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3.1.3 Hypotheses

HI:  Intellectual capital efficiencies are significantly correlated with return

onequity (ROE).

H2: Intellectual capital efficiencies (HCE and SCE) influence companies'
financial performance (ROE)

H3: There is a relationship between capital employed and return on equity
(ROE)

4.0  Results and Discussion of the Findings

The results of the study are discussed below, starting from the descriptive
statistics result.

4.1 Descriptive Statistics

For better understanding of the data, basic descriptive statistics has been
applied. The study makes use of arithmetic mean as a measure of central
tendency rather than median since there are less extreme observations in the
data. Standard deviation was used as the primary measure of variation. Each
data was valued and given in the original units, i.e. Nigeria's Naira @&

Table 1: Descriptive Statistics

N Minimum Maximum Mean Std. Skewness Kurtosis

. Deviation
Statistic ~ Statistic Statistic Statistic Statistic ~ Stat.  Std.  Statistic ~ Std.
Error Error
HCE 25 3452 7.9370  2.305684E0 1348985 1.59 224 1.691 444
SCE. 25 0282 2.4370 755291 4494771 141 224 1.787 444
CEE 25 1066 7.7417 1.046103E0 1.118267 141 .224 1.682 444
ROE 25 1396 7.8632 4.416494E0 1.387495 127 224 2.535 444
AST 25 4376 9.0625 2652698010 1379367 121 224 2.118 444
MT 25 .7850 5.1217 1.5379512E 8642696 .627 224 415 444

Table 1 shows minimum, maximum, mean and standard deviation of dependent,
independent and moderating variabies for year 2012. In 2012, average HC
performance index of a company remained 2.31 with average assets remained at

65.27 billion respectively. On the average the sampled companies created
value of#2.31 for every naira spent on human capital while maximum HC

[z7]
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efficiency is§7.94.
E

4.2 Determining Correlation amon g Variables

Table 2: Pearson Correlation

ROE HCE SCE CEE AST MT
ROE 1
Sig. (2-tailed)
HCE 687" 1
Sig. (2-tailed) .000
SCE 843% .805™ 1
Sig. (2-tailed) 000 000
CEE brz 1ied 573" 087" 1
Sig. (2-tailed) .000 .000 .063
AST 453" 035 117" -132 1
Sig. (2-tailed) . 9 610 061 156
MT .289° 506" 410" -.040 .068 1
Sig. (2-tailed) 022 .000 .000 404 123

** Correlation is significantat the 0,01 level (2-tajled

higherinROE (r=0.453).

Significant relationship between HCE with ROE (r=0.687), SCE with ROE (r
= 0.843) and CEE and ROE (r = 0.751) confirms that knowledge, skill,
€xperience, creative ability of human resources have strong influence not only
on financial performance but also on structura] capital efficiency and physical
capital efficiency. It can also be inferred from correlation matrices that Human

correlation results indicate that there is positive and weak correlation between
HCandsize (r= 0.036) of the sampled companies throughout the three Yyears of

R ———
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the study. It is an indication that as the size of a company increases the HC
efficiency increases.

In addition, the correlation results reveal that thehigher the HC efficiency, the
greater the SC efficiency will be(r = 0.805) and ultimately the financial
performance also. That is the reason most companies try to convert HC to SC to
manage maximum financial performance and to cover the risk of high calibre
employees turn over.

4.3 Regression Results

Tables 3 to 5 reveal the results of the regression analysis which tests the
relationship between the variables (IC, moderating and financial performance)
for three year periods (2010-2012).

Table 3: Multiple Regression Results for year2012

Variables Beta VIF

Constant 6.732

HCE 0.421 1.080

.SCE -0.263 1.859

CEE 0.184 4.002

AST 0.031 4.437

MT 0.130 5335
Adj.R.0.321 Durbin-Watson=2.170

The results from Table 3 show that the HCE and CEE are positively and
significantly related to ROE, while SCE is negatively related to ROE. In
addition, the moderating variables i.e. size of a company measured as asset
(AST) and meetings (MT) by the board of directors also enhance IC efficiency
to create value having positive upto0.13.

Table 4: Multiple Regression Results for year2011

Variables Beta VIF
Constant 5.013

HCE 0372 3.120
SCE 0321 1.445
CEE 0.143 2972
AST 0.010 6.864
MT 0.007 5.047

Adj.R%0.278 Durbin-Watson=2.036
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The results from Table 4 show that the HCE and CEE are positively and
significantly related to ROE with 0f0.372 and 0.143 respectively, while SCE
is negatively related to ROE with -0.321.The moderating variables (AST and
MT) also enhance IC efficiency to create value with of 0.010 and 0.007
respectively.

