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ABSTRACT
This study examines the concept and determinants of shareholder value creation with particular focus on firms listed on the Nigerian Exchange Group (NGX). Shareholder value creation remains a central objective of corporate organizations, driven by the need to generate returns that exceed the cost of capital and satisfy investor expectations. The study adopts a conceptual research design based on a narrative review of existing literature.
Drawing on relevant academic and empirical studies, the paper analyzes the roles of operating margin, capital efficiency and investor expectations in influencing shareholder value. Evidence from the literature suggests that operating margin serves as a critical indicator of managerial efficiency and profitability, while capital efficiency reflects the firm’s ability to optimally utilize financial resources to generate sustainable returns. Investor expectations are also found to significantly influence market valuation as share prices are largely driven by anticipated future performance. 
This study is anchored on Shareholder Theory and Agency Theory, which provide insights into the objective of wealth maximization and the potential conflicts between managers and shareholders. The paper concludes that effective financial management, efficient resource utilization, and strong corporate governance practices are essential for enhancing shareholder value, particularly in emerging economies like Nigeria. The study contributes by offering a synthesized framework for understanding the drivers of shareholder value creation and providing insights for corporate decision making and future research.
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INTRODUCTION

Corporate Organizations exist for sole purpose of creating value for shareholders. In recent years there is pressure on boards of companies to show a rise in the value of their company. The expectation of a shareholder is to gain as much return as possible at a certain level of risk. The return on investment may come from periodic payments such as dividend or an increase (decrease) in the price of securities which can provide gains or losses for investors. Hence, investors need information so that they can assess the performance of the company (Andhika &Yunita 2016).

Hartomo (2019) opines that creation of shareholder value is becoming increasingly challenging as owners and managers are forced to make appropriate financial decisions that contribute to the management of operations that create value and also identify activities that destroy value. In addition, it is necessary to implement effective instruments which are able to generate returns above demand of investors or returns of capital invested are more than the companies’ capital (Hartomo, 2020). According to Oladele (2013) shareholder value creation occurs when a company generates more wealth for a shareholder than they are able to generate for themselves.

Bouncken et al (2020) observes that value creation involves much more than merely monitoring firms’ performance rather management team should be actively involved in the process of value creation. Conflicts of interests between the owners of the firms and the managers cannot be overlooked due to insider information possessed by the managers (Fama and Miller, 1971). efficient utilization of firm’s resources by its management is a reflection of management efficiency and the extent to which a firm has been able to manage its problem.

The ability of a firm to create value by paying out dividend to its shareholders depends on its ability to generate cash from its operating activities and access of additional funds through external financing (Vazakidis and Adamopoulos, 2009). The shareholder returns basically depends on prices, costs, investments, volume of products sold and riskiness of firms in an industry (Osinubi and Amaghionyeodiwe, 2003; Soyede, 2005). The variables representing these factors can be considered as determinants of shareholders’ value. Working capital and fixed capital investment are the two components of investment value drivers (Rajesh, 2015). 12 Management’s investment choices and financial policy are also value drivers in the context of riskiness of cash flows for the company (Olokoyo, Oyewo and Babajide, 2014). 

Companies that are conscious of shareholders’ value creation with large amounts of excess cash at their disposal but with limited value-creating investment opportunities, they return the money to shareholders through dividends and share buybacks. Not only does this give shareholders a chance to earn better returns another investment option, but it also reduces the risk that management will use the excess cash to make value-destroying investments in particular, as well as ill-advised, overpriced acquisitions (Alfred, 2006).

 Economies of scale for firms in purchasing, manufacturing, distribution and research, operating margin, working capital investment and fixed capital investment can generate values for firms (Hansen and Mowen, 2000; Horngren, Datar and Foster, 2006). The link between value chains and value drivers as reflected by sales growth rate, operating profit margin, income tax rate, working capital investment, fixed capital investment and cost of capital are basic building blocks of shareholder value creation (Akinsulire, 2010; Okwo and Ugwunta, 2012; CIMA, 2014).

 It is in light of the above that the study examined the relationship between the variables of the study (determinants of shareholder value of listed industrial goods firms in Nigeria). Furthermore, value delivered to shareholders as a result of management ability to increase sales rates of the products of an organization is referred to as shareholders’ value creation (Mohd, Sam, & Yasuo, 2013). Sales growth is considered as control lever of shareholder value creation (Mohd et al., 2013).

