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ABSTRACT 
This study examines the relationship between capital budgeting and corporate financing decisions of one 
hundred (100) quoted firms in Nigeria. Cross-sectional data were extracted from the Annual Reports of 
The Nigerian Stock Exchange Fact Book for the period 2011-2015. Multiple regressions with the aid of e-
view (version 9.0) were used for data analysis. The Kao Residual Co-integration test was used to show if 
there is any interrelationship between the dependent and independent variables in the short and long run. 
The study also employed the diagnostic test to examine if the variables are normally distributed. The 
Parsimonious Error Correction Model was adopted to investigate if there is any discrepancy between the 
short and long run relationship. The Kurtosis analysis shows that bank finance, debt and equity ratios 
have a positively skewed movement on the fixed asset portfolio over the sample period. The average debt 
ratio indicates that firms borrow up to 88.2% of their resources usually from the capital market to finance 
their capital investment projects. The correlation matrix shows that bank finance has a positive and 
significant influence on fixed asset portfolio. Coefficient of determination (R) shows that all the 
independent variables account for 92.0% of variations in the fixed assets portfolio. The co-integration test 
shows that in the long run short term bank finance, debt and equity ratios related to the fixed asset 
portfolio. The study concludes that there is a significant interrelationship between capital budgeting and 
the corporate financing mix of quoted firms in Nigeria. Our results do not affirm The Separation Theorem 
which argues that corporate financing mix is irrelevant in determining capital investment decisions. It is 
recommended that in a developing economy, the deepening of financial markets would boost capital 
investment decisions with extensive macroeconomic impact through the investment multiplier. 
Keywords: Capital Investment decision, Corporate financing, Error Correction Model, Nigeria Firms 

 

1. INTRODUCTION 
The term capital budgeting is the decision of the firm to put in its current funds most efficiently in the 
long term assets in anticipation of an expected flow of benefits over a series of years (Pandey, 2013). 
Toby (2003) state that capital budgeting decisions have benefits accruing in future years. Capital 
budgeting involves investment of the current capital of the firm prudently in long term investments 
(assets) with the anticipation of positive yields on assets in prospect. The basis of this return is dependent 
on the investment strategies adopted (Akinsulire, 2014). Capital budgeting is mostly more concerned than 
just deciding on the particular fixed assets to be purchased. Probably, capital budgeting question is among 
the most critical concerns in the discipline of corporate finance. The question on the firm‟s choice of 
funding its operations and firm‟s short term management of its operating activities are surely of great 
interest too, but the business of the firm is defined by its fixed assets (Rose, Westerfield and Jordan 
2007). 
Generally, the investment decisions of the firms include acquisition and replacement of assets (long-
term). Firm‟s fixed assets constitute a reasonable portion of its asset portfolio and the value greatly judged 
by the size of its fixed assets portfolio. These assets are subject to depreciation and there is greater need to 
replace, modernize or acquire new ones. Asset replacement has been a crucial aspect of capital budgeting 
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over the years. Financing decisions are the firms‟ decisions to borrow and allocate funds required for 
investment decisions. It involves raising funds from firm‟s own money (equity) which include share 
capital, retained earnings and borrowing money from outside the firm through loan, bond and debenture 
from financial institutions. In this course, firms are faced with the challenges of technological 
advancement, increased emphasis on sustainability, toughening societal expectations and emerging trends 
of operating strategies (Andrew and Albert, 2013). 

1.2 Statement of the problems 
Over the years capital budgeting has generated various arguments from different scholars especially in the 
area of financing decisions as it affects the firms value. It is very important to understand how corporate 
financing decision can affects the value of the firm. 
Separation theorem became a matter of great debate after the study of Fisher (1930) which is famous for 
“Financing decision irrelevance” in which he argued that a firms value is not dependent on the  pattern it is 
financed or the dividend paid to the firms owners. The capital market is highly competitive and 
characterized by risk averse investors with inadequate funds and assets to finance and backup their debt 
capacity. 

