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Abstract

Financiai sector plays a crucial role in the growth and development of the Nigerian economy but a constanr
focus of regulatory activities has been on the system of capitalization. The relationship berween eqr-ritt, and
debt ratio has been identified as a common cause of imbalance in rhe capital srrucrure. The popularion olrhe
study comprised of the 15 quoted commercial banks. The study emploved secondarv dara obtainccl tronr
audited financial report.s of 15 quoted deposit money banks in Nigeria as rared b1, Fitch 2017. D:rta collectrci
from annual reports of quoted commercial bank.s were analyzed u.sing Fixed E,f}'ect, Rarrclorn Eflccr, .rnd I'lncl
regression model. Findings revealed that debt-equity ratio (DER) has significanr negarivc impacr on fln:rncr,rl
health of commercial banks in Nigeria at 5%o level of significant. Also, debt-asser rario has significanr neq.rrrie
impact on financial health of commercial banla in Nigeria. Based or.r the findings of rhi.s srr,rdy, the srr-rdv

recommends that financial managers should try to finance their activities from retain earning.s rarl.rcr than
relying heavily on debt capital in their capital structure. Financial manager shor.tld also make an effbrt ro
attain an optimal level of capital structure and endeavor ro uphold ir as much as possibk'.
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Introduction

The banking sector plays a

constant focus of regulatory
crucial tole in the growth and development oi the Nigerian economy but u

activities has been on the sysrem capitalizatior-r. This is ro ensllre its saierr,:rrrri
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soundness. In particular lopsided financial ill health of deposir money banks in Nigeria. 'l'he relationship

berween equiw and debt ratio has been identified as a common cause of imbalancc in the capital structtrrc.

According to Saad (2013) one of the crucial issue confronting managerc tod.f i.s l'row to choosc rh.'

combination of debt and equity to achieve optimum capital strucrure that rvould n'rininrize costs ar)rl

maximize return to the bank shareholders. Capital structure dccision is fundamental firr anv busincss

organization including banks because of the need to maximize return to the various -stakeholders ancl .rl.so

because of the fact that such decision has great impact on rhe bank's abiliry to deal with cornperitivc

environment (Awunyo & Badu, 2012).

Sadiq (2017) posits that capital is the lifeblood of any business organization. In fact, it scrvcs as caralvsr in

establishing and plomoting business firms. It plays a very resuscitarive role especially in a country like Nigeria.
Lesson from banking history revealed that most deposit money banks collapsed as a resulr ol inadeqLracv,

mismanagement or lack of capital. Therefore, financing decision is one of the crucial areas as thev are

concerned with the determination of the best financing mix and combination of'debts and eqLrit,v ltor cieposir

money banks. Bank performance measurement according to European Central Bank (20 l0) can bc

categorized into three ma,jor classes 
"irtong 

which are traditional, economic and marker Lrasecl rneasLrlcs. Ihe'

traditional measures are similar to those used by other firrns which include rerurn on assets (liOA) r.iriclr is

the net income fbr the year divided by the total assets. J'he otl.rer rrreAslrre is rerurrr on cqtrrrv ri'hrch ([].()l)
which is the internal perfolmance lneasure of sharel-rolder's value and this is thc nrost frrnou., r'nc.rsur(' ()i

financial perfblmar-rce. The Economic measures of performance aim at assessing the cconor-nic rc.srrlts

generated by the bank from its economic assets.

Financial ill health of deposit money bank had been identified as the ourcome of distress, illiquiditv. lopsicled

capital strLlcture and poor management. The most crucial among these challenges is the capiral base u,hich has

informed the Central Bank of Nigeria to reel out various policies ro ensurc that adcquatc capiral is nr.rinr:rincrl
by deposit money banks knowing wl'rat rhis has to do with banks profitabiliq,'and ulrir.netclv l,;urks r,riLrc l,
complying with the CBN's directives, deposit money banks raise additional capiral rhroLrgh is.suc o1 slr.rrcs

and borrowing, but the bone of contention is how to choose the corr-rbination of debt and cquirv ro achirvc
optimum capital structure that would minimize costs and maximize rerurn of the shareholders.

