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Abstract 
[bookmark: _GoBack]This study examined the effect of cost of capital as a determinant of shareholder wealth among listed industrial goods firms in Nigeria. Specifically, it investigated the effect of debt capital cost (DCC) and equity capital cost (ECC) on shareholder return. The study adopted an ex-post facto research design, and the population comprised eleven (11) listed industrial goods firms in Nigeria, from which nine (9) firms were selected as the sample. Secondary data were obtained from the audited annual financial statements of the sampled firms published on the Nigerian Exchange Group. Panel regression analysis using random effects Generalized Least Squares (GLS) with PCSE correction was employed to test the hypotheses. The findings revealed that: equity capital cost has a negative and significant effect on shareholder wealth (β = -1.559066, p = 0.0000); debt capital cost has a negative and significant effect on shareholder wealth (β = -11.41778, p = 0.0000). The study concluded that increasing capital costs, whether equity or debt-based, translate into diminished shareholder wealth through reduced profitability, constrained reinvestment capacity, and lower valuation multiples in the capital market over time in markets. The study recommended that the board of directors and corporate financial managers should focus on strengthening firm-level fundamentals that influence investors’ required returns, in order to moderate the cost of equity financing. This can be achieved through enhanced corporate governance practices, improved transparency in financial reporting, and the adoption of consistent dividend policies that signal stability and reduce perceived investment risk.
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1.0 Introduction
The business environment across the world has become highly competitive as firms continuously seek ways to survive, expand operations, and improve their financial position. In recent years, organizations have faced increasing pressure arising from economic instability, inflation, rising interest rates, exchange rate fluctuations, and uncertainty in the global financial market (Iwedi et al., 2023; Ochoki et al., 2023). These conditions have made financing decisions more important than ever because firms require adequate funds to sustain production, invest in new projects, and remain competitive within their industries. In developing economies such as Nigeria, the challenge is even greater because many firms operate in an environment characterized by high borrowing costs, weak infrastructure, unstable government policies, and limited access to long term finance (Ibrahim & Badara, 2020; Umobong & Agburuga, 2019). Industrial goods firms in Nigeria play an important role in economic growth through manufacturing activities, employment generation, and infrastructural development (Iwedi et al., 2023). Despite their relevance, many of these firms struggle with financing their operations due to the high cost attached to raising capital. Firms often depend on debt and equity financing to meet their financial obligations and expansion needs. However, the cost associated with obtaining these funds has continued to raise concerns among managers, investors, and financial analysts because of its possible effect on the wealth of shareholders and the long term survival of firms (Ibrahim & Ibrahim, 2015; Okonjo, 2025).
Shareholder wealth has remained one of the major goals of modern business organizations because shareholders are regarded as the owners and providers of capital to firms. Investors commit their resources to companies with the expectation of receiving returns in the form of dividends, capital appreciation, and increased market value of shares (Lucky & Akani, 2018). For this reason, managers are expected to make financial decisions that will improve the value of the firm and increase shareholders’ confidence. In today’s business environment, the ability of a company to maximize shareholder wealth is often used as a measure of financial strength and managerial efficiency. Firms that consistently improve shareholder wealth usually attract more investors, enjoy better market reputation, and gain easier access to additional finance. At the same time, cost of capital has become a major issue in corporate finance because it represents the amount firms pay for obtaining funds from debt and equity sources (Ochoki et al., 2023). The cost of debt arises from interest payments made on borrowed funds, while the cost of equity represents the return expected by shareholders for investing in the company. In Nigeria, many firms face high lending rates and increasing expectations from shareholders, making the cost of capital a serious challenge to financial performance and sustainability (Onakeke, 2022; Okonjo, 2025). Industrial goods firms especially require huge capital investments for machinery, equipment, raw materials, and operational activities. As a result, decisions relating to debt and equity financing are very important because they determine the financial burden placed on firms (Iwedi et al., 2023). A high cost of capital may reduce profitability, discourage investment opportunities, and affect the market value of firms (Arhinful et al., 2024). Consequently, firms are expected to maintain a financing structure that minimizes capital cost while improving returns to shareholders.