 

2. Literature Review 

2.1. Theoretical Framework 

2.1.1 The Fisher Separation Theorem 
The Fisher Separation theorem stands as one of the cornerstones of modern corporate finance, by 
providing justification for Net Present Value rule and the separation of ownership and management. The 
theorem has three key assumptions. Firstly, that a firm‟s investment decisions are separate from the 
preference of the firm‟s owners. Secondly, that a firm‟s investment decisions are separate from the firm‟s 
financing decisions, and. thirdly, that the value of a firm‟s investments are separate from the mix of 
methods used to finance the investments. Thus, the attitudes of the firm‟s owners are not considered in the 
process of investment selection and the objective of maximizing the firm‟s value is the primary 
consideration for making investment decisions. Fisher‟s theorem concludes that a firm‟s value is not 
dependent on the pattern it is financed or the dividend paid to the firm‟s owners. 
This theorem is based on the case of uncertainty provided markets are complete in the sense that all 
project risk is hedged perfectly by trading existing securities. Arrow (1964) and Debreu (1959) found this 
classical work but it was fully developed by Hirshleifer (1965) and Dreze and Modigliani (1972). In their 
view, the present-certainty-equivalent value plays the role of the present value in the deterministic case 
which is given by the current market value of a portfolio of securities that matches the project‟s values. 
Contrary to this view, in real life case, market is never complete (Hirshleifer 1970). 
2.1.2 Capital Structure Irrelevance and Relevance Theory 
When a business decides on a level of equity and debt, it shares the cash flows among investors. There is 
an assumption that firms and investors are equivalent in access to the financial markets which enables 
them enjoy homemade leverage, and agrees with M&M proposition I and II. 
M&M proposition I theory without corporate taxes states that a firm‟s relative proportions of debt and 
equity do not matter while M&M with corporate tax states that firms with higher proportion of debt are 
more valuable due to the interest tax shield.   
2.1.3 Pecking Order Theory 
It argues that firms rank internal source of financing to equity in alignment with last resort rule, 
recommending equity financing. This theory supports that there should be hierarchy in sources of 
financing and internal financing be encouraged when necessary especially when debt financing is 
recommended if external financing is needed. 

2.1.4 Static Trade-Off Theory 
This theory which states that Optimal Capital Structure is realizable where the net tax advantage of debt 
financing balances leverage related costs such as financial crisis. It also suggests that there is an 
advantage in debt financing is tax benefits and financial distress as costs. 
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2.1.5 Capital Structure and the Agency Cost Theory 
The agency cost theory which was propounded by Jensen and Meckling (1976) states that an optimal 
capital structure will be determined by minimizing the costs accruing from conflicts between the parties 
involved. 
2.1.6 The Market Timing Theory 
This theory argues that firms time their equity issues in the sense that they issue new stock when the stock 
price is perceived to be overvalued, and buy back own shares when there is undervaluation. 
 