Stemming from the p.obl..r-, statement established above, the following research hypotheses werc raiscd in
null form:

H.r: There is no significrnt ..l.tio.,rhip berween debt-equity and financial health of qr-rorccl clcpo.sir nron(\'
banks in Nigeria.
H.,z: Debt-asset ratio has no significant eflecr on lir-rar.rcial healrh ol'quoreci dcposir nr()ncv lr.rrrks in \i11t r,r

Literature Review

Conceptual Review

Capital structure is an important financial decision of a business organization aparr from invesrment
decisions. It is important since it involves a huge amount of money and has long term inrplication.s on rh.'
firms (Ahmad & Abdullahi,2012). According to Hassan (2014) capiral srructure is rhc conrbirr:rriorr ril .r

firm's long term debt, specific short term debt, common equiry, preferred eqrriry and retairr carnings ri hir lr

are used to finance its overall operations and growth. Capital structure in a fir-rirncial rernr rnclns rhe r,r,.ir',r

firm finances their assets through the combination of equity, debt, or hybrid securiries (Saad, 20 l7).
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Debr Equity Ratio relates the amount of a firm's debt financing to the amount o[equity financing. Actualll'

this measure of leverage rario is the quantitative measures of the proportion of the total debt to residual

owner's equiry (Nwude,2003). Thus, it is an indicator olcompany's financial structure and u,l.rether thc

company is more reliant on borrowing (debt) or shareholders capital (equit,v) to fund assets and ncrivities.

Debt Equity Ratio = Shareholders Fund/Total Debt

Total Debt Ratio measures the amount of a firm's total assets that is financed with extertral dcbt. lhr'
measure encompasses all short term liabilities and long term liabilities. Nwude (2003) opined rhat thi's

measures the firm's assers rhar are financed by debt. As the total dcbt ratio increases, flrm's f.ixed inrcrest

charges also increases and the cash flow generated by the firm may not be sufficient to meet the intercst

payment.

There are three widely known measures of financial health citcd bv NdiFo & Llbana (2014) -l'hc 
thrcc

indicators are Net Interest Margin, Return on Asset and Return on L,qtritr'. T'here are divctlicrrt 'ir'\\'\ ,rrrr{,rrl
scholars on rhe superioriry of one indicator over the other as a good nreasrrre dt-profir;rlrilitr in h.trtli.

Similarly, anyone or a combination of the indicators can be used to nrcilsurc fln:mcial lrcrltlr irr banlis

depending on rhe objective ofthe user or analyst.

Obesesan, (2015) classifled financial health as; Return on equity (ROE); this relates to the return made b1' a

firm for its shareholders with the finance made available to the firm by the shareholders. In other rvords, ir

indicates the management success or failure at maximizing the return ro shareholders based otr their

investment in the firm (Alexander & Nobes, 2001). ROE is achieved by the bank by dividins net inconre (nct

profit after ta-x) by equity, as follows: Return on equity (ROE) = (Net income/ Total Eqr-rirv) x l00.Rcrur.rt on

assets (ROA); This ratio measures the profitabiliry achieved by the bank b,v investing its a.sser.s in \'.ur()u\

activities, and is calculated.by dividing net income (net profit after tax) on total assets, as fbllorv.s: Retrrrrr on

assets (ROA) = (Net income/ Totai Assets) x 100.