 Managers of organization pay more attention to growth of the sales and based on the responsibility reposed on them by the owners of the firms called the principal, are expected to maximize the shareholders’ value creation. Firms revenue is a function of the size of the sales of the company, the managers will strategise their activities towards 13 maximizing the sales amount in order to strengthen the shareholders’ value. Therefore, the study expects that the shareholder value creation is positively influenced by the sales growth rate (Mohd, Sam, & Yasuo, 2013).


Some studies have also evaluated the theoretical frameworks applied in the literature. In recent years the literature has not developed new theoretical directions to explain the phenomenon of detection such as shareholder Theory. The researcher is therefore motivated by the growing interest in financial performance metrics that directly influence shareholder value. By identifying the financial indicators that significantly impact shareholder value. A deeper understanding of these determinants will not only aid in optimizing financial planning but will also enhance shareholder value in a sustainable manner.

The researcher seeks to evaluate the following research objectives:
i) To review the extent of operating margin on shareholder value.
ii) To determine the influence of capital efficiency on shareholder value.
iii)  To determine the role of expectation on shareholder value.

This study examines shareholder value creation among firms in Nigeria, with a focus on identifying the key determinants and mechanisms through which firms enhance shareholders’ wealth limited to Nigeria, with particular emphasis on firms listed on the Nigerian Exchange Group (NGX). These firms are selected due to the availability of reliable financial data and their active participation in capital market activities, which makes them suitable for analyzing shareholder value creation. The study focuses more on selected industries such as banking, manufacturing, and consumer goods sectors. These sectors are chosen because of their significant contribution to Nigeria’s economic growth and their strong representation on the stock exchange. 

In the remainder if this paper, a brief overview of the relevant literature is given, followed by a discussion of research methodology and the last section will be on conclusions and recommendations.

LITERATURE REVIEW

Shareholder Value

Shareholder value is derived from the market’s perception of business’ ability to generate returns today and in the future. Principally, management can create shareholder value by growth, investing in projects which are expected to generate a return in excess of the cost of capital, or by improving the efficiency of existing operations like reducing expenses or selling more profitable business with all other things remaining equal (Richard, 2000). Terry (2015) contends that value is created when management produces revenues over and above the economic costs to generate these revenues. 

In other words, value is when a company is able to generate income that is above the cost of the capital used to generate such income. The creation of shareholder value is considered as an important objective of companies (Agbor and Agborya, 2010).  A company is said to have created shareholder’s value in a situation where shareholders returns exceed the share cost (Pablo, 2002). Shareholder value is created by generating future returns for equity investors which exceeds the returns that those investors could expect to earn elsewhere. The assumption is that these excess returns will be reflected within the share price of the company (Minchington & Francis, 2000).

Shareholders’ value can be created if the worth of shareholders is increased or enhanced by a firm and the value created is determined by the ratio of the market value of shares to the book value of shares (Jensen, 2002; Pandey 2007: Kolawole, 2013). It is also defined as the increase in the financial worth of shareholders, as measured by ratio of the market values of shares to the book value of shares which is highlighted by the performance of an organization (Pandey, 2002). Maximizing the share of the shareholders through maximization of the market price of the shares is seen as one of the corporate objectives of any firm. in other words, performance on the stock market is an index of corporate success. Any corporate entity experiencing a rise in the market price of its stocks is considered a good bet by the investors (Pandey & Parmar 2011). 

Shareholder value analysis requires the management of organizations to take decisions that have tendency of creating value for shareholders. While taking investment and financing decisions, the management is required to pay more attention to such activities that can create value for shareholders rather than short term profitability (Shrikant, Zainuddini & Azizan, 2014). Jodlbauer (2012) asserted that sharehoder value are rooted in the idea that the interest rate the business has to pay for the capital lenders and shareholders should be lower than return on the capital required for doing business. One of the shareholder value measures and most direct measures of the return received by shareholders is total return to shareholders (Powers, 2010). Firms with higher required equity returns will have higher ratios of book to market (Rajesh, 2015). Return on equity is the return that shareholders expect to obtain in order to feel sufficiently remunerated.

Value conscious firms with large amount of cash at their disposal and limited investment for value creation to their shareholders return the excess cash to their shareholders through dividend. This will not only give the shareholders chance to earn better return elsewhere but it also reduces the risk the management will use the excess cash to make value destroying investments (Pandey & Deeksha 2015). Shareholders value creation assist in reducing agency cost by reducing the discretionary funds available to managers for prerequisite consumption and investment opportunities and require managers to seek financing in capital markets this may encourage the managers to be more disciplined and act in owner’s best interest (Million, Metewos & Sujata, 2014). In a legal environment like UK where strong legal protection is strong, the law provides strong protection to shareholder to force companies to pay dividend (La Porta, Silanes, Shleifer & Vishny, 2000). The value created by a firm is considered as the total outcome of the decisions made at all levels within the organisation (Koller, Goedhart, & Wessels, 2010). Dividend Policy is part of the decisions that are expected to be taken by management in order to increase shareholders’ value.