2.2 Empirical Reviews 
Hastie (1974) and Graham et al (2002) conclude that Discounted Cash Flow method is the most popular 
technique of capital budgeting. However, Bosch (2007), Carry (2008) and Magni (2009) revealed 
technical shortfalls in the application of the Discounted Cash Flow methods. 
Chen and Boness adjusted the Capital Asset Pricing Model in order to incorporate inflation. Inflation 
influences capital budgeting decisions. Cooley et al (1975) examined that the volatile influences of 
inflation on cash flows can alter capital budgeting decisions. Kim (1979) revealed the impacts of inflation 
and Van Horne (1969) examined new products in the scenario. The summary of manages‟ decisions on 
the methods used by the firm was reviewed by Hastie (1977). Myers and Turnbull (1977) studied the 
merits and demerits related with the application of Capital Asset Pricing Model derived rate of return on 
capital budgeting analysis. Chen and Boness (1975) linked uncertain inflation into Capital Asset Pricing 
Model which is the similar with Mosin‟s (1969) using analysis process. Mosin „s findings proved that 
risks of a company if positive or negative, inflation covariance term will be overstated or understated by 
the traditional Capital Asset Pricing Model. Therefore, firms do not invest more in inflation periods than 
is acceptable by the inflation-adjusted Capital Asset Pricing Model. Cooley et al (1975) provided a capital 
budgeting process that thoroughly incorporates expected inflation and permits for uncertainty in real cash-
flows. Cooley et al (1975) relaxed three different assumptions on implicit inflation in the general 
calculation of Net Present Value. They examined the various effects of inflation; uncertainty resulting 
from volatilities in inflation over the lifetime and adjusted the NPV model to express the discrepancies in 
the sensitivities of cash-inflows versus cash-outflows, the effects of uncertain inflation and uncertainty 
resulting from volatilities in inflation and their interaction with business risk-adjustments. 
Kim (1979) considered the issues involved in the calculation of Net Present Value analysis and volatile 
inflation effects on investment. Kim also proposed an empirical model for testing the impact of inflation 
on net operating income and factors that determine the inter-firm divergence in investment during 
inflation. Brigham and Pettway (1973) considered issues of the possible effects of regulation lag on 
capital budgeting decisions. Contributors to this issue are Elton and Gruber (1977). Dividend decisions 
result from firm‟s investment decisions which link to its financing. 
Van Horne and McDonald (1971) analyzed issues related to internal financing and the use of new equity. 
They tested if firms that both pay dividend and participate in new equity financing have price earning 
ratios more than firms that do not. Though, their findings were inconsistent with net investment 
preference for dividends, and also found that excess use of new equity enhances cost of equity financing 
compared to retained earnings. In the same framework, Rendleman (1978) extended Merton‟s (1974) 
risky perpetual bond-valuation model to analyze corporate financing and investment policy, when tax is 
deducted in two-fold: since the debt-service requirement is reduced. Rendleman‟s findings are same with 
those derived by Galai and Masulis (1976) for the fact debt value can reduce if projects investment 
increases the riskiness of the business‟ asset portfolio or if the project is funded by an increase in 
unsubordinated debt. Rendleman examined the use of mergers to improve the firm‟s debt potential and 
the tax benefit of interest-payment deductibility. 
Meyers (1974) conceptualized a model explaining the inter-relationship between the firms‟ investment 
and financing decisions. Meyer‟s objective function combines investment and financing decisions 
variable, particularly in the level of debt and the sum of new equity and dividends paid. Meyers used the 
shadow prices of the firm‟s debt and dividend constraints to drive a conventional rule of capital budgeting 
to adjust for link between investment and financing decisions. 
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Debt and Equity: the Business Cycle and Factors Affecting Debt Financing Decisions in Firms  
The basis of this review is on the studies of (Covas and Den Haan, 2011). Kokemuller (2014) examined 
the merits and demerits of debt and equity. Debt allows firms pay for fixed assets to grow assets before 
funds are necessarily earned. Specifically, debt attracts interests and limits future cash flows and shifts 
growth if overused. Firm‟s risks and liabilities are shared with the new investors but portion of profits are 
shared with equity investors. Nyamita, Garbharran and Dorasamy (2014) in their research of factors 
influencing debt financing captured the theoretical and empirical works of Frank and Goyal (2009), 
Joeveer (2013), Kimura and Kayo (2011) categorizing debt financing into characteristics or specific 
factors like profitability, size and growth, nature of asset, profitability and liquidity of bankruptcy, 
business risk, tax rate non-debt tax shield and access to capital market. Asset tangibility plays a 
fundamental role on debt financing decisions, this is due to the tangible assets have the potential of 
increasing debt finance levels (Kimura and Kayo, 2011). Fixed assets serve in two functional purposes; as 
collateral and protects debt holder in the term of liquidation. Miller (2012) in trying to balance bankruptcy 
cost against tax benefits on debt financing leads to an optimal capital structure. There are possibilities that 
financial managers become entrenched and may deviate from choosing optimal debt financing (Berger, 
Ofek and Yermack, 2012). The concept of debt financing and profitability forecasts positive relationship 
which agrees with the trade-off theory while negative relationship agrees with the pecking order theory 
(Kayo and Kimura, 2012). Antonczyk and Salzmann (2014) recommend that corporate tax should affect 
debt financing because debt interest payment are typically tax deductible whereas dividend paid are not. 
Therefore, the higher tax rate implies higher interest rate gains, consequently inducing more debt 
financing than equity financing (Joeveer, 2013). 

 

3. METHODOLOGY 

3.1 Data 
This paper made use of secondary data of 100 firms quoted in the floor of The Nigerian Stock Exchange 
from the period 2011 to 2015. Extracted data were the fixed assets, long term and short term finance, debt 
and equity ratios of the firms under study.   

