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The Risk Level of Viet Nam Software Industry under Financial 
Leverage during and after the Global Crisis 2007-2011  

 By Dinh Tran Ngoc Huy 
 Banking University, Japan 

Abstract - After the financial crisis 2007-2009, this research paper evaluates the impacts of 
external financing on market risk for the listed firms in the Viet nam software industry.  

First, by using quantitative and analytical methods to estimate asset and equity beta of 
total 6 listed companies in Viet Nam software industry with a proper traditional model, we found 
out that the beta values, in general, for many institutions are acceptable. 

Second, under 3 different scenarios of changing leverage (in 2011 financial reports, 30% 
up and 20% down), we recognized that the risk level, measured by equity and asset beta mean, 
decreases when leverage increases to 30% and it increases if leverage decreases down to 20%. 

Third, by changing leverage in 3 scenarios, we recognized the dispersion of risk level, 
measured by equity and asset beta var, increases slightly if the leverage increases to 30%. 

Finally, this paper provides some outcomes that could provide companies and 
government more evidence in establishing their policies in governance. 

Keywords : equity beta, financial structure, financial crisis, risk, external financing, software 
industry. 

GJMBR-C Classification : JEL Code: G010, G100, G390 
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Abstract

 

-

 

After the financial crisis 2007-2009, this research 
paper evaluates the impacts of external financing on market 
risk for the listed firms in the Viet nam software industry. 

 

First, by using quantitative and analytical methods to 
estimate asset and equity beta of total 6 listed companies in 
Viet Nam software industry with a proper traditional model, we 
found out that the beta values, in general, for many institutions 
are acceptable.

 

Second, under 3 different scenarios of changing 
leverage (in 2011 financial reports, 30% up and 20% down), 
we recognized that the risk level, measured by equity and 
asset beta mean, decreases when leverage increases to 30% 
and it increases if leverage decreases down to 20%.

 

Third, by changing leverage in 3 scenarios, we 
recognized the dispersion of risk level, measured by equity 
and asset beta var, increases slightly if the leverage increases 
to 30%. 

 

Finally, this paper provides some outcomes that 
could provide companies and government more evidence in 
establishing their policies in governance.

 

Keywords

 

: equity beta, financial structure, financial 
crisis, risk, external financing, software industry.

 
I.

 

Introduction

 
uring many recent years, Viet Nam software 
industry is considered as one of active economic 
sectors in local financial markets, which has 

some positive effects for the economy.

 

This paper is organized as follow. The research 
issues and literature review will be covered in next 
sessions 2 and 3, for a short summary. Then, 
methodology and conceptual theories are introduced in 
session 4 and 5. Session 6 describes the data in 
empirical analysis. Session 7 presents empirical results 
and findings.  Next, session 8 covers the analytical 
results. Then, session 9 presents analysis of risk. Lastly, 
session 10 will conclude with some policy suggestions. 
This paper also supports readers with references, 
exhibits and relevant web sources.

 

II.

 

Research

 

Issues

 

We mention some issues on the estimating of 
impacts of external financing on beta for listed software 
industry companies in Viet Nam stock exchange as 
following:

 

Issue 1 : Whether the risk level of software industry firms 
under the different changing scenarios of leverage 
increase or decrease so much. 
Issue 2

 
:
 

Whether the disperse distribution of beta 
values become large in the different changing scenarios 
of leverage estimated in the software industry.

 
III.

 
Literature

 
Review

 
Goldsmith (1969), Mc Kinnon (1973) and Shaw 

(1973) pointed a large and active theoretical and 
empirical literature has related dfinancial development to 
the economic growth process.

 Black (1976) proposes the leverage effect to 
explain the negative correlation between equity returns 
and return volatilities. Diamond and Dybvig (1983) said 
banks can also help reduce liquidity risk and therefore 
enable long-term investment. 

 Next, Brennan et all (1984)
 
pointed that a firm’s 

capital structure is dynamic. Aghion et all (1999) stated 
debt instruments can reduce the amount of free cash 
available to firms and thus managerial slack. And 
Graham (2000) suggest that optimal leverage is likely to 
be in the region

 
where marginal tax benefits begin to 

decline. 
 Peter and Liuren (2007) mentions equity 

volatility increases proportionally with the level of 
financial leverage, the variation of which is dictated by 
managerial decisions on a company’s capital structure 
based on economic conditions. And for a company with 
a fixed amount of debt, its financial leverage increases 
when the market price of its stock declines. Then, 
Penman et all (2007) documented a negative asso-
ciation between leverage and future returns, after

 controlling for conventional risk proxies. 
 Reinhart and Rogoff (2009) pointed the history 

of finance is full of boom-and-bust cycles, bank failures, 
and systemic bank and currency crises. Adrian and Shin 
(2010) stated a company can also proactively vary its 
financial leverage based on variations on market 
conditions. Goerge and Hwang (2010) argue that 
leverage may be negatively correlated with futre returns 
because high (low) leverage firms are less (more) 
exposed to systematic distress risk. Mikhail (2012) 
stated that dynamic leverage depends on the level of 

D
 

      
G
lo
ba

l 
Jo

ur
na

l 
of
 M

an
ag

em
en

t 
an

d 
Bu

sin
es
s 
R
es
ea

rc
h 

  
  
  
V
ol
um

e 
X
III

 I
ss
ue

 I
X
 V

er
sio

n 
I

  
 

(
)

C
Y

20
13

ea
r

  
      1

 ©  2013 Global Journals Inc.  (US)

fund volatility, time horizon and distance in terms of NAV 
to a pre-defined critical liquidation level for a fund. 



 
Then, Vijitha (2013) found in Sri Lanka, the 

degree of financial leverage has a significant positive 
correlation with financial risk. 

 
Finally, financial leverage can be considered as 

one among many factors that affect business risk of 
consumer good firms.

 IV.

 

Conceptual

 

Theories

 
a)

 

The impact of financial leverage on the economy

 
Financial development and economic growth 

are positively interrelated. The interaction between these 
two (2) fields can be considered as a circle, in which 
good financial development causes economic growth 
and vice versa. A sound and effective financial system 
has positive effect on the development and growth of 
the economy. Financial institutions and markets can 
enable corporations to solve liquidity needs and 
enhance long-term investments. This system include 
many channels for a firm who wants to use financial 
leverage or FL, which refers to debt or to the borrowing 
of funds to finance a company’s assets. 

 

In the economy, financing, investment and 
production decisions link together. And in a specific 
industry such as consumer good industry, on the one 
hand, using leverage with a decrease or increase in 
certain periods could affect tax obligations, revenues, 
profit after tax and technology innovation and 
compensation and jobs of the industry. Reasons for 
using high leverage include factors such as: long term 
investment goals.

 

During and after financial crises such as the 
2007-2009 crisis, there raises concerns about the role of 
financial leverage of many countries, in both developed 
and developing markets. On the one hand, lending 
programs and packages might support the business 
sectors. On the other hand, it might create more risks for 
the business and economy. 

 
V.

 

Methodology

 
For calculating systemic risk results and 

leverage impacts, in this study, we use the live data 
during the crisis period 2007-2011 from the stock

 

exchange market in Viet Nam (HOSE and HNX and 
UPCOM).   

 
In this research, analytical research method is 

used, philosophical method is used and specially, 
leverage scenario analysis method is used. Analytical 
data is from the situation of listed software industry firms 
in VN stock exchange and curent tax rate is 25%. 

 
Finally, we use the results to suggest policy for 

both these enterprises, relevant organizations and 
government.

 VI.

 

General

 

Data

 

Analysis

 
The research sample has total 6 listed firms in 

the software industry market with the live data from the 
stock exchange.

 
Firstly, we estimate equity beta values of these 

firms and use financial leverage to estimate asset beta 
values of them. Secondly, we change the leverage from 
what reported in F.S 2011 to

 

increasing 30% and 
reducing 20% to see the sensitivity of beta values. We 
found out that in 3 cases, asset beta mean values are 
estimated at 0,445, 0,360 and 0,501 which are 
negatively correlated with the leverage. Also in 3 
scenarios, we find out equity beta mean values (0,725, 
0,724 and 0,725, almost the same) are also negatively 
correlated with the leverage. Leverage degree changes 
definitely has certain effects on asset and equity beta 
values. 

 
VII.

 

Empirical

 

Research

 

Findings

 

and

 
Discussion

 
In the below section, data used are from total 6 

listed software industry companies on VN stock 
exchange (HOSE and HNX mainly). In the scenario 1, 
current financial leverage degree is kept as in the 2011 
financial statements which is used to calculate market 
risk (beta). Then, two (2) FL scenarios are changed up 
to 30% and down to 20%, compared to the current FL 
degree. 

 

Market risk (beta) under the impact of tax rate, 
includes: 1) equity beta; and 2) asset beta.

 
a)

 

Scenario 1

 

: current financial leverage (FL) as in 
financial reports 2011

 

In this case, all beta values of 6 listed firms on 
VN software industry market as following:
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Table 1 : Market risk of listed companies on VN software industry market

Order No. Company stock 
code

Equity
beta

Asset beta (assume 
debt beta = 0)

Note Financial leverage        
(F.S reports)

1 0,976 0,364 62,7%

2 0,949 0,348 63,4%

3 1,051 1,019 3,1%

4 0,125 0,111
SRA as 

comparable 11,4%

5 1,112HIG 0,740 33,4%

6 0,137SRA 0,088 36,1%

Average 35,01%

FPT

CMG

SRB

VLA



   

      
      

      

      

      

      

      

      

 

b)

 

Scenario 2

 

: financial leverage increases up to 30%

 

If leverage increases up to 30%, all beta values of total 6 listed firms on VN software industry market as 
below: 

 

Table 2

 

:

 

Market risks of listed software industry firms (case 2)

 

      
      

      

      

      

      

      
      

 

c)

 

Scenario 3

 

: leverage decreases down to 20%

 

If leverage decreases down to 20%, all beta values of total 6 listed firms on the software industry market in 
VN as following:

 
 
 

 

Table 3

 

:

 

Market risk of listed software industry firms (case 3)
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Order No.
Company 

stock code
Equity 
beta

Asset beta (assume 
debt beta = 0) Note

Financial leverage 
(30% up)

1 0,976 0,180 81,5%
2 0,949 0,167 82,4%
3 1,051 1,009 4,0%

4 0,121 0,103
SRA as 

comparable 14,9%
5 1,112HIG 0,629 43,5%
6 0,137SRA 0,073 46,9%

Average 45,5%

Order No.
Company 

stock code
Equity 
beta

Asset beta 
(assume debt 

beta = 0)
Note

Financial leverage     
(20% down)

1 0,976 0,486 50,2%
2 0,949 0,468 50,7%
3 1,051 1,025 2,5%

4 0,128 0,116
SRA as 

comparable 9,1%
5 1,112HIG 0,814 26,7%
6 0,137SRA 0,098 28,9%

Average 28,0%

All three above tables and data show that 
values of equity and asset beta in the case of increasing 

leverage up to 30% or decreasing leverage degree 
down to 20% have certain fluctuation. 

VIII. Comparing Statistical Results in 3 Scenarios of Changing Leverage

Table 4 : Statistical results (FL in case 1)

Statistic 
results

Equity 
beta

Asset beta (assume 
debt beta = 0) Difference

MAX 1,112 1,019 -0,093
MIN 0,125 0,088 -0,037

MEAN 0,725 0,445 -0,280
VAR 0,2148 0,1343 -0,081

                                          
Note : Sample size : 6

Table 5 : Statistical results (FL in case 2)

Statistic 
results

Equity 
beta

Asset beta (assume 
debt beta = 0) Difference

MAX 1,112 1,009 -0,103
MIN 0,121 0,073 -0,049

MEAN 0,724 0,360 -0,364
VAR 0,2157 0,1422 -0,074

Note : Sample size : 6

FPT
CMG
SRB

VLA

FPT
CMG

SRB

VLA

http://hsc.com.vn/hscportal/corporate/view.do?id=374�
http://hsc.com.vn/hscportal/corporate/view.do?id=816�
http://hsc.com.vn/hscportal/corporate/view.do?id=595�
http://hsc.com.vn/hscportal/corporate/view.do?id=961�
http://hsc.com.vn/hscportal/corporate/view.do?id=374�
http://hsc.com.vn/hscportal/corporate/view.do?id=816�
http://hsc.com.vn/hscportal/corporate/view.do?id=595�
http://hsc.com.vn/hscportal/corporate/view.do?id=961�
http://hsc.com.vn/hscportal/corporate/view.do?id=374�
http://hsc.com.vn/hscportal/corporate/view.do?id=816�
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Table 6

 

:

 

Statistical results (FL in case 3)

 

Statistic 
results

 

Equity 
beta

 

Asset beta (assume 
debt beta = 0)

 

Difference

 

MAX

 

1,112

 

1,025

 

-0,087

 

MIN

 

0,128

 

0,098

 

-0,030

 

MEAN

 

0,725

 

0,501

 

-0,224

 

VAR

 

0,2142

 

0,1370

 

-0,077

 
 

                                        
Note

 

: Sample size : 6

 
 

•

 

Based on

 

the above results, we find out

 

Equity beta mean values in all 3 scenarios are 
low (< 0,8) and asset beta mean values are also small 
(< 0,6) and max equity beta values in

 

few cases are 
higher than (>) 1. In the case of reported leverage in 
2011, equity beta value fluctuates in an acceptable 
range from 0,125 (min) up to 1,112 (max) and asset 
beta fluctuates from 0,088 (min) up to 1,019 (max). If 
leverage increases to 30%, equity beta moves in a range 
from 0,121 to 1,112 (max unchanged) and asset beta 
moves from 0,073 (min) up to 1,009 (max). Hence, we 
note that there is a decrease in asset beta min value if 
leverage increases. When leverage decreases down to 
20%, equity beta

 

value moves in a range from 0,128 to 
1,112 (max unchanged) and asset beta changes from 
0,098 (min) up to 1,025 (max). So, there is a small 
increase in equity beta min value when leverage 
decreases in scenario 3.

 

Beside, Exhibit 5 informs us that in the case 
30% leverage up, average equity beta value of 6 listed 
firms decreases down to 0,001 while average asset beta 
value of these 6 firms decreases little more to 0,085. 
Then, when leverage reduces to 20%, average equity 
beta value of 6 listed firms goes up to 0,0004 and 
average asset beta value of 6 firms up to 0,056.

 

The below chart 1 shows us : when leverage 
degree decreases down to 20%, average equity beta 
values are almost unchanged while asset beta values 
increase slightly (0,725 and 0,501) compared to those at 
the initial reported leverage (0,725 and 0,445). Then, 
when leverage degree increases up to 30%, average 
equity beta decreases little more and average asset 
beta value also decreases more (to 0,724 and 0,360). 
However, the fluctuation of equity and asset beta values 
(0,216 and 0,142) in the case of 30% leverage up is 
higher than (>) the results in the rest 2 leverage cases. 
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Chart 1 : Comparing statistical results of three (3) scenarios of changing FL

0,725

0,445

0,215

0,134

0,724

0,360

0,216

0,142

0,725

0,501

0,2142

0,1370

0,000 0,200 0,400 0,600 0,800

Equity beta
mean

Asset beta mean

Equity beta var

Asset beta var

FL 20% down
FL 30% up
FL keep as in F.S report

IX. Risk Analysis

In short, the using of financial leverage could 
have both negatively or positively impacts on the 
financial results or return on equity of a company. The 
more debt the firm uses, the more risk it takes, or the 
financial leverage is associated with financial risk. 
Beside, the increasing interest on loans might drive the 
earning per share (EPS) lower.

On the other hand, in the case of increasing 
leverage, the company will expect to get more returns. 
The financial leverage becomes worthwhile if the cost of 
additional financial leverage is lower than the additional 
earnings before taxes and interests (EBIT). Considering 
risk vs. return, FL becomes a decisional variable for 
managers. And the maximum risk that a firm accepts will 
ask for the maximum financial leverage. 



  

  

 

 

   

 

 

X.

 

Conclusion and Policy 
Suggestion

 

In general, the government has to consider the 
impacts on the mobility of capital in the markets when it 
changes the macro policies. Beside, it continues to 
increase the effectiveness of building the legal system 
and regulation supporting the plan of developing electric 
power market. The Ministry of Finance continues to 
increase the effectiveness of fiscal policies and tax 
policies which are needed to combine with other macro 
policies at the same time.  The State Bank of Viet Nam 
continues

 

to increase the effectiveness of capital 
providing channels for software companies as we could 
note that in this study when leverage is going to 
increase up to 30%, the risk level decreases much 
whereas the asset beta var increases slightly, compared 
to the case it is going to decrease down to 20%. 

 

Furthermore, the entire efforts among many 
different government bodies need to be coordinated.

 Finally, this paper suggests implications for 
further research and policy suggestion for the Viet Nam 
government and relevant organizations, economists and 
investors from current market conditions.
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Exhibit

 

Exhibit 1 :

 

Interest rates in banking industry during crisis

 

Year

 

Borrowing 
Interest rates

 

Deposit 
Rates

 

Note

 

2011

 

18%-22%

 

13%-14%

  

2010

  

19%-20%

 

13%-14%

  

Approximately

 

(2007: required reserves 
ratio at

 

SBV is changed 
from 5% to 10%)

 

(2009: special supporting 
interest rate is 4%)

 

2009

 

9%-12% 

 

9%-10%

 

2008

 

19%-21%

 

15%-16,5%

 

2007

 

12%-15%

 

9%-11%

 

                                        

(Source

 

: Viet Nam commercial banks)

 

 

Exhibit 2 :

 

Basic interest rate changes in Viet Nam

 

Year

 

Basic rate

 

Note

 

2011

 

9%

  

2010

 

8%

  

2009

 

7%

  

2008

 

8,75%-14%

 

Approximately, fluctuated

 

2007

 

8,25%

  

2006

 

8,25%

  

2005

 

7,8%

  

2004

 

7,5%

  

2003

 

7,5%

  

2002

 

7,44%

  

2001

 

7,2%-8,7%

 

Approximately, fluctuated

 

2000

 

9%

  

(Source

 

: State Bank of Viet Nam and Viet Nam economy)
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Exhibit 3 : Inflation, GDP growth and macroeconomics factors

Year Inflation GDP USD/VND rate
2011 18% 5,89% 20.670
2010 11,75% 

(Estimated at 
Dec 2010)

6,5% 
(expected)

19.495

2009 6,88% 5,2% 17.000
2008 22% 6,23% 17.700
2007 12,63% 8,44% 16.132
2006 6,6% 8,17%
2005 8,4%
Note approximately

(Source : Viet Nam commercial banks and economic statistical bureau)

Exhibit 4 : GDP growth Việt Nam 2006-2010 

(Source : Bureau Statistic)



 

  

    
    
 

 
 

 

    
    
    
    
    
  

  
 

   

 

                   

  
 

Exhibit 5 :  Increase/decrease risk level of listed software industry firms under changing scenarios of leverage : in 
2011 F.S reports, 30% up, 20% down in the period 2007 –

 

2011

 

 

 

 

 

 

 

Order No.

 

Company 
stock code

 

FL keep as in F.S 
report

 

FL 30% up

 

FL 20% down

 

Equity 
beta

 

Asset 
beta

 

Increase

 

/Decrease 
(equity beta)

 

Increase

 

/Decrease 
(asset beta)

 

Increase

 

/Decrease 
(equity beta)

 

Increase

 

/Decrease 
(asset beta)

 

1

 

FPT

 

0,976

 

0,364

 

0,000

 

-0,184

 

0,000

 

0,122

 

2

 

CMG

 

0,949

 

0,348

 

0,000

 

-0,180

 

0,000

 

0,120

 

3

 

SRB

 

1,051

 

1,019

 

0,000

 

-0,010

 

0,000

 

0,006

 

4

 

VLA

 

0,125

 

0,111

 

-0,004

 

-0,008

 

0,002

 

0,005

 

5

 

HIG

 

1,112

 

0,740

 

0,000

 

-0,112

 

0,000

 

0,074

 

6

 

SRA

 

0,137

 

0,088

 

0,000

 

-0,015

 

0,000

 

0,010

 
   

Average

 

-0,001

 

-0,085

 

0,0004

 

0,056
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Exhibit 6 : VNI Index and other stock market index during crisis 
2006-2010

Exhibit 7 : Comparing statistical results of three (3) scenarios of changing FL of 121
listed firms in the consumer good industry
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Abstract -

 

Taxation is one of the most important revenue 
generation in any given economy and as such should receive 
due attention. The need for taxation in an emerging economy 
cannot be over-emphasised. Taxation is one source of 
government revenue that could be reliable in terms of certainty 
.Government has the mandate to impose tax via its numerous 
regulations. Emerging economies are nations that have large 
territories and populations, and are saddled with the 
responsibility of developmental projects that call for new 
infrastructure, such as power-generating plants and tele-
communications systems. Value Added Tax, usually abbre-
viated as VAT, could be a mega means of funding such 
projects. This research adopted. Survey research design 
because of its ability to view comprehensively and in detail the 
major question raised in the study: Has Vat maintained an 
increase in revenue yield since inception? Our finding was a 
continuous decrease in revenue returns. The increasing 
revenue loss on VAT proceeds is mind bogging. Vat has a 
good chance of working in Nigeria if it receives the 
cooperation of tax collectors. We recommend that the Nigerian 
government should make adequate provision for retrieving the 
proceeds of VAT

 

from companies and other agents of 
collection.

 

I.

 

Introduction

 

nherent in the financing of public goods is always a 
problem of free riding. Taxes are the major tools 
required to overcome such and also to control other 

market imperfections, and achieve social justice by 
wealth redistribution. Tax is a major player in every 
society of the world. It is a major issue due to its 
consistency and constancy. It is that compulsory 
payment imposed on the citizens of a country by its 
government. It is an ingredient to development in 
different parts of the world as it is an opportunity for 
government to collect additional revenue used to 
provide for the needs of the people (Yahaya, c.2007; 
Ogbonna & Appah, 2012a).  (Gloria, 2012) observe that 
although taxes may not

 

be the most important source of 
revenue to the government in terms of magnitude of 
revenue derivable from it as compared to revenue from 
petroleum proceeds, fines and royalties, grants and 
advances, et cetera, its importance stems from the point 
of view of certainty and consistency.

 

The most important role of a tax system is its 
revenue-raising function. Government therefore, impose 
taxes to finance the expenditures they undertake. Tax 
systems also have an important income distribution 

function. This recognises a general perception that the 
tax system imposes a fair tax burden across taxpayers, 
which is essential to the effective operation of a 
voluntary compliance system of taxation. The Nigerian 
tax law is the embodiment of rules and regulations 
relating to tax revenue and various kinds of taxes. Such 
laws are continuously reviewed. Kiabel (2009) identified 
these laws to include fiscal administration between the 
three tiers of government-the federal, state and local 
government. Other expectations of the Nigerian tax 
system according to the Presidential Committee on 
National tax policy (2008) include: 
a) Encourage economic growth and development.  
b) Generate stable revenue or resources needed by 

government to accomplish laudable projects and or 
investment for the benefit of the people.  

c) Provide economic stabilization.  
d) To pursue fairness and distributive equity.  
e) Correction of market failure and imperfection. Abiola 

and Asiweh (2012). 
Under the current tax laws, the three tiers of    

the government has specific areas of emphasises.       
SOME OF THE RELEVANT TAX REGULATIONS        
emphasised the following: Capital Gains Tax, Value 
Added Tax (VAT), Education Tax, Petroleum Profits Tax,        
Nigerian Social Investment Trust Fund (NSITF), Stamp         
Duties, Withholding Tax, Double Taxation Agreements/   
Treaties, Personal Income Tax, Companies Income Tax.   
Anyanwu (1993) viewed VAT as a consumption tax on 
economic operations including imports except those         
exempted as par the provision of the decree. VAT                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                          
being the main focus of this paper was introduced 
following a study group set up by the federal 
government in 1991 to review the nation’s tax system so 
as to help boost the government revenue, which has 
been dwindling for many years. It was this group that 
proposed VAT. As a follow up, another committee was 
set up to conduct feasibility study on the implementation 
of the VAT (Thacker, 2009). There is a growing 
recognition among developing countries of the crucial 
role of value added tax revenue as an instrument of 
economic development. Value added tax (VAT) reve-
nues are increasingly accounting for significant pro-
portion of government revenue to finance the required 
level of public expenditure both at federal, state and 
local government levels. Value added tax as a con-
sumption tax has been embraced by many countries 
worldwide Owolabi and Okwu (2011). Many developing 

I
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countries have effectively used Vat as a major source of 
revenue. Examples of such countries include Benin, 
Guinea, Kenya, Togo Senegal.et cetera. Vat recorded an 
impressive performance in those areas where they were 
used hence Nigeria‘s interest in adopting VAT in 1994. 
VAT is a self-assessment tax hence, it is a fairly precise 
measurement of the growth of an economy since 
purchasing power (which determines yield) increases 
with economic growth that is paid when returns are 
being rendered. An observation of the Federal Inland 
Revenue Service (FIRS) was that Vat being a con-
sumption tax obviously its administration will be easy as 
evasion will be more challenging. 