Operating Margin

Vipond (2019) states that operating margin also known as Return On Sales (ROS) is an important profitability ratio measuring revenue after the deduction of operating expenses. It is calculated by dividing operating income by revenue. The operating margin indicates how much of the generated sales is left when all operating expenses are paid off. Continued increase in profit margin overtime shows that profitability is improving this may be attributed to efficient control of operating costs or other factors that influence revenue, such as higher pricing, better marketing and increase in customer demand.

Operating margin is a good indicator of how well a company is being managed and how efficient it is at generating profits from sales. It shows the proportion of revenues that are available to cover non-operating costs, such as paying interest. Looking at a company’s past operating margins is a good way to gauge whether a   company’s performance has been getting better. The operating margin can improve through better management controls, more efficient use of resources, improved pricing and more effective marketing.

Operating margin refers to a company’s percentage profit after paying for overhead and operating expenses. A company’s operating expenses may include wages, marketing costs, facility costs, depreciation and equipment amortization. As a crucial profit metric investors and financial analysts can retrieve operating profit margins from income statements. (Adam et al,2026)

Capital Efficiency

Themistokleous and Jatin (2025) defined capital efficiency as how effectively a business uses its capital to generate revenue and sustain growth, maximizing the return on investment by spending wisely and avoiding unnecessary cash burn. As investors look for profitable growth, founders who are conscious of capital efficient business models tend to balance the growth versus cost equation better than others and consequently build a long term viable business for their stockholders. (Dhanak, 2025).

Capital Efficiency measures how effectively a company uses its financial resources to generate revenue, crucial for sustainable growth. There are multiple capital efficiency metrics you can track depending on your business model and stage of growth. They include cash conversion score, burn multiple, Return On Capital Employed (ROCE), Hype ratio, Bessemer’s efficiency score. (Ryan, 2026)

Capital Efficiency is a primary determinant of long term shareholder value, often acting as a more reliable predictor of valuation than revenue growth alone.  It is defined as the ability of a business to generate higher returns (ROI) by maximizing revenue while minimizing capital invested and avoiding unnecessary cash burn. (Morgan, 2025)

Expectation
An investor can attempt to identify the set of expectations supporting the current stock price. The investor can then evaluate these expectations for reasonability. Are the expectations too pessimistic, too optimistic or broadly reasonable in light of current and expected firm specific industry and macro-economic conditions after answering this question the investor can buy, sell or hold the stock accordingly. This approach is called expectations investing. (Mauboussin and Rappaport, 2021)

After quantifying the expectations supporting a stock price, the analyst must determine if those expectations are reasonable in light of the firm’s historical operating performance and the macroeconomic, industry, and firm-specific conditions the firm will likely face in the future.  (Mauboussin and Rappaport, 2021)

EMPIRICAL REVIEW

A study conducted by John Hall (2023), examined Corporate shareholder value creation as contributor to economic growth which focused on 229 Johannesburg Stock Exchange listed firms across nine industries from 2001 to 2018. The study investigated industry specific shareholder value creation measures and their contribution to economic growth. The findings revealed that Market Value Added (MVA) best explained shareholder value creation for five of the nine industries analyzed, while Tobin’s Q ratio was most suitable for capital intensive and manufacturing firms. The market to book ratio best explained shareholder value creation in the food and beverage industry, whereas ROEKE was most appropriate for technology firms. The study further established that each industry possesses unique value drivers influencing shareholder value creation.
 
According to Ogundajo et al (2019) examined the influence of shareholders’ return on the value of manufacturing firms listed on Nigerian Stock Exchange using annual reports and accounts of 36 selected firms for a period of twenty years, between 2007 and 2016 (720 firm year observations). The results of the multivariate regression analysis (fixed effect) revealed that past dividend, agency cost, debt-equity ratio, and size have significant positive effect on market capitalization of listed manufacturing firms in Nigeria; while earnings per share and sales growth have insignificant negative influence on value of a firm though, the magnitude is immaterial. The study concluded that managers should look beyond the signaling effect of dividend, but place the interests of the key stakeholders (shareholders, management, employees, and loan holders) as well as the growth and expansion of the business at the centre of their decision-making. Especially on the proportion of earnings to be paid as dividend and the nature of dividend policy to be adopted to enhance its value.