Cost of capital appears to have a direct relationship with shareholder wealth because financing decisions influence the profitability, market value, and financial stability of firms (Ibrahim & Badara, 2020). When the cost of debt becomes excessively high, firms may experience increased financial pressure due to rising interest obligations. Such a situation reduces the amount of profit available to shareholders and may negatively affect dividend payments and share prices (Lucky & Akani, 2018). High debt costs can also increase financial risk and weaken investors’ confidence in the firm. In the same manner, a high cost of equity may discourage firms from issuing additional shares because shareholders often demand higher returns in risky business environments (Iwedi et al., 2023). This may limit the ability of firms to raise sufficient capital for expansion and productive investments. In contrast, firms that maintain a moderate and efficient cost of capital are more likely to improve profitability and increase shareholder wealth over time. An effective financing structure enables firms to undertake profitable projects, improve operational performance, and maintain stable earnings (Nworie et al., 2023). In Nigeria, industrial goods firms are highly dependent on external financing because of the capital intensive nature of their operations. However, fluctuations in interest rates, inflation, and economic uncertainty have continued to increase financing costs for many firms within the sector (Ochoki et al., 2023). This situation may affect shareholders through reduced earnings, lower dividend payouts, and declining market value of shares. Investors are often concerned about the ability of firms to manage their financing costs effectively because poor financing decisions can reduce firm value and weaken long term growth (Okonjo, 2025).
Listed industrial goods firms in Nigeria play an important role in the economy through the production of essential materials used in construction, manufacturing, and infrastructure development. These firms rely heavily on both debt and equity financing to sustain operations, expand capacity, and remain competitive in the market. In a stable financial environment, firms are expected to manage their financing sources in a way that allows them to generate sufficient returns to shareholders. Shareholder wealth is commonly reflected in dividend payments and share price performance, and it is influenced by how efficiently firms utilize their financial resources (Lucky & Akani, 2018). When firms manage their cost of capital effectively, they are able to undertake profitable investments, maintain steady earnings, and enhance value for investors. In such a situation, financing decisions are structured in a way that supports business growth while also strengthening investor confidence in the firm’s financial performance.
In practice, many listed industrial goods firms in Nigeria face persistent challenges in managing their cost of capital (Ibrahim & Badara, 2020). The cost of debt has continued to rise due to high interest rates in the Nigerian financial market, while the cost of equity has also increased as investors demand higher returns to compensate for economic uncertainty and business risks (Okonjo, 2025). These conditions have made it difficult for firms to maintain an efficient balance between debt and equity financing. As a result, a number of firms rely on expensive sources of finance to fund their operations. Despite the importance of shareholder wealth creation, there are concerns that financing decisions in many of these firms are not effectively aligned with the objective of maximizing shareholder returns (Ibrahim & Ibrahim, 2015). This situation raises questions about whether the increasing cost of debt and equity capital is influencing the financial outcomes of shareholders in the industrial goods sector.
The persistence of high financing costs has several consequences for listed industrial goods firms in Nigeria. When firms spend a large proportion of their earnings on servicing debt and meeting equity return expectations, the amount available for distribution to shareholders becomes limited (Arhinful et al., 2024). This can lead to reduced dividend payments and lower returns on investment, which may discourage existing and potential investors. In addition, declining shareholder wealth can affect market perception of the firms, resulting in reduced share prices and lower overall firm value (Iwedi et al., 2023). Over time, this may weaken investor confidence and limit the ability of firms to attract additional capital for expansion and growth. It may also increase financial pressure on firms, making it more difficult to sustain operations in a competitive and uncertain economic environment (Onakeke, 2022). These challenges highlight the need to examine how cost of debt capital and cost of equity capital influence shareholder wealth among listed industrial goods firms in Nigeria.