The primary objective of this study, therefore, is 
to  evaluate the performance of VAT as Revenue earners 
in Nigeria .To assess the revenue generated from VAT 
since inception to see if it has been on a steady 
increase or decrease. It is hoped that the insight to be 
gained from this analysis provide a useful guide to the 
policy makers. The rest of the paper is as follows: 
section two discusses the principles of VAT, section 
three dwells on analysis of Vat performance between 
2005 -2011.The fourth section provides the way forward 
while section five provides the conclusion of the paper. 

II.
 Principles of VAT 

in Nigeria
 

Soyode and Kajola (2006) defined VAT as a 
consumption tax on all VAT able goods and services. 
Value Added Tax, usually abbreviated as VAT, was first 
adopted in France in 1954. In France, it is the most 
important source of state finance accounting for nearly

 

50% of state revenue (Thacker, 2009).
 
The introduction 

of VAT in Nigeria through Decree 102 of 1993 marks the 
phasing out for the Sales Tax Decree No. 7 of 1986. The 
Decree took effect from 1st December, 1993, but by 
administrative arrangement, invoicing for tax purpose 
did not commence until 1st January, 1994. According to 
the decree, a VAT able organization is an existing firm 
engaged in the manufacture, distribution, importation or 
supplying of goods and services. Theoretically under 
VAT, a supplier, manufacturer, producer or seller of Vat 
able goods or services returns a percentage of the price 
he charges his customers to the Vat directorate at 
regular intervals. This percentage is 5% and it is the rate. 
This is the output. Assuming the seller paid Vat on the 
VAT able goods and services when they were 
purchased for resale, then the vat paid by him is input 
tax.

 

The Nigerian vat history could be traced to the 
Two great financial institutions the international mone-
tary Fund (IMF) and

 
the world Bank. The intention was 

towards helping Nigeria to increase its non-oil revenue. 
The value added tax Act is a federal statues and the tax 
is administered by the Federal Inland Revenue Service 
(an arm of the Federal Board of Inland Revenue on 
behalf of the federal, state and local Governments. while 

the VAT revenue is shared by all levels of government. 
Thus it can be assumed that VAT revenue is not 
sterilized but injected into the economy through 
increased government final consumption expenditure. 
The proceeds are shared among the three tiers of 
government in accordance with a formulae determined 
from time to time by the federal legislature. This is 
always subject to review. 

Notably emerging economies have large 
territories and populations, and they are undertaking 
extraordinary development projects that call for new 
infrastructure, such as power-generating plants and 
telecommunications systems. Value added tax (VAT) is 
one of the ways of funding such infrastructural 
developments. Nigeria happens to be an emerging 
economy whose export product is mainly crude oil. Her 
other natural resources asserted by Economy Watch 
(2011) include: Natural gas, tin, iron ore, coal, limestone, 
lead, zinc and arable land. Her land mass covers about 
923, 768 sq km and she have a population of about 
149,229,090.The need for revenue generated from VAT 
in this country cannot be over emphasised.  VAT is paid 
on virtually all goods and services, with the exception of 
the following: 

• Medical and pharmaceutical products; 

• Basic food items such as peas, beans, yam, 
cassava, maize, rice, wheat, milk and fish; 

• Infant food items; 

• Books, newspapers and magazines; 

• Educational materials (laboratory equipment); 

• Baby products such as carriages, clothes and 
napkins, as well as sanitary towels; 

• Commercial vehicles and spare parts, tractors, 
public transport passenger vehicles, motorcycles, 
tanks and other armoured fighting vehicles, and 
bicycles; 

• Agricultural equipment such as those for soil 
preparation or cultivation, harvesting or threshing, 
milking and dairy machinery, and poultry keeping 
machinery; 

• Veterinary medicine equipment; and 

• Fertilizers and farming transportation equipment. 

• All imports are VAT able, whether imported raw 
materials or finished goods. 

The Value Added Tax is imposed on the net 
sales value of non-exempt, qualifying goods and 
services in Nigeria. It is levied on any individual, 
corporation sole, group, body corporate or organization 
that consumes buys, procures or imports taxable goods 
or services. During direct sales or open market 
transactions, the buyer or consumer pays the tax to the 
seller together with the cost of the goods or services 
bought. The seller then nets off the VAT paid at the time 
of purchase of the stocks sold from the VAT collected 
on the stocks sold and credit the balance to the Federal 
Inland Revenue Service (FIRS). Where the goods or 
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services were supplied to a government Ministry, 
Department or Agency (MDA) or a company engaged in 
oil operations, the VAT payable by the MDA or oil 
company is deducted or withheld at source (at the point 
of payment). It is then credited directly to FIRS on behalf 
of the supplier. VAT payments are made on a monthly 

basis not later than 21 days of every subsequent month. 
The tax rate for the VAT is set at 5% in Nigeria (FIRS, 
2013).  

Nevertheless, even with the seeming inesca-
pable nature of VAT, the VAT still remains evaded (if not 
the most evaded).  

III.
 

Analysis
 
of

 
VAT

 
Performance

 
2005-2011

 

Table 1 :
 
VAT Revenue in ₦

 
Billions

 

(Target Versus Performance)
 

   
   
   
   
   
   
   
   

Source
 

:
 

FIRS Gauge (2011) and complied from the
 

 
 

Both the table and the chart above are quite 
revealing.  

What could be responsible for revenue 
generated from Vat not to be on a steady increase? The 
table shows there is always a shortfall between the 
target and the actual. Several factors were observed to 
have played a major role. 

Avoidance of tax payment  is not only  an 
international  problem or issue but has equally assumed   
deeper dimension especially in a country like  Nigeria 
.For instance,  The Federal inland Revenue arrested the  
managing Director of Air Nigeria for alleged failure to 
remit taxes amounting  to N4,868,496,152.00 billion. The 
arrest was geared towards recovering arrears of taxes 

accruing to government from withholding tax and value 
Added Tax. (www.thenigeria voice 2012 June 19th. Air 
Nigeria has failed to deduct and pay taxes accruing to 

government from Withholding Tax  and Value Added Tax 
(VAT) from 2007 to 2010, totalling N4.86 billion (John, 
2012). The airline had illegally obtained a Tax Clearance 
Certificate (TCC) with the intention to frustrate the 
recovery of tax arrears accruing to government from 
Withholding Tax (WHT) and Value Added Tax (VAT). 

Another similar incidence was the arrest of   
Chief executive officers of seven companies in Lagos            

for failure to remit taxes totalling N2.17 billion. 
(www.sharpedge.com 2012 June). 

The federal Inland Revenue service again 
clamped down on the hospitality industry in Abuja 
arresting about nine managers that failed to register as 
taxpayers and had not been filing annual returns as 
mandated by law. Most of the companies have never 
attempted to remit the value Added Tax. James Emejo 
(2011). The attitude of Nigerians towards taxation is 
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federal Inland Revenue service chat

Year Target Actual
2005 231 192.70
2006 77.8 232.70
2007 265 314.50
2008 323 234.50
2009 580 291.40
2010 580 345.10
2011 770.09 382.10



worrisome as many prefer not to pay tax if given the 
opportunity. Government’s ability to adequately and 
effectively retrieve the proceeds from companies and 
other agent of collection remains a problem. It does not 
appear as if there is adequate machinery for effectively 
monitoring the remittance of tax withheld to the 
relevance tax authority. Tax Evasion apart from being 
morally wrong also amounts to a breach of the tax law. 

One major areas of reform in recent years has 
been towards tax administration. However, the reform 
seems not to have been impressive in its imple-
mentation. It is an unwritten law in Nigeria, that people 
who are rich and well connected evade taxes either 
directly or indirectly. They are further assisted in these 
crime by the under developed and inefficient tax 
collections system in the country.

 

Inefficient tax collection is a failure that has not 
yet been addressed by the various tax reforms in the 
past. Obviously one can rightly describe this type of tax 
system as showing an imbalance or being unfriendly to 
the poor masses. Olasunkanmi 2011 commented that 
our tax system allows corruption amongst top govern-
ment functionaries. Taxpayers also perceive government 
as not being responsive enough to the needs of the 
citizens; they largely hold the view that tax revenues are 
either misapplied and or misappropriated.

 

Tax payment in various parts of the economy is 
easily manipulated. Tax officials double as consultants. 
They aid corrupt  people to evade tax by helping them to 
compromise the books and they collect a handsome fee 
for this type of service rendered. (Olatunde Sanni 2010). 
The outcome of such dishonest practices by some tax 
officials is that it ends up having demoralizing effect on 
the honest tax payers. In an attempt to facilitate 
adequate and effective collection of taxes, Government 
designed and designated many collection points. This 
turned back to pose a challenge .Accountability from 
these collection points always poses a challenge as the 
proceeds most times are diverted to wrong channel. The 
rate of corruption on the part of tax officials is alarming 
as largely many of them connive and collude with 
supposed-tax-

 
payer to evade and avoid tax. According 

to Uwabuike (1998), the success or failure of any tax 
system depends largely on the extent to which it is 
properly managed. When some people do not pay and 
others do, the equity of tax is eroded. The issue of the 
upsurge of corruption in Nigeria is troubling. Corruption 
from all indication is endemic in all governments. 

 

A common
 
feature of many developing coun-

tries is lack of resources, expertise and capacity for 
building up and improving efficient civil service. While 
citing (Ola 1998) Kiabel and Nwokah (2009:532) 
observe that many employers of labour are now using 
the tax deducted from their employee’s emoluments on 
either  their  personal acquisitions or business expansion 

 
  

The distribution system of VAT in Nigeria is 
enough to demoralise tax payers. How much does the 
Federal government give back to the state?  Sharing of 
Vat proceeds is not strictly   based on derivation. This is 
not proper, the sharing ought to be done according to 
derivation, this will help to develop and encourage the 
state where the bulk is generated from. 

Nigeria has a problem of adequate record 
keeping and tax assessments.  An agency with very 
poor statistics can never function right because data 
management becomes challenging.  For proper audit, 
statistical data are crucial. Detailed data collection and 
enforcement ought to be timely and sufficient. Without 
these basic data, it becomes very difficult, for example, 
to accurately calculate the amount that the Government 
loses annually through non-filing, under reporting and 
late remittance. 

VAT-retail trade in Nigeria is incredibly large but 
substantially informal. VAT collection at this stage is 
bound to be a logistical nightmare; this situation does 
not provide much input to policy process. 

The Nigerian economy to a large extent is 
dominated by a good number of informal sectors. In 
fact, income from the self-employed or informal sector 
activities is grossly unexploited. Inefficiency in tax 
collection mechanism poses a big problem. That is the 
reason that makes the quality of their tax collection 
systems weaker than is the case with more developed 
economies. The consequence of such is that the 
economy continues to lose huge amount of revenue 
through the unwholesome practice of tax avoidance and 
remittance. 

IV. The Way Forward 

Tax authorities need to be meticulous in 
ensuring remittance of all Vat revenues. If possible there 
could be a legislation that will authorise FIRS to look into 
account books of all vatable organizations account 
books .The books are a lot more revealing of the true 
cash flow of organisations than audited reports that are 
largely manipulated. It is only such legislation that will 
enable them get the real position of various firms. 

The global world is a digital world. Computer 
acquisition is a priority to efficient tax system. Computer 
technology can help in developing a master file system. 
There is every need to introduce efficient computer 
technology. Such must be combined with the political 
will to enforce tax collection if it is to yield potential for 
greater revenue. Enforcement procedures are crucial in 
increasing revenue. Technology without accompanying 
enforcement procedures will not help in increasing 
revenue. With all these advanced technology, the 
System is able to detect potential avoiders and sanction 
them.  
 

© 2013  Global Journals Inc.  (US)
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From all indications, there is every need to 
improve the collection pattern and maximize tax 



revenue. An answer to this lies with availability of honest 
and capable tax administrators Revenue officials should 
display good example and as well be

 

responsible. Tax 
authorities should recruit well trained and honest 
personnel to handle tax matters. The remuneration 
accrue to tax officials should be enhanced so as to 
enable them live above poverty line and resist all 
tempting offers from citizens.

 
We cannot advance meaningfully if we, as a 

nation fail to foster respect for law and a feeling of 
common purpose and joint obligations towards a 
common goal. Firm and reliable corporate governance 
is recommended. Lapses in the system could be 
credited to poor and inexperienced staffing of the tax-
collecting organisation, poor funding, bad access road 
to the interior of the rural areas, poor enlightenment and 
many more.

 

An urgent need to address these 
weaknesses is a positive move.

 Tax education is a necessary tool to engender 
the citizens to carry out their obligations voluntarily. To 
achieve this, there is need for periodic education of staff 
of Federal Inland Revenue Service, Economic and 
Financial Crime Commission and Joint Tax Force on 
Taxation. There should

 

be functional VAT offices in every 
council area to coordinate a vigorous campaign to 
educate people and seek their cooperation. This without 
reservation will erode the negative attitude that some of 
the consumers have developed towards VAT.

 We further recommend an establishment of 
operational vat tribunal as a matter of urgency. This 
tribunal will mete out punishment relating to tax evasion 
and similar offences as soon as such cases are 
established. The knowledge of the existence of such a 
Special Tribunal would make defaulters change their 
behaviour. 

 Vat revenue ought to be disbursed for specific 
development programmes that will impact on the lives of 
the citizenry. Channelling the revenue accruing from VAT 
into areas such as the education and Health sectors will 
definitely benefit the masses.

 Proceeds from VAT must be retrieved .The 
burden is on the Government to make adequate plan 
towards such.

 Government will keep losing the revenue that 
ordinarily will come from VAT if there is no business 
data. There

 

is need to embark on business enumeration 
in each state with a view to having data base on 
business.

 V.

 

Conclusion

 The escalating revenue loss being experienced 
in Nigeria is mind bogging. There is embezzlement of 
government revenue, if it is not billions in subsidy rip-off; 
it is in tax evasion or no remittance of VAT deductions by 
organisations. The experts in economy have observed 
that more than 50% of collectible revenue was lost 

annually in Nigeria due largely to inefficiencies in the tax 
system VAT inclusive. The custom has always been to 
pour invectives on the leaders with less consideration on 
the poor masses. As a direct consequence of this 
attitude of government, a good number of Nigerians are 
equally unresponsive to public concerns. The big 
question is how has this state of affairs rubbed off on 
the economy? The result of lack of commitment is 
evident in the lack of a healthy tax system which makes 
the rudiments of our economy fragile. This development 
has contributed to the inability of the government to 
raise sufficient revenue that should guarantee the 
provision of adequate infrastructure for the citizens. 
(Babangida 2012).

 The Nigerian tax system comprises the laws 
governing the tax administration. There is every need for 
the nation to carry out a detailed, honest and com-
prehensive reform of the tax system including that of 
value added tax, to ensure the emergent of a system 
that will plug all the loopholes in the current tax system 
and ensure meaningful revenue generation through 
taxation in the country. The success of the scheme will 
contribute positively to the attainment of economic goals 
of the nation and as such enhance the social and 
economic well being of all Nigerians. Observations 
suggests that there is social disconnect between the 
people and their government presently, the new tax 
reform will positively address this.

 To a large extent, most developing countries will 
always have need for supports from its taxed 
Environment. Nigeria therefore requires not just enforce-
ment of tax law alone to bring compliance. Other factors 
also count, better supervision in the part of tax 
authorities, more demand for transparency and 
introduction of incentives for officials that excel in 
meeting as well as exceeding tax collection targets. 
Gaps exist in the administration of the tax especially in 
the Provision of the VAT laws and practice. This has to 
be corrected.

 Due

 

to poor economic activities and general 
poverty index in the country, when people are not highly 
motivated salary wise there will be no self actualization, 
one may not be encouraged to put in his best in the 
performance of a given task.  Conditions beyond

 

their 
control compels them take bribe. Government officials 
especially politicians should not just be concerned 
about their own jumbo salary but that of other workers in 
the economy. 

 Can the expectations of VAT be realized in 
Nigeria? The answer is yes if VAT receives the 
cooperation of tax collectors. If, however people evade 
tax colluding with tax collectors, no meaningful 
achievement would be made.
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Though the Nigerian tax system has undergone 
several reforms, one of the major setbacks faced by the 
economy is the tax system presently in operation 



is defective in terms of procedures, machinery and 
approaches adopted in collection and assessment of 
tax (John & Olabisi, 2012) as numerous cases of tax 
evasion and aversion still pervades the country. The tax 
system in Nigeria is inadequate as it is characterized 
with non-voluntary compliance of tax payers, tax evasion 
and avoidance, and record falsification which accounts 
for the consistent low tax yields. Due to ineffective tax 
regimes and ineffective tax legislations (aiding tax 
evasion and avoidance by national and international 
corporate organizations), Nigeria loses several billions of 
naira in tax avenue every year (Adedeji & Oboh, 2012; 
John & Olabisi, 2012; Yahaya, c.2007).
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Performance Evaluation of Prime Bank Limited
in Terms of Capital Adequacy

Md. Abdullah Al Mamun

Abstract - The study aims at evaluating performance of prime 
bank. Data of the bank is analyzed using capital adequacy 
ratio, debt equity ratio and advance to asset ratio for the 
period 2008 to 2012. The study finds, though high debt equity 
ratio bank maintains capital above regulatory requirement. 
This will help the researcher and bank to further improvement 
in capital adequacy to meet regulatory requirement and 
enhance bank performance.
Keywords : capital, capital adequacy ratio, performance.

with substantial proportion of their assets in loan and 
advances exposing them to considerable risk. There is 
also an established fact of risk – return relationship 
whereby the higher the risk taken the higher the return 
expected. In essence, banks by the nature of their 
operations may make substantial profit from loans and 
advances but without commensurate level of capital to 
cushion unanticipated losses may fail (Onaolopo and 
olufemi 2012). Prime Bank ltd operating its business in 
Bangladesh over a decade. It is perfect time to measure 
performance how well the bank meeting regulatory 
requirement. The study organized as Capital Standard in 
Bangladesh, Literature Review, Objective of the 
Research Work, Research Methodology, Financial 
indicators for capital adequacy, Conclusion.

II. Capital Standard in Bangladesh

In order to calculate CAR, banks are required to 
calculate their Risk Weighted Assets (RWA) on the basis 
of credit, market, and operational risks. Total RWA will 
be determined by multiplying the amount of capital 
charge for market risk and operational risk by the 
reciprocal of the minimum CAR and adding the resulting 
figures to the sum of risk weighted assets for credit risk. 
The CAR is then calculated by taking eligible regulatory 
capital as numerator and total RWA as denominator. 
Minimum capital requirement in Bangladesh is 10% of 
total risk weighted asset or 4 billion as capital whichever 
is higher of which 5% should be core capital(BRPD 
Circular No. 10).

III. Literature Review

Generally financial performance of banks and 
other financial institution measured by using 
combination of financial ratio analysis, benchmarking, 
measuring  performance against budget or mix of these 
methodologies(Avkiran,1995). The comparative financial 
performance of banking sector conducted by using 
CAMELS rating system (Nimalathasan, 2008). The 
performance of Malaysian Islamic bank carried out by 
using financial ratios(Samad and Hassan).The south 
African commercial banks performance measured by 
financial ratios analysis(kumbiari and Webb,2010). 
Performance of selected Indian commercial banks has 
done by view growth in asset, profit, revenue, 
investment and deposit (Jaladhar, Anchula and Achari, 
2011). EVA (Economic Value Added) is modern financial 

Author : Lecturer, Department of Business Administration, Pabna 
University of Science and Technology, Pabna, Bangladesh.
E-mail : mamunfin38@yahoo.com

I. Introduction

Regulators concerned with systematic risk of a bank 
runs do not like to rely on exclusively reserve 
requirement, deposit insurance because of the potential 
moral hazard (Berger,et al.1995). As a result regulators 
aiming at minimizing the moral hazard requiring equity 
capital as a fraction of bank risk weighted asset. An 
international standard which recommends minimum 
capital adequacy ratios has been developed to ensure 
banks can absorb a reasonable level of losses before 
becoming insolvent. Applying minimum capital 
adequacy ratios serves to protect depositors and 
promote the stability and efficiency of the financial 
system (Reserve Bank of New Zealand, 2007).  In past 
years, the world has witnessed ‘the crack’ and in some 
cases, total collapse of major financial institutions, which 
before then, had made and declared significant and 
sometimes enviable returns. Following these collapse, 
there was a need to review the contradiction that played 
out in some of these cases, between declaration of 
significant returns and sudden death. This informs the 
evaluation of banks’ performance from a risk adjusted 
basis. Banks are among the most leveraged businesses 

ank is a financial institution (Khan). It require fund 
to carry out business. Fund may come from 
deposit and non deposit. One of the non-deposit 

source of found is capital. Capital can be defined as 
long term fund coming from debt and equity that 
support a banks long term assets and absorb earning 
losses (Rose). Lack of capital increases uncertainty to 
the depositors. Capital performs several indispensable 
jobs in the operation of a bank, such as supplying 
resources to get a new bank started, providing a base 
for growth and expansion, defending a bank against risk 
and maintaining public confidence in the bank’s 
management and stockholders (Mishkin and Eskin). 

B



 

      

 

  
  
 

 
 

 

   

 

     
 

  

 
 

  
 

 
 

 

     

     

     

     

     

   
 

 

 

 

 

 

 

 

 

 

  

 
 

  
 

    
    

    
    

    

  

  

 

 
 
 
 
 
 
 

© 2013  Global Journals Inc.  (US)

G
lo
ba

l 
Jo

ur
na

l 
of
 M

an
ag

em
en

t 
an

d 
Bu

sin
es
s 
R
es
ea

rc
h 

  
  
  
V
ol
um

e 
 X

III
 I
ss
ue

 I
X
 V

er
sio

n 
I

Y
20

13
ea

r
  

  
 

(
)

C

16

measurement tool that determines if a business is 
earning more than its true cost of capital (Gabriela et al, 
2009). While analyzing performance of AXIS bank in 
terms of capital adequacy ratios and correlation analysis 
is used (Shrivastava et al, 2011). The analysis includes 
CAMELS rating and multivariate regression analysis for 
comparing financial performance commercial banks 
(Jha and Hui, 2012). The financial performance of 
commercial bank measured in terms of capital 
adequacy and methodology used as ordinary least 
square method (Onaolopo and olufemi 2012). Using 
data for Taiwan Province of China, Lin, Penm, Garg, and 
Chang (2005) study the direct effects of capital 
regulations and capital requirements. More specifically, 
they study three areas: (i) the relation between capital 
adequacy and the bank insolvency risk index, (ii) the 
relation between capital adequacy and financial 
performance, and (iii) the interaction and relationship 
between the insolvency risk of banks and financial 
performance.

IV. Objective of the Research Work

Banks is a special form of financial institution. 
Most of it fund coming from depositors. Owner’s 
contribution is infinitesimal.  Banking business depends 
on trust of the depositors on a bank. The measure of 
this trust is the strength and soundness of a bank. 
Specific objectives of the study are as follows.
• To analyze the adequacy of capital by using capital 

adequacy ratios;
• To identify the financial strength and soundness of 

the bank and provide suggestions:

V. Research Methodology

In order to evaluate performance prime bank 
different capital adequacy ratios are used. They are 
capital adequacy ratio (CAR), advance to asset ratio 
and debt equity ratio. At last t test is applied to test 
hypothesis. Secondary data have been collected from 
annual report books, journals, magazines and 
newspapers for the period of 2008 to 2012.

VI. Financial Indicators for Capital
Adequacy

a) Capital Adequacy Ratio
Capital adequacy gives insights of overall 

financial position of the bank (Shrivastava.et al). Bank 
capital is a focal issue of financial soundness and safety 
of a bank.  In fact the ultimate strength of a bank lies in 
its capital funds given its significance as a tool for 
meeting liabilities in a financial crisis and as a cushion 
for absorbing losses(Rose). From the table we see that 
capital adequacy ratio above 10% i.e. Prime Bank ltd 
maintained adequate capital in study period.  In addition 

to capital adequacy ratio there is a high positive 
correlation of risk weighted asset and capital fund 
rxy=0.99.