Aryan (2025) examined how two key factors- capital efficiency and revenue growth - shape long-term value creation in companies. The study looked at 80 companies across multiple sectors, focusing on how well firms balance their growth with the discipline of efficient capital allocation. A correlation analysis is conducted between ROIC and revenue growth, indicating a moderate positive relationship between the two variables. The findings suggest that while rapid revenue growth is an important driver for a company to create long-term value, it is not enough on its own. Long-term performance depends equally on a firm’s ability to generate consistent returns on the capital it invests. Companies that manage to combine both growth and efficiency tend to create stronger, more sustainable shareholder value. In contrast, firms that chase scale without efficiency may face stagnation or underperformance over time.

Atiyet, (2018) explored an optimal capital structure to maximize the shareholders’ wealth. The study also determined the most significant determinants for shareholders’ value creation. The researcher utilized panel data on French firms 1999-2005. The result revealed that self- financing explains positively and significantly the shareholder value creation for both (EVA and MVA). The equity issue supplies explained negatively and significantly shareholder value creation for both measures. Financial debt contributes positively to EVA and negatively to MVA. The study observed that the impact of financial factors on shareholders’ values depends on measure taken and the financial structure added to the model. The current study added more variables as part of financing decisions which included dividends and working capital financing.

According to a study by Ola and Monira (2025) sought to clarify the determinants affecting the financial performance of industrial sector companies listed on the Amman Stock Exchange for the years 2017-2021, where information related to the company's performance, especially its profitability, is valuable to support administrative provisions regarding expected changes in the company's future control over economic resources. The research has used the E-Views 12 program for data processing and panel data regression processing to examine the influence of operating profit margin, financial leverage, and return on invested capital. The results indicate that both return on invested capital and operating profit margin have a positive effect on profitability. Financial leverage does not have a positive effect on profitability.

In a study carried out by Omole (2017) evaluated the effect of human capital accounting on shareholders’ value in oil and gas companies in Nigeria. This is with a view to providing information on how costs incurred on personnel could be identified, measured and disclosed on the statement of financial position of companies as an asset which is the key factor to the successful operation in oil and gas industry. The study made use of secondary data collected for the period 2004 – 2016. The entire oil and gas companies listed on the Nigerian Stock Exchange (NSE) were selected for the study based on availability of human capital accounting information in their Annual Reports. Data on variables such as human capital disclosure, dividend per share and earnings after tax were collected from the Annual Reports of the companies. Data collected were analyzed using correlation and regression analysis using the E-view statistical package. Findings revealed that that the nature and characteristics of investments on the human resource require them to be capitalised rather than expensed. The study established that there is positive significant relationship between human capital costs and the shareholders’ value in oil and gas companies in Nigeria. The study recommended that that standard should be created for human resource disclosure and measurement in order to enhance valuation of human capital, ensure uniformity in disclosure and more reliable interpretation and comparison of financial statement.

Abraham et al (2017) examine the shareholders’ value creation as a function of return on asset using full sample across listed industries and find return on capital and return on assets significantly improve the shareholders’ value for the period of 2010-2015 of NASDAQ Stocks.

In a research conducted by Rajesh (2015) for 50 selected firms in the United Arab 
Emirates (UAE) covering a 5-year period (2009 to 2013), the study examines the 
determinants of shareholders’ value creation. Annual reports and financial statements of the firms were used in the data collection process. The partial least squares structural equations modeling (PLS-SEM) was employed to analyze the research data. The findings of the study document, amongst others, that working capital relates positively and significantly with shareholders’ value creation of the firm.

Ya’u, Abdulrasheed, and Emmanuel (2015) empirically investigated the determinants 
of shareholder value creation among quoted commercial banks in Nigeria. The whole 
21 quoted commercial banks in Nigeria were used spanning the period of 2005-2009. The used multiple regression method was used in estimating the relationship. The results however showed that dividend payments have a positive and significant influence on the shareholder value creation, the argument here is that the data of the study should have been extended to cover 2014. Thus, in essence, this work intends to cover 2007 – 2016 but also conducted robustness tests in order to arrive at the best model that estimate the relationship among the variables of the study.

THEORETICAL REVIEW

Shareholder Theory

Shareholder theory is primarily adopted in this paper which was popularized by Milton Friedman. Shareholder theory focuses on the fundamental objective of a firm to maximize wealth of its shareholders and are expected to utilize corporate resources efficiently to generate profits, increase share prices, pay dividends and satisfy the expectations of shareholders. The shareholder theory asserts that corporate executives can improve efficiency of their firms by aligning the business to meet the desires of shareholder (Palmer, 2012). In the Nigerian context, shareholder value creation is particularly relevant due to the increasing emphasis on capital market development and investor confidence. Firms listed on the Nigerian Exchange Group are evaluated based on their ability to deliver consistent returns to shareholders. 