3.2 Analytical Methods 
In this paper, the statistical procedure used was the descriptive statistics to access the underlying trend 
among employed data. The correlation matrix is a measure used to investigate the relationship between 
the independent variables at the same time. Granger Causality test (pairwise) which is a statistical 
hypotheses test that determines whether one time series is useful in forecasting another was also used to 
test the cause and the effects of variables (fixed assets, bank finances, debt and equity). Ordinary Least 
Square Regression which is a financial analytical tool for analysis with an aid of e-views to test the effects 
of bank finance, debt-equity ratios on the fixed assets portfolio. Co-integration test is used to ascertain the 
presence of potential long run equilibrium relationship between two variables. 
Diagnostic tests examines if the variables are normally distributed. The Durbin Watson statistics is used 
in this research to test for the presence of autocorrelation. When there is presence of autocorrelation, the 
First order autoregressive scheme was employed to correct it. From Ordinary Least Square (OLS) may be 
misleading. It is therefore necessary to test the stationarity of the variables using the Augmented Dickey 
Fuller 1979 test to both level and first difference. The ADF test constructs a parameter correction for 
higher order correlation by assuming the times series follows an auto regressive process. Co-integration is 
a prerequisite for the error correction mechanism. Since co-integration has been established, it is pertinent 
to proceed to the error correction model. Parsimonious Error Correction Model was also adopted to prove 
if there is any discrepancy in the relationship in short or long run. It involves series of longitudinal models 
seeking to appraise the adjustment speed at which a criterion variable returns to equilibrium after a 
change in a Predictor variable.  

3.3 Model Specification  
The proposed economic model used in this study (which is in line with what is mostly contained modern 
literature) is given as: 
Y = αo+β1+β2+β3+β4X+ei                    
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FAP = f(STBF, LTBF, DR, ER)                   
Model: FAP = αo + β1STBF + β 2LTBF + β3DR + β4ER+ei      
Where, Y is the dependent variable. 
αo = the intercept (it gives the value of Y when X is zero). 
β1 = the slope measuring rate of change in Y for a unit of change in X and the coefficient of the 
explanatory variable (corporate financing decision and debt and equity) in the study, Xit is the explanatory 
variable and eit is the error term. 

 

4. RESULTS AND DISCUSSIONS 
The study employs the descriptive statistics as a form of univariate Analysis to access underlying trends 
amongst data employed: 

Table 1 Descriptive Statistics of Fixed Asset Portfolio (FAP), Debt Ratio (DR), Equity Ratio (ER), 
Bank Financing (BF) of 100 selected firms (2011-2015) 

 

 FAP BF DR ER 

 Mean 1.70E+08 3.25E+08 0.882380 2.202100 
 Median 3139381. 9965610. 0.670000 1.455000 
 Maximum 1.01E+10 1.58E+10 51.00000 19.12000 
 Minimum 705.0000 4051.000 0.110000 -32.06000 
 Std. Dev. 9.21E+08 1.35E+09 2.449054 2.810506 
 Skewness 7.234040 7.403125 18.03027 -2.209760 
 Kurtosis 59.82794 66.67885 358.2094 49.89066 
 Jarque-Bera 71640.42 89046.26 2655710. 46213.87 
 Probability 0.000000 0.000000 0.000000 0.000000 
 Sum 8.52E+10 1.63E+11 441.1900 1101.050 
 Sum Sq. Dev. 4.23E+20 9.09E+20 2992.934 3941.573 
 Observations 500 500 500 500 