Year Capital 
Fund(X)

Risk 
Weighted
asset(Y)

Capital 
Adequacy 

Ratio

Tier -¡

2007-08 7859 72253 10.88 8.67

2008-09 12168 82710 14.71 10.95

2009-10 21483 183747 11.69 8.60

2010-11 24229 194380 12.46 9.64

2011-12 25916 205103 12.64 10.08

Here rxy=0.99(using MS Excel). Now test of 
hypothesis, two hypotheses are
H0: There is no significance difference between risk 
weighted asset and capital fund
H1: risk weighted assets have increased with an 
increase in capital fund.

21
2*

r
nrt
−
−

=

)99.0)(99.0(1
25*99.0

−
−

=

                                    =12.15
Tabulated value for 3 degrees of freedom at 5% 

level of significance is 3.18. Since the calculated value is 
greater than tabulated value it is highly significant. 
Hence the null hypothesis is rejected and we conclude 
that risk weighted asset increased with an increase in 
capital fund.

b) Advance To Total Asset
The ratio is the total advance to total asset. 

Advance to asset ratio shows a bank position and risk 
taking ability in lending funds. The higher the ratio 
indicates that bank is aggressive in lending 
(Shrivastava.et al).  There is a link that the higher the 
ratio more capital requires to absorb losses as risk 
weighted asset increases. For prime bank was the 
highest in year 2009-10 and lowest at 2008-09 and 
2011-12 which is below to industry average.

Year Total 
Asset

Total 
Advance

Ratio

2007-08 110437 75156 0.68
2008-09 124806 89252 0.72

2009-10 154342 116057 0.75
2010-11 199950 138848 0.69

2011-12 236833 160890 0.68
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Source: Annual Report of Prime Bank Ltd (2008-2012)

Source: Annual Report of Prime Bank Ltd (2008-2012)
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c) Debt Equity Ratio
The ratio indicates the degree of leverage of a 

bank. It shows how much of a bank business is financed 
through debt and how much through equity 
(Maheswari). The ratio is arrived at by dividing total 
borrowing and deposit by shareholders net worth which 
includes equity capital, reserve and surplus. Bank 
capital can absorb financial shock. In case asset value 
decrease or loans are not repaid bank capital provides 
protection against those loan loss. A lower debt equity 
ratio is good sign for a bank. (Samad and Hasan). The 
below table indicates high debt equity ratio of prime 
bank ltd. The table shows that the ratio was highest in 
2007-08 and lowest in 2009-10.

Year Debt Equity Ratio
2007-08 93.55
2008-09 89.41
2009-10 87.70
2010-11 89.44
2011-12 90.38

           Source: Annual Report of Prime Bank Ltd   
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(2008-  2012)

VII. Conclusion

From above table we see that prime bank 
manages regulatory requirement in terms of capital 
adequacy. The capital adequacy ratio is above 10% in 
each year. Loan to asset ratio is satisfactory. But a debt 
equity ratio is very high. Since bank financial institution is 
highly levered and different from other firms and lion 
portion of bank fund coming from deposit. The 
suggestion for the bank to increase equity contribution 
for sustainability. Finally we can conclude that prime is 
performing well.  
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Abstract -

 

Financial Intermediation, as a process involves the 
transformation of mobilized deposits liabilities by financial 
intermediaries such as banks into bank assets or credits such 
as loans and overdraft. This paper seeks to analyze empirically 
the trends in Financial Intermediation and Output (GDP) in 
Nigeria from the banking crises period beginning from 1981 to 
2011. In doing so, the study used the endogenous 
components of financial intermediation such as Demand 
Deposits (DD), Time/Savings deposits (T/Sav) and Credits 
(Loans and Overdraft) as explanatory variables to predict the 
outcome of our dependent variable Output (GDP). Data were 
sourced from CBN statistical

 

Bulletin, 2011 and regression 
estimation was carried out using IBM SPSS statistics 20. The 
findings suggests that though there exist a positive growth 
relationship between financial intermediation and output in 
Nigeria, there also exist elements of negative short-run growth 
relationship, especially for the periods that suffered financial 
shocks resulting from the global financial crisis and perhaps, 
numerous bank failures. These findings may serve to buttress 
existing research outcomes and will be relevant

 

to regulatory 
authorities in formulating policies that are capable of positively 
enhancing financial intermediation and output growth in the 
economy.

 

Keywords :

 

financial intermediation, output (GDP), 
demand deposit, time and savings deposit, bank 
credits, nigeria.  

 

I.

 

Introduction

 

he attainment of a steady, viable and speedy 
economic development in any nation is essentially 
a function of the availability of monetary assets in 

the economy. Sanusi (2002), opined that the ‘availability 
of investible funds is

 

a key factor in the growth process 
of any economy. Although not a sufficient condition, 
resource availability is certainly a necessary condition 
for output and employment growth. Indeed, there is 
ample evidence to show that countries that have 
enjoyed or are enjoying economic prosperity have been 
linked with an efficient mechanism for mobilizing 
financial resources and allocating same for productive 
investment.’ Efficiently managed financial intermediation 
process contributes immensely to a vibrant financial 
system, higher levels of output, employment, and 
income and through that enhances the living standards 
of the citizenry. This no doubt explains why special 
attention is being focused on financial intermediation by 

economic players in recent times. By definition, 
Financial Intermediation is a process whereby a financial 
intermediary such is a bank mobilizes and con-solidates 
bank deposits and transforms the mobilized or 
consolidated deposit money into bank credits, usually 
loans and overdraft. It is simply the process of taking in 
money from depositors and then lending same out to 
borrowers for investment and other economic deve-
lopment purposes. The process allows financial 
institutions acting as intermediaries channel funds from 
surplus eco-nomic units (individuals and firms having 
surplus savings) to deficit economic units (firms and 
businesses in need of funds to carry out desired 
business activities). Relatively, it involves the conversion 
of bank largest liabilities (deposit liabilities) to bank 
largest interest earning assets (bank credits which 
includes majorly loans and overdrafts).

 

It is very obvious  that the definitions of 
financial intermediation above are structured around 
financial Institutions commonly referred to as ‘financial 
intermediaries’ and from that, we deduce that the 
intermediaries are central institutions for economic 
growth and development. This brings to fore their 
importance. In its broad sense, the term ‘financial 
intermediary’ does not only refer to banks as it is often 
being misconstrued, may be, for reason that 
overwhelming proportion of business funds financed 
externally comes from banks but also integrates  all 
financial institutions that play intermediary roles in an 
economy. This rather new scholarly thinking is the fallout 
of the financial crisis of 2008 –

 
2009 that compelled 

management scholars to attempt to redefine financial 
intermediation in a more comprehensive manner to 
embrace all and sundry institutions. According to Nicola, 
Benjamin and Lindsay (2012),

 
a new narrative has 

emerged, describing intermediation as a decentralized 
rather than a bank-centered system, one in which the 
matching of the supply of and demand for funds occurs 
along an extended credit intermediation chain, with 
specialized markets and non-bank institutions playing a 
part along the way’. What is common and of great 
interest in these definitions is the determinant of the 
endogenous components of the process; the deposits 
mobilized in the form of Demand Deposit, Time  
deposits and Savings deposit as

 
well as funds 

application or allocation in the form of Loans and 
Overdraft. From the foregoing were financial 
intermediation variables derived which include Demand 

T
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Deposit (DD), Time/Savings deposits (T/Sav) and 
Loans/Overdraft (L/O). 

The concept of Output is absolutely important in 
the field of macroeconomics, essentially, as it relates to 
the economy of nations. Output is defined as the 
quantity of goods and services produced in a country at 
a given period of time, whether consumed or used for 
further productive investments. It may also be defined 
as the total value of all goods and services produced in 
a country in a given period of time, usually a year. 
Officially, Gross Domestic Product (GDP) is the most 
popular measure of the output of a country. GDP 
indicates the market value of all officially recognized final 
goods and services produced within a nation at a 
specified time period. The relevance of GDP in every 
economy cannot be overemphasized because it is the 
major indicator of a country economic growth and the 
living standard of its citizens. Indeed, the best index to 
understand a country's economy is by looking at its 
output in terms of Gross Domestic Product (GDP). By 
global standard, it is output that shows how rich and 
viable a country is economically, thus a country may be 
said to be in recession if its output (GDP) growth is 
negative for three consecutive years and when critically 
assessed, three consecutive quarters.   

a) Statement of the Problem 
There seems to be a consensus in theoretical 

and empirical literatures that financial development can 
influence and foster output development, that there is a 
visible correlation between financial intermediation and 
economic growth, economic growth being synonymous 
to Output or GDP growth and that financial inter-
mediation facilitates the efficiency of the financial system 
of any nation. These core economic facts appear to be 
eluding the Nigerian situation because the Nigerian 
banking industry in recent times has undergone series 
of financial turbulence and capital adequacy problems, 
the consequences of which appear to cast doubts on 
the role of financial intermediation on the economy.  
From the foregoing, this paper seeks to analyze 
empirically the trends in Financial Intermediation and 
Output (GDP) in Nigeria from the banking crises period 
beginning from 1981 to 2011. In doing so, the study 
used the endogenous components of financial 
intermediation such as Demand Deposits (DD), Time/ 

Savings deposits (T/Sav) and Credits (Loans and 
Overdraft) as explanatory variables to predict the 
outcome of our dependent variable Output (GDP).  

b) Limitation of Study 

The study though has implications for global 
economy as a result of the interplay between economics 
aggregates such Deposits, Savings, Credits and Output 
in every nation’s economy, it is however limited to the 
Nigerian economy as data employed in our regression 
estimations sourced from the Statistical Bulletin of the 

Central Bank of Nigeria (CBN), 2011 relates solely to the 
Nigerian economy. 

c) Hypothesis  
To enable us make justifiable inferences, the 

following null hypothesis will be tested using our 
regression estimation results. 

Ho1 : There is no significant relationship between 
Financial Intermediation and Output (GDP) in the 
Nigerian. 

This concludes the introductory aspect of this 
study and the rest of this paper is organized as follows. 
Section 2 reviews related literatures to the study, section 
3 presents the research methodology and model 
specification, section 4 deals with data presentation, 
graphic representation and analysis of empirical results 
while section 5 is summary, conclusion and reco-
mmendations. 

II. Review of Related Literatures 

Deductions from theoretical and empirical 
literatures have vividly evidenced that financial deve-
lopment can influence output development and that 
financial intermediation is crucial to the functioning of 
the financial system of any nation, acting as a pivotal 
instrument of economic growth. Thus the efficiency of 
the financial system of every nation could be said to 
hinge largely on financial intermediation process 
because it plays very vital and proactive roles in 
ensuring capital accumulation necessary for productive 
investments and development As a matter of fact, the 
global financial system and the business of banking in 
particular flourishes on financial intermediaries’ abilities 
to receive deposit at low interest rate and lend them at a 
pretty higher rate of interest to businesses.  Precisely, 
this is the fundamental function of financial inter-
mediation. The economic role of financial intermediaries 
in acting as conduit for the conversion of deposit 
liabilities mobilized at low interest rates into monetary 
assets for financing productive investments obtained at 
relatively high rates of interest is crucial for economic 
development and growth, particularly that it creates a 
wide profit margin that allows for the sustenance of 
banking business and serve as a source of funding for 
businesses. According to Nieh et at (2009), financial 
intermediation drives economic growth. Ho (2005) re-
invigorates McKinnon (1973) and Shaw (1973) argument 
that financial development can foster economic growth 
by raising savings, efficiently improving the allocation of 
loanable funds and promoting capital accumulation. 
Yours truly, the concept of financial intermediation has 
attracted discussions at various sphere of financial 
studies that there appear to be a consensus in 
theoretical and empirical literatures that it has some 
underlying economic functions at both the macro-
economic and microeconomic levels. 

An Empirical Analysis of Trends in Financial Intermediation and Output in Nigeria
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A number of research studies that have been 
focused on financial intermediation and economic 
growth; economic growth being synonymous to growth 
in output or GDP, evidenced a positive correlation 
between the duos. For instance: Shittu (2012) referring 
to Schumpeter (1911), concurred that the services 
provided by financial intermediaries --- mobilizing 
savings, evaluating projects, managing risk, monitoring 
managers, and facilitating transactions are essential for 
technological innovations and economic development. 
On his part, Odedokun (1998), in his analysis of seventy 
one Less Developed Countries (LDCs) for the period 
1960 to 1980 contend that even though financial 
intermediation promotes economic growth, the growth-
promoting effects are more pronounced in the low-
income countries. To what extent this finding is justified 
is not intended to be argued here but the underlying fact 
is that financial intermediation influences output 
positively in terms of economic growth. Levine, Loayza, 
and Beck (2000) appear to re-invigorate the debate on 
the relationship between financial intermediation and 
economic growth on a new path. In their research study 
on the impact of the endogenous component of 
financial intermediation on economic growth which 
consisted of two models, they vehemently affirmed that 
there is a strong positive relationship between the 
endogenous components of financial intermediation and 
economic growth but noted that countries with high 
priority for creditors’ protection, strong will to enforce 
contracts, and unambiguous accounting standards 
have the potential for a developed financial inter-
mediation. 

Financial intermediation provides a range of 
portfolio options for savers with surplus funds and 
financial intermediaries as well. Financial intermediaries 
are able to augment their capacity to finance businesses 
and contribute positively to the economy in general 
through the process. The economics of financial 
intermediation are structured and based on the 
fundamental roles of financial intermediaries. Besides 
pooling the resources of small savers and efficiently 
allocating same to deficit economic units for productive 
investments, financial intermediaries provide safe-
keeping modalities for real money balance in deposit 
accounts and facilitate transaction, exchange and 
specialization. They provide liquidity and operate the 
payments system of nations. Liquidity defined as the 
readiness of an asset to be easily and cheaply 
converted to a means of payment; provision of liquidity 
is said to arise when financial intermediaries transform 
various financial assets into a means of payment 
through the use of debit/ATM cards and negotiable 
instruments such as cheques employed as payment 
device. From these roles of financial intermediaries 
endue by financial intermediation process, we may want 
to conclude that financial intermediation supplies 
recourses to brace the provision of liquidity to business 

firms and so acting, rejuvenates the entire economy. In 
the words of Holmstrom and Tirole (1998), financial 
intermediation stimulates the funding of liquidity needs 
through credit lines.  

Benston and Smith (1975) posit that financial 
intermediation mitigates the costs associated with 
information acquisition and the conduct of financial 
transactions. Information acquisition and the conduct of 
financial transactions are some other excellent roles of 
financial intermediaries operating within the financial 
systems of nations. Financial Intermediaries role in 
reducing costs associated with information acquisition 
and the conduct of financial transaction may come in 
several ways. For instance, a banking institution 
investigates a potential firm's credit proposal and 
financial statement before lending and since that is an 
area of specialization for banks, there is the likelihood 
that the cost of obtaining such information will reduce 
drastically, their expertise being brought to bear.  Again, 
Banks have the duty of monitoring credit facilities 
granted and once the loan is granted, the bank has the 
responsibility to ensure that the borrower does not 
engage in risky activities that could lead to default and 
in this way financial loss is being mitigated. Besides, 
requesting potential borrower to pledge assets as 
collateral security to fall back on or cushion the effect of 
default does not only scale down credit risk but also 
protects the bank from total financial loss and eliminate 
or reduce moral hazard problems. Moreover, financial 
intermediaries, especially banks, ethically act prudently 
as experts in collecting and processing information in 
order to accurately gauge the operational and allied 
risks of various transactions and investments and to 
price them accordingly. Expressly or impliedly, these 
economic roles of financial intermediaries performed 
through the process of financial intermediation are 
aimed at influencing or enhancing output in a number of 
ways.  

Basically, the relationship between the endo-
genous component of financial intermediation, parti-
cularly the Deposit elements and Output can best be 
explained from the fact that deposit funds are the 
primary source of capital accumulation. The magnitude 
of mobilized deposits available as capital funds 
influences and determines the level of investments; 
boosts economic activities and subsequently causes 
growth in the level of output. Quijano and Quijano (2003) 
put it this way; the interactions between output and 
capital have two important relations in the long run: the 
amount of capital determines the amount of output 
being produced and the amount of output determines 
the amount of saving, investment and accumulated 
capital. The other endogenous component of financial 
intermediation that strongly influences output is banking 
credits (loans and overdraft). Based on theoretical 
evidences, they contribute immensely to the productive 
capacity of an economy in several ways. In developed 
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and emerging economies banking system credits spurs 
innovative economic development by financing produ-
ctive investments, provides real money balance which 
constitutes a major source of liquidity that facilitates and 
lubricates business transactions and perhaps, specia-
lization. Agbada (2010) opined that banking system 
credit plays a very significant role in businesses and 
even in financing government investment. Credits are 
used to facilitate commerce, manufacturing, constru-
ction, and mining and provide capital for Small and 
Medium Enterprises (SMEs) in an attempt to enhance 
growth in the economy. 

III. Research Methodology 
a) The Model Variables  

It may be necessary to reiterate here that the 
Nigerian banking industry in the last three decades has 
undergone series of financial turbulences: capital 
adequacy problems, distresses, liquidations, global 
financial crisis, rescue mission, outright buyout, merger 
and acquisitions, the consequences of which appear to 
cast doubts on the role of financial intermediation in the 
economy. Thus, in this study, we attempt to analyze 
empirically the trends in Financial Intermediation and 
Output (GDP) in Nigeria from the banking crises period 
beginning from 1981 to2011. It used the endogenous 
components of financial intermediation such as Demand 
Deposits (DD), Time/Savings deposits (T/Sav) and 
Credits (Loans and Overdraft) to predict the outcome of 
our response variable Output (GDP). 

From the foregoing were our independent or 
explanatory variables adopted which are the endo-
genous components of financial intermediation, namely, 
Demand Deposit (DD), Time/Savings deposits (T/Sav) 
and Loans/Overdraft (LOD). The dependent or ex-
plained variable is Output measured in terms of Gross 
Domestic Product (GDP). Universally, GDP is the 
indicator of the market value of all officially       
recognized final goods and services produced within                         

a nation at a given period of time. The data          
obtained for these variables were analyzed or computed 
using IBM Statistical Package for Social Science (SPSS) 
Statistics 20.   

b) Theoretical Framework and Model Specification 
We utilized Multiple Linear Regression (MLR) 

equation to provide the formula for the line of best fit for 
our empirical model. Our choice of MLR is borne from 
the fact that it is a statistical technique that uses several 
explanatory variables to predict the outcome of a 
response or dependent variable and it models the 
relationship between the explanatory and response 
variables. In general terms the relationship between the 
variables may be stated as shown in equation 1below. 

                     Y       =     f (X1, X2, X3)                         (1) 

Where: Y = The dependent variable; representing 
Output (GDP) and  
X1; X2; X3 = The independent variables being 
represented by the endogenous components of 
financial intermediation namely; Demand Deposit (DD), 
Time/Savings deposits (TSav) and Loans/ Overdrafts 
(LOD) respectively. 

From theories, we deduce that MLR model 
takes a group of random variables and tries to find a 
mathematical relationship between them, creating a 
linear relationship in the form of a straight line that best 
approximates or fit all the individual data points. 
Oaikhenan and Ojamieruaye; (2001;53) opined that 
there exist a stochastic relationship between a variable Y 
and a set of other variables (say, X1; X2; 
X3…………..Xn); that the Y referred to as the dependent 
variable could be explained  in terms of other observed 
variables, (X1; X2; X3; ………..; Xn) known as the 
independent variables, and an unobserved random 
disturbance term usually denoted by u’. From the 
foregoing, a general Multiple Linear Regression (MLR) 
model may be written as shown below in equation 2. 

                                                            Y = β0 + β1 X1 + β2 X2 +…… + βn Xn + u                                                            

Where:  Y   =   Dependent variable representing Output 
(GDP) in this study β1; β2 …… βn = Independent 
variables’ coefficient, in this study, the parameters for 
DD, TSav and LOD representing the endogenous 
components of financial inter-mediation. 
β0 The intercept. The intercept represents the expected 
value of the dependent variable (Output) when all the 
independent variables assume zero as value.  
u  =  Random disturbance. 

Our empirical analysis formula in this study is 
modeled after equation 2 above, In it, we attempt to use 
our explanatory variables, the endogenous components 
of financial intermediation, namely, Demand Deposits 
(DD), Time/Saving deposit (TSav) and Loans and 
Overdraft (LOD) to predict the outcome of our response 

or dependent variable Output (GDP). For ease of 
discussion, these explanatory variables have been 
classified into two broad groups --- ‘Deposits and 
Credits’; ‘Deposits’ combines Demand deposit, Time 
deposit and Savings deposits and Credits refers majorly 
to Loans and Overdraft. Deposits and Credits are vital 
and effective ingredients of Output growth as here under 
evaluated.  

From theoretical literatures, we deduced that 
Deposits have extremely strong impact on Output, 
though the relationship appeared indirect in the sense 
that Deposits and Output relates in terms of the 
interaction between Output and accumulated Capital 
needed to finance the productive sector of the 
economy. While it is agreed that Demand Deposit is 

© 2013  Global Journals Inc.  (US)
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essentially meant to serve the liquidity needs of 
businesses, the unused proportion of it together with 
Time and Savings deposits constitute the primary 
sources of accumulated Capital funds for entrprenurs. 
The magnitude of accumulated Capital available for 
productive purposes positively influences the magnitude 
of Output that could be produced. In other words, the 
higher the accumulated Capital, the higher the Output 
produced. Reciprocally, in a cyclical manner, it is also 
true that the magnitude of Output produced has positive 
impact on the amount of Savings and other economic 
activities and subsequently on capital accumulation, 
and in turn, further higher Output. This phenomenon is 
responsible for the gradual, steady and continuous 
economic growth of emerging and developed 
economies. Okorie and Uwaleke (2010) argued that the 
financial systems that are more effective at pooling the 
savings of individuals can profoundly affect economic 
development; better savings mobilization impact 
positively on capital accumulation and that can improve 
resource allocation and boost technological innovation. 

On the other hand, availability of banking 
system credits in the form of advances, loans and 
overdraft have profound impact on the real economy. 
Emerging modern economies of the world are credit 
economies. Advancement in technological innovations 
and complexity of modern businesses have made 
transactions to be facilitated by a number of credit 
instruments such commercial papers, documentary 

letter of credit, leases, bonds, banker acceptance, bill 
dis-counting, electronic credit cards et cetera. For its 
ability to boost economic activities and facilitates 
transactions, banking system credit is now being 
regarded as the oil in the wheels of commerce and 
industry. It constitutes a major source of liquidity for 
financing businesses in general and aids households in 
their bid to satisfy their consumption needs. Theoretical 
and empirical evidences exist to affirm that a significant 
change in the volume of credit has the ability to cause a 
positive and significant change in Output produced. 
Nzotta (2004) was affirmative on this and concludes that 
bank credits influence positively the level of economic 
activities in any country. It influences what is to be 
produced, who produces it and what quantity is to be 
produced. Banking system credit affects and alters the 
level of money supply in an economy. It is the most 
important source of bank income and it promotes the 
activities of bank and non-bank financial institutions, 
thus, it influences the level of growth of the financial 
system. It also affects aggregate output and 
productivity, the pattern of production, the efficiency of 
entrepreneurship and the realization of aggregate 
economic performance, development and growth.  

Based on the foregoing we specify an empirical 
model to link our dependent or explained variable, 
Output (GDP) and our independent or explanatory 
variables; Demand Deposit (DD) Time/Saving deposit 
(TSav) and Loans and Overdraft (LOD) as below: 

                                       GDP   =    β0   +   β1DD    +    β2TSav   +   β3LOD   +    u                                                         

Where: GDP = Gross domestic product (Output)   
              DD = Demand Deposit; TSav = Time/Savings deposit; and LOD = Loans/Overdraft  

                β1; β2; β3 = Independent variables’ coefficient, that is, the parameters for DD, TSav and LOD                                              

representing the endogenous components of financial intermediation. 

                β0 The intercept. The intercept represents the expected value of the dependent variable (Output)                                    

when all the independent variables assume zero as value. 

              u = Random disturbance; 
 

The apriori expectations with respect to signs are:  β0 > < 0;    β1 > 0;    β2 > 0 and   β3 > 0

c)
 

Statistical Parameters for the Interpretation of our 
Empirical Results

 

The empirical results obtained from the 
regression estimation were interpreted using;

 

i.

 
The Pearson Correlation coefficient which serves 
to measure the strength of linear relationship 
between variables.

 

ii.

 

The t-test coefficients of the independent variables 
which attest to the individual significance of the 
independent variables,

 

iii.

