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ABSTRACT

This study considered at how capital structure affects the financial performance of downstream oil and gas
companies in Nigeria. It focused on eight listed firms in this sector and covered the period from 2015 to 2024.
The research used an ex-post facto design, relying on secondary data from the annual reports and financial
statements of the selected companies. Capital structure was measured using the Short-Term Debt Ratio (STDR)
and Long-Term Debt Ratio (LTDR). Financial performance was represented by Return on Assets (ROA). The
study tested hypotheses to see how capital structure impacts financial performance. The findings showed that
both the short-term debt ratio and long-term debt ratio positively and significantly affect return on assets. This
indicates that companies with a good balance of debt financing typically enjoy better profitability and stronger
financial performance. Based on these results, the study concludes that capital structure is important for
improving the financial performance of downstream oil and gas companies in Nigeria. It suggests that firms
should maintain a healthy balance between short-term and long-term debt to maximize returns and reduce
financial risk. This study adds to the existing literature by offering evidence on the link between capital structure
and financial performance in Nigeria's downstream oil and gas sector. It also provides valuable insights for
managers, investors, and policymakers who want to boost profitability and sustainability.
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INTRODUCTION

Financial performance is a key indicator of a firm's overall health, stability, and long-term viability. It reflects
how well an organization deploys its resources to generate earnings, sustain operations, and create value for
shareholders. Beyond profitability alone, financial performance captures the quality of management decisions,
the efficiency of organizational processes, and the firm's capacity to adapt to shifting economic conditions.
Recent studies affirm that strong financial performance is foundational to strategic decision-making, investor
confidence, and organizational sustainability (Nguyen & Nguyen, 2022; Aladejebi, 2021). Common indicators
such as Return on Assets (ROA), Return on Equity (ROE), Net Profit Margin, and Earnings per Share (EPS) are
widely used to assess how effectively firms manage their financial and operational resources.

Among the many determinants of financial performance, capital structure occupies a central position in corporate
finance theory and practice. Capital structure refers to the mix of debt and equity a firm employs to finance its
operations, and the question of how this mix affects firm value has generated sustained scholarly debate since
Modigliani and Miller's (1958) seminal proposition that, under perfect market conditions, capital structure is
irrelevant to firm value. Subsequent research has convincingly challenged this view, demonstrating that real-
world frictions — including taxes, agency costs, bankruptcy risks, and information asymmetries — significantly
shape financing choices and their performance consequences (Frank et al., 2020). More recent empirical
evidence suggests that the relationship between capital structure and financial performance is neither uniform
nor universal; it varies considerably across industries and economic contexts, particularly in emerging markets
where financial systems remain less developed (Le & Phan, 2021; Vo & Ellis, 2022).

These dynamics are especially pronounced in capital-intensive industries such as oil and gas, where firms require
substantial investment in infrastructure, logistics, and maintenance. In such environments, debt financing can
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enhance performance through tax shields and financial leverage, yet excessive leverage simultaneously elevates
financial risk and may precipitate financial distress. Conversely, over-reliance on equity financing risks diluting
ownership and reducing shareholder returns. Navigating this trade-off — identifying a balanced capital structure
that maximizes performance while containing financial risk — represents a persistent and consequential
challenge for firms in this sector.

In Nigeria's downstream oil and gas sector, this challenge is magnified by a uniquely demanding operating
environment. Firms in this segment contend with reliance on imported petroleum products, chronic foreign
exchange volatility, recurrent subsidy policy reversals, inadequate infrastructure, and a complex regulatory
landscape (Adedoyin et al., 2021). These pressures have translated into inconsistent financial performance across
the sector, manifesting in declining profits, cash flow constraints, and mounting operational costs. Despite the
strategic importance of the downstream sector to Nigeria's economy — through its contributions to energy
supply, employment generation, and government revenue — the financial management strategies of firms
operating within it remain insufficiently studied.