This srudy is anchored on rwo theor'ies which are Trade off Theory of capital structure and Pecking Orcler

Theory. Trade off Theory of capital structure was propounded by N'lyers (2001), asserts that a flrrn's choice

of its debt-equigv ratio is a trade-off benveen its interest tax shields ar.rd the cost of flnancial clisrres.s.'['r.rcle oll'
theory also suggests that firms in the same industry shor.rld h:rve sirnilar or identical clebt ratios in or<ler to

maximize tax savings. -I'he tax benefit among other factors makes the after r:rx cosr,of'clcbt lo.r'cr ancl htnre
the weighted average cost of capital will also be lower. Brigham and Gapenski (199(r) .ugtre'th.rt.rn optirr,rl
capital structure can be obtained if there is tax benefit which is equal to the banknrptcv cost. lr can h,'

concluded that, there is an optimal capital structllre where the weighted averagc cost of capital i.s .rr irt
minimum"

Pecking Order Theory was postulated by Donaldson (1961), the theory suggests that wher.r a flrnr i.s lookinq
for ways to finance its long term investments, it has well defined order olt preference rvith respccr to rht
sources of finance it uses. It states that a firn.r's first preference should be rl-re minimization of inrernal fr.rnds

(retain earnings), followed by debt and then external equity. The theory also argues that the rnore profital,le
the firms become, the lesser they borrow because they would have sufficient internal flnancc to undcrrakc

their investment projects. He further argues that it is when the internal finance is inadequate tl.rat a ljrrl
should source for external finance and most preferably bank borrowings or corporate bonds.

Kleff andWebber (2004) examined tire determinants of capital .strlrcture r:f Garnran banks clurine thr'pcriotl
of 1992-2001. The study revealed that capitalized banks rry to mainrain their regulatorv [',rrf'fer crpitril dLrc r,,

potential regulatory costs. They observed that changes in portfblio risk have a posirivc and sigrrificant inrp.ict

on changes in the capital ratio for savings banks" They further noticed tl.rat banks increase capital .rnd dt'crce.rt'
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poftfolio risk to rebuild their capital buffer. Kleff andWebber provided evidence that bank's profitabiliry has

positive and significant impact on the target capital ratio for savings and cooperative banks.

Ahmad (2010) examined the influence of capital structure on firm performance of Malavsian flrrn lisrcrl rs

consumers and industrials sectors in Malaysian equiry market from 2005 ro 2010. The studv usecl rctrtttt c,n

equity and rerurn on asset to measure firm perfbrmance and to mca.srlrc capiral .strLrctrrrc u,trh long r,'tnr ,1rlrt,

short term debt and total debt. The results revealed that each debt level has significant tteqarivt rcl:rrr.rrslri1.

with ROE, while ROA has significant positive relarionship or.rlv with STD and :l'l). Simon and Afol.rbi
(2011) assessed the relationship berween firm performance and debr flnancing.'l'hc -studv cnrplovecl panil
data regression model on rhe sampled data collected. The findings revealed that there is a negative relationship

berween firm's performance and debt financing due to high borrowing cost.

Salim and Yadav (2012) examined the relationship berween capital strLlcture and firm perforrnancc. 'l'hc

investigation was performed using panel data procedure for a sample of 237 Malavsian listecl corri:,rni('\ on

the Bursa Malaysian stock exchange during 1995-2011. The results reve:rled that rhcre is siqrriilcrrnt poirtirr
relationship between capital structure ar.rd firm performance. Chandrasckharan (2012) condtrctccl :r srtrtlr'

using 87 firms out of the population of 216 firms listed on the Nigerian srock exchange fbr a period ot'fivc
years (2007-2011) from static tradeoff,, agency and pecking order theory point of view. He emploved panci

multiple regression analysis and the study revealed that for the Nigerian listed firms; flrm size, growth and agc

are significant with the debt ratio of the firm, whereas, profitability and tangibiliry were not. Muhoro (2013)

examined the effect of capital structure decisions on financial perlormance of construction and allied firms
listed at NSE from 2003-2012. The population of the study comprises flve li-sted construction ancl alli,:ri

companies. The relationship was established using multiple linear regre-ssion rnodcls. Thc ilndines rc.'c.il,c]

that there is a positive relationship berween total debt, lor-rg rerm debt, short ternr dcl.t. sizc. s,il,' gr,,r,rlr ,rr,1

return on equiry.