 

The adjusted

 

R square (R2) referred to as the 
coefficient of determination. Barenson and Levine 
(1998), affirmed that R2 measures the proportion 
of variation that is explained by the independent 
variables in the regression model and

 

iv.

 

The F-statistics of the Analysis of

 

Variance 
(ANOVA). The F-statistics indicates the overall 
significance of the model, that is, it shows the 
general or overall effect of all the independent or 
explanatory parameters on the dependent or 
explained variable. According to Oaikhenan and 
Udegbunan (2005), F –

 

statistics enables us 
compare the magnitude of the difference between 
two quantities. The question we seek to answer in 
ANOVA is: is the magnitude of this difference 
enough to lead us to dismiss the null hypothesis 
as untrue? 
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IV. Data Presentation and Empirical 
Analysis 

a) Data Presentation  
Our data are presented on a tabular form as per 

table 1 in the appendix and subsequently patterned 
graphically to showcase the trends in financial 
intermediation endogenous variables and Output (GDP) 
as per figures 1 and 2 below. 

i. Graphic Representation of Data 
Our empirical model in equation 3 above has 

altogether four variables, namely, GDP, Demand 

deposit, Time/Saving deposit and Loans and Overdraft. 
The data for these variables are as presented in table 1 
above. Owing to the limitation of our computer software 
(window 7 ultimate) used for computing the graphic 
representation, all four variables could not be presented 
at once, but three of the four variables are displayed on 
each graph at a time. Thus, we present two graphs to 
comprehensively drive home our views.

 
 
 
 
 

 

            Source : Author’s graphical representation, 2013 

Figure 1 : GDP; Demand Deposit and Time/Savings Deposit 

The graphic representations of data obtained 
yielded robust results that stimulated interest and 
discussion on two fundamental economic view points. 
First, it reflects the true state of the Nigerian economy for 
the period under review. Umoh (2005) ascertained that 
the banking sector in Nigeria experienced severe 
distress in the late 80s and early 90s and that the 
prolonged oil glut that started in mid 1981 resulted in 
economic down turn such that the financial condition of 
firms and individual worsened. The resultant con-
sequences were that firms were unable to honour their 
contractual obligations of loan repayment to banks, thus 
impairing bank’s portfolio quality, leading to asset 
impairment and write-offs’. This low state of the 
economy between 1981 and 1994 is clearly visible in 
figure 1 as all the variables on zero dragged along x-axis 
indicating that financial intermediation and output 
growth were also impaired during this period. The boom 

in the activities of banks took effect with the 
implementation of some economic reforms. Umoh  
(2005, 8/9)  contends ‘that The Structural Adjustment 
Programme (SAP) introduced in 1986 led to the robust 
growth rate of the Gross Domestic Product (GDP) which 
averaged 6.8 percent annually from 1988 to 1992. By 
1999, the total assets crossed the trillion naira mark 
while deposits crossed same mark in 2001. By the end 
of 2004, total deposits stood at N1.8 trillion while total 
assets had significantly increased to N4.04 trillion.’ 
Umoh‘s assertion perfectly conformed to the simul-
taneous upward movement of all variables in the graphs 
from 1999, depicting that increased economic activities 
culminated into higher amounts of mobilized deposits 
and that transformed into higher amount of accumulated 
capital funds most needed to boost the level of 
investments and subsequently cause growth in the level 
of Output. 
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Source

 
: Author’s graphical representation,2013

 
Figure 2 :

 
GDP; Time/Savings deposit (TSav) and credits (loans/Overdraft (LOD)

 

 In addition to the aforementioned economic 
scenario, the 2004 re-capitalization reform also 
reinvigorated competiveness in banking business that 
resulted in rapid growth of financial intermediation, vis a 
vis, growth in Deposits and Credits with the ultimate 
goal of achieving corresponding growth in Output. As a 
matter of fact, one variable that experienced

 

awesome 
growth but whose growth was threatening to economic 
realities was Credits granted by banks. The gains of re-
capitalization appeared to have been utilized to advance 
credits channeled majorly to the private sector for 
consumption. This is evidenced

 

by the growth 
characteristics of credits which as figure 2 shows grew 
faster than other variables in the model. CBN Statistical 
Bulletin (2007) revealed that the aggregate credit (net) 
disbursed by Banking Service Providers (BSPs) to the 
domestic economy in Nigeria grew from N171,071.00 
million in 1992 to an  astronomically high figure of 
5,857,572 million, with credit to the Federal Government 
standing at on a negative balance of N9,954,984 million 
in 2007. Specifically, the records showed that an 
inconceivable large sum of N15,558,801 million (over 15 
trillion in real terms) representing the largest proportion 
of total credits was channeled to the private sector 
alone. In economic forum, funds channeled to the 
private sector are usually for consumption, thus 
portraying that the Nigeria economy is consumption 
based. Agbada (2010, 34) observed from available 
records that Nigerian banks presently find solace in 
lending to private salary earners rather than lend to 
companies and SMEs operating under stress of 

inadequate infrastructures, poor roads, epileptic power 
supply, inadequate water supply et cetera. As a result, 
majority of bank products these days are aimed at 
individuals. These come in the form of personal loans, 
utility loans auto loans, asset acquisition loans, 

         

LPO finance,

 

Cash-Overdraft-Against-Salary-Treasure 
(COAST) et cetera. Consumption centered economy 
negates Cobb-Douglass production function and cannot 
influence Output or economic growth favourably. This 
may explain why GDP had the smallest growth rate in 
figure 2. It may be noted that the variables in figure 2 
completely reflects the trend in financial intermediation 
and output in Nigeria and from their simultaneous 
growth characteristics, we may deduce that financial 
intermediation

 

influences Output in Nigeria. 

 

Secondly, the graphic representations con-
formed excellently to the theoretical literature reviewed.  
We stated earlier that demand deposits are essentially 
to meet liquidity needs of businesses and for that 
reason; its contribution to accumulated capital is 
minimal. This coupled with the frequency of demand; 
DD exhibited dwindling growth characteristics all 
through the period under review as shown in figure 1. 
The non concurrent growth characteristic of DD and 
GDP may be interpreted to mean the exclusion of DD 
from funds utilized as capital funds for investment and 
productive purposes, thus having minimal effect on 
Output (GDP). 
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Finally, on a critical survey, it is observed that all 
the variables in the graphs exhibited slight distortion, 
downward movement in 2008, picking again in 2010. 



This no doubt, reflects the recessional effect of the 
global financial crises commonly referred to as ‘global 
meltdown’. It  indicates that the slight downward growth 
of financial intermediation caused by the global financial 
crisis influenced a downward growth in output also; 
asserting the responsiveness of the effect of changes in 
financial intermediation on Output.  From the foregoing, 
we deduce again that financial intermediation has 
significant and positive influence on Output (GDP) in 
Nigeria.

 

b)

 

Empirical Analysis

 

i.

 

Pearson Correlation Coefficient Matrix

 

Table 2 below presents Pearson correlation 
coefficient matrix for all the variables. Correlation 
coefficients serve to measure or attest to the strength of 
the linear relationship between the variables.

 

Table 4.

 

2

 

:

 

Pearson Correlation Coefficient Matrix of 
variables

 

 

GDP

 

DD

 

TSav

 

LOD

 

GDP

 

1.000

    

DD

 

0.975

 

1.000

   

TSav

 

0.962

 

0.988

 

1.000

  

LOD

 

0.943

 

0.974

 

0.980

 

1.000

 

Source : Author’s computation using IBM SPSS 
Statistics 20; 2013

 

The correlation coefficients of all the variables 
are very high, indicating that there exists a strong linear 
relationship between them. These statistics suggests the 
existence of a strong linear relationship between

 

Output 
and the independent variable, Demand Deposit (DD), 
Time/Savings deposits (TSav) and Loans/Overdrafts 
(LOD) on one hand and there also exists a strong linear 
relationship between the independent variable on the 
other hand . The least of the coefficients is that between 
Loans/Overdraft (LOD) and Gross Domestic Product 
(GDP). It stood at .943, meaning that the linear 

relationship between LOD and GDP is 94.30%. This 
conforms to apriori expectation and suggests that a 
significant change in the volume of credit has the ability 
to cause a positive and significant change in Output 
produced.

 The most outstanding and probably the most 
significant correlation coefficient is that between 
Time/Saving deposits and Demand deposit. This 
remarkable coefficient stood at .988 indicating that 
these two endogenous variables of financial inter-
mediation are strongly related and 98.80% interwoven, 
meaning that their interaction is significant to capital 
accumulation and thus to output growth. Between the 
least coefficient of .943 and the outstanding coefficient 
of .988 lie all other coefficients and these statistics 
indicate the existence of strong linear relationship 
between the variables. Based on these relatively high 
correlation coefficients between the variables, we reject 
the Null hypothesis of no relationship and accept the 
Alternative hypothesis of a relationship. We therefore 
conclude that there is a strong linear relationship 
between financial intermediation and Output (GDP) in 
Nigeria.

 ii.
 

Regression Analysis: Hypothesis Testing
 The empirical results for this study are as 

displayed below in tables 4.3 to 4.5. In our regression 
estimation, Output (GDP) was regressed on its 
determinants, the endogenous components of financial 
intermediation, namely, Demand Deposit (DD), Time/

 Savings deposits (TSav) and Loans/Overdrafts (LOD). 
As earlier mentioned, the t-test coefficients, the 
coefficient of determination, R square (R2) and F-

 statistics parameters serves to test our hypothesis. It 
states thus:

 
 
Ho1: There is no significant relationship between 
financial intermediation and output (GDP) in the 
Nigerian.

 Table 4.

 

3

 

: Coefficients (a)

 

 
 
 
 
 
 
 
 
 

                                  

Source

 

: Regression Analysis Report using IBM SPSS

 

Statistics 20 Depe-

 

                                

  ndent variable: GDP

 
 
 
 

Model
 

Unstandardized 
coefficients

 

Standardized 
coefficient

 

T
 

Sig.
 B

 

Std 
Error

 

Beta

 
1(constant )

 

1398.621

 

522.133

 
 

2.679

 

.012

 

DD

 

8.452

 

2.199

 

1.073

 

3.843

 

.001

 

TSav

 

.153

 

1.771

 

.027

 

.086

 

.932

 

LOD

 

-.506

 

.852

 

-.128

 

-.594

 

.557
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Table 4. 4 : Model Summary (b)

Model R R. 
squared

Adjusted R 
Squared

Std Error of the 
Estimate

Durbin 
Watson

1 .975 a .951 .946 2481.056 .814
Source : Regression Analysis Report using IBM SPSS Statistics 20

                  
a. Predictor (constant), LOD, DD, Tsav
b. Dependent Variable GDP



 
 

   

  
    

      
                                
                
                                  
 

Table 4.

 

5

 

:

 

ANOVA (a)

 

Model

 

Sum of Squares

 

df

 

Mean Squares

 

F

 

Sig.

 

Regression

 

1 Residual

 

Total

 

3250953790.603

 

166202234.171

 

3417156024.774

 

3

 

27

 

30

 

1083651263.534

 

6155638.303

 

176.042

 

.000 b

 

                      Source

 

: Regression Analysis Report using IBM SPSS Statistics 20

  

The empirical results obtained from our 
regression estimation showed overall significance of the 
model; however, the parameters of some of the 
explanatory variables appear controversial. The co-
efficient of Demand Deposit (DD) at 8.452 is the best in 
the model but it is in a way controversial in the sense 
that it is theoretically believed that a large proportion of 
demand deposit is essentially meant to meet liquidity 
needs of business firms. The coefficient exhibited a 
positive sign and it is greater than zero in value. That 
result coupled with a t-test parameter of 3.843 suggests 
that it could be considered as being very relevant to 
policies that are formulated to affect Output (GDP). 
Never-the-less, the result has its significance and that 
may be derived from the fact that the Management of 
banks seldom employs the Pool-of-funds strategy

          

in allocating available resources to the various 
classifications of bank assets. The fundamental principle 
of this strategy is that funds from all available sources 
are gathered together to form a pool and from the pool, 
allocations are made to various economic units or asset 
groups. The implication of this is that since the Pool-of-
funds strategy emphasizes priorities stated in general 
terms, the proportion of DD in the pool may have 
contributed immensely to accumulated capital utilized 
for investment purposes and this may be significantly 
huge enough to influence Output positively. 

 

The coefficient of Time/Savings deposits 
variable exhibited a positive sign and with a positive t-
test parameter of .086, suggests that Time/Saving 
deposit (T/Sav) can be considered as being relevant to 
policy formulated to affect Output. Indeed, the positive 
sign conforms to apriori expectation, thus affirming the 
theoretical assertion that Time deposit and domestic 
Savings are the primary source of Capital accumulation. 
However, the variable failed the test of statistical 
significance at all significant levels and thus casting 
doubts on its relevance to policies that are formulated to 
affect Output (GDP).

 

More controversial is the empirical result 
exhibited by Loan/Overdraft (LOD) variable. The co-
efficient of LOD variable and the t-test parameter 

          

of -.594 exhibited negative signs in this regression 
estimation suggesting that Loans and Overdraft cannot 
be relevant to policy that are formulated to affect Output. 
This empirical finding counters apriori expectation 
absolutely.  The result brought to fore the implication of 
inefficient allocation of bank resources particularly 
mobilized deposit funds being transformed to loans 
through the process of financial intermediation. CBN 

Statistical Bulletin (2007) indicated that the banking 
system credits granted to only the Private sector of the 
Nigerian economy grew from 76,098.7 million in 1992 to 
a tremendous sum of N15,558,801 million in 2007, that 
is, over fifteen trillion naira. This represents the largest 
proportion of total credits disbursed to the domestic 
economy in Nigeria. The private sector in Nigeria 
consists mainly of private companies, Small and 
Medium Enterprises (SMEs) and households and since 
private companies and SMEs lack necessary collateral 
to secure bank loans, it could be deduced that over 
fifteen trillion naira credits were channeled to house-
holds who are salary earners for consumption. This 
portrays the Nigeria economy as consumption based. 
From theoretical literatures, a consumption centered 
economy negates Cobb-Douglass production function 
and cannot influence Output or economic growth 
favourably. Viewed from this perspective, there are 
therefore ample reasons why the LOD variable failed the 
test of statistical significance at

 

all significant levels. The 
results may be the subtle reflection of the Nigerian 
economy and that calls for policy reforms to correct the 
trend. With the t–statistics of -.594 in this regression 
estimation, LOD cannot be considered as being relevant 
to policies that are formulated to affect Output (GDP).

 

However, we found solace in the empirical 
results exhibited by the coefficient of determination, the 
R square (R2). The R2 coefficient of the model stood at 
.951 and that indicates that the explanatory variables 
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accounted for 95.10% of systematic variations in Output 
GDP. In other words, 95% of the dependent variable, 
GDP, was explained by the independent variables 
namely, Demand Deposit (DD), Time/Savings deposits 
and Loan/Overdraft (LOD). This outstanding result is 
complemented by an equally good F–Statistics result. 
The F-statistics shows the overall significance of the 
estimated model and for this study, the F – statistics of 
the model stood at 176.042, the magnitude of which is 
considered huge enough to reject the null hypothesis of 
no relationship and accept the alternate hypothesis of a 
relationship. Based on the R square (R2) and F-Statistics 
results, we conclude that the estimated model passed 
the test of overall significance at all significant levels. 

V. Summary, Conclusion and
Recommendation

This research study is an empirical analysis of 
the trends in Financial Intermediation and Output in 
Nigeria from the banking crises period beginning from 
1981 to 2011. As an economic phenomenon, the 



 

 

 

 

   
 

process of financial Intermediation involves the 
transformation of mobilized deposits by financial 
intermediaries such as banks into credit facilities such 
as loans and overdraft for productive purposes. Thus, 
the study explained the impact of financial inter-
mediation

 

on Output (GDP) using the endogenous 
components of Financial intermediation such as 
Demand Deposits (DD), Time/Savings deposits (T/Sav) 
and Credits (Loans and Overdraft) as explanatory 
variables. Data for the empirical estimation were 
sourced from CBN statistical Bulletin, 2011, presented 
first in a tabular form and subsequently patterned 
graphically to visibly showcase the trends in the 
variables and the regression estimation was carried out 
using IBM SPSS statistics 20. Generally, the findings 
from both the graphic representation and the empirical 
analysis were quite robust; however some parameters of 
our explanatory variable especially, LOD counters apriori 
expectation which appear to cast doubts as to LOD 
relevance in formulating policy that could affect Output 
(GDP). However, viewed from another angle, LOD 
variable though failed the test of statistical significance 
at all significant levels may be the subtle reflection of the 
Nigerian economy which calls for policy reform. That-
not-withstanding, the R2 coefficient of the model stood 
at .951 and that indicates that the explanatory variables 
accounted for 95.10% of systematic variations in Output 
(GDP) and the F-statistics which shows the overall 
significance of the estimated model stood at 176.042, 
the magnitude of which is considered huge enough to 
reject the null hypothesis of no relationship and accept 
the alternate hypothesis of a relationship. 

 

In conclusion, these empirical findings clearly 
indicate that there is significant relationship between 
financial intermediation and Output (GDP) in Nigeria but 
whatever strategy that is being adopted for the 
allocation of resources in the form of credit facilities 
must be reviewed. The implication of the lopsided 
distribution of banking system credit to favour 
households in the Nigerian economy negates the 
principle of Cobb-Douglass production function be-
cause credits targeted at consumption do not impact or 
influence Output or GDP growth as other factors of 
production do. 

 

Based on the forgoing, we strongly recommend 
that all economic stakeholders, monetary and regulatory 
authorities in particular should combine efforts and 
formulate policies aimed at improving financial inter-
mediation process and entrench modalities for reversing 
the consumption-based economy

 

in order to achieve 
favourable productive-based economy and viable 
growth of GDP. Such policies must include ways and 
means of effective implementation, monitoring and 
sanction on erring operators particularly with respect to 
credit allocation. The need for government to ensure the 
existence of a vibrant and an efficient financial system 

that promote financial intermediation process cannot be 
overemphasized. Besides, with the advent of modern 
technologies in businesses, the workforce must con-
sistently be trained and retrained to brace up with new 
and innovative ideas on modalities and methodology of 
allocating available recourses for productive purposes.
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Appendix

 

Table 4.

 

1 :

 

Output (GDP), Demand deposit, Time/Savings deposit and Loan/Overdraft data; 

                                  

1981 -

 

2011

 

Years

 

Demand  Deposits 
(DD)

 

N’ Billion

 

GDP @ Current 
Basic Prices

 

N’ Billion

 

Time & Savings 
Deposits (T/Sav)

 

N’ Billion

 

Credits (Loans & 
Overdrafts; L/OD)

 

N’ Billion

 

1981

 

4.88

 

47.62

 

5.80

 

8.58

 

1982

 

5.18

 

49.07

 

6.84

 

10.28

 

1983

 

5.86

 

53.12

 

8.08

 

11.09

 

1984

 

6.34

 

59.62

 

9.39

 

11.50

 

1985

 

7.05

 

67.91

 

10.55

 

12.17

 

1986

 

6.65

 

69.15

 

11.49

 

15.70

 

1987

 

7.99

 

105.22

 

15.09

 

17.53

 

1988

 

10.67

 

139.09

 

18.40

 

19.56

 

1989

 

10.19

 

216.80

 

16.98

 

22.01

 

1990

 

15.59

 

267.55

 

23.19

 

26.00

 

1991

 

22.05

 

312.14

 

30.36

 

31.31

 

1992

 

33.26

 

532.61

 

41.78

 

42.74

 

1993

 

49.92

 

683.87

 

60.53

 

65.67

 

1994

 

65.35

 

899.86

 

77.19

 

94.18

 

1995

 

79.47

 

1933.21

 

99.49

 

144.57

 

1996

 

95.90

 

2702.72

 

118.46

 

169.44

 

1997

 

128.16

 

2801.97

 

141.68

 

385.55

 

1998

 

142.25

 

2708.43

 

172.05

 

272.90

 

1999

 

202.15

 

3194.02

 

274.20

 

322.77

 

2000

 

345.00

 

4582.13

 

357.10

 

508.30

 

2001

 

448.02

 

4725.09

 

499.16

 

796.17

 

2002

 

503.87

 

6912.38

 

653.24

 

954.63

 

2003

 

577.66

 

8487.03

 

759.63

 

1210.03

 

2004

 

728.55

 

11411.07

 

932.03

 

1519.24

 

2005

 

946.64

 

14572.24

 

1089.45

 

1976.71
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2006 1497.90 18564.60 1747.25 2524.30
2007 2307.92 20657.32 2693.55 4813.49
2008 3650.64 24296.33 4309.52 7799.40
2009 3386.53 24794.24 5763.51 8912.14
2010 3830.28 33984.75 5954.26 7706.43
2011 4920.85 37543.66 6531.91 7312.73

     Source : Central Bank of Nigeria (CBN) Statistical Bulletin,; Volume 22; Pages 44 – 50; 51 & 122 –
123;.(2011)

17. Sanusi J. O. (2002). The importance of Financial 
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Development: The banking Sector Review.

18. Shaw, E. S. (1973). Financial deepening in 
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(1994 – 2004), NDIC Publication, Abuja, Tulip Press.
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 I.

 

Research

 

Hypotheses

 Following hypotheses are compiled to answer 
the questions under consideration:

 
a)

 

There is a meaningful relationship between the 
consultancy services and auditing fee.

 
b)

 

There is a meaningful relationship between the 
firm’s size and auditing fee.

 
c)

 

There is a meaningful relationship between the 
tenure (ownership) and auditing fee.

 
d)

 

There is a meaningful relationship between the 
firm’s size, ownership (tenure) and consultancy 
services with auditing fee.

 II.

 

Statistical

 

Population 

The statistical population of this research is 
companies holding stocks in Tehran’s Stock Exchange 
Hall.

 
The statistical population is selected by 

systematic omission and according to the following 
circumstances:

 
a)

 

These companies should have held stocks in 
Tehran’s Stock Exchange at least since 1999.

 
b)

 

They should not be any financial institutions or 
investing companies.

 
c)

 

The selected companies should not have a change 
in their fiscal year between 1999 and 2008.

 
d)

 

The companies should have been engaged in 
dealing during the period they are being processed.

 III.

 

Methodology 

This research concerning classification is on the 
basis of purpose and its type is applicable research and 
inferential. Also, in this study, historical data are used to 
test the hypotheses; therefore, it is a type of quasi-
experimental research. After calculating the independent 
and dependent variables and

 

pre-processed data, 
research hypotheses based on linear regression 
analysis using SPSS software to be tested.

 
 
 

a) Independent Variants 
i. Firm’s size The firm’s size is measured in different ways, 

which here it is scaled by sale revenue. It is a main 
variant in explaining auditing fee changes in regression 
models that is shown by (sale). 

ii. Ownership According to representative theory, Chan et al. 
believe that the firm’s different ownerships must conform 
to a broader and a better-quality auditing that is 
necessary for the least regulations. The ownership 
control is mostly considered when the sum of the 
subscribed and unsubscribed capital stocks exceeds 
the 5% of the published common stock. As there is no 
preferred stock in Iran, in this paper ownership (tenure) 
is defined as: in sampling, the companies whose stock-
holders possess 5% of the stocks are qualitatively 
shown by 1 and those that have a holder of less than 5% 
are shown by 0. Ownership variant is shown by (TOTsh) 
in this research. 

iii. Consultancy Services Although there is a threat in giving non-auditing 
services (consulting)to companies being audited and to 
the auditor’s independence, auditing companies earn a 
large amount of their income by giving services to other 
companies. This income is an excess to the legal 
remuneration fees being received. However, it is 
assumed that the companies being audited may benefit 
from giving auditing services and fees out of information 
overlap. As Deburg et al believe “the total amount of the 
expenses of a company who provides services of both 
auditing and non-auditing is less than the expenses 
spent by one of the services of another auditing 
company.” The consultancy fee paid to the auditor is 
shown by (cfee). 
b) Dependent Variant The auditing fee is shown by (afee). The 
auditors provide services for the companies in return for 
their fees. There is a committee of non-pensioned 
members of the board of directors far from the auditing 
system of the firm. In their negotiation for auditing fees, 
auditors accept distinct responsibilities of the financial 
invoices effecting on revealing. The company’s 
commitments are determined administrated in 
accordance with the regulations. These regulations are 
so important for the auditors as they highlight their 
responsibilities for the financial issues. This paper aims 
to evaluate the effect of above-mentioned factors on 
auditing fees when it is hard to determine. Here the 
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required data which are as follows are investigated: the 
firm’s size (selling income), tenure (ownership), 
consultancy fee, auditing fee of the 4 fiscal years of 64 
companies. 