A review of the existing literature reveals several interconnected gaps that the present study seeks to address.
First, empirical research in Nigeria has been concentrated predominantly in the banking and insurance sectors,
leaving non-financial industries, and the downstream oil and gas segment in particular, largely overlooked — a
pronounced sectoral and geographical gap (Ogundele & Nzama, 2025; Omokore et al., 2024). Second, while a
number of studies have examined the capital structure—performance relationship, their findings are mixed and
their methodological scope narrow: some report that debt financing improves firm performance through tax
advantages and managerial discipline (Nguyen & Nguyen, 2022; Vo & Ellis, 2022), while others find that high
leverage depresses profitability and heightens financial fragility (Salim & Yadav, 2021; Dirman, 2020).
Critically, most of these studies rely on aggregate leverage measures and do not disaggregate the individual
effects of distinct capital structure components specifically the debt-to-equity ratio, short-term debt, and long-
term debt thereby creating a measurement gap that obscures the differential performance implications of each
financing instrument. Third, existing studies frequently omit firm-specific moderating variables such as firm
size, which are known to influence the capital structure—performance relationship. Larger firms typically
command superior access to external financing and possess more sophisticated risk management capabilities,
generating performance outcomes that may diverge substantially from those of smaller enterprises (Dang et al.,
2022). The failure to account for such moderating effects represents a model specification gap in the current
literature.

Collectively, these gaps sectoral, geographical, measurement, and model specification underscore the need for a
focused empirical investigation into how capital structure affects the financial performance of downstream oil
and gas firms in Nigeria. Addressing this research need carries both theoretical and practical significance: it will
enrich the body of knowledge on capital structure in non-financial sectors within emerging market contexts, and
provide actionable insights to guide management decisions and inform policy development in one of Nigeria's
most strategically vital industries.

The following research questions will help the study in assessing the impact of capital structure on the fiscal
performance of downstream oil painting and gas companies

1. How does short- term debt rate (STDR) impact the financial performance of downstream oil and gas
companies in Nigeria?
il. 1. What's the effect of Long- term Debt rate (LTDR) on the financial performance of downstream oil

and gas companies in Nigeria?

The main objective of this study is to examine the effect of capital structure on the financial performance of
downstream oil and gas companies in Nigeria. The specific objects are to

1. assess the influence of short- term debt rate (STDR) on financial performance of downstream oil and gas
companies in Nigeria.

1.  estimate the impact of Long- term Debt rate (LTDR) on financial performance of downstream oil and gas
companies in Nigeria.
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To establish the effect of capital structure on the profitability of downstream oil and gas enterprises, this study
will employ the following Hypotheses.

Ho1: Short- term debt rate (STDR) has no significant influence on the financial performance of downstream oil
painting and gas companies in Nigeria.

Ho2: Long- term Debt rate (LTDR) has no significant effect on financial performance of downstream oil and gas
companies in Nigeria.

LITERATURE REVIEW

Capital Structure

The concept of capital structure has evolved vastly within commercial finance literature, reflecting shifts in
theoretical perspectives and empirical realities. Early discussions on capital structure were largely predicated in
the neoclassical frame, which viewed financial opinions as a specialized exercise aimed at determining an
optimal blend of debt and equity that minimizes the cost of capital and maximizes firm value, (Berk & DeMarzo,
2023). This perspective assumed perfect capital requests, rational investors, and the absence of levies, sale costs,
and information asymmetry, thereby inferring that financial choices were largely inapplicable to firm
performance. still, these hypotheticals have been extensively faulted for their limited connection to real- world
financial environment. (Baker & Martin, 2022).

Capital Structure and Managerial Decision

Making Capital structure decisions are shaped by managerial judgment and strategic intent, reflecting
assessments of risk, growth, and control within the establishment. These decisions go beyond specialized
finance, incorporating evaluations of query, anticipated returns, and long- term strategy. Contemporary literature
emphasizes that directors are central in determining financial structures, especially under information asymmetry
and request defects (Baker & Martin, 2022; Dang et al., 2023). thus, capital structure is decreasingly viewed as
a behavioural and strategic outgrowth rather than a purely optimization- grounded choice.

Capital Structure as a Strategic Response to Risk

Capital structure is increasingly viewed as a strategic response to a establishment's risk terrain rather than simply
a financial decision. enterprises align their debt and equity blend with prevailing financial, functional, and market
risk to enhance stability and support growth. In unpredictable business environment, companies frequently
borrow lower influence and maintain advanced liquidity to reduce financial obligation and increase flexibility.
However, enterprises operating in stable business environment may use moderate debt finance to profit from tax
advantages and ameliorate capital effectiveness.