Muhammad (2013) examined the relationship between capital strucrure and profirabilirl'of pharrnrcetrtiral
companies in Iran. Secondary data was collected from top 30 Iranian pharmaceutical conrpanie.s lbr rhe

period of 2001 ro 2010. Data was analyzed using ordinary least square model. Tl're results showed that thcrc i.s

significant negative relationship between profitabiliry and capital srructure and Iranian pharmaceurical
companies. Ndifon and Ubana (2014) assessed the impact of capital adequacy on tl.re fir.rar.rcial per[orrlance of'

deposit money banks in Nigeria. The data for the study was obraincd fiom auditccl fin:rnci.rl st.rrcnrcnr oi

sampled banks and analyzed using panel regression. The finding revealed that capital adeqrrao' Irad siqnili,.rrrr
positive impact on the financial performance of deposit money banks in Nigeria. Yabs (10 15) er,rnrin,',1

capital structure and financial performance of Kenyan real estare firms. The fbcus ol'thc .stLrdr" \\,':rs on ,r

sample size of 28 real ..trt'. fi..n, for a period of five years. Multiple regression analysis was used ro ;rnalvz-c

the data and findings from the study revealed a negative eff'ect of capital structure on financial performance of
real estate firms in Kenyan. $.

Mathewos (2016) studied the impact of capital strucrure on the financial performance of commercial banks in
Ethiopia. The study used s'econdary data collected fiom audited financial report \.\ of sarnplccl hanks [).rt.r
was analyzed with the aid of multiple regrcssion model. TI're results of thc .strrclt, rcvcalcd rlr.rr iln,rn, i.rl

Performance which is measured by ROA has significant effect on the flnancial 1:rcrfirrrn;rnce r,1 t,,rnrrr.r.r.rl
banks in Ethiopia. Yakubu (2016) assessed the impact of capital srrucrure on rlre profirabrlirl ol <lr'1,,,'ir

money banks in Nigeria. The study applying autoregressive distributed lag modcl on a samplc of 1.1 dcposrr

money banks from 2005 to 2014.The findings revealed that about 83 percent o[the total assets employed bv
deposit money banks are not financed by owners, confirming that banks are highly levered insritr-rrions in
Nigeria. Banafi (2015) conducted a stLldy on manufacturing sector in Kenya fbcusing on capiral srrucrure

!..

Volume 5. lssue I 
"lune 

2020



lnternatronal .lournal of Technoiogy and Management

effects on profitability. Convenience samplingwas adopted in the study and the revealed thrt capital str.r.turc
has a significant negative efitct on firm performarrce.

Anarfo QA1, examined the relationship berween capital structure and bank perfornrance in Sub-S.ih,rr.r

Africa" The study employed the used of panel regression techniques. The perfbrr-nance variables tt-sed irr the

study were return on asset (ROA), return on equity (ROE) and net income. The results revealed rhat capital

srrucrure does not determine bank performance but it is rather performance that determines bank capitli

structufe"

Ihenetu (2016) evaluates the impacr of capital structure on financial perfbrmance of selected dcposit rnonev

banks in Nigeria. Four banks were selected and their audited financial statement rvas analyzed ttsing orclinarv

least square. The results s\ow thar highly geared capital structure increases flnancial perfbrrnance than low'lv

geared capital structure. Madiha and Muhammed (2016) examined the impact of capital stnrctLrrc on

financial performance of banks listed on Karachi Stock Exchange. The study used second:rrv data ol .samp1r'rl

banks from 2009 to 2013. The results revealed that capital structure are negatively related'"r.ith the fln.rnci.rl

performance of sampled banks. Olarewaju and Akande (2017) cxamined the determinants oF capital adeqr,rao'

in Nigerian quoted deposit money banks. The study used Secondarl- data obtained [r'orr rhe s:rrnlrlcd i,ankt

for the year 2005-2014 and analyze with the use of panel regressior.r model. The stuch'rcr,ealcd that eqrrttl to

total assets, debt to total assets and bank size are not statistically signif-icant in dcternlinir.rg tl're ler.c) oi capiral

adequacy among the deposit money banks in Nigeria.