As the fee of all companies is easy to access 
these days, it is better to use in between the data to 
earmark r and s. So, according to percentiles we have: 

 

Percentile
 2006

 
2007

 
2008

 
2009

 
Average of 4 years

 
 

average
 Regarding 

the 50th
 

percentile
 

 

average
 Regarding 

the 50th
 

percentile
 

 

average
 Regarding 

the 50th
 

percentile
 

 

average
 Regarding 
the 50th

 

percentile
 

 

average
 Regarding 
the 50th

 

percentile
 

10%
 

117
 

55%
 

128
 

55%
 

180
 

63%
 

187
 

56%
 

144
 

57%
 

20%
 

140
 

65%
 

163
 

70%
 

207
 

73%
 

220
 

66%
 

174
 

68%
 

30%
 

164
 

76%
 

183
 

79%
 

221
 

78%
 

245
 

73%
 

197
 

77%
 

40%
 

192
 

89%
 

198
 

85%
 

238
 

83%
 

268
 

81%
 

219
 

85%
 

50%
 

215
 

100%
 

232
 

100%
 

285
 

100%
 

333
 

100%
 

260
 

100%
 

60%
 

271
 

126%
 

285
 

123%
 

322
 

113%
 

424
 

127%
 

327
 

122%
 

70%
 

318
 

148%
 

343
 

148%
 

377
 

132%
 

499
 

150%
 

387
 

145%
 

80%
 

342
 

159%
 

385
 

166%
 

471
 

165%
 

595
 

179%
 

441
 

167%
 

90%
 

412
 

192%
 

461
 

199%
 

639
 

224%
 

710
 

213%
 

528
 

207%
 

 

As the table shows, we can consider the 
minimum of the triangular function as about 50% with 
the maximum of 2 times bigger than the values, which 
means: 

IV.
 

The
 
Test of Research

 
Hypotheses 

To test the research hypotheses,
 
regression is 

used and to stabilize foundational circumstances the fee 
logarithm is used. Moreover, the unusable amount of the 
residual of the regression is recognized and deleted.

 

a)
 

First Hypothesis
 

To examine the hypothesis, a fitting of the 
regression model of the consulting fee variant as well as 
the variant of the auditing fee is required. So, a model 
like what follows should be examined:

 

 

In which we have: 

A𝑓𝑓𝑓𝑓𝑓𝑓𝑖𝑖𝑖𝑖  : The auditing fee of the company in t year 

C𝑓𝑓𝑓𝑓𝑓𝑓𝑖𝑖𝑖𝑖 : The consultancy fee of the   company in t year
 

𝜀𝜀𝑖𝑖𝑖𝑖 : The residual of the regression equation of the   
company in t year

 

The hypothesis can be rewritten as follows:
 

𝐻𝐻0
 
: In companies the consultancy fee does not have 

any effect on auditing fee
 

𝐻𝐻1
 
: In companies the consultancy fee does affect the 

auditing fee
 

To examine the hypothesis, according to the 
meaningfulness test of the regression and the 
regression equation coefficient, we will editorialize after 
giving the regression equation. The replacing hypothesis 
will be accepted if the zero hypothesis is refuted. 

 

 

auditing fee; but before it is extended to the sample 
whether it can be accepted must be evaluated.

 

The Klomogorov-Smirnoff test confirms the 
relative normality of the data. (K-S=0.608 P=0.853) and 
as there are two groups of independent variants, the 
variances stability is approved.

 
(f=0.555 p=0.457). The 

Durbin-Watson statistic (D=1.51) also shows no-
correlation of the residual.

 

i.
 

First hypothesis test result
 

According to the probable values of the model’s 
meaningfulness and the independent variant coefficient 
and comparing it with the level of meaningfulness            
(∝= 0.05),

 
it can be said that the zero hypothesis, i.e. 

“in companies the consultancy fee does not affect the 
auditing fee” is refuted with 5% probability. So, 95% we 
can say that:

 

In companies the consultancy fee does affect 
the auditing fee.

 

b)
 

Second Hypothesis
 

The firm’s size affects the auditing
 
fee. 

 

To examine this hypothesis, we need a fitting of 
variant regression model of the firm’s scale with the 
variant of auditing fee. Therefore, a model like this is 
needed:
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According to the model above, the increase in 
consultancy fee has a direct influence on the increase in 

In which we have:

A𝑓𝑓𝑓𝑓𝑓𝑓𝑖𝑖𝑖𝑖 = the auditing fee of the   company in t year

𝑆𝑆𝑖𝑖𝑆𝑆𝑓𝑓𝑖𝑖𝑖𝑖 = the size of the   company in t year

𝜀𝜀𝑖𝑖𝑖𝑖 = the residual of regression equation of the   
company in t year
This hypothesis can be rewritten like this:
𝐻𝐻0 = The size of the firm does not affect the auditing 
fee

𝐻𝐻1 = The size of the firm affects the auditing fee

In which, to examine the hypothesis according 
to the meaningfulness test of the regression and the 



regression equation coefficient we will editorialize after 
giving the regression equation. If the zero hypothesis is 
refuted, the replacing hypothesis can be accepted. 

 

 
c)

 
The

 
Examination

 
of

 
the

 
Model

 
Relativity

 The Klomogorov-Smirnoff test confirms the 
relative normality of the data

 
(K-S=0.558 p=0.914) and 

according to the diagram of estimations against the 
residual, the relative stability of the variance is approved. 
Furthermore, Durbin-Watson statistic (D=1.55) also 
shows no-correlation of the rest.

 

 
Diagram of estimate against residual for examining the 

variance stability 
i. Second hypothesis test result 

According to the probable values of the model’s 
meaningfulness and the independent variant coefficient 
and comparing it with the level of meaningfulness                   
(= 0.05) it can be said that the zero hypothesis, i.e. “the 
size of the company does not affect the auditing fee” is 
refuted with 5% certainty. So, with 95% of certainty we 
can say that: 

The size of the company affects the auditing 
fee. 

d) Third Hypothesis 
The ownership (tenure) of the companies 

affects the auditing fee. 
To examine this hypothesis we need a fitting of 

regression model of tenure variant with the variant of 
auditing fee; therefore, a model like what follows needs 
to be examined: 

 

 
A𝑓𝑓𝑓𝑓𝑓𝑓𝑖𝑖𝑖𝑖  

= the auditing fee of the 𝑖𝑖𝑖𝑖ℎ   company in t year
 

𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇ℎ𝑖𝑖𝑖𝑖  = the tenure of the 𝑖𝑖𝑖𝑖ℎ   company in t year 

𝜀𝜀𝑖𝑖𝑖𝑖  = the rest of regression equation of the 𝑖𝑖𝑖𝑖ℎ   
company in t year 
This hypothesis can be rewritten like what follows: 

𝐻𝐻0
 = The kind of tenure of companies does not affect 

the auditing fee 

𝐻𝐻1
 = The kind of tenure of companies affects the 

auditing fee 

In which, to examine the hypothesis according 
to the meaningfulness test of the regression and the 
regression equation coefficient we will editorialize after 
giving the regression equation. If the zero hypothesis is 
refuted, the replacing hypothesis can be accepted.

 

According to
 
the model above, the increase in 

tenure has a direct influence on an increase in auditing 
fee; but before it is extended to the population whether it 
can be accepted must be evaluated.

 

e)
 

The
 
Examination

 
of

 
the

 
Model

 
Relativity

 

The Klomogorov-Smirnoff test confirms the 
relative normality of the data. (K-S=0.583 p=.885) and 
as there are two groups of independent variants, the 
stability of variances can be accepted using Lonez 
test.(f=0.189 p=0.664). Furthermore, Durbin-Watson 
statistic (D=1.54) also shows no-correlation of the rest.

 

i.
 

Third hypothesis test result
 

According to the probable values of the model’s 
meaningfulness and the independent variant coefficient 
and comparing it with the level of meaningfulness 

            

(= 0.05) it can be said that the zero hypothesis, i.e. “the 
tenure of the company does not affect the auditing fee” 
is refuted with 5% certainty. So, with 95% of certainty we 
can say that:

 

The tenure of companies affects the auditing 
fee

 

f)
 

Fourth Hypothesis (Complementary Test)
 

Here we will examine a model with all the 
variants like:

 

 

In the meaningful model the variants of tenure 
and size are in the level of 5%, and the variant of 
consultant fee stays at the level of 10%. The model 
shows the ability of 33% of paying the auditor fee.

 

 

V.
 

Conclusion
 

According to the first hypothesis, it can be said 
that the consultancy fee affects the auditing fee. In the 
companies with a high level of consultancy fee, the level 
of auditing fee is lesser, and it is expected that for each 
unit of consultancy fee increase a counter-effect of 0.14 
unit will be put on auditing fee. As a matter of fact, this 
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According to the model above, the increase in 
consultancy fee has a direct influence on an increase in 
auditing fee; but before it is extended to the population 
whether it can be accepted must be evaluated.

in which we have:



parameter will not be more than 0.28 and lesser than 
0.07. 

According to the second hypothesis, it can be 
said that the size of the firm affects the auditing fee. In 
the companies with a high level of scale (higher selling 
rate), the level of auditing fee is higher. It is expected 
that for each unit increase of the firm size, an effect of 
2.19 units will be put on auditing fee. According to the 
fuzzy model, this parameter will not be more than 4.38 
and lesser than 1.09. 

According to the third hypothesis, it can be said 
that the tenure affects the auditing fee. In the companies 
with a high level of tenure, the level of auditing fee is 
higher. It is expected that for each unit of increase in 
tenure, an effect of 0.187 unit will be put on the fee. 
Furthermore, according to the fuzzy model this 
parameter will not be more than 0.374 and lesser than 
0.094. 

All in all, the highest level of examining the 
auditing fee refers to the size of the firm, and the least 
level of examining of this fee refers to consultancy fee. 

We can editorialize about the auditor fee by 
using the size of the firm, tenure and consultant fee; but 
the level of correlation is not enough for further 
estimations.  
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 I.

 

Introduction

 here exists evidence that suggests a strong 
correlation between entrepreneurship development 
and employment generation and hence wealth 

creation. Academic training, to achieve academic 
excellence devoid of technical and entrepreneurial 
content is sterile and is gradually becoming obsolete in 
the world of the 21st century. It is an indisputable fact 
that the youths constitute a very vibrant segment in 
every society and the future of every society to a large 
extent is dependent on the quality of the youth segment 
of the population.

 
In Nigeria today, the prevalence of moral 

decadence and high rate of criminality among the 
youths is alarming. Vices like prostitution, drug 
trafficking, armed robbery, hostage taking, militancy, 
terrorism etc., are common features in our social life. 
This rot in our society to a large extent is traced to 

unemployment. The rising rate of unemployment is in 
turn attributed to the sterile pattern of our educational 
curriculum that neglects technical and entrepreneurial 
education; thus producing school leavers and 
graduates who are only groomed for white- collar jobs 
which are now grossly inadequate.    

Following the contemporary development 
trends across the world, particularly the fast developing 
nations of Asia referred to as “Asian Tigers” whose 
nationals are empowered with entrepreneurial skills “to 
drive enterprises for greater productivity and increased 
technical efficiency in diverse entrepreneurial areas” with 
the ultimate objective of achieving rapid and sustainable 
development; and because of the positive externalities 
that accompany entrepreneurship, many countries have 
deemed it imperative to establish policy programs       
and agencies directly aimed at encouraging entre-
preneurship. In consonance with this recent trend, the 
Federal government of Nigeria has given directives to all 
Federal Universities in the country to establish Entre-
preneurship Development Centers in their various 
campuses to incorporate vocational, technical and 
entrepreneurship education in their curricula; to 
complement other existing vocational and entre-
preneurial skills acquisition centers in the country. This 
reform is aimed at rebranding Nigerian Universities as 
not only traditional “Ivory Towers” that seek to achieve 
academic excellence but also centers for entrepreneurial 
skills acquisition. The objective of the centers is to equip 
university graduates with technical and entrepreneurial 
skills to drive enterprises and become self employed 
and employer of labour on graduation. Rather than 
remaining unemployed for so many years waiting for 
white – collar jobs. 

However, to kick start a business does not only 
end in skills acquisition, another major requirement is 
capital to finance it. Liquidity constraint, to a large extent 
is a paramount challenge that fresh graduate 
entrepreneurs may likely face. It is this challenge that is 
the primary concern of this paper. The paper is therefore 
structured in the following sequence: Section 1 has 
been the introduction. Section 2 explores theoretical 
issues and relevant literature. Section 3 examines the 
relevance of entrepreneurship training. In section 4 

     

the requirements for financing entrepreneurship are 
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analyzed while section 5 summarizes and concludes the 
paper.

II. Theoretical Issues and Literature
Review

The literature on financial development provides 
some theoretical explanations on liquidity constraints 
and entrepreneurial financing. Metrics of financial 
market development explicates the ease or otherwise 
with which entrepreneurs and would-be-entrepreneurs in 
need of external finance can access the required capital 
and finance their businesses. The role of finance in 
entrepreneurship is aptly captured in Schumpeterian 
concept of “innovation financing” where by entre-
preneurs with “new ideas and technologies displace 
incumbents with old technologies, leading to a 
continued increase in productivity and economic 
growth” (Kerr and Nanda, 2009). This theoretical 
construct is akin to what Patrick (1966) termed “supply-
leading hypothesis”.

According to the supply-leading( finance-led 
growth) hypothesis, the  existence  of “financial 
institutions and the supply of their financial assets, 
liabilities and related financial services in advance of 
demand for them would provide efficient allocation of 
resources from surplus units to deficit units, thereby 
leading the other economic sectors in their growth 
process” (Patrick 1966). Two functions performed by the 
supply leading hypothesis stand out clearly. First, it 
transfers resources from traditional (non growth) sectors 
to modern sectors. Second, it promotes and stimulates 
an entrepreneurial response in the modern sectors and 
increases the expectation of the entrepreneurs as well 
as opens new horizons of possible investment 
alternatives to explore. This however presupposes that 
the financial market is well developed. 

A number of studies have argued in favour of 
the finance-led growth approach (Cameron, 1963; King 
and Levine, 1993a; King and Levine 1993b; Levine, 
1997). This contrasts with the position held by Robinson 
(1952) and others, as contained in the demand following 
hypothesis which maintains that development of 
financial sectors and institutions simply follow economic 
growth. That is, “where enterprise leads, finance follows" 
(Meier, 1984).  

It is worthy, of note to point out that, whether 
supply-leading or demand-following, the quest of 
entrepreneurs to have access to  adequate capital to 
start up a business venture or finance an existing one, is 
not without constraints. Given the relevance of 
entrepreneurship in fostering economic growth, a lot of 
research interest has been aroused in recent times, to 
examine the sources of friction in the financial market 
and possibly attempt to alleviate liquidity constraints in 
entrepreneurial financing. 

A major determinant in the ability of fresh 
entrepreneurs to raise sufficient capital to kick start their 
businesses is the depth of the financial market, 
quantified as the ratio of broad money supply (M2) to
GDP; or from the perspective of the stock market, the 
ratio of stock market capitalization to GDP. The depth of 
the financial market or financial deepening measures 
financial market development in a country. The deeper 
the financial market, the more it is alive to its 
responsibility of meeting business financing needs of 
fresh entrepreneurs and vice versa.

A number of studies have emphasized the 
relevance of financial deepening in boosting 
entrepreneurship, whether fresh or existing. For instance 
Fisman and Love (2003) document how fresh or startup 
firms struggle with overcoming weaknesses in financial 
market development, even where existing or established 
firms are able to use trade credit as a substitute for 
formal financing. In the same vein, Comin and Nanda 
(2009) provide evidence that shows a positive 
correlation between financial market development and 
entrepreneurship. Using historical data on banking 
sector development and technology diffusion, they 
discover that capital intensive technologies are adopted 
with a greater speed than less capital intensive 
technologies in countries that are over a certain 
threshold in banking sector development. The synopsis 
of their finding is that constraints faced by fresh 
entrepreneurs or startups in raising capital might 

technologies. Still on the emphasis of financial 
deepening, Rajan and Zingales (1998) maintain that 
industrial sectors with a greater need for external finance 
develop faster in countries with deeper capital markets. 

It is obvious that the depth of the financial 
market is not uniform across countries. While some 
countries have deeper financial markets (especially 
developed countries) others have very shallow financial 

from frictions. These frictions militate against high quality 
entrepreneurs with good entrepreneurial ideas and 
make such ideas not to come to fruition as the 
entrepreneurs are unable to access adequate capital to 
start a new business.

Frictions in the financial markets have been 
blamed on a number of factors which among others 
include restrictive banking legislations, religious barriers 
against loans and interest charges and above all, 
imperfections in the operation of the market mechanism 
(Meier, 1984). On financial legislation, La Porta et al 
(1997, 1998) and Beck et al (2001) trace the association 
between legal origin of financial market laws across 
countries and relate them to the degree of investor 
protection and hence the ability of financial 
intermediaries to raise and lend capital. In the context of 

adversely impact on the commercialization of new 

markets, as in the case of underdeveloped countries. Be 
that as it may, no financial market is completely immune 



Duflo

 

(2008) maintain that banks not only face frictions 
in their access to external financing, but that they are 
equally prevented from undertaking profitable 
investment opportunities in the real economy by these 
frictions. Similar conclusions are also reached by 
Paravisini (2008) in Argentina.

 

Aside the depth of financial market which 
tremendously influences the ability of prospective or 
potential entrepreneurs to finance new businesses, the 
competition between financial intermediaries also has 
profound impact

 

on liquidity constraints and 
entrepreneurial financing. For example, Levine (1997), 
cited by Kerr and Nanda (2009) asserts that the level of 
competition between financial intermediaries can impact 
on the terms of credit to startups as well as the degree 
to which capital is allocated to the highest-quality 
projects. Banerjee et al (2003) and Cole (2009) agree 
with Levine (1997) and maintain that the issue is 
particularly acute in developing, countries where the 
banking system may be subject to political capture. 

 

Apart from financial development and financial 
friction, the literature also provides evidence that 
suggest a positive correlation between individual wealth 
and the propensity to become an entrepreneur. Evans 
and Jovanovic (1989) develop a model which explains 
that the propensity of individuals to become 
entrepreneurs is a function of their personal wealth. 
According to the model, the amount an individual can 
borrow to fund a new business is a function of the 
collateral that he or she can post, which in turn is a 
function of personal wealth. If the amount the 
entrepreneur needs to borrow is sufficient to cover the 
capital required to start the business, then the 
entrepreneur is said to be unconstrained but if on the 
other hand, the entrepreneur needs

 

to invest more than 
he or she can borrow, then a liquidity constraint leads to 
sub-optimal investment for the project at hand (Kerr and 
Nanda, 2009).

 

Other studies that also emphasize the relation-
ship between personal wealth and entrepreneurship are 
those of Evans and Leighton (1989), Failie (1999), 
Quandrini (1999), Gentry and Hubbard (2001). In a 
related study, Andersen and Nielsen (2011) use natural 
experiment to investigate why financial constraints 
appear to limit firm formation. Exogenous variation in 
wealth that results from unexpected inheritance due to 
sudden death allows them to identify 304 constrained 
entrepreneurs, who start a business after receiving 
windfall wealth. They then compare the performance of 
these ventures with that of a matched sample of 
individuals who form businesses at the same time to test 
whether financial barriers to entrepreneurship are 
caused by market failure or low entrepreneurial ability. 
Their finding indicates that constrained entrepreneurs’ 
ventures have significantly, lower survival rates and are 

less profitable than those of unconstrained entre-
preneurs.

 

 

In like manner, Kerr and Nanda (2009) express 
the view that liquidity constraints are one of the highest 
concerns impacting on potential entrepreneurs around 
the world. They review two major streams of research 
examining the relevance of financing constraints for 
entrepreneurship, namely, financial market development 
and personal wealth. They then introduce a framework 
that provides a unified perspective on these research 
streams.

 
 

The underlying prediction of the personal 
wealth-entrepreneurship model is that the propensity to 
become an entrepreneur is a function of personal wealth 
if potential entrepreneurs are credit constrained. Given 
the fact that collateral is a significant requirement by 
credit or financial market for granting of credit to fund 
entrepreneurial ventures, wealthy individuals are less 
likely to be constrained for a given venture, since 
collateral is a function of personal wealth. 

 

III.

 

Relevance of Entrepreneurial

 

Development Training  in Nigeria  

An entrepreneur is a person who perceives a 
need and then brings together manpower, material and 
capital required to meet that need. In other words, an 
entrepreneur is an individual or team that identifies the 
opportunity, gathers the necessary resources, creates 
and ultimately responsible for the performance of the 
organization. An entrepreneur is the decision taker, the 
risk bearer, co-coordinator and the organizer of a 
business venture. 

 

To this end, an entrepreneur is required to 
possess the qualities of adventurism, willingness to face 
risks, innovative urge and creative power. Without these 
qualities the chances of individual venturing into 
entrepreneurship to be successful are very slim. It is on 
this premise that proper entrepreneurial development 
training becomes imperative. Entrepreneurial deve-
lopment training provides individuals with insights into 
entrepreneurship and enterprise; it aims to help them 
realistically consider the options of starting a business 
or of self employment (Awogbenle and Iwuamadi, 2010).

 

The relevance of entrepreneurial development is viewed 
in terms of its positive correlation with economic 
development. To a large extent, economic development 
in any country depends on the quantum of material and 
human resources available in that country. But eco-
nomic development cannot be achieved without the 
coordination and organization of these resources into 
productive uses, which is the function of entrepreneurs. 
Specifically entrepreneurial development training be-
comes important in Nigeria because it is geared towards 
achieving the following:
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designed to achieve. The role of government in 
providing employment opportunities for graduates and 
school leavers in Nigeria is fast shrinking. Paving the 
way for acute unemployment problem in the country. 
Entrepreneurial development training has the advantage 
of making graduates to become self employed and in 
turn create jobs for other school leavers. In the words of 
King and Levine (1993a, 1993b) “entrepreneurship plays 
an important role in job creation and economic growth”. 
Thus entrepreneurship is the best way to fight the evil of 
unemployment in Nigeria.

b) Wealth Creation and Poverty Eradication
The poverty level in Nigeria is alarming. 

According to national Bureaus of statistics (2010), the 
percentage of Nigerians living in absolute poverty rose 
from 27.2 percent in 1980 to 60.9 percent in 2010. 
Again, BBC news report of February 13, 2012 maintains 
that poverty has risen in Nigeria with almost 100 million 
people living on less than $1 (one US Dollar) a day. This 
is indeed worrisome. Entrepreneurial development 
training can help people become self employed, create 
wealth and hence fight poverty. According to Kerr and 
Nanda (2009), entrepreneurs tend to be significantly 
wealthier than those who work in paid employment. Not 
only are entrepreneurs wealthier, but also the wealthy 
are more likely to become entrepreneurs. In the same 
vein, Gentry and Hubbard (2004) observe that 
entrepreneurs comprise just fewer than 9 percent of 
households in the U.S., but they hold 38 percent of 
household assets and 39 percent of the total net worth. 
Entrepreneurial development training can help create 
wealth and fight poverty in Nigeria. 

c) Balance Regional Development
Entrepreneurial development programme helps 

in creating small and medium scale entrepreneurs 
whose businesses are established across the length 
and breadth of the country and right into the remote 
areas unlike large-scale enterprises which require large 
capital out lay and are often established in urban 
centres, small and medium scale enterprises require 
relatively small capital resources and can be set up both 
in the urban and rural areas. Thus entrepreneurial 
development training will inculcate in Nigerian graduates 
the skills to spread industrial establishment in every 
nook and cranny of the country, reduce concentration of 
economic power in a few individuals and ultimately 
foster balanced regional development.

d) Economic Independence 
Entrepreneurial development brings about 

economic independence to a country. Entrepreneurs 
produce goods and services in response to both 

domestic and foreign demand.  They produce in the 
domestic economy goods that were hitherto imported, 
for domestic consumption; and they also produce for 
the export market. To this end, entrepreneurship 
encourages import substitution industrialization and 
export promotion which are cardinal for economic 
independence of a country.

e) Reducing Unrest and Social Tension Among Youth  
Unemployment among youth to a large extent 

contributes to many problems associated with youth 
and social tensions the world over. Every young person 
gets frustrated if he or she does not get employment 
after completing his/her education. In the face of 
dwindling wage employment provided by government 
and other large-scale private businesses, self 
employment obtained through entrepreneurial 
development training is the only viable option. In Nigeria 
today, social vices like youth militancy, hostage-taking 
and kidnapping, prostitution and “Boko-haram” 
insurgency are all blamed on unemployment. As the 
saying goes “the idle mind is the devil’s workshop” 
given this ugly trend, it becomes imperative for Nigeria, 
through entrepreneurship development programme to 
divert the youth attention away from wage career to self 
employment career. This will go a long way in defusing 
social tension and unrest among youth.

f) Capital Formation
Entrepreneurship results in capital formation. 