A review of existing empirical literature reveals that although several studies such as Igoniderigha et al. (2026), Okonjo (2025), Arhinful et al. (2024), Iwedi et al. (2023), Nworie et al. (2023), Ochoki et al. (2023), Onakeke (2022), Onkware et al. (2022), Ibrahim and Badara (2020), Umobong and Agburuga (2019), Lucky and Akani (2018), and Ibrahim and Ibrahim (2015) have extensively examined cost of capital and related financing decisions, their findings remain largely mixed and context-specific. Most of these studies focused on profitability, dividend policy, market value, or general firm performance, with limited attention to shareholder wealth measured specifically through shareholder return in the industrial goods sector. Furthermore, while studies such as Igoniderigha et al. (2026) and Iwedi et al. (2023) concentrated on banks and manufacturing firms broadly, and Okonjo (2025) and Onakeke (2022) focused on oil and gas and mining firms respectively, very few studies specifically isolated listed industrial goods firms in Nigeria as a sector of interest. In addition, variables such as firm size (FSZ) and firm leverage (LEV), which are critical determinants of financial structure and risk exposure as highlighted in studies like Onkware et al. (2022) and Umobong and Agburuga (2019), have not been consistently incorporated alongside cost of debt capital (DCC) and cost of equity capital (ECC) in explaining shareholder wealth. More importantly, prior studies have largely relied on different performance proxies such as return on assets, earnings per share, and dividend policy, leaving a conceptual and methodological gap in using shareholder return as a direct measure of shareholder wealth. Therefore, this study fills the gap by examining the combined effect of debt capital cost and equity capital cost on shareholder return among listed industrial goods firms in Nigeria, while controlling for firm size and leverage over a more recent period (2015–2024), thereby providing a sector-specific and more refined understanding of how cost of capital influences shareholder wealth in the Nigerian context. Thus, the main objective of this study was to examine the effect of cost of capital as a deterrent to shareholder wealth among listed industrial goods firms in Nigeria. The study provided answers to these research questions:
1. How does debt capital cost affect shareholder wealth among listed industrial goods firms in Nigeria? 
2. What effect does equity capital cost have on shareholder wealth among listed industrial goods firms in Nigeria?
2.0 Literature Review
2.1 Synthesis of Existing Empirical Studies
The empirical literature on cost of capital and firm outcomes presents mixed and sometimes conflicting evidence on its effect on shareholder wealth and related performance measures. Studies such as Igoniderigha et al. (2026), Onkware et al. (2022), Nworie et al. (2023), and Onakeke (2022) generally show that cost of capital components, especially cost of debt and cost of equity, have significant effects on firm performance indicators like return on capital employed, return on assets, and profitability. For instance, Igoniderigha et al. (2026) found a significant relationship between cost of debt, cost of equity, and return on capital employed in Nigerian commercial banks, while Nworie et al. (2023) reported that cost of equity improves performance but debt costs weaken financial outcomes in food product firms. Similarly, Onkware et al. (2022) and Onakeke (2022) highlighted that debt and equity financing decisions significantly influence financial performance, although the direction and strength of these effects differ across studies. These findings suggest that cost of capital is an important determinant of firm outcomes, but its effect is not uniform across sectors and performance measures.
However, contrasting results are observed in studies such as Okonjo (2025), Ibrahim and Ibrahim (2015), and Umobong and Agburuga (2019), which suggest weak or insignificant relationships between financing costs and firm performance. Okonjo (2025) found that finance cost does not significantly affect earnings per share and price earnings ratio among oil and gas firms, while Ibrahim and Ibrahim (2015) reported an insignificant effect of cost of capital on financial performance of SMEs, supporting the Modigliani and Miller view. In a related perspective, Umobong and Agburuga (2019) showed that leverage effects on performance vary depending on firm grouping, indicating that financing structure does not always produce consistent outcomes. These mixed findings point to the possibility that sector differences, firm characteristics, and measurement approaches may explain inconsistencies in results across studies. This also raises concerns about the generalizability of earlier findings to other sectors such as industrial goods firms.