Source: E-view 9.0 Output (Authors Estimation) 
FAP= Fixed Assets Portfolio 

BF= Bank Finance 

DR= Debt Ratio 

ER= Equity Ratio 

 
The above descriptive statistics shows the trend and attribute of employed study data, starting with the 
Fixed Asset Portfolio as captured by aggregate assets, it is seen that the average of this value is seen to be 
around 170 million (1.70E+08), which shows that the standard rate of asset portfolio as employed by the 
study is 170 million, only a handful of firms operated below this threshold and this includes quoted 
institutions like Rak Unity Pet. Co, Okomu Oil plc, Presco, Livestock feeds plc and Cutix Plc, while firms 
like Mc Nichols Plc., Nigerian Breweries Plc, Tantalizers plc. and Paint co manufacturing firm just to 
mention a few but overall, it was ascertained that various firms help various fixed asset portfolio, in 
furtherance to this it was discovered that there existed a long trend of variations which manifested in the 
form of the standard deviation due to its high estimated score of 9.21E+08, while bank finance, debt and 
equity ratios showed a positive skewed movement of the fixed asset portfolio as it has been deemed to 
have increase overtime across quoted sample firms, the Kurtosis level of 59.82794 shows the asymmetries 
to be sharp, i.e. There is usually a quick increase in fixed asset portfolio between firm and over sample 
period and this data as prescribed by the Jarque Bera probability level is normally distributed based on its 
probability level which is lower than 0.05, following this, Bank finance as derived by the aggregate 
finance of firms i.e. Long and short term finances shows an average of approximately 320,000,000 
between sample firms although the difference between the highest bank finance amount which is in 
trillion and the least bank finance value which is 995610 shows that employed quoted firm undertake 
varying financial plans in line with their asset portfolio and assize the variation in bank finance as 
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compared to the fixed asset portfolio which is seen to be higher showing that there exists an haphazard 
pattern in the bank finance options available to institution (quoted firms). The bank finance has increased 
overtime in firms as denoted by the positive skewness which shows that firms have only borrowed more 
from banks rather than less, while the Kurtosis of 66.67885 displays that overall the increase in bank 
finance as employed by firms for long and short run transactions had progressed at a very rapid rate, 
succeeding this is the debt ratio as deciphered by DR, it is seen that on the average, the debt  ratio is 
0.882380 which shows that when quoted firms look for financing option, they go as far as borrowing up 
to 88.2% of their resources usually from the capital market i.e. Banking or relevant financial institutions, 
although many other firms are seen to engage in exorbitant borrowing which is relatively more than their 
actual capital, this ratio is seen to have grown overtime has it displays a positive skewness level of 
18.03027 while the Kurtosis of 358.2094 shows that this debt ratio has increased at a faster rate overtime 
and is very steep, finally, the equity ratio (ER) displays a mean average of 2.202100 which shows that on 
the average, firms possess equity stocks and shares that are about two times larger than its capital base 
largely due to leverage or trust help in respect to these institutions, while the low standard deviation 
statistics of 2.810508 shows that the equity ratio has not significantly varied overtime and usually rotates 
around the mean value in all employed institutions while the negative skewness of -2.209760 shows that 
there's a drop rather than an increase overtime for the equity ratios of employed 100 quoted firms in the 
nation. Overall all variables are Identified to he normally distributed. 

Table 2: Correlation Matrix Output of Fixed Asset Portfolio (FAP), Debt Ratio (DR), Equity Ratio 
(ER), Bank Financing (BF) of 100 Selected Firms (2011-2015) 

 

 FAP BF DR ER 

FAP 1.000000 0.896377 0.018478 -0.080357 
BF 0.896377 1.000000 0.012460 0.025176 
DR 0.018478 0.012460 1.000000 0.018923 
ER -0.080357 0.025176 0.018923 1.000000 

Source: E-view 9.0 Output (Authors Estimation) 
FAP= Fixed Assets Portfolio 
BF= Bank Finance 
DR= Debt Ratio 
ER= Equity Ratio 
 
The correlation matrix shows that judging by the fore bearing, Bank finance holds a positive and 
significant influence on fixed asset portfolio i.e. An increase in bank finance can serve as a stimulus in 
increasing the asset portfolio while a decrease in bank finance will reduce the asset portfolio opportunities 
of a firm, while debt ratio and equity ratio are seen to possess little or no relationship with fixed asset 
portfolio despite their varying direction to which equity ratio was seen as inverse as deduced from the 
descriptive statistics above. 
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Table 3: Panel Least Square Output: Effects of Corporate Financing on Capital budgeting 

Decisions 
         
Variable Coefficient Std. Error t-Statistic Prob.   
     