Financial Performance

Financial performance reflects how efficiently an establishment utilizes its financial and economic resources to
induce returns, sustain operations, and achieve strategic objects (Eitokpa, 2015). It encompasses profitability,
liquidity, and solvency, as well as the establishment’s capability to maintain stable cash flows and repel financial
shocks (Pham & Nguyen, 2023). Unlike broader establishment performance, financial performance focuses on
measurable financial issues, allowing for objective analysis across enterprises (Hassan et al., 2020). In capital-
intensive and regulated sectors like oil and gas, financial performance captures the profitable impact of external
shocks similar as commodity price volatility, nonsupervisory changes, and high operational costs (Drobetz et al.,
2020). Strong financial performance enhances access to financing, supports strategic investments, and improves
organizational adaptability, while weak performance limits strategic inflexibility and increases exposure to fiscal
risk (Boubaker et al., 2022; Silva et al., 2024).

Measurement of Financial Performance

Financial performance is measured using both account- grounded and market-oriented pointers, capturing
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effectiveness, profitability, and value creation (Hassan et al., 2020; Pham & Nguyen, 2023). Crucial account
measures include RoA, RoE, ROCE, and EpS, which reflect asset application, shareholder returns, and
effectiveness of long- term capital deployment, particularly in capital- intensive sectors like oil and gas (robetz
et al,, 2020; Nguyen & Pham, 2022). Value- based criteria such as Economic Value Added (EVA) link
performance to shareholder value by considering the cost of capital (Fraser & Simkins, 2023). Market- based
measures, including total shareholder return and relative market valuation capture investor comprehensions and
prospects regarding firm performance and risk exposure. Together, these measures give a comprehensive view
of financial issues, integrating managerial opinions, capital structure, and risk operation practices (Silva et al.,
2024).

Financial Performance in the Oil and Gas Sector

Financial performance in the oil and gas sector is shaped by high capital intensity, earnings volatility, and
regulatory oversight, with profitability, effectiveness, and return stability serving as crucial pointers (Drobetz et
al., 2020). Downstream operations involve large fixed investments, which increase operating influence and make
profitability largely sensitive to market conditions and financing opinions. Empirical substantiation highlights
the critical part of capital structure, particularly the blend of short- term and long- term debt, in impacting returns
and performance measures (Frank & Goyal, 2022). Short- term debt offers flexible but can negatively affect
ROCE due to refinancing pressures, while long- term debt supports capital systems but may reduce profitability
under unpredictable conditions. Nigerian oil and gas enterprises demonstrate that establishment-specific factors
and environmental risk interact with debt maturity structures to shape financial outcomes (Ogunleye & Adebayo,
2022).

THEORETICAL FRAMEWORK

The Trade- Off Theory, developed by Kraus and Litzenberger (1973) and meliorated by Myers (1984), serves as
the theoretical foundation for this study. The theory posits that enterprises seek an optimal capital structure by
balancing the benefits of debt financing, such as tax advantages, against the costs of financial distress and
bankruptcy. It's particularly applicable to the Nigerian downstream oil and gas sector, where enterprises operate
in capital- intensive and risk-prone environment taking careful financial opinions. The theory also recognizes
the significance of risk operation in sustaining influence and perfecting financial performance. The theory also
provides a more comprehensive frame for analysing the combined effect of short term and long-term debt and
firm performance.

Empirical Review

Pinho and Mateus (2025) examined the relationship between capital structure and financial performance among
567 UK listed enterprises using panel retrogression analysis. The study found that largely leveraged enterprises
experienced greater risk and earnings instability, while enterprises with stronger balance sheet recorded better
performance. The findings suggest that capital structure significantly influences financial performance, although
enterprises in developed economy profit from stronger financial market and risk operation mechanisms than
those in developing countries.

Ram and Arhinful (2025) found that moderate leverage enhances profitability, while excessive debt reduces
financial performance and increases financial distress among NYSE enterprises. Their study highlights the
significance of optimal influence for performance, though developed market give further stable capital access
than the Nigerian downstream oil and gas sector.

Adewale and Olawale (2022) found that moderate debt level significantly influence financial performance, while
excessive leverage reduces profitability due to increased financial distress among enterprises listed on the Ghana
Stock Exchange. Their findings support the significance of optimal capital structure in developing economy,

Oluwaseun et al. (2025) assessed the effect of risk operation on the financial sustainability of 12 listed Nigerian
DMBs from 2008 to 2022 using a census sample and Panel Corrected Standard Error analysis. They found that
liquidity and credit risk had insignificant effect, while capital acceptability risk significantly influence financial
sustainability. The study concentrated primarily on risk operation without examining the part of capital structure.