Entrepreneurs engage in the production of goods and 
services through the use of factors of production. These 
factors of production would be ineffective and useless 
without being coordinated and harmonized by the 
entrepreneurs for productive purposes. Thus 
entrepreneurs are the organizers of productive 
resources who use their own and borrowed funds to 
establish new ventures and hence contributes to the 
process of capital formation.

g) Improvement In Living Standards
Entrepreneurial development training inculcates 

in entrepreneurs the skills with which to explore and 
exploit new opportunities which lead to productive use 
of factors of production for enhanced output, 
employment and wealth creation. Enhanced production 
of goods and services reduces costs and widens 
consumers’ choice with the ultimate positive effect of 
improvement in living standards.

h) Encouraging inward-looking and Local Harnessing 
of Resources

Entrepreneurial development training has the 
advantage of developing local crafts which would 
require local sourcing of resources at relatively lower 
costs. Nigeria is one of the most blessed nations on 

things the entrepreneurial development training is 

a) Job Creation
Creating employment opportunities for gra-

duates and other school leavers is one of the greatest 

earth, bestowed with vast human and material 
resources. These resources are cardinal to any 



i)

 

Innovations and Competition in Enterprises

 

The importance of innovation has been stressed 
by Schumpeter (1912). Business enterprises have to be 
innovative for their survival and better performance. 
Healthy competition among firms would also make them 
to be innovative and increase their productivity. 
Entrepreneurial development training in Nigeria would 
assist in training fresh graduate or potential 
entrepreneurs to acquire innovative and competitive 
skills to drive their enterprises.

 

j)

 

Facilitating Overall Development

 

Entrepreneurs create a motivating environment 
for economic development of a country. They use the 
country’s limited resources in conjunction with their 
acquired skills to create business friendly environment 
and opportunities for accelerated economic 
development. Entrepreneurial development training 
therefore would create entrepreneurs in Nigeria to serve 
as agents of rapid economic development.

 

IV.

 

Financing

 

Entrepreneurship

 

in

 

Nigeria 

For enterprises to kick start and blossom, 
capital is cardinal. Entrepreneurs need start up capital to 
invest in their projects as well as operating capital to 
finance everyday expenses. Acquiring the entre-
preneurial skills is a necessary condition but a

 

sufficient 
condition entails that capital must be available for the 
conceived business idea to come to fruition. 
Presumably, individuals with very high levels of wealth 
should have enough finances to cover both these 
capital needs. However, individuals with moderate 
amounts of wealth may have enough finances to cover 
start up capital needs but lack necessary fiancé to cover 
operating capital needs. Given this scenario, the lofty 
business idea that is well conceived and initiated 
tantamount in a fiasco. More pathetic is the case of 
individuals with merely entrepreneurial skills but lack 
capital. They are worse off and seriously constrained. In 
this case, the conceived business idea never 

materializes. Most fresh graduates entrepreneurs in 
Nigeria are likely to fall in this category given the high 
level of poverty in Nigeria. Table 1 shows trend in 
poverty incidence in Nigeria between 1980 and 2010. 
The percentage of Nigerians living in absolute poverty 
rose from 27.2% in 1980 to 60.9% in 2010 (table 1). With 
this alarming poverty level in the country, it is obvious 
that most Nigerian fresh graduate entrepreneurs are 
likely to be poor and cannot afford to finance their 
enterprises out of their personal wealth.

 

Table 1 :

 

Trend in Poverty Incidence in Nigeria,         
1980-2010

 

Year 
(1)

 

Poverty 
Incidence 

(%) (2)

 
Total 

Population 
(Million) (3)

 
Population In 

Poverty(Million) 
(4) 

1980

 

27.2

 

73,698,099

 

17.1

 

1985

 

46.3

 

83,901,572

 

34.7

 

1992

 

42.7

 

100,592,242

 

39.2

 

1996

 

65.6

 

111,166,210

 

67.1

 

2004

 

54.7

 

135,999,250

 

68.7

 

2010

 

60.9

 

159,707,780

 

112.47

 
 

Sources

 

: (I) World Bank Group (2013) for column 3.  

 

                (II)

 

Nigeria’s National Bureau of Statistics for 

             

column 2 and 4  

 

The ability to access capital for short and 
medium term needs is cardinal for the success of small 
businesses and entrepreneurs. To a large extent, it 
depends on the level of development of the financial 
market. A lot of studies in the literature have provided 
evidence that shows a positive correlation between 
financial market development and entrepreneurship. A 
common measure of financial market development is 
the ratio of stock market capitalization to GDP. Table 2 
presents market capitalization of listed companies as a 
percentage of GDP for 5 emerging markets, Nigeria, 
South Africa, Malaysia, Singapore and Korea Republic 
between 2003 and 2012. For the period under review, 
Nigeria has the lowest market capitalization – GDP ratio. 
This indicates that the financial market in Nigeria is 
relatively not deep enough to successfully drive 
entrepreneurship. Given this development, startups or 
fresh graduate entrepreneurs are seriously constrained 
(table 2).

 

Table 2 :

 

Market Capitalization of Listed Companies (% of GDP) 

                       

                                                                              

for

  

Selected Countries, 2003-2012
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Nigeria depends on the involvement of local 
entrepreneurship in such industrialization process.

Year Nigeria South Africa Malaysia Singapore Korea Republic
2003 14.0 159.2 152.8 245.6 51.2
2004 16.5 207.9 152.3 253.4 59.4
2005 17.2 228.9 126.3 256.4 85.0
2006 22.6 273.9 144.7 198.8 87.8
2007 52.0 291.3 168.3 209.5 107.1
2008 24.0 179.9 81.0 100.6 53.1
2009 19.8 248.2 126.6 160.1 100.3

technological transfer is desirable, the real strength of 
industrialization, in an underdeveloped country like 

meaningful industrialization of a country. In as much as 



                                          
  

Entrepreneurs face regular cash outflows such 
as rent and utility bills, vendor bills and salaries for 
employees. But cash inflows for such small and fresh 
businesses or startups are characterized by uncertainty. 
In other words such fresh and small businesses are 
characterized by more of cash outflows than cash 
inflows. This is the major liquidity constraint

 

which the 
fresh graduate entrepreneurs will face. Because of the 
importance attached to short term capital by small 
enterprises to meet immediate business needs 
entrepreneurs may strive hard to get this capital even at 
higher rates to balance any observed

 

discrepancies 

between cash outflows and cash inflows, depending on 
their ability to provide collateral required for such 
external funds. The cost of capital in Nigeria is very high 
compare with other emerging markets. Table 3 shows 
bank lending rate that usually meets the short-term 
financing needs of private sector in 5 emerging markets, 
Nigeria, South Africa, Malaysia, Singapore and Korea 
Republic. From the table, it is crystal clear that the 
lending interest rates in Nigeria are the highest, posing a 
serious liquidity constraint on fresh and small-scale 
businesses in their quest to use external funds from 
financial institutions to finance their enterprises.

 

Table 3 :

 

Lending Interest Rate (%) For Selected Countries, 2003-2012

 

  
 

   

      
      
      
      
      
      
      
      
      
      

                           

 

Generally speaking, the task before the 
entrepreneur is a herculean one. After conceiving a 
business idea, he or she needs money to cover the 
business expenses such as;

 

•

 

Pre-operation expenses which include payment for 
legal/registration of business and payment for 
consultancy services.

 

•

 

Initial working capital used for the payment of 
consumable factors/inputs.

 

•

 

Operating cash flow for the day to day running of 
the business.

 

•

 

Payment for fixed assets which may include land, 
land development, furniture, equipment etc. 

 

However, it is worthy to note that the expenses 
required are dependent on the level of sophistication of 
the enterprise in question. Having identified the various 
types of expenses incurred by businesses, a vital 
question to ask is, how do entrepreneurs source for 
funds in Nigeria? The answer of course is not far 
fetched. Entrepreneurs can source for funds through the 
following ways:

 

a)

 

Owner’s Equity                     

 

b)

 

Loans and

 

c)

 

Grants 

a)

 

Owner’s Equity

 

This is the most reliable source of funding in 
business. Because it puts less pressure on the 
entrepreneur even if the business fails. It is essentially 
the owner’s fund contribution in the business. Owner’s 
Equity to a large extent depends on the personal wealth 
of the entrepreneur.

 

b)

 

Loan

 

This is a facility granted to the entrepreneur with 
obligation to pay both the principal and the accrued 
interest at an agreed date. Loans can be granted either 
by private sources or financial institutions. Loans may be 
short term, medium term and long term. Others are 
overdraft, syndicated loans, trade credit, loan from 
credit/thrift co-operative societies and equipment 
leasing. Loans are dependent on the entrepreneur’s 
personal wealth and the level of development of the 
financial market.

 

c)

 

Grant 
This refers to an allowance that a government or 

an organization gives to support small business in the 
county.

 

The processes involved before an entrepreneur 
accesses a loan, especially from financial institutions are 
cumbersome. And in most cases the interest rates at 

© 2013  Global Journals Inc.  (US)
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2010 22.3 174.9 166.3 170.4 107.3
2011 16.1 130.2 137.2 125.8 89.2
2012 21.5 159.3 156.9 150.8 104.5

Source : The Word Bank (2013) http://www.world-bank.org/indicator/ 

Year Nigeria South Africa Malaysia Singapore Korea Republic
2003 20.7 15.0 6.3 5.3 6.2
2004 19.2 11.3 6.0 5.3 5.9
2005 17.9 10.6 6.0 5.3 5.6
2006 16.9 11.2 6.5 5.3 6.0
2007 16.9 13.2 6.4 5.3 6.6
2008 15.5 15.1 6.1 5.4 7.2
2009 18.4 11.7 5.1 5.4 5.6
2010 17.6 9.8 5.0 5.4 5.5
2011 16.0 9.0 4.9 5.4 5.8
2012 16.8 8.8 4.8 5.4 5.4

Source : World Bank (2013) http://www.world-bank.org/indicator/FR.INR.LEND 
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business, marketing profile, and manpower structure 
and accounting/profitability index. 

V. Summary and Conclusion

The paper has attempted first to justify the 
establishment of the entrepreneurship development 
centers in Nigerian Universities by showing the 
relevance of entrepreneurship development program on 
overall national development of a country, and second, 
to examine the difficulty which the fresh graduate 
entrepreneurs may likely encounter in the area of 
financing startup enterprises.

As the saying goes, “when there is a will, there 
is a way”. In spite of the identified difficulties or liquidity 
constraints, the paper concludes by recommending that 
the objective of the entrepreneurship development 
scheme is achievable if the small businesses embrace 
and inculcate in them five strong-will-powers as their 
business anthem. These powers are:

a) Mind Power
The success of any business starts first in the 

mind. The mind is the master power that moulds and 
make things work.

b) Planning Power
Entrepreneurs optimize business performance 

by preparing for the future and show a high level of 
future orientation necessary for achieving a higher goal 
and making their dreams come true.

c) People Power
No single entrepreneur has all that it takes to 

make a business successful. He or she needs people 
as associates, business partners, consultants etc. the 
right choice of such categories of people matters.

d) Knowledge Power
Business requires a set of skills and knowledge 

for optimum performance. This is what the entre-
preneurship development centre will provide.

e) Gearing Power
Finance or money is what accelerates business 

enterprises to optimum performance and success. It is 
the most important determinant of entrepreneurship. But 
the fresh graduate entrepreneurs in Nigeria may not be 
able to raise all the money they need for the optimization 
of the potential of their businesses given the high level 
of poverty in the country and the underdeveloped nature 
of the Nigerian financial market. To this end, the 
government should come in, first, by carrying out more 

vigorous financial market reform aimed at developing 
the Nigerian financial market to international standards. 
In this respect, the series of reforms in the financial 
sector since 1987 are seen as a step in the right 
direction. Second by establishing a financial institution 
akin to the Nigerian Industrial Development Bank 
(NIDB), that was set up to cater for the needs of 
industrialists in Nigeria. This financial institution will be 
solely responsible for giving grants to fresh graduates at 
the end of their National Youth Service Corp (NYSC) 
year, to start businesses of their choice. To prevent 
diversion of the grants, the financial institution should 
adopt the method of equipment leasing, where the 
business materials or inputs are supplied to the 
entrepreneurs rather than giving them physical cash. 
This of course should be after when the business plan 
has been examined and certified feasible. Thereafter, a 
certain percentage should be given to them in cash to 
take care of the business day to day operating 
expenses, depending on the level of sophistication of 
the business.

which such loans are given are high as shown by table 3 
in the Nigerian case. These constitute serious 
constraints to startup ventures in Nigeria. For example 
an entrepreneur is expected to present the following: 
The profile of the enterprises, description of products or 
services being rendered, technical profile of the 
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Abstract -

 

In Nigeria,

 

an issue that is discussed less is inter-
temporal income mobility – who is getting ahead, who is falling 
behind, who is standing still, and why.

 

This article examines 
the effects of remittances on rural households’ income 
mobility.

 

We used the living

 

standard survey (NLSS), 
Harmonised living

 

standard survey (HNLSS) and

 

balance of 
payments on remittance

 

data set produced by the government 
of Nigeria to help track

 

Inequality

 

and

 

income mobility 
progress. The unit of analysis was the household, upon which

 
information on remittances was analysed.

 

Average Quintile 
Immobility Rate (AQIR) and the Average Quintile Move Rate 
(AQMR) were estimated

 

to determine

 

the status of inter-
temporal income mobility with and without remittances while 
the progressive index (P-value) was estimated to ascertain 
whether income mobility has contributed to long-term income 
equality.

 

From the results, remittances pushed up rural 
households’ income mobility and had long-term contribution to 
income equality.  

 
 

 

 

  

 

 

 

 

 

Over the last decade, Nigeria is the single 
largest recipient of remittance in Sub-Saharan Africa 
[15]. Nigeria receives between 30 percent and 65 
percent of remittance to the region and Two percent of 
global flow [16]. Remittance from Nigerians in various 
parts of the world was USD 2.8 billion in 2004 [17], 
ranking second only to oil exports as a source of foreign 
exchange earnings. Nigeria was among the top 20 
developing countries recipients of remittance in 2003 
(Ratha, 2005). Commercial bank executives reports that 
in 2006 the recorded flows were estimated at US$4.2 
billion dollars, representing 700,000 transactions and a  
Thirty percent increase from 2005 (Orozco and Millis, 
2007). According to Nigeria Muse (2008), Remittances 
from Nigerians abroad hit $17.9 billion in 2008. 

Though Nigeria is a high remittance-receiving 
country, yet, there are evidences in the literature that 
points to the increasing level of poverty and income 
inequality in Nigeria over the last two decades (e.g. 
Addison and Cornia, 2001; Kanbur and Lustig, 1999). 
More likely, only a small proportion of the population is 
having access to receiving remittances and thus 
increasing remittances does not have effect on ine-
quality. The increasing income inequality has been 
pervasive in the rural areas and has also been a 
concern to policy makers for a long time. Canagarajah 
et al, (1997) reported increasing level of income 
inequality between 1980s and 1990s as shown by an 
increase in the Gini-coefficient from 38.1% in 1985 to 
44.9% in 1992. World Bank (2003) found that in 1997, 
the Gini index of income inequality was 0.506. Using the 
2004 National Living Standard Survey (NLSS) data, 
Oyekale   et al, (2006) found that the overall Gini index 
for Nigeria was 0.580. In sectorial sense, the study 
found income inequality to be higher in rural areas (Gini 
–   0.5808) as compared to urban areas (Gini – 0.5278), 
and that employment income increases income ine-
quality while agricultural income decreases it. On the 
contrary, however, Awoyemi and Adeoti (2004), found 
that agricultural income is inequality increasing while 
wage and self-employed income are inequality de-
creasing. In short, it is a general belief that inequality is 
higher in rural than urban Nigeria (Oyekale, et al, 2006). 
This level of inequality according to Awoyemi and Adeoti 
(2004) may be partly explained by the neglect of the 
rural sector, where majority of the people reside. In 
literature, income inequality has been associated with 
income mobility (Fields 2007). 
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Keywords : income mobility, income inequality, remi-
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I. Introduction

igeria persistently ranks among the most unequal 
in the world in terms of distribution of earnings
and wealth. Discussion of this problem has 

produced agreement on some of its causes: the 
Country’s disappointing distributive performance has 
been due to pervasive levels of macroeconomic 
vulnerability, inequality in political voice and problems of 
social exclusion that are rooted in history. However, the 
notion of mobility has not yet taken a central place in 
this discussion. An issue that is discussed less is inter-
temporal income mobility – who is getting ahead, who is 
falling behind, who is standing still, and why?

As a concept advanced by [1], income mobility 
describes changes in the income of an individual or a 
set of individuals in the overall income distribution of a 
defined group. The focus in income mobility studies is to 
observe movements in income levels by employing 
relevant methods to estimate and analyze dynamic 
changes of a targeted position in the income 
distribution. Income mobility has already become a 
crucial part of income distribution analysis [2, 
3,4,5,6,7,8, and 9]. For reasons of data availability, 
empirical studies of income mobility began with cases 
pertaining to developed countries [10, 11, 12, and 13] 
and just a few developing countries [14].

N



High and persistent inequality is consistent with 
lower mobility, although the causal relationship still-
requires an empirical investigation. Some studies related 
to income mobility have been carried out in other Climes 
(Gottschalk 1997; Wodon 2001; Maasoumi and Trede 
2001; Fields 2007), where the outcomes reveal that 
income mobility contributed to income equality and 
urban households’ income mobility appeared to be 
stableor changing slowly over time. Studies related to 
the direct and indirect effects of the remittances on rural 
households’ income have been conducted in Nigeria 
(Osili, 2004, Chukwuone, et al, 2007, Odozi, et al, 2010 
and Olowa and Shittu, 2012). To the best of our 
knowledge, no study has considered the impact on 
income mobility of remittances among rural dweller, a 
gap which this paper seeks to fill. To achieve this, the 
paper provides answer to following questions: what 
effect has remittance income on income mobility in rural 
areas of Nigeria? What is the contribution of remittances 
to long-term income inequality? 

II. Concepts/Literature Review 

In contrast to the voluminous theoretical and 
applied income inequality literature, the literature on the 
measurement and interpretation of mobility is more 
limited and generally more ad hoc (Fields and Ok, 
1999). Important distinctions are made between relative 
and absolute mobility. The former examines changes in 
rank of households between two periods and is thus 
mainly concerned with the ability of individuals to move 
up (and down) in the rankings of incomes while the latter 
examines absolute changes in income between two 
periods and thus is additionally concerned with changes 
in absolute well-being (and poverty). For these reasons, 
we reported on both in this paper. 

As far as measures of mobility are concerned, 
one first needs to distinguish between what Cowell and 
Schluter (1998a) call single-stage and two-stage 
indices. Single-stageindices consider the entire distri-
bution in both years and examine mobility using 
thatentire distribution, while two-stage indices first 
allocate individuals to income groups(either exo-
genously fixed income groups or endogenously 
determined ones likequintiles) and then examines 
mobility between these groups. Examples of single 

stage indices are the correlation coefficient of incomes 
between two periods, Shorrock’s rigidity index, Fields 
and Ok’s measures, and King’s measure (Fields, 2001; 
Cowell and Schluter, 1998a). They have the advantage 
of using all available information inherent in the actual 
distributions and thus give the most comprehensive 

assessment of mobility. They have the disadvantage, 
however, of being particularly sensitive to measurement 
error which is a particular problem when data from only 
two waves are available, as happens to be the case 
here.  

 

  
 

 
 

     

   
 

 

 

While sometimes the brackets of a transition 
matrix are exogenously fixed income classes, the more 
common method are endogenously determined income 

groups based on quantiles of the distribution in a given 
year (such as quintiles ordeciles). The advantage of the 
transition matrix is that it can nicely summarize mobility 
at various points in the distribution which is harder to 
gauge from a single index. It also turns out to be more 
robust to measurement error (Cowell and Schluter, 

1998). There are serious costs as well, including the 
disregard of important information, such as income 
changes within a bracket and the different absolute 

income changes that underlie a change in income 
bracket (Fields and Ok, 1999). In order to off-set this 
shortcoming we proceed to estimate the progressive 
index (P-value) to compare the extent of income 
distribution equality during different periods with and 
without remittances; if the P-value in the period i 
outweighs that in the period j, the average income 

distributions in the period i are more equal than that in 
the period j; if the P-value in the period i is less than that 
in the period j, the average income distributions in the 
period i are more unequalthan that in the period j; if the 
P-value in the period i equals that in the period j, the 
average income distributions in the period i are as equal 
as that in the period j. We adopted this method in 
analysis of remittances on Income Mobility. 

The International monetary fund (IMF) defines 
workers’ remittances as international

 
transfers of funds 

sent by migrant workers from the country where they    
are working to their

 
countries of origin (Kihangire               

and Katarikawe 2008). However, in most studies, 
remittanceshave been defined as that portion of 
migrants’ income sent from the migration destination

 
to 

the place of origin either in cash or in kind and can be 
across borders or within borders

 
(Quartey 2006; 

Chukwuone et al., 2007).There are three views of the 
effect of remittances on development. The first view, the

 

developmental optimism of the 1950s and the 1960s 
sees migration as a major engine of

 
development 

through the diffusion of ideas, technology and skills. 
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Regarding two-stage indices, the most 
commonly used measure is the transition matrix and 
indices derived from it. For a transition matrix, the data 
are divided into n equally sized income classes (e.g. 
deciles or quintiles) which are endogenously determined 
for each year. Let P be a matrix of n x n transitions, the ij
thelement of which, Pij, is the percentage in the income 
class i at time t0 of those who at time t1 were in class j.
The units which moved from one income class to 
another (i ≠ j) between time t 0 and time t1 refer to as 
"mobiles". Those who remain in their original income 
class will be called "immobiles". Mobiles who 
experienced a positive change in relative well-being             
(i < j) will be referred to as "winners" as opposed to 
“losers" (i > j).



The pessimist view of the1970s and 1980s, 
influenced by dependency theory, argues that migration 
and remittances create dependent relationships 
between migrants and non-migrants and between 
sending and receiving countries. The third view is the 
new economics of labour migration (NELM), which 
emerged in the 1990s as a response to the optimist and 
pessimist views. This view is based on a neo-liberalist 
functionalist perspective that links decisions to migrate 
to household survival and the quest to raise income 
and/or obtain capital for investment. This study posits 
that income mobility indicators will be expected to 
improve if the poor have access to migration and 
remittances opportunities. That is, the level of income 
mobility is better among households with remittances 
than households without remittances. 

There are relatively few studies on income 
mobility in developing countries and even fewer that are 
roughly comparable. This is partly due to the paucity of 
reliable panel data sets although increasing numbers of 
such data sets are becoming available. Unfortunately 
many of these panels have very few waves where issues 
of measurement error are particularly pertinent (Deaton, 
1997). Moreover most analyses focus, for obvious 
reasons, particularly on poverty dynamics rather than on 
household income mobility more generally (e.g. Jalan 
and Ravallion, 2000; Dercon and Krishnan, 2000; Scott, 
2000; Justino and Lichfield, 2002, McCulloch and 
Calandrino, 2002). 

The studies that exist generally suggest that 
income mobility in developing countries is higher than in 
industrialized countries, particularly at the bottom end of 
the distribution (e.g. Dercon and Krishnan, 2000; Fields, 
2001). They also seem to suggest increasing mobility 
over time in most places. Panel data from Peru based 
on expenditures points to increased mobility in the 
1990s (Fields, 2001). Data from rural China point 
towards rapidly increasing mobility from very low levels 
in the 1980s (Nee, 1994) and generally very high 
mobility at the low end of the distribution (McCulloch 
and Calandrino, 2002). 

a) Data 
This study uses the Nigeria living standard 

survey (NLSS) database collected 2004 and the 
2009/2010 Harmonized Nigerian Living Standard 
Survey. The NLSS database was specifically produced 
to help track poverty reduction progress in Nigeria. The 
National Bureau of Statistics employed a stratified 
random sampling technique for the selection of 
households and individuals. It consists of a total of 
92,613 individual observations and 19,158 household-
head observations. The unit of analysis is the household 
because migration and other decisions relating to 
allocation oflabour to economic activities are taken at 
the household level. The variables measuring remittan-
ces are the amount of remittances, their frequency 

types, and sources all extracted from the income 
transfer file. Also contained in this file is the code to 
identify households with and without migrants, identified 
as migrant households and non-migrant households. To 
link remittances with other household characteristics, 
such as sources of income, the files were merged using 
household identifiers. This study aggregated household 
earnings into the following sources: wages and salaries, 
agriculture, nonfarm business, rental and remittances. 
Of 1704 total household observations contained in the 
income transfer file, 75% are non-migrant households 
while 25% are migrant households. We augment the two 
waves of NLSS with the balance of payments data on 
remittance flows received by Nigeria over the period 
1975-2010. The intermittent year, 2005-2008 were 
provided for from the balance of payments data to 
determine the Progressive index (P-Value) used to 
compare the extent of income distribution equality 
during different periods. 