Shareholder Theory provides the foundational basis for examining firm performance, as it directly links managerial decisions to shareholder wealth outcomes. It assumes that maximizing shareholder value leads to optimal resource allocation and economic efficiency. However, critics argue that excessive focus on short term profits may undermine long term sustainability, particularly in developing economies where institutional frameworks may be weak.

Agency Theory

Agency Theory, developed by Michael Jensen and William Meckling, complements Shareholder Theory by addressing the inherent conflict of interest between shareholders (principals) and managers (agents). This theory explains the principal-agent relationship as “a contract under which one or more persons (the principal(s)) engage another person (the agent) to do some service on their behalf which includes delegating some decision making authority to the agent”. in this agency’s framework, the agents are the managers and the principals are the shareholders. Managers may pursue personal objectives that are not aligned with shareholders’ interests, leading to agency costs and reduced firm value. In Nigeria, agency problems are particularly significant due to factors such as weak regulatory enforcement, information asymmetry, and ownership concentration. Managers may engage in opportunistic behavior such as earnings manipulation, inefficient investment decisions, or diversion of corporate resources, all of which can negatively affect shareholder value.

The relevance of Agency Theory to this study lies in its ability to explain variations in shareholder value among firms. Firms with stronger governance structures are more likely to minimize agency costs and maximize shareholder wealth. Thus, Agency Theory provides a critical lens for understanding how internal control systems and governance practices influence value creation in Nigerian firms.


METHODOLOGY

The study adopts a conceptual research design based on a literature review approach. The study systematically reviews and synthesizes existing academic and empirical literature on shareholder value creation and its determinants. Relevant literature was sourced from peer-reviewed journals, textbooks, and published financial studies, with particular emphasis on studies related to operating margin, capital efficiency and investor expectations. The selection of literature was guided by relevance to the research objectives and applicability to the Nigerian corporate environment. The study employs a theoretical synthesis method, where insights from prior studies are integrated to develop a coherent understanding of the key drivers of shareholder value. Additionally, the study is anchored on shareholder theory and agency theory which provide the analytical framework for interpreting the relationships among the variables. Through this approach, the study develops a conceptual framework that explains how operating efficiency, resource utilization and market expectations influence shareholder value creation, particularly in emerging economies like Nigeria. 

CONCLUSION

This study examined the concept and determinants of shareholder value creation with particular focus on firms listed on the Nigerian Exchange Group. From the theoretical and empirical review, it is evident that shareholder value creation remains a central objective of corporate organizations, driven by the need to generate returns that exceed the cost of capital.
The study established that shareholder value is influenced by key financial and managerial factors, particularly operating margin, capital efficiency, and investor expectations. Operating margin reflects managerial efficiency in controlling costs and maximizing profits, thereby contributing positively to value creation. Capital efficiency, on the other hand, determines how effectively firms utilize their financial resources to generate sustainable returns, making it a critical driver of long-term shareholder wealth. Investor expectations also play a significant role, as market valuation is largely shaped by anticipated future performance rather than just current results.
The theoretical foundations of Shareholder Theory and Agency Theory further highlight that while firms aim to maximize shareholder wealth, conflicts between managers and shareholders may hinder value creation if not properly managed. In the Nigerian context, these challenges are more pronounced due to issues such as weak corporate governance structures, information asymmetry, and regulatory inefficiencies.
Overall, the study concludes that sustainable shareholder value creation requires a combination of efficient financial management, strong governance mechanisms, and strategic alignment between managerial actions and shareholder interests.

RECOMMENDATIONS

Based on the findings of this study, the following recommendations are proposed:
1. Improve Operational Efficiency
Firms should focus on enhancing their operating margins by implementing cost control measures, improving productivity, and adopting efficient pricing and marketing strategies. This will strengthen profitability and ultimately increase shareholder value.

2. Enhance Capital Efficiency
Management should ensure optimal utilization of financial resources by investing in high-return projects and avoiding wasteful expenditures. Emphasis should be placed on metrics such as Return on Capital Employed (ROCE) to guide investment decisions.

3. Strengthen Corporate Governance Practices
Firms should establish strong internal control systems and governance frameworks to minimize agency conflicts. Transparent reporting, accountability, and board independence are essential in aligning management actions with shareholder interests.

4. Manage Investor Expectations Effectively
Firms should maintain clear and consistent communication with investors regarding performance, strategies, and future outlook. This will help align market expectations with actual performance and reduce volatility in share prices.
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