Bailliu (2018) investigates rhe link berween capiral srrucrure and financial health of deposir monev b:rnks in

over.40 developing countries during 2000-20 18 using the GMM estimation technique. Thc srrrdv firuncl

evidence that debt to equiry ratio and debt to asset ratio have significant positive irnpact olr the ilnrrnciril

health of the selected deposit money banks among the 40 countries. C)zcan (2018) estinr.rtecl tlrc ctlccr ot

financial structure on bank profitabiliry in Jordan. The estimation had:rn R-squared of 0.911(r anci .rn

adjusted R-squared of 0.90504 and a probabiliry (F-starisrics of 0.000). Debr to equin, rario u.rs p()\irr\r'
(C.08) and statistically significant in Arab developing countries. In addition debt to asset ratio rvls also

statistically significant wiqh coefficient of 0.15. The study found that financial srrucrure significanrlv
influenced bank profitabiliry. Arulvel (2019) examined capital strucrure and financial performance: A study o['

listed trading companies in SNIANKA. The study employed co-inregration test and ECM econornerric

approach and multiple regressions. The study found that capital structure has a statistical significanr irrpact
on the financial performance of listed trading companies in SRILANKA. Alexarrdra .rnd .Stet.in (l()l())
assessed the impact of capital structure on risk and flrm performance: F.r,iderrce liorn rlre Rrrch,rrr'rr \r,,,].
Exchange Listed Companies. The study applied multivariare fixed eflects legrc.ssions. a.s u,cll as clr.nanrir p.in.l
data estirnations (rwo step system generalized method of momenrs, GMM) on'a panel corlprising tht'

companies listed on the Bucharest Stock Exchange. The results showed rhat leverage is positivelv correl.rt.'rl

with the size of the company and the share price volatility. On the other hand, the debt .strucrure has n

different impact on corporate perforrnance, whether this calculated on accounting measures or seen as market
share price evolution.

Methodology

The study used ex-post-facto research design method. The population of tl're sruc11, cornpriserl oi' li tlLr,ircri

deposit money banks in Nigeria. All the total population of the study was considcrcd as sanrplc .siz-c rrs

recommended by Krejcie and Morgan (1970) that when the toral population of rhe study is less rhan thirrv
(30), all the population shbuld be considered as sample size. The set of panel data estimates was used to tesr

the impact of capital structure on financial performance of quoted deposit money banks on the Nigerian
SrockExchange for a period of ten ygars (2007-2016). Data collected from annual reports of quoted deposit

money banks were analyzed using Fixed Effect, Random Effect, Panel regression model.
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The,model for this studywas formulated to establish the impact of capital structure on the financial health of'

quoted deposit money banks in Nigeria. A model by Kumar (20i 5) was adopted for the purpose oi rhis stLrtlr'

The models were specified as follows.

FH =/(CS)

FH= Financial Health (Dependent Variable)

CS = Capital Sffucture (Intrependent Variable)

FH = Financial Health (ROE and ROA)

CS = Debt-equiry ratio (DER) u.,d d.bt asset ratio (DAR).

\Thereas:

Model 1:

ROEi, = a +[3rDERi,+BzDAR,+p,,..........."....." (1)

Model2:

ROAi, = a +FrDERi,+BzDARi,+pri,. .."...... (2)

\Thereas:

ROE = Net Income /Shareholders funds

ROA = Net Income/Total Asset

q = Intercept

F, - F, = Parameters of Estimate,

l-li, = ti, +tri

tir = stochastic errof term
li = cross-sectionals individual difference (Composire Error)

A priori expectation is that Br and B:<0

Decision rule; null hypothesis should be rejected if the prob (p-value) is < 59i, siqniflcance lcu.cl, orhcrt'is. tt

should be accepted.