Page 12372 . .
www.rsisinternational.org


http://www.rsisinternational.org/

INTERNATIONAL JOURNAL OF RESEARCH AND INNOVATION IN SOCIAL SCIENCE (1JRISS)
ISSN No. 2454-6186 | DOI: 10.47772/1JRISS | Volume X Issue VI June 2026

Gaps in Literature

A review of empirical studies reveals that capital structure is frequently examined independently, limiting
understanding of their concerted impact on firm performance. utmost exploration focuses on banking and
insurance sectors, whose regulatory and operational environments differ from oil and gas. Accordingly, there's
inadequate empirical studies on how financing opinions interact to impact financial stability in Nigerian oil and
gas enterprises.

CONCEPTUAL FRAMEWORK

Independent Variables
Capital Structure:
Dependent Variable
Financial Performance
STDR
ROA
LTDR

Source: Author’s Conceptualization (2026)
Short- Term Debt rate (STDR)

STDR measures the proportion of short- term debt in a establishment’s financing. Efficiently managed short-
term debt can lower financing costs and ameliorate inflexibility, but inordinate reliance increases refinancing
threat (Vintila, 2024).

Long- Term Debt rate (LTDR)

LTDR reflects the share of long- term obligation in financing operations. High long- term debt can reduce
profitability by adding interest burden and financial risk, particularly in unpredictable and high volatile industries
(Wieczorek- Kosmala et al., 2021).

Financial Performance

Financial performance reflects how effectively a establishment utilizes its resources to induce value, measured
then by Return on means (RoA). Empirical studies show that RoA is significantly influenced by financing
decision (Manurung & Makaliwe, 2024).

METHODOLOGY

This study adopted an ex-post facto research design, which is appropriate given that the investigation relies on
already-existing financial data to examine the relationships between capital structure components and the
financial performance of downstream oil and gas companies in Nigeria. Since the variables of interest are
historical in nature and cannot be manipulated, this design enables a systematic and objective analysis of
naturally occurring patterns within the data.
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The population of the study comprised all downstream oil and gas companies operating in Nigeria, including
firms engaged in the refining, distribution, and retail of petroleum products within the country. From this
population, a purposive sampling technique was employed to select companies that satisfied two key eligibility
criteria: continuous operation in Nigeria for a minimum of ten years, and the consistent availability of published
financial and sustainability reports throughout the study period. Applying these criteria yielded a final sample of
eight companies, whose financial records provided a sufficiently robust and comparable dataset for analysis.

Secondary data constituted the sole source of data for this study. Specifically, data were extracted from the
audited annual financial statements, sustainability reports, and corporate disclosure documents of the selected
companies, spanning a ten-year period from 2015 to 2024. These documents were accessed through the
companies' official websites, the Nigerian Exchange Group, and other reputable financial databases, ensuring
that all data sourced were credible, verifiable, and consistently prepared in accordance with applicable reporting
standards.

The data collected were analyzed using both descriptive and inferential statistical techniques. Descriptive
statistics were employed to summarize and present the distributional characteristics of the study variables, while
inferential analysis — specifically multiple regression analysis — was used to test the hypothesized relationships
between the independent variables and financial performance. The regression model specified for the study is
presented as follows:

ROA =fo + B:STL + B.LTL + G + &

Where ROA denotes Return on Assets as the measure of financial performance; Po is the regression constant; 31
and P are the coefficients of the independent variables; STL represents Short-Term Leverage; LTL represents
Long-Term Leverage; G denotes firm size as a control variable; and &; is the stochastic error term.

RESULTS AND DISCUSSION
Empirical Results

Table 1 Influence of capital structure on financial performance of downstream oil and gas companies in
Nigeria.

Variable Pooled OLS Coefficient | Fixed Effects Coefficient | Random Effects

(t-stat, p-value) (t-stat, p-value) Coefficient (t-stat, p-
value)

C (Constant) — 0.0726 (6.53, 0.0000) 0.0752 (7.03, 0.0000)

STDR  (Short-Term | 0.1157 (7.22, 0.0000) 0.0456 (2.65, 0.0104) 0.0386 (2.36, 0.0210)

Debt Ratio)

LTDR  (Long-Term | 0.0961 (6.02, 0.0000) 0.0342 (2.17, 0.0338) 0.0388 (2.67, 0.0092)

Debt Ratio)

FS (Firm Size) 0.00019 (5.82, 0.0000) 0.0000977 (3.16, 0.0025) 0.000087 (2.98, 0.0039)

Statistic

R-squared -0.334 0.443 0.222

Adjusted R-squared -0.369 0.266 0.191

F-statistic (p-value) — 2.5071 (0.0036) 7.2131 (0.0003)