     
C 1.64E+09 19751803 82.95592 0.0000 
BF -2.561779 0.033805 -75.78143 0.0000 
DR 57246528 1059679. 54.02250 0.0000 
ER -3.11E+08 4416146. -70.50339 0.0000 
     R-squared 0.920945     Mean dependent var 1.70E+08 
Adjusted R-squared 0.920467     S.D. dependent var 12412777 
S.E. of regression 3500597.     Akaike info criterion 32.98273 
Sum squared resid 6.08E+15     Schwarz criterion 33.01645 
Log likelihood -8241.683     Hannan-Quinn criter. 32.99596 
F-statistic 1926.046     Durbin-Watson stat 2.505156 
Prob(F-statistic) 0.000000    

     Source: E-view 9.0 Output (Authors Estimation) 
 
The above shows the Panel least square estimate of the employed model, from the above table, it can be 
deduced that if all factors are kept at a constant (i.e. In the short run) fixed asset portfolio will increase by 
approximately 1640000000 units which shows a very high rate of response from our predictors variable to 
the model, in line with our a priori expectation, all variables were discovered to be negatively linked to 
the fixed asset portfolio thus going against the apriori expectation with the exception of fixed assets 
portfolio showing that as other remain inverse to the fixed asset portfolio, equity ratio showed a positive 
influence on the fixed asset portfolio. 
The coefficient of determination R-square shows an output of 0.920945 which shows that the bank 
finance, debt and equity ratios jointly account for up to 92.09 of variations in the fixed asset portfolio, 
while the probability level of 0.000000 shows that the model has a statistical fit and is thus viable, while 
the Durbin Watson shows the presence of a positive serial correlation. Overall the study discovered that 
leaving certain factors constant i.e. in the short run, the Bank finance level and Equity ratio are 
statistically significant in influencing the level of fixed asset portfolio in the nation as discovered amongst 
the sample firms. 
Table 4: Co-integration Test Output 

   T-Statistic Prob. 

ADF    7.458401  0.0000 

 

Residual variance  1.12E+14 

HAC variance  
 1.63E+14 

 

  
   

Variable Coefficient Std. Error   T-Statistic Prob.   

 

RESID(-1) -1.062323 0.064571 -16.45212 0.0000 

 

R-squared 0.443296     Mean dependent var 2636425. 

Adjusted R-squared 0.443296     S.D. dependent var 10721935 

S.E. of regression 7999913.     Akaike info criterion 34.63109 

Sum squared resid 1.91E+16     Schwarz criterion 34.64343 

Log likelihood -5193.663     Hannan-Quinn criter. 34.63603 

Durbin-Watson stat 2.044065    

Source: E-view 9.0 Output (Authors Estimation) 

Andrew & Iwedi ….. Int. J.  Innovative Finance and Economics Res. 8(2):1-14, 2020 



8 
 

This test shows that in the long run all independent variable are interrelated to fixed asset portfolio based 
on the ADF test statistics if 7.458401 at a probability level of 0.0000, which is less than the 0.05 
significance level subsequently it can be seen that the short term bank finance, debt and equity ratios 
possess a predictive trend which is made evident by the ADF test statistics residual probability level of 
0.0110, which shows that the panel data shows a certain trend between the elements of capital budgeting 
and corporate financing.  

Table 5 Granger Causality Test Output 

 

 Null Hypothesis: 

Obs F-Statistic Prob.  

 D(BF) does not Granger Cause D(FAP)  500  5.8E+31 0.0000 
 D(FAP) does not Granger Cause D(BF)  2.6E+30 0.0000 
 

 D(DR) does not Granger Cause D(FAP)  500  1.7E+31 0.0000 

 D(FAP) does not Granger Cause D(DR)  4.4E+30 0.0000 
 
 D(ER) does not Granger Cause D(FAP)  500  3.9E+29 0.0000 
 D(FAP) does not Granger Cause D(ER)  1.5E+30 0.0000 
 
 D(DR) does not Granger Cause D(BF)  500  2.8E+31 0.0000 
 D(BF) does not Granger Cause D(DR)  2.1E+31 0.0000 
 
 D(ER) does not Granger Cause D(BF)  500  3.5E+29 0.0000 

 D(BF) does not Granger Cause D(ER)  2.9E+29 0.0000 
 
 D(ER) does not Granger Cause D(DR)  500  1.0E+31 0.0000 
 D(DR) does not Granger Cause D(ER)  2.6E+31 0.0000 
 
