0.271623
Adjusted F-square -0.00702- S.D. dependent v 0.84534°
S.E. of regressic 0.84831! Akaike info criterior 2.52772.
Sum squared res 74.1219: Schwarz criterio 2.57827!
Log likelihooc -130.705! Hannai-Quinn criter 2.54820:i
F-statistic 0.274623| Durbin-Watson stat 1.364275
Prob(F-statistic) 0.60137]

Source: Computed output data using E-vie@®

The coefficient of determination that is, Adjusteesquared entails the variation in
the dependent variable due to changes in the imdigme variable. From the result in
Table 4.1, the value of adjusted R squared is 7@PO and indicated that there was
variation of -0.70% on return on equity of agricu#tl firms listed in the Nigerian
Stock Exchange due to changes in financial stractuebt-equity ratio). This reveals
that only -0.70% changes in return on equity ofiadwral firms listed in the
Nigerian Stock Exchange could be accounted forabgl tdebt to total equity ratio.
The tabulated Durbin Watson (d*) for lower limitldand upper limit (du) at 20
degree of freedom, that is F (20, 1) and 5% le¥eignificance are 1.201 and 1.411
respectively. The calculated Durbin Watson (d*)1a364 falls within the lower and
upper limit value. This suggests no autocorrelagivisted between variables.

The panel data regression result in Table 4.2 sigghat total debt to total equity
ratio has no significant impact on return on eqoitagricultural firms. Consequently,
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the null hypothesis that financial structure hassmnificant impact on return on
equity of agricultural firms could not be rejected.

Healthcare Firms Analysis

Regression Result between Return on Assets (ROA) and Financial Structure

Table 4.3 discloses the regression analysis onintipact of financial structure on
return on assets of healthcare firms in Nigeriae Tasult indicates that financial
structure albeit total debt to total equity ratiashpositive and significant impact on
firms return on assets. This disagrees with thalres Mohammadzadeha, Rahimi,
Rahimi, Aarabic and Salamzadeha (2013) that firratructure negatively impact
on return on assets of pharmaceutical firms in.lhacould be derived from Table 4.3
that, for healthcare firms listed on the NigeriatocR Exchange to have a good
profitable return on assets, it is very crucial fioe management to look at the debt-
equity mix, which according to this result, hasedirinfluence on the return on assets.
It could be also adduced that if the debt-equitjoras properly managed, it would
lead to higher efficiency in assets utilizationHhmsalthcare firms in Nigeria. The total
debt to total equity ratio coefficient of 0.1066@&plies that a unit rise in debt-equity
ratio would lead to 10.66 increase in the returrassets level of the healthcare firms.
On the premise of the regression analysis betweasrnr on assets and financial
structure in Table 4.3, the established regressipration for the period 1993 to 2013
is expressed as:

ROA = (-44.23809) + 0.106637 TDTE

The regression equation revealed that if the firrstructure through total debt to
total equity ratio is kept constant, the returnassets of healthcare firms would stand
at -44.23809.

Table4.3: Regression Analysison the Impact of Financial Structure on ROA
Dependent Variable: RC
Method: Panel Least Squares
Sample: 1993 2013
Periods included: 21
Cross-sections included: 5
Total panel (balanced) observations: 105

Variable Coefficient Std. Error t-Statistic Prob.
C -44.23809 46.15259 -0.958518 0.3389
TDTE 0.106637 0.005990 17.80186 0.0000
R-squared 0.60373! Mean dependent var 72.48756
Adjusted F-square 0.601834 S.D. dependent v 1049.171
S.E. of regressic 662.030: Akaike info criterior 15.8379i
Sum squared res 9116313 Schwarz criterio 15.8698!
Log likelihood -1660.98¢§  Hannan-Quinn criter. 15.85087
F-statistic 316.9063| Durbin-Watson stat 2.009033
Prob(F-statistic) 0.00000!

Sour ce: Computed output data using E-vie@®

The coefficient of determination that is, Adjusteesquared entails the variation in
the dependent variable due to changes in the imdepe variable. From the outcome
in Table 4.1, the value of adjusted R squaredd®81834, a suggestion that there was
variation of 60.18% on return on assets of healthdams listed in the Nigerian
Stock Exchange due to changes in financial stractiebt-equity ratio). This reveals
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that 60.18% changes in return on assets of headtlicens could be accounted for by
total debt to total equity ratio. The critical valwf F-distribution at 5% level of
significance and 19 degree of freedom that is, & @) is 3.52. The F-statistic
calculated of 316.9 in Table 4.3 is greater thantéulated F-statistic of 3.52 and by
implication, the model is statistically significaamid has a goodness of fit. In addition,
the probability of F-statistic 0.000000 is statatly significant at 1% level of
significance. The Durbin Watson statistic of 2.0owh there is no problem of
autocorrelation between the dependent and explgnedoiable.