Root MSE 0.0287 0.0186 0.0210

Durbin-Watson 2.218 2.637 2.331

Source: Researcher’s Computation, 2026

The coefficients of STDR (0.0386, p = 0.021) and LTDR (0.0388, p = 0.009) are positive and significant,
indicating that both short- term and long- term debt enhance RoA by supporting functional conditioning and
strategic investments. Firm size (0.000087, p = 0.004) also significantly influences RoA, suggesting larger
enterprises profit from economies of scale and resource access. The model explains 22 of RoA variation (R 2 =
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0.222) and is statistically significant (F = 7.213, p< 0.05) with no autocorrelation enterprises (Durbin- Watson =
2.331). Overall, effective debt management and strategic growth in establishment are crucial determinants of
financial performance.

Test of Hypotheses
Table 2

Ho1: Capital structure has no significant influence on the financial performance of downstream oil and gas
companies in Nigeria.

Variable Coefficient t-Statistic | p-Value Decision (a = 0.05)
Capital Structure (STDR + LTDR) 0.0774 3.65 0.0010 Reject HO:

Source: Researcher’s Computation, 2026

The results indicate that capital structure has a positive and significant effect on RoA at the 5 percent level of
significant. This implies that enterprises with better- managed short- term and long- term debt achieve advanced
returns on assets. thus, the null hypothesis is rejected.

DISCUSSION OF FINDINGS

The findings reveal that capital structure, measured by short- term debt rate (STDR) and long- term debt rate
(LTDR), has a positive and significant effect on the financial performance (RoA) of downstream oil and gas
enterprises in Nigeria (t = 3.65, p = 0.001). This suggests that an applicable blend of debt financing enhances
profitability by supporting functional and investment activities. The result is in line with the findings of Pinho
and Mateus (2025), Ram and Arhinful (2025), and Adewale and Olawale (2022), who reported positive effect of
capital structure on firm performance. thus, enterprises that effectively balance short- and long- term debt are
more likely to achieve bettered financial performance.

SUMMARY, CONCLUSION AND RECOMMENDATIONS

Summary

This study examined the effect of capital structure on the financial performance of downstream oil and gas
companies in Nigeria using data obtained from eight listed firms covering the period from 2015 to 2024. The
study adopted an ex-post facto research design and analyzed the relationship between capital structure and
financial performance. Capital structure was measured using Short-Term Debt Ratio (STDR) and Long-Term
Debt Ratio (LTDR), while financial performance was proxied by Return on Assets (ROA).

The findings revealed that both STDR and LTDR exert a positive and statistically significant effect on ROA.
This indicates that firms that strategically manage and utilize debt financing are more likely to improve
profitability and enhance overall financial performance. The results suggest that an appropriate mix of short-
term and long-term debt contributes positively to operational efficiency and value creation within the
downstream oil and gas sector.

Conclusion

Based on the findings, the study concludes that capital structure plays a significant role in determining the
financial performance of downstream oil and gas companies in Nigeria. The positive relationship between debt
financing and profitability implies that firms can improve their financial outcomes by maintaining an optimal
balance between short-term and long-term debt obligations. Effective financing decisions are therefore essential
for enhancing profitability, sustaining operational efficiency, and achieving long-term corporate growth and
stability.
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Recommendations
Based on the findings and conclusion of this study, the following recommendation is made:

1. Downstream oil and gas companies should formulate and maintain an optimal capital structure by
carefully balancing short-term and long-term debt financing. This will enable them to maximize
profitability, minimize financial risk, and improve overall financial performance.

2. Management should continuously monitor debt levels and financing costs to ensure that borrowed funds
are utilized efficiently and contribute positively to the firm's operational and financial objectives.

3. Regulatory authorities should encourage sound financial management practices that support effective
debt utilization and sustainable corporate growth within the oil and gas sector.

Contribution to Knowledge

This study contributes to existing literature by providing empirical evidence on the effect of capital structure on
the financial performance of downstream oil and gas companies in Nigeria. It extends previous studies conducted
in other sectors and countries by focusing specifically on the Nigerian downstream oil and gas industry. The
findings demonstrate that an appropriate combination of short-term and long-term debt financing can enhance
profitability and organizational performance. The study also provides useful insights for managers, investors,
policymakers, and regulators in making informed financing decisions that promote operational efficiency,
financial sustainability, and long-term corporate success.
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