Further empirical evidence from Arhinful et al. (2024), Iwedi et al. (2023), Ochoki et al. (2023), and Lucky and Akani (2018) expands the discussion by linking cost of capital to dividend policy, market value, and financial structure decisions. Arhinful et al. (2024) found that cost of debt negatively affects dividend payouts, while cost of equity was largely insignificant, suggesting that debt financing may reduce shareholder benefits. In contrast, Iwedi et al. (2023) reported that cost of equity has a significant positive effect on market value, while cost of debt is insignificant, showing mixed capital market responses. Ochoki et al. (2023) emphasized that cost of capital influences investment decisions and shareholder wealth through capital structure choices, while Lucky and Akani (2018) found that different components of cost of capital significantly affect dividend policy in Nigerian banks. These studies indicate that cost of capital does not act in isolation but influences shareholder outcomes through multiple financial channels such as dividends, investment decisions, and market valuation.
Thus, the empirical evidence shows clear gaps that justify further investigation in the context of listed industrial goods firms in Nigeria. First, most studies focus on banking, oil and gas, mining, and general manufacturing sectors, with limited attention to industrial goods firms as a distinct category, as observed in Ibrahim and Badara (2020) and Iwedi et al. (2023). Second, shareholder wealth is often measured indirectly using profitability or market performance indicators rather than shareholder return, which limits the direct interpretation of results. Third, there is inconsistency in findings across studies such as Igoniderigha et al. (2026), Okonjo (2025), and Arhinful et al. (2024), showing that the relationship between cost of capital and firm outcomes is still not well established. Finally, limited studies simultaneously examine debt capital cost, equity capital cost, firm size, and leverage within a unified model over a recent period. This study therefore responds to these gaps by focusing on listed industrial goods firms in Nigeria and examining how cost of debt and equity capital influence shareholder wealth.
2.2 Theoretical Framework and Development of Research Hypotheses
The Trade Off Theory of Capital Structure was developed as an extension of the work of Modigliani and Miller in 1958 and was further refined in the 1960s and 1970s by scholars such as Kraus and Litzenberger in 1973 (Yinusa, 2017). The theory emerged as a response to the limitations of the earlier Modigliani and Miller propositions, which assumed perfect market conditions and ignored the impact of taxes, bankruptcy costs, and financial distress. The main idea of the theory is that firms aim to find an optimal balance between debt and equity financing (Cekrezi, 2013). It argues that while debt financing provides benefits such as tax advantages due to interest deductibility, it also increases the risk of financial distress and bankruptcy. Equity financing, on the other hand, reduces financial risk but may be more expensive due to higher return expectations from shareholders. According to the theory, firms will continue to use debt up to the point where the marginal benefit of debt equals its marginal cost, after which any additional debt will reduce firm value (Ikwuo et al., 2025). This balance is considered the optimal capital structure that maximizes firm value and shareholder wealth.
This theory is highly relevant to the present study because it explains how financing decisions involving debt capital cost and equity capital cost influence shareholder wealth among listed industrial goods firms in Nigeria. Since these firms operate in a capital intensive sector, their reliance on debt and equity financing must be carefully balanced to avoid excessive financial burden or missed investment opportunities. The Trade Off Theory helps to explain how high debt capital costs can reduce firm value through increased financial risk, while high equity costs may also affect shareholder returns. It therefore provides a strong theoretical foundation for understanding how firms in the industrial goods sector manage their capital structure in order to influence shareholder return. The alternate hypotheses derived from the above theory are:
Ha1: Increase in equity capital cost will reduce shareholder wealth among listed industrial goods firms in Nigeria.
Ha2: Increase in equity capital cost will reduce shareholder wealth among listed industrial goods firms in Nigeria.
3.0 Methodology
The study adopted an ex-post facto research design, which is appropriate for examining causal relationships where the independent variables have already occurred and cannot be manipulated by the researcher (Nworie et al., 2022). In this study, cost of debt capital, cost of equity capital, firm size, and firm leverage represent historical financial characteristics and financing decisions of listed industrial goods firms in Nigeria, while shareholder wealth reflects the outcome of those financial decisions over time. The researcher did not manipulate any variables but relied on existing financial data to assess relationships retrospectively. The population of the study comprised all eleven (11) industrial goods firms listed on the Nigerian Exchange Group (NGX) as at 2024. According to NGX records, these firms represent the entire population from which the study was drawn and include:
Table 1: Population of the Study
	1. Austin Laz & Company Plc 