Total income and remittances of sample 
households were deflated using the rural consumer 
price index from the Nigerian Statistical Yearbooks, 
published by the National Bureau of Statistics. 

III. Analytical Technique 

a) Transition Matrix and Indices Derived from it 
Let P be the transition matrixof m x m transition 
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The m x m transition matrix P: = [Pij ] is called 
one step transition probability matrix, obviously,

                           jiij PandPP =≥ 0                     

 

(3)

 
If variable is in state i at period Tn, but shift to 

state

 

j by

 

t

 

steps, we then call this probability

 

of 
transition t

 

step transition probability, which is:
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For P:=[Pij ], i,j=1,2…,m,   it could be written as:
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The element Pij

 

indicates the probability of 
numberi

 

rural household in the base year shifting

 

to 
number j income group in the final year. The matrix is full 
mobility matrix with Pij =1/n,

 

which has

 

absolute time-
independent and acts as the frame of reference.

 

b)

 

Calculating the Average Quintile Immobility Rate 
(AQIR) and the Average Quintile Move Rate 
(AQMR):

 

AQIR and AQMR are indices derived from 
transition matrix. Because rural household income 
mobility is not easily observed from income mobility 
transition

 

matrix, it is necessary to calculate the Average 
Quintile Immobility Rate (AQIR) and the Average

 

Quintile 
Move Rate (AQMR). Reflecting the income mobility of 
rural households, the AQIR is the

 

average proportion of 
rural households that have the same income at t

 

period 
after the initial

 

income, which is the average of the 
diagonal values in the matrix. The equation is:

 

                       
∑
=

=
m

i
ijP

m
iAQIR

1

 

                  (6)

 

The AQIR estimates the average proportion of 
rural households at the same position. The higher

 

the 
rate means the less the mobility. The AQIR of the full 
mobility matrix is n/1. The AQMR is the

 

weighted 
average of transition probability and the weight is the 
shift between different groups.
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The AQMR is the scale of the overall rural 
household income mobility, and the higher the value

 

means the higher the mobility.

 

We arrange all sample rural households into five 
quantities according to the income levels and

 

then 
create a 5*5 matrix.

 

c)

 

Progressive Index (P-value)

 

To determine Progressive Index (P-value) it is 
imperative to first determine the Gini coefficient for rural 
income with and without remittances thus we use the 
following formula to measure Gini coefficient for sample 
rural household income with and without

 

remittances:
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Where:

 

−

x   is the arithmetic mean income corresponding 
tox.

 

The progressive index (P-value) is written as:
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In the above equation, 
−

)( 1x

 

is the arithmetic 
income of rural households for a certain period; is

 

the 
income of the number i rural household in the initial 
year; G (.) is the Gini coefficient. If P >0, the

 

average 
income distribution

 

is more equal than the original 
distribution; if P < 0, the average income

 

distribution is 
more unequal than the original year; if P = 0, the 
average income distribution remains

 

the same as the 
initial year.

 

IV.

 

Results

 
a)

 

Descriptive

 
Table 1 :

 

Presents The Summary of Continuous Socio-Economic Household Characteristics

 
Characteristics

 

2004

 

2009

 
 

Mean

 

Standard 
Deviation

 

Mean

 

Standard 
Deviation

 

Age of Household head(year)

 

47.325

 

11.121

 

42.324

 

13.111

 

Household size

 

4.876

 

3.665

 

4.222

 

4.421

 

Credit

 

1936.214

 

211.000

 

2003.213

 

432.233

 

Tax

 

496.444

 

0.000

 

785.512

 

1.000

 

Per capita Expenditure

 

28442.322

 

1232.611

 

29333.231

  

Per capita income

 

8688.911

 

5467.332

 

9874.203

 

5107.444

 

Educational group(years)

 

2.59

 

1.32

 

3.12

 

1.61

 

Poverty Rate*

 

54.6

  

73.2

  

                     

*in Percentage
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Average household size decreased from 4.8 
persons in 1995 to 4.2 persons in 2009 (Table 1). 
Similarly, the age of household head also decreased 
over time. Poverty rose by about 27 percentage points

while mean income rose considerably as well. 
Furthermore, the average amount of credit available to 
rural households was ₦1938.10 but rose slightly to 
₦2003.213. This is rather low and a higher proportion of 



  
  

 

them could not even access this.  Transfer to 
Government (Tax) followed similar trend as it increased 
from ₦496.44 in 2004 to ₦785.52 in 2009. This may not 
be unconnected with the recent drive for tax collection 
by most state government in Nigeria.

 

b)

 

Gini Coefficient

 

The Gini coefficient of rural households was 
estimated with and without remittances from 2004 to 
2009. Table 2indicates that the Gini coefficient of 
inequality decreases by 7 % from 0.896 to 0.833 when 
total remittances were included in income 2004, but 
increased from 0.787 to 0.853 in 2005. Gini coefficient 
also decreases by 6.58% from 0.866 to 0.837 

remittances were included but remain unchanged from 
0.800 to 0.800 when remittances were included 
2007.Gini coefficient went down from 0.745 to 0.735 
in2008, but rebounded from 0.832 to 0.894 in 2009 
when remittances were added; indicating that there are 
linkages between remittances and income inequality.

 

The rising inequality generated by remittances is to be 
expected given that the educated and

 

upwardly mobile 
rural dwellers are likely to benefit more quickly from 
migration following the new labour economic theory on 
remittances than poor and uneducated rural dwellers

 

(Taylor et al, 2005).

 
Table 2 :

 

Gini Coefficients of Per Capita Income with and without Remittances

 

 

2004

 

2005

 

2006

 

2007

 

2008

 

2009

 

Gini Coefficient of 
Income Excluding 
Remittances

 

0.896

 

0.787

 

0.866

 

0.800

 

0.745

 

0.832

 
Gini Coefficient of 
Income Including 
Remittances 

 

0.833

 

0.853

 

0.837

 

0.800

 

0.735

 

0.894

 Source :

 

Author’s Calculations from NLSS (2004) HNLSS and World Development 

                                                       

Indicators (2012).

 

 

c)

 

Income Mobility

 

Table 3 shows the result of the calculated AQIR and AQMR for rural Nigeria with and without remittances by 
year.

 

Table 3 :  AQIR and AQMR with and without Remittances

 

Year

 

AQIR

 

AQMR

 
 

With

 

Remittances

 

Without 
Remittances

 

With 
Remittances

 

Without 
Remittances

 

2004

 

0.90 

 
 

0.92

 

0.54

 

0.56

 

2005

 

0.80 

 
 

0.85

 

0.87

 

0.95

 

2006

 

0.59

 

0.63

 

1.39

 
 

1.23

 

2007

 

0.87

 

0.90

 

0.70

 
 

0.70

 

2008

 

0.60

 

0.56

 

1.36

 
 

1.10

 

2009

 

0.62

 

0.69

 

1.32

 

0.99

 

 

As table 3 shows income mobility was low with 
or without remittances in 2004,

 

but

 

Income mobility from 
2005to 2006 was higher than that of the previous year 
with inclusion of remittances. Except for 2007, mobility 
for 2008 and 2009 follows similar pattern with 2005 and 
2006 as AQMR (1.36 and1.10) was higher with the 
inclusion of remittances in household income.

 

A cursory 
examination of AQIR and AQMR reveals that inclusion of 
remittances had positive effects on these indices. For 
instance, except for 2004, inclusion of remittances 
reduced AQIR by between 5 and 15 percentage point 
indicating reduction in immobility rate while inclusion of 
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remittances in AQMR increased the indices by between 
8 and 20 percent point indicating increase in move rate. 
Generally, the sample rural households’ income mobility
was higher with remittances than without remittances 

inspite of the slightly unequalising effect of remittances 
in rural Nigeria.
d) Income Mobility and Long-Term Income Inequality

Table 4 : P-value for Rural Household Income Mobility

Year P-Value
2004 0.04
2005 0.05
2006 0.07
2007 0.10
2008 0.11
2009 0.13

Table 4 shows that P-value progressively 
increased from0.04 in 2004 to 0.13 in 2009. These 
empirical results indicate that income mobility has 
contributed to long-term income equality.



 
 

 

  

 

  
  
  
  
  
  
  

 
 

V.

 

Conclusion

 

The study employed

 

standard income mobility 
analytical technique to determine rural households’ 
income mobility with and without remittances. It also 
evaluated long term income inequality effect of income.

 

Using the NLSS (2004), HNLSS (2009) and the balance 
of payments data on remittance, found Gini coefficient 
of inequality decreases by 7 % from 0.896 to 0.833 when 
total remittances were included in income 2004, but 
increased from 0.787 to 0.853 in 2005. Gini coefficient 
also decreases by 6.58% from 0.866 to 0.837 when 
remittances were included but remain unchanged from 
0.800 to 0.800 when remittances were included in 
2007.Gini coefficient went down from 0.745 to 0.735 in 
2008, but rebounded from 0.832 to 0.894 in 2009 when 
remittances were added; indicating that there are 
linkages between remittances and income inequality. In 
addition, the sample rural households’ income mobility

 

was higher with remittances than without remittances 
while the P-value shows inclusion of remittances in rural 
house has contributed to

 

long-term income equality

 

thus, Remittances have reduced the rural households’ 
income inequality (P-value) and helped Income mobility 
in rural Nigeria over time.

 

Notwithstanding the limitations of the 

      

adopted approach in this paper,

 

the simplistic and 
misleadingwidely accepted notion of dominating income 
immobility in rural Nigeria is rejected. This paper is the 
firstattempt towards uncovering the role of remittances 
in income mobility. Furthermodeling efforts and the 
construction of appropriate panel data will be critical in 
providing

 

the mechanisms

 

through which it operates.
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Process of submission of Research Paper     
  

The Area or field of specialization may or may not be of any category as mentioned in 
‘Scope of Journal’ menu of the GlobalJournals.org website. There are 37 Research 
Journal categorized with Six parental Journals GJCST, GJMR, GJRE, GJMBR, GJSFR, 
GJHSS. For Authors should prefer the mentioned categories. There are three widely 
used systems UDC, DDC and LCC. The details are available as ‘Knowledge Abstract’ at 
Home page. The major advantage of this coding is that, the research work will be 
exposed to and shared with all over the world as we are being abstracted and indexed 
worldwide.  
The paper should be in proper format. The format can be downloaded from first page of 
‘Author Guideline’ Menu. The Author is expected to follow the general rules as 
mentioned in this menu. The paper should be written in MS-Word Format 
(*.DOC,*.DOCX). 

 The Author can submit the paper either online or offline. The authors should prefer 
online submission.Online Submission: There are three ways to submit your paper: 
(A) (I) First, register yourself using top right corner of Home page then Login. If you 
are already registered, then login using your username and password. 

      (II) Choose corresponding Journal. 
      (III) Click ‘Submit Manuscript’.  Fill required information and Upload the paper. 
(B) If you are using Internet Explorer, then Direct Submission through Homepage is 
also available. 
(C) If these two are not convenient, and then email the paper directly to 
dean@globaljournals.org.  
Offline Submission: Author can send the typed form of paper by Post. However, online 
submission should be preferred. 
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Preferred Author Guidelines    

MANUSCRIPT STYLE INSTRUCTION (Must be strictly followed) 

 Page Size: 8.27" X 11'" 

• Left Margin: 0.65 
• Right Margin: 0.65 
• Top Margin: 0.75 
• Bottom Margin: 0.75 
• Font type of all text should be Swis 721 Lt BT.  
• Paper Title should be of Font Size 24 with one Column section. 
• Author Name in Font Size of 11 with one column as of Title. 
• Abstract Font size of 9 Bold, “Abstract” word in Italic Bold. 
• Main Text: Font size 10 with justified two columns section 
• Two Column with Equal Column with of 3.38 and Gaping of .2 
• First Character must be three lines Drop capped. 
• Paragraph before Spacing of 1 pt and After of 0 pt. 
• Line Spacing of 1 pt 
• Large Images must be in One Column 
• Numbering of First Main Headings (Heading 1) must be in Roman Letters, Capital Letter, and Font Size of 10. 
• Numbering of Second Main Headings (Heading 2) must be in Alphabets, Italic, and Font Size of 10. 

You can use your own standard format also. 
Author Guidelines: 

1. General, 

2. Ethical Guidelines, 

3. Submission of Manuscripts, 

4. Manuscript’s Category, 

5. Structure and Format of Manuscript, 

6. After Acceptance. 

1. GENERAL 

 Before submitting your research paper, one is advised to go through the details as mentioned in following heads. It will be beneficial, 
while peer reviewer justify your paper for publication. 

Scope 

The Global Journals Inc. (US) welcome the submission of original paper, review paper, survey article relevant to the all the streams of 
Philosophy and knowledge. The Global Journals Inc. (US) is parental platform for Global Journal of Computer Science and Technology, 
Researches in Engineering, Medical Research, Science Frontier Research, Human Social Science, Management, and Business organization. 
The choice of specific field can be done otherwise as following in Abstracting and Indexing Page on this Website. As the all Global 
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Journals Inc. (US) are being abstracted and indexed (in process) by most of the reputed organizations. Topics of only narrow interest will 
not be accepted unless they have wider potential or consequences. 

2. ETHICAL GUIDELINES 

 Authors should follow the ethical guidelines as mentioned below for publication of research paper and research activities. 

Papers are accepted on strict understanding that the material in whole or in part has not been, nor is being, considered for publication 
elsewhere. If the paper once accepted by Global Journals Inc. (US) and Editorial Board, will become the copyright of the Global Journals 
Inc. (US). 

Authorship: The authors and coauthors should have active contribution to conception design, analysis and interpretation of findings. 
They should critically review the contents and drafting of the paper. All should approve the final version of the paper before 
submission 

The Global Journals Inc. (US) follows the definition of authorship set up by the Global Academy of Research and Development. According 
to the Global Academy of R&D authorship, criteria must be based on: 

1) Substantial contributions to conception and acquisition of data, analysis and interpretation of the findings. 

2) Drafting the paper and revising it critically regarding important academic content. 

3) Final approval of the version of the paper to be published. 

All authors should have been credited according to their appropriate contribution in research activity and preparing paper. Contributors 
who do not match the criteria as authors may be mentioned under Acknowledgement. 

Acknowledgements: Contributors to the research other than authors credited should be mentioned under acknowledgement. The 
specifications of the source of funding for the research if appropriate can be included. Suppliers of resources may be mentioned along 
with address. 

Appeal of Decision: The Editorial Board’s decision on publication of the paper is final and cannot be appealed elsewhere. 

Permissions: It is the author's responsibility to have prior permission if all or parts of earlier published illustrations are used in this 
paper. 

Please mention proper reference and appropriate acknowledgements wherever expected. 

If all or parts of previously published illustrations are used, permission must be taken from the copyright holder concerned. It is the 
author's responsibility to take these in writing. 

Approval for reproduction/modification of any information (including figures and tables) published elsewhere must be obtained by the 
authors/copyright holders before submission of the manuscript. Contributors (Authors) are responsible for any copyright fee involved. 

3. SUBMISSION OF MANUSCRIPTS 

 Manuscripts should be uploaded via this online submission page. The online submission is most efficient method for submission of 
papers, as it enables rapid distribution of manuscripts and consequently speeds up the review procedure. It also enables authors to 
know the status of their own manuscripts by emailing us. Complete instructions for submitting a paper is available below. 

Manuscript submission is a systematic procedure and little preparation is required beyond having all parts of your manuscript in a given 
format and a computer with an Internet connection and a Web browser. Full help and instructions are provided on-screen. As an author, 
you will be prompted for login and manuscript details as Field of Paper and then to upload your manuscript file(s) according to the 
instructions. 
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To avoid postal delays, all transaction is preferred by e-mail. A finished manuscript submission is confirmed by e-mail immediately and 
your paper enters the editorial process with no postal delays. When a conclusion is made about the publication of your paper by our 
Editorial Board, revisions can be submitted online with the same procedure, with an occasion to view and respond to all comments. 

Complete support for both authors and co-author is provided. 

4. MANUSCRIPT’S CATEGORY 

Based on potential and nature, the manuscript can be categorized under the following heads: 

Original research paper: Such papers are reports of high-level significant original research work. 

Review papers: These are concise, significant but helpful and decisive topics for young researchers. 

Research articles: These are handled with small investigation and applications 

Research letters: The letters are small and concise comments on previously published matters. 

5.STRUCTURE AND FORMAT OF MANUSCRIPT 

The recommended size of original research paper is less than seven thousand words, review papers fewer than seven thousands words 
also.Preparation of research paper or how to write research paper, are major hurdle, while writing manuscript. The research articles and 
research letters should be fewer than three thousand words, the structure original research paper; sometime review paper should be as 
follows: 

 Papers: These are reports of significant research (typically less than 7000 words equivalent, including tables, figures, references), and 
comprise: 

(a)Title should be relevant and commensurate with the theme of the paper. 

(b) A brief Summary, “Abstract” (less than 150 words) containing the major results and conclusions. 

(c) Up to ten keywords, that precisely identifies the paper's subject, purpose, and focus. 

(d) An Introduction, giving necessary background excluding subheadings; objectives must be clearly declared. 

(e) Resources and techniques with sufficient complete experimental details (wherever possible by reference) to permit repetition; 
sources of information must be given and numerical methods must be specified by reference, unless non-standard. 

(f) Results should be presented concisely, by well-designed tables and/or figures; the same data may not be used in both; suitable 
statistical data should be given. All data must be obtained with attention to numerical detail in the planning stage. As reproduced design 
has been recognized to be important to experiments for a considerable time, the Editor has decided that any paper that appears not to 
have adequate numerical treatments of the data will be returned un-refereed; 

(g) Discussion should cover the implications and consequences, not just recapitulating the results; conclusions should be summarizing. 

(h) Brief Acknowledgements. 

(i) References in the proper form. 

Authors should very cautiously consider the preparation of papers to ensure that they communicate efficiently. Papers are much more 
likely to be accepted, if they are cautiously designed and laid out, contain few or no errors, are summarizing, and be conventional to the 
approach and instructions. They will in addition, be published with much less delays than those that require much technical and editorial 
correction. 
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The Editorial Board reserves the right to make literary corrections and to make suggestions to improve briefness. 

It is vital, that authors take care in submitting a manuscript that is written in simple language and adheres to published guidelines. 

 Format 

Language: The language of publication is UK English. Authors, for whom English is a second language, must have their manuscript 
efficiently edited by an English-speaking person before submission to make sure that, the English is of high excellence. It is preferable, 
that manuscripts should be professionally edited. 

Standard Usage, Abbreviations, and Units: Spelling and hyphenation should be conventional to The Concise Oxford English Dictionary. 
Statistics and measurements should at all times be given in figures, e.g. 16 min, except for when the number begins a sentence. When 
the number does not refer to a unit of measurement it should be spelt in full unless, it is 160 or greater. 

Abbreviations supposed to be used carefully. The abbreviated name or expression is supposed to be cited in full at first usage, followed 
by the conventional abbreviation in parentheses. 

Metric SI units are supposed to generally be used excluding where they conflict with current practice or are confusing. For illustration, 
1.4 l rather than 1.4 × 10-3 m3, or 4 mm somewhat than 4 × 10-3 m. Chemical formula and solutions must identify the form used, e.g. 
anhydrous or hydrated, and the concentration must be in clearly defined units. Common species names should be followed by 
underlines at the first mention. For following use the generic name should be constricted to a single letter, if it is clear. 

Structure 

All manuscripts submitted to Global Journals Inc. (US), ought to include: 

Title: The title page must carry an instructive title that reflects the content, a running title (less than 45 characters together with spaces), 
names of the authors and co-authors, and the place(s) wherever the work was carried out. The full postal address in addition with the e-
mail address of related author must be given. Up to eleven keywords or very brief phrases have to be given to help data retrieval, mining 
and indexing. 

 Abstract, used in Original Papers and Reviews: 

Optimizing Abstract for Search Engines 

Many researchers searching for information online will use search engines such as Google, Yahoo or similar. By optimizing your paper for 
search engines, you will amplify the chance of someone finding it. This in turn will make it more likely to be viewed and/or cited in a 
further work. Global Journals Inc. (US) have compiled these guidelines to facilitate you to maximize the web-friendliness of the most 
public part of your paper. 

Key Words 

A major linchpin in research work for the writing research paper is the keyword search, which one will employ to find both library and 
Internet resources. 

One must be persistent and creative in using keywords. An effective keyword search requires a strategy and planning a list of possible 
keywords and phrases to try. 

Search engines for most searches, use Boolean searching, which is somewhat different from Internet searches. The Boolean search uses 
"operators," words (and, or, not, and near) that enable you to expand or narrow your affords. Tips for research paper while preparing 
research paper are very helpful guideline of research paper. 

Choice of key words is first tool of tips to write research paper. Research paper writing is an art.A few tips for deciding as strategically as 
possible about keyword search: 
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One should start brainstorming lists of possible keywords before even begin searching. Think about the most 
important concepts related to research work. Ask, "What words would a source have to include to be truly 
valuable in research paper?" Then consider synonyms for the important words. 
It may take the discovery of only one relevant paper to let steer in the right keyword direction because in most 
databases, the keywords under which a research paper is abstracted are listed with the paper. 
One should avoid outdated words. 

Keywords are the key that opens a door to research work sources. Keyword searching is an art in which researcher's skills are 
bound to improve with experience and time. 

 Numerical Methods: Numerical methods used should be clear and, where appropriate, supported by references. 

Acknowledgements: Please make these as concise as possible. 

 References 

References follow the Harvard scheme of referencing. References in the text should cite the authors' names followed by the time of their 
publication, unless there are three or more authors when simply the first author's name is quoted followed by et al. unpublished work 
has to only be cited where necessary, and only in the text. Copies of references in press in other journals have to be supplied with 
submitted typescripts. It is necessary that all citations and references be carefully checked before submission, as mistakes or omissions 
will cause delays. 

References to information on the World Wide Web can be given, but only if the information is available without charge to readers on an 
official site. Wikipedia and Similar websites are not allowed where anyone can change the information. Authors will be asked to make 
available electronic copies of the cited information for inclusion on the Global Journals Inc. (US) homepage at the judgment of the 
Editorial Board. 

The Editorial Board and Global Journals Inc. (US) recommend that, citation of online-published papers and other material should be done 
via a DOI (digital object identifier). If an author cites anything, which does not have a DOI, they run the risk of the cited material not 
being noticeable. 

The Editorial Board and Global Journals Inc. (US) recommend the use of a tool such as Reference Manager for reference management 
and formatting. 

 Tables, Figures and Figure Legends 

Tables: Tables should be few in number, cautiously designed, uncrowned, and include only essential data. Each must have an Arabic 
number, e.g. Table 4, a self-explanatory caption and be on a separate sheet. Vertical lines should not be used. 

Figures: Figures are supposed to be submitted as separate files. Always take in a citation in the text for each figure using Arabic numbers, 
e.g. Fig. 4. Artwork must be submitted online in electronic form by e-mailing them. 

 Preparation of Electronic Figures for Publication 

Even though low quality images are sufficient for review purposes, print publication requires high quality images to prevent the final 
product being blurred or fuzzy. Submit (or e-mail) EPS (line art) or TIFF (halftone/photographs) files only. MS PowerPoint and Word 
Graphics are unsuitable for printed pictures. Do not use pixel-oriented software. Scans (TIFF only) should have a resolution of at least 350 
dpi (halftone) or 700 to 1100 dpi (line drawings) in relation to the imitation size. Please give the data for figures in black and white or 
submit a Color Work Agreement Form. EPS files must be saved with fonts embedded (and with a TIFF preview, if possible). 

For scanned images, the scanning resolution (at final image size) ought to be as follows to ensure good reproduction: line art: >650 dpi; 
halftones (including gel photographs) : >350 dpi; figures containing both halftone and line images: >650 dpi. 
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Figure Legends: Self-explanatory legends of all figures should be incorporated separately under the heading 'Legends to Figures'. In the 
full-text online edition of the journal, figure legends may possibly be truncated in abbreviated links to the full screen version. Therefore, 
the first 100 characters of any legend should notify the reader, about the key aspects of the figure. 