Table 5:Multiple Regression Results for year2010

Variables Beta VIF
Constant 0.438

HCE 0.283 1.005
SCE 0372 1.018
CEE 0.201 1312
AST 0.129 3.310
MT 0.110 3.602

Adj.R%.0.336 Durbin-Watson=1.982

Table 5 shows that the HCE, CEE, and moderating variables (AST and MT)
are positively and significantly related to ROE with 0f0.283,0.201,0.192 and
0.110respectively, while SCE is negatively related to ROE with -0.372.

More importantly, the explanatory power for all three years 2010-2012(adj.R*
inregression equations)ranged between 34% and 65%, which is satisfactory in
social science study. These results are much better than the results of the study
conducted by Firer and Williams (2003) who found R*up to 30% in identifying
relationship between IC and corporate performance in which only CEE was
significantly related to corporate performance and Kamukama, Ahiuazu and
Ntayi (2010) found unclear relationship between IC and company
performance. From the findings, the study concludes that all the three
efficiencies of VAIC (HCE, SCE and CEE) have significant influence on
ROE, and consistent with previous findings such as Salman et al. (2013);
Maditinos ef al. (2011); Calisir et al. (2011); Ahangar (2011); Chen et al.
(2004, 2005) and Shiu (2006).

5.0  Implications of the Research Findings

The implications of these findings are:
(1) The higher the amounts spent on human capital or resource the greater is

the influence ithas on ROE.
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(2) The higher the SC efficiency, the greater is the contribution of HC towards
ROE.

(3) With SCE negatively related with ROE means that, as SCE of a company
increases the ROE declines. The reason for this could be due to the fact that,
the Nigerian economy is an emerging economy which is faced with the
problem of inadequate organizational structural efficiency. As a result of this,
the qualified, experienced and skilled human resources have less
organizational structure to fully utilize their potentials and thus reduce SC
efficiency towards value creation.

6.0 Conclusion

The aim and research issue of this study was to investigate the influence of
intellectual capital efficiency on return on equity through empirical research.
The coeffitients of the estimates from the regression values confirm that there
is correlation between IC efficiency and return on equity. The findings further
reveal that HC efficiency, SC efficiency and CE efficiency have significant
influence on ROE. The research thus concludes:

) There is a significant positive correlation between company's
Intellectual capital efficiencies and return on equity.

(ii) There is a significant positive influence of human capital efficiency
onreturn on equity of the sampled companies.

(iii) There is a significant influence of structural capital efficiency on
return on equity of sampled companies.

(iv) There is a significant positive relationship between company's
physical assets and return on equity; but structural capital and ROE
are negatively related. The reason for this could be due to the fact that
many Nigerian companies' managers like other developing countries,
invest heavily in human capital without providing adequate and
proportionate organizational structure to work with. As a result,
structural capital deteriorates which leads to reduction in overall
performance of structural capital efficiency on return on equity.

7.0 Policy Implications ;

There is empirical evidence that IC components influence companies'
performance from this study. Specifically, the finding shows that human capital
efficiency‘influences financial performance of Nigerian sampled companies. In
order to achieve higher profitability and sustainability, these companies should
implement policies that will improve and upgrade their employees' skill and
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competence in the area of training and development. This study further reveals
the potentials of structural capital in adding value to the company. This is a
signal to Nigerian companies that investments in structural capital drivers are
worthwhile.  Therefore, it is important for Nigerian companies to put more
emphasis on policy that will promote and improve the process, structure, culture
and norms of their companies.
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Independent variables are measured as HCE, SCE and CEE, moderating
variables as size of a company (asset) and meetings of the board of directors,
while the financial performance of a company is measured by return on equity
(ROE).

3.1.1 Moderating Variables

Size of a company and frequency of the board of directors' meetings are
included in this study model as moderating variables in order to capture IC
components and possibly expanding the Pulic (2004), VAIC model.

3.1.2 Research Model

Proxy measures for dependent, independent and moderating variables are given
in the research model below, where Y is taken as dependent variable (financial
performance), (X,, X;, and X;) are taken as independent variables; representing
efficiency indicators of VAIC (HCE, SCE and CEE), while (X,, and X,) are
moderating variables. Hence, the regression equation is shown below as:

Yx= o+l X)H’ZXZI*JXJlMXﬁ*SXSi‘i

Where:

Y=Return on Equity (ROE)

X,=Human Capital Efficiency (HCE)

X, = Structural capital Efficiency (SCE)

X, = Capital Employed Efficiency (CEE)

X,=ASSET (Natural log of total book value of asset) (AST)

X,;=Meetings (Frequency of board meetings) (MT)

= Parameter

[J..Error term

Figure 1: Influence of Intellectual Capital Efficiencies on Financial
Performance
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