The regression outcome in Table 4.3 indicatesttitat debt to total equity ratio has
significant impact on return on assets of healtacrms. To this end, the null

hypothesis that financial structure has no sigaificimpact on return on assets of
healthcare firms could not be accepted.

Regression Result between Return on Equity (ROE) and Financial Structure

The regression analysis in Table 4.4 unveils thgairh of financial structure on return
on equity of healthcare firms in Nigeria. The rexgion result reveals that financial
structure proxied by total debt to total equityicgahas positive but insignificant

impact on firms return on equity. This negate thmdihgs of Mohammadzadeha,
Rahimi, Rahimi, Aarabic and Salamzadeha (2013)fihancial structure negatively

impact on return on equity of pharmaceutical firmgdran. It could be derived from

regression analysis in Table 4.4 that, for shaslof healthcare firms listed on the
Nigerian Stock Exchange to increase their wealtllear-cut ratio of total debt to

total equity should be maintained. The total debtatal equity ratio coefficient of

2.15E-06means that a percentage rise in debt-equity ratioldvincrease return on

equity by a factor of 215.

Table4.4: Regression Analysison the Impact of Financial Structure on ROE
Dependent Variable: RC
Method: Panel Leastquare
Sample: 1993 2013
Periods included: 21
Cross-sections included: 5
Total panel (balanced) observations: 105

Variable Coefficient Std. Error t-Statistic Prob.
C 0.023800 0.082720 0.287715 0.7739
TDTE 2.15E-06 1.07E-05 0.200295 0.8414
R-squared 0.00019{ Mean dependent var 0.026154
Adjusted R-squared -0.004614| S.D. dependent var 1.183841
S.E. of regressic 1.18656! Akaike info criterior 3.18948i
Sum squared res 292.852! Schwarz criterio 3.22136:
Log likelihood -332.8961  Hannan-Quinn criter. 3.202373
F-statistic 0.040118| Durbin-Watson stat 1.657620
Prob(F-statistic) 0.84144

Source: Computed output data using E-vie®§

On the supposition of the regression analysis enirtipact of financial structure on
return on equity as contained in Table 4.4 forghaod 1993 to 2013, the regression
equation would be deduced as:

ROE = 0.023800 2.15E-06TDTE
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The regression equation suggested that if the ¢iahstructure via total debt to total
equity ratio is held constant, the return on eqoithealthcare firms would stand at
0.023800.

The coefficient of determination that is, Adjusteesquared entails the variation in
the dependent variable due to changes in the imdigpe variable, From the analysis
in Table 4.4, the value of adjusted R squareeD.i804614. This i&an assertion that

there was variation of -0.46% on return on equityhealthcare firms listed in the
Nigerian Stock Exchange due to changes in finarstiaicture (debt-equity ratio).

This reveals that -0.46% changes in return on gafithealthcare firms could be
accounted for by total debt to total equity ratitere the Durbin Watson statistic of
1.65 which is extremely not close to 2.0. Thus,réhés a no problem of

autocorrelation between the dependent and explanzaoiable.

The regression analysis in Table 4.4 unveils tbtl tdebt to total equity ratio has
significant impact on return on equity of healtrcdirms. As a result, the null
hypothesis that financial structure has no sigaiftcimpact on return on equity of
healthcare firms could not be rejected.

CONCLUDING REMARKS

The focal intent of the study is to examine the awctpof financial structure on
performance of agricultural and healthcare Nigefiems for a period of twenty one
(21) years that is, 1993 to 2013. The study sedefifisen (15) out of the sixteen (16)
firms listed on the agricultural and healthcaret@eon the Nigerian Stock Exchange.
Financial structure was surrogated by total debtat@l equity ratio while firm
performance was measured by return on assets amd mn equity. The analysis for
the agricultural firms revealed that financial sture albeit total debt to total equity
impacts negatively on their performance as reftetigreturn on assets and return on
equity. The negative relationship between Nigegacaltural firm’s performance and
financial structure is supported by the peckingeorttheory which asserts that firms
that are more profitable shall have more internaldé available in the form of
retained earnings so less debt will be required wudts negative influence on
profitability albeit costs of fund. On the othernlda the analysis on the healthcare
firms indicated that financial structure impactssifigely on their performance. The
level of debt-equity mix maintained by healthcarmfwithin the period under review
impacted positively on their performance with thghlest impact being on their return
on assets. The relationship between financial stracand performance of the
healthcare firms is in favour of the trade-off themf financial structure which
connotes that a firm is at liberty to choose howcmdebt finance and how much
equity finance to use by balancing the costs andefits. Summarily, financial
structure impacted negatively on agricultural fismperformance and impacted
positively on healthcare firm performance. To téffect, we suggests that it is very
crucial for firm’'s management to carefully look #te debt-equity mix, which
according to the result of the study, impacts rieggtand positively on performance
of firms in agricultural and healthcare sectorpessively.
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