6. AFTER ACCEPTANCE

 

Upon approval of a paper for publication, the manuscript will be forwarded to the dean, who is responsible for the publication of the 
Global Journals Inc. (US). 

 

6.1 Proof Corrections

 

The corresponding author will receive an e-mail alert containing a link to a website or will be attached. A working e-mail address must 
therefore be provided for the related author. 

Acrobat Reader will be required in order to read this file. This software can be downloaded 

(Free of charge) from the following website: 

www.adobe.com/products/acrobat/readstep2.html. This will facilitate the file to be opened, read on screen, and printed out in order for 
any corrections to be added. Further instructions will be sent with the proof. 

Proofs must be returned to the dean at dean@globaljournals.org within three days of receipt. 

As changes to proofs are costly, we inquire that you only correct typesetting errors. All illustrations are retained by the publisher. Please 
note that the authors are responsible for all statements made in their work, including changes made by the copy editor. 

 

6.2 Early View of Global Journals Inc. (US) (Publication Prior to Print)

 

The Global Journals Inc. (US) are enclosed by our publishing's Early View service. Early View articles are complete full-text articles sent in 
advance of their publication. Early View articles are absolute and final. They have been completely reviewed, revised and edited for 
publication, and the authors' final corrections have been incorporated. Because they are in final form, no changes can be made after 
sending them. The nature of Early View articles means that they do not yet have volume, issue or page numbers, so Early View articles 
cannot be cited in the conventional way. 

 

6.3 Author Services

 

Online production tracking is available for your article through Author Services. Author Services enables authors to track their article - 
once it has been accepted - through the production process to publication online and in print. Authors can check the status of their 
articles online and choose to receive automated e-mails at key stages of production. The authors will receive an e-mail with a unique link 
that enables them to register and have their article automatically added to the system. Please ensure that a complete e-mail address is 
provided when submitting the manuscript. 

 

6.4 Author Material Archive Policy

 

Please note that if not specifically requested, publisher will dispose off hardcopy & electronic information submitted, after the two 
months of publication. If you require the return of any information submitted, please inform the Editorial Board or dean as soon as 
possible. 

 

6.5 Offprint and Extra Copies

 

A PDF offprint of the online-published article will be provided free of charge to the related author, and may be distributed according to 
the Publisher's terms and conditions. Additional paper offprint may be ordered by emailing us at: editor@globaljournals.org . 
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2. Evaluators are human:

 

First thing to remember that evaluators are also human being. They are not only meant for rejecting a paper. 
They are here to evaluate your paper. So, present your Best. 

3. Think Like Evaluators: If you are in a confusion or getting demotivated that your paper will be accepted by evaluators or not, then 
think and try to evaluate your paper like an Evaluator. Try to understand that what an evaluator wants in your research paper and 
automatically you will have your answer. 

4. Make blueprints of paper: The outline is the plan or framework that will help you to arrange your thoughts. It will make your paper 
logical. But remember that all points of your outline must be related to the topic you have chosen.  

5. Ask your Guides: If you are having any difficulty in your research, then do not hesitate to share your difficulty to your guide (if you 
have any). They will surely help you out and resolve your doubts. If you can't clarify what exactly you require for your work then ask the 
supervisor to help you with the alternative. He might also provide you the list of essential readings. 

6. Use of computer is recommended: As you are doing research in the field of Computer Science, then this point is quite obvious. 

 

7. Use right software: Always use good quality software packages. If you are not capable to judge good software then you can lose 
quality of your paper unknowingly. There are various software programs available to help you, which you can get through Internet. 

 

8. Use the Internet for help: An excellent start for your paper can be by using the Google. It is an excellent search engine, where you can 
have your doubts resolved. You may also read some answers for the frequent question how to write my research paper or find model 
research paper. From the internet library you can download books. If you have all required books make important reading selecting and 
analyzing the specified information. Then put together research paper sketch out. 

9. Use and get big pictures: Always use encyclopedias, Wikipedia to get pictures so that you can go into the depth. 

 

10. Bookmarks are useful: When you read any book or magazine, you generally use bookmarks, right! It is a good habit, which helps to 
not to lose your continuity. You should always use bookmarks while searching on Internet also, which will make your search easier. 
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Before start writing a good quality Computer Science Research Paper, let us first understand what is Computer Science Research Paper? 
So, Computer Science Research Paper is the paper which is written by professionals or scientists who are associated to Computer Science 
and Information Technology, or doing research study in these areas. If you are novel to this field then you can consult about this field 
from your supervisor or guide. 

TECHNIQUES FOR WRITING A GOOD QUALITY RESEARCH PAPER: 

1. Choosing the topic: In most cases, the topic is searched by the interest of author but it can be also suggested by the guides. You can 
have several topics and then you can judge that in which topic or subject you are finding yourself most comfortable. This can be done by 
asking several questions to yourself, like Will I be able to carry our search in this area? Will I find all necessary recourses to accomplish 
the search? Will I be able to find all information in this field area? If the answer of these types of questions will be "Yes" then you can 
choose that topic. In most of the cases, you may have to conduct the surveys and have to visit several places because this field is related 
to Computer Science and Information Technology. Also, you may have to do a lot of work to find all rise and falls regarding the various 
data of that subject. Sometimes, detailed information plays a vital role, instead of short information. 

 

11. Revise what you wrote: When you write anything, always read it, summarize it and then finalize it. 



 

  

 
 

16. Use proper verb tense: Use proper verb tenses in your paper. Use past tense, to present those events that happened. Use present 
tense to indicate events that are going on. Use future tense to indicate future happening events. Use of improper and wrong tenses will 
confuse the evaluator. Avoid the sentences that are incomplete. 

17. Never use online paper: If you are getting any paper on Internet, then never use it as your research paper because it might be 
possible that evaluator has already seen it or maybe it is outdated version.  

18. Pick a good study spot: To do your research studies always try to pick a spot, which is quiet. Every spot is not for studies. Spot that 
suits you choose it and proceed further. 

19. Know what you know: Always try to know, what you know by making objectives. Else, you will be confused and cannot achieve your 
target. 

 

20. Use good quality grammar: Always use a good quality grammar and use words that will throw positive impact on evaluator. Use of 
good quality grammar does not mean to use tough words, that for each word the evaluator has to go through dictionary. Do not start 
sentence with a conjunction. Do not fragment sentences. Eliminate one-word sentences. Ignore passive voice. Do not ever use a big 
word when a diminutive one would suffice. Verbs have to be in agreement with their subjects. Prepositions are not expressions to finish 
sentences with. It is incorrect to ever divide an infinitive. Avoid clichés like the disease. Also, always shun irritating alliteration. Use 
language that is simple and straight forward. put together a neat summary. 

21. Arrangement of information: Each section of the main body should start with an opening sentence and there should be a 
changeover at the end of the section. Give only valid and powerful arguments to your topic. You may also maintain your arguments with 
records. 

 

22. Never start in last minute: Always start at right time and give enough time to research work. Leaving everything to the last minute 
will degrade your paper and spoil your work. 

23. Multitasking in research is not good: Doing several things at the same time proves bad habit in case of research activity. Research is 
an area, where everything has a particular time slot. Divide your research work in parts and do particular part in particular time slot. 

 

24. Never copy others' work: Never copy others' work and give it your name because if evaluator has seen it anywhere you will be in 
trouble. 

 

25. Take proper rest and food: No matter how many hours you spend for your research activity, if you are not taking care of your health 
then all your efforts will be in vain. For a quality research, study is must, and this can be done by taking proper rest and food.  

 

26. Go for seminars: Attend seminars if the topic is relevant to your research area. Utilize all your resources. 
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12. Make all efforts: Make all efforts to mention what you are going to write in your paper. That means always have a good start. Try to 
mention everything in introduction, that what is the need of a particular research paper. Polish your work by good skill of writing and 
always give an evaluator, what he wants. 

13. Have backups: When you are going to do any important thing like making research paper, you should always have backup copies of it 
either in your computer or in paper. This will help you to not to lose any of your important. 

14. Produce good diagrams of your own: Always try to include good charts or diagrams in your paper to improve quality. Using several 
and unnecessary diagrams will degrade the quality of your paper by creating "hotchpotch." So always, try to make and include those 
diagrams, which are made by your own to improve readability and understandability of your paper. 

15. Use of direct quotes: When you do research relevant to literature, history or current affairs then use of quotes become essential but 
if study is relevant to science then use of quotes is not preferable.  



 

 

   

 

sufficient. Use words properly, regardless of how others use them. Remove quotations. Puns are for kids, not grunt readers. 
Amplification is a billion times of inferior quality than sarcasm. 

32. Never oversimplify everything: To add material in your research paper, never go for oversimplification. This will definitely irritate the 
evaluator. Be more or less specific. Also too, by no means, ever use rhythmic redundancies. Contractions aren't essential and shouldn't 
be there used. Comparisons are as terrible as clichés. Give up ampersands and abbreviations, and so on. Remove commas, that are, not 
necessary. Parenthetical words however should be together with this in commas. Understatement is all the time the complete best way 
to put onward earth-shaking thoughts. Give a detailed literary review. 

33. Report concluded results: Use concluded results. From raw data, filter the results and then conclude your studies based on 
measurements and observations taken. Significant figures and appropriate number of decimal places should be used. Parenthetical

 

remarks are prohibitive. Proofread carefully at final stage. In the end give outline to your arguments. Spot out perspectives of further 
study of this subject. Justify your conclusion by at the bottom of them with sufficient justifications and examples. 

 

34. After conclusion: Once you have concluded your research, the next most important step is to present your findings. Presentation is 
extremely important as it is the definite medium though which your research is going to be in print to the rest of the crowd. Care should 
be taken to categorize your thoughts well and present them in a logical and neat manner. A good quality research paper format is 
essential because it serves to highlight your research paper and bring to light all necessary aspects in your research.

 

Key points to remember:  

Submit all work in its final form. 
Write your paper in the form, which is presented in the guidelines using the template. 
Please note the criterion for grading the final paper by peer-reviewers. 

Final Points:  

A purpose of organizing a research paper is to let people to interpret your effort selectively. The journal requires the following sections, 
submitted in the order listed, each section to start on a new page.  

The introduction will be compiled from reference matter and will reflect the design processes or outline of basis that direct you to make 
study. As you will carry out the process of study, the method and process section will be constructed as like that. The result segment will 
show related statistics in nearly sequential order and will direct the reviewers next to the similar intellectual paths throughout the data 
that you took to carry out your study. The discussion section will provide understanding of the data and projections as to the implication 
of the results. The use of good quality references all through the paper will give the effort trustworthiness by representing an alertness 
of prior workings. 
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27. Refresh your mind after intervals: Try to give rest to your mind by listening to soft music or by sleeping in intervals. This will also 
improve your memory. 

28. Make colleagues: Always try to make colleagues. No matter how sharper or intelligent you are, if you make colleagues you can have 
several ideas, which will be helpful for your research. 

Think technically: Always think technically. If anything happens, then search its reasons, its benefits, and demerits. 

30. Think and then print: When you will go to print your paper, notice that tables are not be split, headings are not detached from their 
descriptions, and page sequence is maintained.  

31. Adding unnecessary information: Do not add unnecessary information, like, I have used MS Excel to draw graph. Do not add 
irrelevant and inappropriate material. These all will create superfluous. Foreign terminology and phrases are not apropos. One should 
NEVER take a broad view. Analogy in script is like feathers on a snake. Not at all use a large word when a very small one would be                    
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Separating a table/chart or figure - impound each figure/table to a single page 
Submitting a manuscript with pages out of sequence 

In every sections of your document 

· Use standard writing style including articles ("a", "the," etc.) 

· Keep on paying attention on the research topic of the paper 

 

· Use paragraphs to split each significant point (excluding for the abstract) 

 

· Align the primary line of each section 

 

· Present your points in sound order 

 

· Use present tense to report well accepted  

 

· Use past tense to describe specific results  

 

· Shun familiar wording, don't address the reviewer directly, and don't use slang, slang language, or superlatives  

 

· Shun use of extra pictures - include only those figures essential to presenting results 

 

Title Page: 

 

Choose a revealing title. It should be short. It should not have non-standard acronyms or abbreviations. It should not exceed two printed 
lines. It should include the name(s) and address (es) of all authors. 
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Writing a research paper is not an easy job no matter how trouble-free the actual research or concept. Practice, excellent preparation, 
and controlled record keeping are the only means to make straightforward the progression.  

General style: 

Specific editorial column necessities for compliance of a manuscript will always take over from directions in these general guidelines. 

To make a paper clear 

· Adhere to recommended page limits 

Mistakes to evade 

Insertion a title at the foot of a page with the subsequent text on the next page 
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shortening the outcome. Sum up the study, with the subsequent elements in any summary. Try to maintain the initial two items to no 
more than one ruling each.  

Reason of the study - theory, overall issue, purpose 
Fundamental goal 
To the point depiction of the research 
Consequences, including definite statistics - if the consequences are quantitative in nature, account quantitative data; results 
of any numerical analysis should be reported 
Significant conclusions or questions that track from the research(es)

 
Approach: 

Single section, and succinct

 
As a outline of job done, it is always written in past tense

 
A conceptual should situate on its own, and not submit to any other part of the paper such as a form or table 
Center on shortening results - bound background information to a verdict or two, if completely necessary 
What you account in an conceptual must be regular with what you reported in the manuscript 
Exact spelling, clearness of sentences and phrases, and appropriate reporting of quantities (proper units, important statistics) 
are just as significant in an abstract as they are anywhere else 

Introduction:  

 

The Introduction should "introduce" the manuscript. The reviewer should be presented with sufficient background information to be 
capable to comprehend and calculate the purpose of your study without having to submit to other works. The basis for the study should 
be offered. Give most important references but shun difficult to make a comprehensive appraisal of the topic. In the introduction, 
describe the problem visibly. If the problem is not acknowledged in a logical, reasonable way, the reviewer will have no attention in your 
result. Speak in common terms about techniques used to explain the problem, if needed, but do not present any particulars about the 
protocols here. Following approach can create a valuable beginning: 

Explain the value (significance) of the study  
Shield the model - why did you employ this particular system or method? What is its compensation? You strength remark on its 
appropriateness from a abstract point of vision as well as point out sensible reasons for using it. 
Present a justification. Status your particular theory (es) or aim(s), and describe the logic that led you to choose them. 
Very for a short time explain the tentative propose and how it skilled the declared objectives.

 Approach: 

Use past tense except for when referring to recognized facts. After all, the manuscript will be submitted after the entire job is 
done.  
Sort out your thoughts; manufacture one key point with every section. If you make the four points listed above, you will need a

 

least of four paragraphs. 
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Abstract: 

The summary should be two hundred words or less. It should briefly and clearly explain the key findings reported in the manuscript--
must have precise statistics. It should not have abnormal acronyms or abbreviations. It should be logical in itself. Shun citing references 
at this point. 

An abstract is a brief distinct paragraph summary of finished work or work in development. In a minute or less a reviewer can be taught 
the foundation behind the study, common approach to the problem, relevant results, and significant conclusions or new questions.  

Write your summary when your paper is completed because how can you write the summary of anything which is not yet written? 
Wealth of terminology is very essential in abstract. Yet, use comprehensive sentences and do not let go readability for briefness. You can 
maintain it succinct by phrasing sentences so that they provide more than lone rationale. The author can at this moment go straight to 

                   



 

  

 
 

principle while stating the situation. The purpose is to text all particular resources and broad procedures, so that another person may 
use some or all of the methods in one more study or referee the scientific value of your work. It is not to be a step by step report of the 
whole thing you did, nor is a methods section a set of orders. 

 

Materials: 

Explain materials individually only if the study is so complex that it saves liberty this way. 
Embrace particular materials, and any tools or provisions that are not frequently found in laboratories. 

 
Do not take in frequently found. 
If use of a definite type of tools. 
Materials may be reported in a part section or else they may be recognized along with your measures.

 

Methods:  

Report the method (not particulars of each process that engaged the same methodology) 
Describe the method entirely

 To be succinct, present methods under headings dedicated to specific dealings or groups of measures 
Simplify - details how procedures were completed not how they were exclusively performed on a particular day.  
If well known procedures were used, account the procedure by name, possibly with reference, and that's all.  

Approach:  

It is embarrassed or not possible to use vigorous voice when documenting methods with no using first person, which would 
focus the reviewer's interest on the researcher rather than the job. As a result when script up the methods most authors use 
third person passive voice.

 
Use standard style in this and in every other part of the paper - avoid familiar lists, and use full sentences. 

What to keep away from 

Resources and methods are not a set of information. 
Skip all descriptive information and surroundings - save it for the argument. 
Leave out information that is immaterial to a third party. 

Results: 

 
 

The principle of a results segment is to present and demonstrate your conclusion. Create this part a entirely objective details of the 
outcome, and save all understanding for the discussion. 

 

The page length of this segment is set by the sum and types of data to be reported. Carry on to be to the point, by means of statistics and 
tables, if suitable, to present consequences most efficiently.You must obviously differentiate material that would usually be incorporated 
in a study editorial from any unprocessed data or additional appendix matter that would not be available. In fact, such matter should not 
be submitted at all except requested by the instructor. 
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Present surroundings information only as desirable in order hold up a situation. The reviewer does not desire to read the 
whole thing you know about a topic. 
Shape the theory/purpose specifically - do not take a broad view. 
As always, give awareness to spelling, simplicity and correctness of sentences and phrases. 

Procedures (Methods and Materials): 

This part is supposed to be the easiest to carve if you have good skills. A sound written Procedures segment allows a capable scientist to 
replacement your results. Present precise information about your supplies. The suppliers and clarity of reagents can be helpful bits of 
information. Present methods in sequential order but linked methodologies can be grouped as a segment. Be concise when relating the 
protocols. Attempt for the least amount of information that would permit another capable scientist to spare your outcome but be
cautious that vital information is integrated. The use of subheadings is suggested and ought to be synchronized with the results section. 
When a technique is used that has been well described in another object, mention the specific item describing a way but draw the basic 



 

 

Do not present the similar data more than once. 
Manuscript should complement any figures or tables, not duplicate the identical information. 
Never confuse figures with tables - there is a difference. 

Approach 
As forever, use past tense when you submit to your results, and put the whole thing in a reasonable order.
Put figures and tables, appropriately numbered, in order at the end of the report  
If you desire, you may place your figures and tables properly within the text of your results part. 

Figures and tables 
If you put figures and tables at the end of the details, make certain that they are visibly distinguished from any attach appendix 
materials, such as raw facts 
Despite of position, each figure must be numbered one after the other and complete with subtitle  
In spite of position, each table must be titled, numbered one after the other and complete with heading 
All figure and table must be adequately complete that it could situate on its own, divide from text 

Discussion: 

 

The Discussion is expected the trickiest segment to write and describe. A lot of papers submitted for journal are discarded based on
problems with the Discussion. There is no head of state for how long a argument should be. Position your understanding of the outcome
visibly to lead the reviewer through your conclusions, and then finish the paper with a summing up of the implication of the study. The
purpose here is to offer an understanding of your results and hold up for all of your conclusions, using facts from your research and
generally accepted information, if suitable. The implication of result should be visibly described. 
Infer your data in the conversation in suitable depth. This means that when you clarify an observable fact you must explain mechanisms
that may account for the observation. If your results vary from your prospect, make clear why that may have happened. If your results
agree, then explain the theory that the proof supported. It is never suitable to just state that the data approved with prospect, and let it
drop at that. 

Make a decision if each premise is supported, discarded, or if you cannot make a conclusion with assurance. Do not just dismiss
a study or part of a study as "uncertain." 
Research papers are not acknowledged if the work is imperfect. Draw what conclusions you can based upon the results that
you have, and take care of the study as a finished work  
You may propose future guidelines, such as how the experiment might be personalized to accomplish a new idea. 
Give details all of your remarks as much as possible, focus on mechanisms. 
Make a decision if the tentative design sufficiently addressed the theory, and whether or not it was correctly restricted. 
Try to present substitute explanations if sensible alternatives be present. 
One research will not counter an overall question, so maintain the large picture in mind, where do you go next? The best
studies unlock new avenues of study. What questions remain? 
Recommendations for detailed papers will offer supplementary suggestions.

Approach:  

When you refer to information, differentiate data generated by your own studies from available information 
Submit to work done by specific persons (including you) in past tense.  
Submit to generally acknowledged facts and main beliefs in present tense.  

XVII

Content 

Sum up your conclusion in text and demonstrate them, if suitable, with figures and tables.  
In manuscript, explain each of your consequences, point the reader to remarks that are most appropriate. 
Present a background, such as by describing the question that was addressed by creation an exacting study. 
Explain results of control experiments and comprise remarks that are not accessible in a prescribed figure or table, if 
appropriate. 
Examine your data, then prepare the analyzed (transformed) data in the form of a figure (graph), table, or in manuscript form. 

What to stay away from 
Do not discuss or infer your outcome, report surroundings information, or try to explain anything. 
Not at all, take in raw data or intermediate calculations in a research manuscript.                    
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Do not give permission to anyone else to "PROOFREAD" your manuscript. 

Methods to avoid Plagiarism is applied by us on every paper, if found guilty, you will be blacklisted by all of our collaborated
research groups, your institution will be informed for this and strict legal actions will be taken immediately.) 
To guard yourself and others from possible illegal use please do not permit anyone right to use to your paper and files. 

The major constraint is that you must independently make all content, tables, graphs, and facts that are offered in the paper.
You must write each part of the paper wholly on your own. The Peer-reviewers need to identify your own perceptive of the
concepts in your own terms. NEVER extract straight from any foundation, and never rephrase someone else's analysis. 

XVIII

Please carefully note down following rules and regulation before submitting your Research Paper to Global Journals Inc. (US):  

Segment Draft and Final Research Paper: You have to strictly follow the template of research paper. If it is not done your paper may get
rejected.  
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CRITERION FOR GRADING A RESEARCH PAPER (COMPILATION)
BY GLOBAL JOURNALS INC. (US)

Please note that following table is only a Grading of "Paper Compilation" and not on "Performed/Stated Research" whose grading 

solely depends on Individual Assigned Peer Reviewer and Editorial Board Member. These can be available only on request and after 

decision of Paper. This report will be the property of Global Journals Inc. (US).

Topics Grades

A-B C-D E-F

Abstract

Clear and concise with 

appropriate content, Correct 

format. 200 words or below 

Unclear summary and no 

specific data, Incorrect form

Above 200 words 

No specific data with ambiguous 

information

Above 250 words

Introduction

Containing all background
 

details with clear goal and 

appropriate details, flow 

specification, no grammar
 

and spelling
 

mistake, well 

organized sentence and 

paragraph, reference cited

Unclear and
 

confusing data, 

appropriate format,
 
grammar 

and spelling errors with
 

unorganized matter

Out of place depth and content, 

hazy format

Methods and 

Procedures

Clear and
 
to the point with 

well arranged paragraph, 

precision and accuracy of 

facts and figures, well 

organized subheads

Difficult to comprehend with 

embarrassed text, too much 

explanation but completed 

Incorrect and unorganized 

structure with hazy meaning

Result

Well organized, Clear and 

specific, Correct units with 

precision, correct data, well 

structuring of paragraph, no 

grammar and spelling 

mistake

Complete and embarrassed 

text, difficult to comprehend

Irregular format with wrong facts 

and figures

Discussion

Well
 

organized, meaningful
 

specification, sound 

conclusion, logical and 

concise explanation, highly 

structured paragraph 

reference cited 

Wordy, unclear conclusion, 

spurious

Conclusion is not cited, 

unorganized, difficult to 

comprehend 

References

Complete and correct 

format, well organized

Beside the point, Incomplete Wrong format and structuring
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Aforementioned · 28
Apriori · 25, 29, 30, 31

B

Buttress · 20

C

Collude · 12
Commensurate · 16
Connive · 12

D

Derivable · 9

E

Eluding · 21
Embezzlement · 14
Emoluments · 12
Epileptic · 28

I

Incumbents · 40
Inferential · 35

L

Lopsided · 31

M

Meticulous · 13

  R

Reinvigorated · 28
Reiterate · 24

  

Rejuvenates · 23
Rudiments · 14

S

Solace · 28, 30
Sterile · 39

T

Tribunal · 14

V

Vehemently · 23
Viable · 20, 21, 31, 42
Voluminous · 48

W

Wealthier · 42
Windfall · 41
Worrisome · 12, 42
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