Source: E-view Output (Authors Estimation) 
The pair wise stacked granger causality test shows that there exists a bi-directional causal relationship 
between all employed variables, which goes a long way to show that all independent variables jointly 
influence the level of fixed asset portfolio and also the fixed asset portfolio level stimulates the capital 
budgeting as employed by institutions via bank finance, equity ratio and debt ratio, which shows that the 
variables are highly endogenous than exogenous. 
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Series: Standardized Residuals

Sample 2011 2015

Observations 500

Mean      -2.71e-08

Median  -559487.0

Maximum  3.22e+09

Minimum -4.01e+09

Std. Dev.   3.97e+08

Skewness  -0.034187

Kurtosis   40.12093

Jarque-Bera  28707.67

Probability  0.000000

 

Chart: 4.1: Diagnostic Test (Normality Test) Output 
Source: E-view 9.0 Output (Authors Estimation) 
 
The normality test which serves as a form of diagnosis shows that the employed variables are normally 
distributed due to their Jarque Bera score of 28707.67 at a probability level of 0.0000, which shows that 
the data have the normal nonzero values and have expanded and contracted overtime with little element of 
noisiness which is a typical element of financial data. 

Table 4.6: Unit Root Test Lag 0 

Variable Lags Z-Test H.C2 Test Prob 

FA 0 103.528 97.6075 0.0000 

DR 0 103.488 97.0787 0.0000 
ER 0 97.5984 93.8633 0.0000 

LTF 0 103.495 98.7827 0.0000 
STF 0 103.521 97.4883 0.0000 

         Lag I 

FA 1 103.632 97.6075 0.0000 
DR 1 103.642 97.0787 0.0000 

ER 1 97.7886 91.5485 0.0000 
LTF 1 103.1977 86.6698 0.0000 
STF 1 103.0554 91.2533 0.0000 

Source: E-view 9.0 Output (Authors Estimation) 
 
Stationarity implies that the mean, variance and auto correlation of a variable do not change over time. 
The absence of stationarity-nonstationarity can strongly influence the behavior and properties of the series 
so that the test about regression parameters cannot be validate (Sarbapriya, 2012). In this study the 
stationarity of the data is tested using Hadri Z- statistics and Heteroscedastic consistent Z-test unit root 
test for unbalanced panels as suggested by Maddala and Wu (1999) where a P-value greater than 5% 
indicates that the data has a unit root test and non stationary. Result reported in the table above indicates 
that all the variables are stationary at lag 0 and lag 1. Therefore, the null hypothesis of none stationarity is 
rejected and the alternate accepted. 
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Table 7 Presentation of Overparamatize Error Correction Result 

Variable Coefficient Std. Error t-Statistic Prob.   
C 3636021. 4051868. 0.897369 0.3721 

D(FA(-1)) 0.091332 0.074786 1.221249 0.2254 
D(FA(-2)) 0.070027 0.110128 0.635867 0.5266 
D(FA(-3)) 1.047554 0.156346 6.700238 0.0000 
D(DR(-1)) -279284.9 624108.1 -0.447495 0.6557 
D(DR(-2)) 779150.4 9376488. 0.083096 0.9340 
D(DR(-3)) -3168712. 9655831. -0.328166 0.7436 
D(ER(-1)) 1738518. 3294757. 0.527662 0.5991 
D(ER(-2)) 1984109. 2877973. 0.689412 0.4925 
D(ER(-3)) 5133657. 3536143. 1.451767 0.1503 

D(LTF(-1)) 0.244302 0.152921 1.597565 0.1139 
D(LTF(-2)) -0.852277 0.206135 -4.134560 0.0001 
D(LTF(-3)) -0.069401 0.039792 -1.744111 0.0848 
D(STF(-1)) -0.387468 0.142208 -2.724650 0.0078 
D(STF(-2)) 0.118856 0.136821 0.868694 0.3875 
D(STF(-3)) 0.021206 0.081989 0.258645 0.7965 
ECM(-1) -0.094376 0.032272 -2.924394 0.0044 

R-squared 0.973691   
Adjusted R-squared 0.968620   

F-statistic 191.9902   
Prob(F-statistic) 0.000000    

Source: E-view 9.0 Output (Authors Estimation) 
 
The objective of the ECM is to examine the speed of adjustment of the variables and the model. It is 
assumed that the ECM coefficient should be negative to accept dynamic effect of the variable and the 
model. From the table, the negative coefficient of ECM – 0.094376 confirm the apriori expectation of the 
result and implies that there is speed of 9.41. However, the R

2
 and the adjusted R

2
 indicates that the 

variables can explain 97.3% and 96.8% variation in the dependent variable. This is validated by the F-
Statistics of 191.9902 and the probability of 0.000000.    