Results and Discussion

Table 1: Capital Smtcture and Return on Equity

Variables Coefficients Std. Error t-statistics Prob

Constant , 0.5863 0.0143 4.0700 0.0000

DER . -0.1928 -0.1079 -3.7900 0.0224

DAR -0.1051 -0.0279 -3.7600 0.0004
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Effect of Specification

Cross-section Fixed (Dummy Variables)

R-squared

Adjusted R-squared

S.E of Regression

Sum Squared resid

Log Likelihood

F-Staristics

Prob(F-statistics)

Source: Author' s Computatio ns, 2020

Table I show.s the impact of capital structure on rhe financial performance of quoted deposit nlonev bar.rks irr

Nigeria with rhe use of panel regression analysis. The results obtained from the ordinarv lea.st squ:rre tnridcl

indicates rhar the overall coefficient of determination R-squared (R') shows that the equation has a good lit
wirhTgo/a variations in bank performance in terms of return on equity is being explained bv the explanarory

variables while the adjusted R square stood at 73oh to correct the tendency that R squared i.s likell' ro

exaggerare the fitness of rhe model ds more explanatory variables are bcing added. F-statistics 6i.l.l.{){)() rr

statistically significant, judging by its P-value (rvhich is 0.0005). Durbin \i(/atsor.r .strtistic ol. l 9SS'i rs 'rill
r,vithin 7.6 to2"4 which implies thar errors in the model lrre not seriallv corre Iatcd.

Table 2: Capital Smtcture and. Return on .4sset

Variables Coefficients Std. Error t-stailsncs

b.lg1+l

0.73t4

0.0188

0.015 3

r25.04

33.009

0.0005

Mean dependenr \''ur 0 0lll

S.D. dependent \/rr 0.0.161

Akaike Infb Criter 5 001 I
SchwarzCritcrion -4.806.1

Hannan-Quinn Criter -4.9201

Durbin-watsonSrat l.q8H4

Prob

Constant 0.0191 0.0681 2.802 0.005

DER -0.1327 -0.1296 -1.0201 0.020

DAR -0.4388 -0.0208 -2.1 100 0.035

l Effect of Speciftcation

Cross-section Fixed (Dummy Variables)

R-squared

Adjusted R-squared

S.E o[Regression

Sum Squared resid

Log Likelihood

F-Statistics

Prob(F-statistics)

I o.7ttt

0.6795

0.086i

1.9900

163.7 4

16.268

0.0004

Mean dependent Var 0.0222

S.D. dcpcndcnt Var 0 016"i

Ak:r ike In tir ( .rircr 0 (lS \ I

.\chu,arz (.ritcr 0.(r I - i

Hannan-Quinn Criter 0.90tt4

Durbin-warsonStat 1.8053

Source: Autbor' s Cornltutations, 2 02 0
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Discussion of Findings
Table 2 shows the linear relationship berween liquidiry management and bank perfbrrt'rance nrea.srtred bv

rerurn on asset (ROA) wirh the use of panel regression analysis. l-he rcsults obtaincd fi'orr.r thc static nrodcl

indicates that the overall coefficient of determination R-squared (R']) shows that the equation has a good fit

with 71.1 variarions in ROA is being explained by the explanatory variables while the adjusted R square stood

at 670/o to correcr the tendency that R squared is likely to exaggerate the fitness of the model as more

explanatory variables are being added. F-statistics of 5.2686 is statistically significant, judging by its P-value

(which is 0.0004). Durbin Watson starisric of 1.9884 is still within 1.6 to 2.4 which implies that errors in the

model are not serially correlated.