	2. Berger Paints Plc 

	3. Beta Glass Plc 

	4. BUA Cement Plc 

	5. CAP Plc 

	6. Cutix Plc 

	7. Dangote Cement Plc 

	8. Lafarge Africa Plc 

	9. Meyer Plc 

	10. Premier Paints Plc 

	11. Tripple Gee & Company Plc 


Source: Nigerian Exchange Group (2024)
A purposive sampling technique was adopted in selecting firms that met specific inclusion criteria necessary for longitudinal analysis. The criteria required that each firm must have been continuously listed on the Nigerian Exchange Group from at least 2015 and must have available and consistent financial data covering the period 2015 to 2024.
Based on these conditions, all firms that did not meet the continuity and data availability requirements were excluded. The final sample therefore consisted of nine (9) firms.
Table 2: Sample Size of the Study
	1. Austin Laz & Company Plc 

	2. Berger Paints Plc 

	3. Beta Glass Plc 

	4. CAP Plc 

	5. Cutix Plc 

	6. Dangote Cement Plc 

	7. Lafarge Africa Plc 

	8. Meyer Plc 

	9. Tripple Gee & Company Plc 


Source: Researcher’s Compilation (2026)
The study employed secondary data obtained from the audited annual financial statements of the selected firms covering the period 2015 to 2024. The financial statements were sourced from the Nigerian Exchange Group (NGX) database and official company reports. The use of audited financial data ensured reliability, credibility, and consistency, as the information had been independently verified. This approach also enabled the study to maintain objectivity and ensure comparability across firms and over time.
The study variables are defined as follows:
Table 3: Measurement of Variables
	Variable
	Measurement
	Description

	Shareholder Return (SHR)
	(Closing share price + Dividend per share – Opening share price)/ Opening share price
	Proxy for shareholder wealth

	Debt Capital Cost (DCC)
	Interest expense / Total debt
	Measures cost of borrowed funds

	Equity Capital Cost (ECC)
	Dividend / Equity
	Measures return expected by shareholders

	Firm Size (FSZ)
	Natural log of total assets
	Controls for firm scale effect

	Firm Leverage (LEV)
	Total liabilities / Total assets
	Measures financial risk exposure


Source: Researcher’s Compilation (2026)
To evaluate the effect of cost of capital on shareholder wealth among listed industrial goods firms in Nigeria, a panel regression model was specified and adapted as follows:

Where:
SHRit = Shareholder return for firm i at time t 
DCCit = Debt capital cost for firm i at time t 
ECCit = Equity capital cost for firm i at time t 
FSZit = Firm size for firm i at time t 
LEVit = Firm leverage for firm i at time t 
α = Constant term 
β1–β4 = Coefficients of explanatory variables 
εit = Error term 
The study employed both descriptive and inferential statistical techniques. Descriptive statistics were used to summarize the central tendency, dispersion, and distribution characteristics of the variables. In addition, diagnostic tests such as cross-sectional dependence test, heteroskedasticity test, and the Hausman specification test were conducted to determine the most appropriate estimation technique and ensure robustness of results. Based on the Hausman test results, the random effects model was found to be more appropriate for the study. Consequently, panel Generalized Least Squares (GLS) regression was employed to test the hypotheses. To further enhance robustness, Cross-section SUR (Panel Corrected Standard Errors – PCSE) was incorporated into the random effects model to correct for heteroskedasticity and potential inter-firm correlation, following established econometric practice. This approach improved the efficiency and reliability of the estimated coefficients.
The decision rule for hypothesis testing was based on a 5% level of significance. If the probability value (p-value) of a coefficient is less than 0.05, the null hypothesis is rejected, indicating that the variable has a statistically significant effect on shareholder return. Conversely, if the p-value is greater than 0.05, the null hypothesis is accepted, implying that the variable has no statistically significant effect on shareholder wealth.
4.0 Data Analysis
4.1 Descriptive Analysis and Model Diagnostics
Table 4 Descriptive Statistics
	