Table 8 Presentation of Parsimonious ECM Output 

Variable Coefficient Std. Error t-Statistic Prob. 

C 6388725. 3834483. 1.666124 0.0992 
D(FA(-3)) 1.229097 0.098382 12.49315 0.0000 
D(DR(-1)) -403217.0 634822.8 -0.635165 0.5270 
D(DR(-2)) 2545051. 9419718. 0.270183 0.7877 
D(DR(-3)) 3403841. 9437833. 0.360659 0.7192 
D(ER(-1)) 1236569. 3070028. 0.402787 0.6881 
D(ER(-2)) -356264.5 2429198. -0.146659 0.8837 

D(LTF(-1)) 0.215467 0.042250 5.099862 0.0000 
D(LTF(-2)) -0.880885 0.079557 -11.07240 0.0000 
D(LTF(-3)) -0.043268 0.014860 -2.911635 0.0046 
D(STF(-1)) -0.326837 0.048136 -6.789856 0.0000 
ECM(-1) -0.109876 0.017341 -6.336154 0.0000 

R-squared 0.970374   
Adjusted R-squared 0.966670   

F-statistic 262.0303   
Prob(F-statistic) 0.000000    

 Source: Computed by researcher from E-view windows 9.0 
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Having established the speed of adjusted at the overparamatized ECM, the parsimonious result intends to 
examine the speed of adjustment and the significance of the model alter eliminating variables that are not 
significant. From the table again, the ECM is well signed and implies that the variable can adjust 10.9% 
while the R

2
 and the adjusted found that 97.0% and 96.6% variation on the dependent variable can be 

explained by the independent variables while the F-statistics and the probability justifies the significance 
of the model. From the variables at lag 1 STF can adjust by 32.6% while at lag 1 LTF can adjust by 
88.0%. 

 

5. CONCLUSION 
This study discovered that in the long run, bank finance shows a negative and significant influence on 
fixed asset portfolio of sample firms over the study period. Debt ratio has a positive and significant 
influence on fixed asset portfolio of sample firms over the study period. This result is in agreement with 
the study of (Rajan and Zingales, 1995). While Equity ratio shows a negative influence on fixed asset 
portfolio of sample firms over the study period. The firms under study were highly leveraged as reported 
by the DER in the descriptive statistics. Result from the study does not affirm The Separation Theorem 
which argues that financing mix of the firm does not determine its capital investment decisions. But 
overall, the models were discovered to be statistically significant and the corporate financing decisions 
were discovered to account greatly for variations in the capital budgeting and fixed assets portfolio which 
goes in line with findings from scholars like Ross (1972), Klammer (1984), Sheilaet (2014), Uwem and 
Akabom (2016) and Ejoh (2016). 
Conclusively, it can be deduced that there is a significant interrelationship existing between capital 
budgeting and corporate financing decisions in firms. This agrees with the fact that the corporate 
financing mix is relevant in determining capital investment decisions. Furthermore, it was seen that sound 
financing decisions are critical to the long-term survival and sustainability of firms as deciphered from the 
utilization of bank finance in influencing the fixed asset portfolio of employed sample firms. Managers 
should ensure they undertake investment projects that would add to the value to the firm. The following 
recommendations are made in this study: 

i. The financial markets should deepen to boost capital investment decisions with extensive 
macroeconomic impact through the investment multiplier. 

ii. Firms should integrate optimal employment of equity finance. 
iii. The banking sector should be reformed to facilitate cheap sources of debt capital to enhance 

capital budgeting decisions. 
iv. In light of this study, future researchers in this area should focus on the determinants of the 

capital spending and should also generate and incorporate measures of inclusiveness of the 
various stakeholders in the capital planning processes. 
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