HOr: There is no significant relationship berween debt-equity and financial health of quoted deposir monev

banks in Nigeria. In terms,of the signs and magnitude of the coefficients which signiS, the impact olcaprtal

srrucrure on return on equity of qr.roted deposit money banks in Nigeria, it can be seen that rotal cletrt ro

equity ratio (DER) concurs with a priori expecration with negative sign, this means that a unit changc in

DERwill lead to 0.1928 decline in the financial performance of quoted deposit money banks measr-rred by

return on equity, while variable debt to total asset (DAR) also concur with a priori expectation lvith negative

sign, this means rhar a unit change in DAR will lead to will lead to 0.105 1 decrea.se in the financial he alth of
quored deposit money banks in terms of return on equity. Overall, the result of the F-stat (33.009) rvitl'r prob
(F-stat) 0.0005 ar 5o/o \evel of significant reveals that capital structure have significant effect on fir.rancial

health of quoted deposit money banks in terms of return on equity. This result is consistent with the prior
studies such as Kleff and'Vebber (2004), Ahmad (2010), Afblabi (2011), and Salim and Yadav (2012) fbtrnd

that capital srructure have significant impact on the financial performance of banks in terrns of return otr

equiw. However, the finding is in contrast witl-r the results of Oiarewajr-r and Akande (2016), Madiha and

Muhammed (2016) and Ihenetu (2016) found insignificant impact of capital structure on the financial

performance of quoted deposir money banks in Nigeria in terms ol return on equity. In line witl"r the

prediction of Trade off Theory of capital structure, the finding of this study also shows the eflective ne.ss of
optimal capital structure in enhancing the financial health of quoted deposit money banks in Nigeria.

H0z: Debt-asset ratio has qo significant effect on financial health of quoted deposit money banks in Nigeria.

In terms of the signs and magnitude of the coefficients which signify the impact of capital structure on retunr

on asset of quoted deposit money banks in Nigeria, it can be seen that total debt to equiq, ratio (DL,R)

concurs ',vith a priori expectation with negative sign, this means that a unit change in DER rvill lead to 0.l.lll
decline in the financial performance of quored deposit money banks mea.sured by return on eclLritv, rvhile

variable debt to total asset (DAR) also concur with a priori expecration with negative sign, thi.s mcan.s th.tt .t

unit change in DAR will lead to will lead to 0.4388 decrease in the financial performance o[ qLrored de posit

money banks in terms of return on equity. Overall, the result of che F-stat (33.009) with proh (F-star) 0.0005

at 5o/o level of significant reveals that capital structure have significant impact on financial performance of

banks in terms of return on asset. This result is consistent with the prior studies such as Chadrasekharan

(2012), Muhoro (2013), Yabs (2015) and Mallewos (2016) found a significant impact of capital structure on

the financial performance of quoted deposit money banks in Nigeria in terms of return on asset. Anarfa
(2015) and Banafa (2015) found insignificant impact of capital structure on rhe financial performance of
quoted deposit money banks in Nigeria. However, pecking order theory assumption.s lend credence to th,:sc

findings. This is because the theory is of the opinion that firms should not use their retain earnirrgs ro flnanrc'

long term project while ignoring other short term projects in order to improve banks perfbrmance.
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Conclusion and Recommendations

Based on the above findings, the study concludes that debt-equity ratio (DER) has sigrrificani rrcg.ttJrt rlitct
on the financial health of quoted deposit money banks in Nigeria at 570 level of significar.rt (coefllcienr -

0.1327 and prob 0.020). Also, debt-asset ratio has significant negative effect on the financial health of quoted

deposit money banks in Nigeria at 5% level of significant (coefficient, -0.4388 and prob 0.035). The study

therefbre, recommends that financial managers should try to finance their activities from both internal finarrce

(retain earnings) and external finance (equity) rather than relying heavily on debt capital in their capital

srructure. Financial manager should also make an effort to attain an optimal level of capital structure and

endeavor to uphoid it as much as possible to enhance bank performance.
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