	SHR
	ECC
	DCC
	FSZ
	LEV

	 Mean
	 1.232117
	 0.101616
	 0.052796
	 7.218088
	 0.416632

	 Median
	 0.074877
	 0.039806
	 0.030337
	 6.707447
	 0.405109

	 Maximum
	 88.49999
	 0.920972
	 0.555686
	 9.715570
	 0.872973

	 Minimum
	-0.702657
	 0.000000
	 0.000000
	 6.114804
	 0.028268

	 Std. Dev.
	 9.324373
	 0.174869
	 0.074739
	 1.089848
	 0.189933

	 Skewness
	 9.260874
	 3.067117
	 3.885295
	 0.917760
	-0.058409

	 Kurtosis
	 87.17727
	 12.61290
	 24.56780
	 2.361682
	 3.231529

	 Jarque-Bera
	 27858.25
	 487.6376
	 1970.821
	 14.16220
	 0.252196

	 Probability
	 0.000000
	 0.000000
	 0.000000
	 0.000841
	 0.881528

	 Sum
	 110.8906
	 9.145418
	 4.751649
	 649.6279
	 37.49688

	 Sum Sq. Dev.
	 7738.010
	 2.721555
	 0.497142
	 105.7114
	 3.210640

	 Observations
	 90
	 90
	 90
	 90
	 90


Source: Eviews 10 Output (2026)
The result in Table 4. shows that shareholder return (SHR) has a mean value of 1.232117, indicating that on average, shareholders of listed industrial goods firms in Nigeria recorded a positive return over the period of the study. However, the maximum value of 88.49999 and the minimum value of -0.702657 show a very wide spread in returns across firms and years, suggesting that some firms experienced extremely high gains while others recorded losses. The standard deviation of 9.324373 further confirms high variability in shareholder returns, meaning the data points are widely dispersed from the mean. The skewness value of 9.260874 indicates a strong positive skew, showing that most observations are concentrated at lower values with a few extreme high values pulling the distribution to the right. The kurtosis value of 87.17727 shows a very peaked distribution with heavy tails, indicating the presence of outliers. The Jarque Bera probability of 0.000000 confirms that SHR is not normally distributed; however, based on the Central Limit Theorem and the sample size of 90 observations, the distribution is still suitable for inferential analysis in this study.
The equity capital cost (ECC) in Table 4. has a mean value of 0.101616, which indicates that, on average, firms incur a moderate cost of equity financing over the study period. The maximum value of 0.920972 and minimum value of 0.000000 suggest that some firms either had very high equity costs or did not incur measurable equity costs in certain years, possibly due to retained earnings or irregular dividend payments. The standard deviation of 0.174869 shows moderate dispersion, meaning that ECC values vary across firms but not excessively. The skewness value of 3.067117 indicates a strong positive skew, meaning most firms record low equity costs while a few experience very high costs. The kurtosis value of 12.61290 confirms a leptokurtic distribution, indicating the presence of extreme values. The Jarque Bera probability of 0.000000 shows that ECC is not normally distributed, but the Central Limit Theorem supports its use in further analysis given the sample size.
The debt capital cost (DCC) in Table 4. records a mean value of 0.052796, suggesting that, on average, firms incur relatively low cost of debt financing during the period under review. The maximum value of 0.555686 and minimum value of 0.000000 show that while some firms faced high borrowing costs, others recorded little or no debt cost in certain periods, possibly due to low reliance on external borrowing or favourable loan conditions. The standard deviation of 0.074739 indicates low to moderate variation in debt cost across firms, suggesting some level of consistency in borrowing patterns. The skewness value of 3.885295 shows a strong positive skew, indicating that most observations are clustered at lower values with few extreme high values. The kurtosis value of 24.56780 suggests a highly peaked distribution with extreme observations. The Jarque Bera probability of 0.000000 confirms non-normality, but the sample size of 90 supports reliance on the Central Limit Theorem for statistical inference.
The firm size (FSZ) presented in Table 4. has a mean value of 7.218088, indicating that, on average, the firms in the study are relatively large in terms of total assets when expressed in natural logarithm form. The maximum value of 9.715570 and minimum value of 6.114804 show variation in firm size, meaning that some firms are significantly larger than others within the industrial goods sector. The standard deviation of 1.089848 indicates moderate dispersion, suggesting that while firm sizes differ, they are not extremely scattered. The skewness value of 0.917760 shows a mild positive skew, meaning that more firms are slightly clustered below the average size with a few larger firms pulling the distribution upward. The kurtosis value of 2.361682 is close to the normal benchmark of 3, indicating a fairly normal distribution shape. The Jarque Bera probability of 0.000841 shows slight deviation from normality, but the Central Limit Theorem supports the suitability of the data for further econometric analysis given the sample size.
The firm leverage (LEV) in Table 4. has a mean value of 0.416632, indicating that, on average, about 41.7 percent of the firms’ assets are financed through liabilities. The maximum value of 0.872973 shows that some firms are highly leveraged, relying heavily on debt financing, while the minimum value of 0.028268 indicates that some firms operate with very low debt levels. The standard deviation of 0.189933 suggests moderate variation in leverage levels across firms. The skewness value of -0.058409 indicates a nearly symmetrical distribution, meaning leverage values are fairly evenly distributed around the mean. The kurtosis value of 3.231529 is close to the normal distribution benchmark, showing a moderate peak and balanced tail behaviour. The Jarque Bera probability of 0.881528 confirms that leverage is normally distributed, making it statistically well behaved and suitable for regression analysis without concerns about distributional distortion.
	Table 5 Correlated Random Effects - Hausman Test

	Equation: Untitled
	
	

	Test cross-section random effects

	
	
	
	
	

	
	
	
	
	

	Test Summary
	Chi-Sq. Statistic
	Chi-Sq. d.f.
	Prob. 

	
	
	
	
	

	
	
	
	
	

	Cross-section random
	3.757199
	4
	0.4399

	
	
	
	
	

	
	
	
	
	


Source: Eviews 10 Output (2026)
The Hausman test result presented in Table 5 was used to determine whether the fixed effects or random effects model is more appropriate for estimating the relationship between cost of capital and shareholder wealth among listed industrial goods firms in Nigeria. The essence of this test is to examine whether the unique errors are correlated with the regressors, which would make the fixed effects model more suitable. The result shows a chi square statistic of 3.757199 with a probability value of 0.4399, which is greater than 0.05. This indicates that the null hypothesis cannot be rejected, meaning that there is no systematic difference between the coefficients of the fixed and random effects models. Therefore, the random effects model is appropriate for this study since the explanatory variables are not significantly correlated with the individual firm effects.
	Table 6 Residual Cross-Section Dependence Test

	Null hypothesis: No cross-section dependence (correlation) in residuals

	Equation: Untitled
	

	Periods included: 10
	

	Cross-sections included: 9

	Total panel observations: 90

	Note: non-zero cross-section means detected in data

	Cross-section means were removed during computation of correlations

	
	
	
	

	
	
	
	

	Test
	Statistic  
	d.f.  
	Prob.  

	
	
	
	

	
	
	
	

	Breusch-Pagan LM
	40.72984
	36
	0.2701

	Pesaran scaled LM
	0.557417
	
	0.5772

	Pesaran CD
	0.735264
	
	0.4622

	
	
	
	

	
	
	
	


Source: Eviews 10 Output (2026)
The Residual Cross Section Dependence Test reported in Table 6 was conducted to check whether the error terms across the different firms are correlated. The essence of this test is to ensure that shocks affecting one firm do not systematically influence others, which could bias regression results if present. The Breusch Pagan LM statistic is 40.72984 with a probability value of 0.2701, which is higher than 0.05. This indicates that the null hypothesis of no cross sectional dependence cannot be rejected. In practical terms, it suggests that the residuals of the industrial goods firms in the study are not significantly correlated across cross sections. This supports the reliability of the panel estimates since each firm behaves independently in terms of error structure.
	Table 7 Panel Cross-section Heteroskedasticity LR Test

	Null hypothesis: Residuals are homoskedastic

	Equation: UNTITLED
	

	Specification: SHR ECC DCC FSZ LEV C

	
	
	
	

	
	
	
	

	
	Value
	df
	Probability

	Likelihood ratio
	 490.1512
	 9
	 0.0000

	
	
	
	

	
	
	
	


Source: Eviews 10 Output (2026)
The Panel Cross Section Heteroskedasticity Test presented in Table 7 was used to determine whether the variance of the error terms is constant across the cross sectional units. The essence of this test is to verify whether the assumption of homoskedasticity is violated, as heteroskedasticity can lead to inefficient estimates and biased standard errors. The likelihood ratio statistic is 490.1512 with a probability value of 0.0000, which is less than 0.05. This indicates that the null hypothesis of homoskedasticity is rejected, confirming the presence of heteroskedasticity in the panel data. This means that the error variances differ across firms, and therefore robust estimation techniques are required to ensure reliable and efficient results in the regression analysis.
4.2 Test of Hypotheses
Ha1: Increase in equity capital cost will reduce shareholder wealth among listed industrial goods firms in Nigeria.
Ha2: Increase in equity capital cost will reduce shareholder wealth among listed industrial goods firms in Nigeria.
Table 8 Test of Hypotheses
	Dependent Variable: SHR
	

	Method: Panel EGLS (Cross-section SUR)

	Date: 05/11/26   Time: 12:46
	

	Sample: 2015 2024
	
	

	Periods included: 10
	
	

	Cross-sections included: 9
	

	Total panel (balanced) observations: 90

	Linear estimation after one-step weighting matrix

	Cross-section SUR (PCSE) standard errors & covariance (d.f. corrected)

	
	
	
	
	

	
	
	
	
	

	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob.  

	
	
	
	
	

	
	
	
	
	

	ECC
	-1.559066
	0.113935
	-13.68377
	0.0000

	DCC
	-11.41778
	0.457111
	-24.97815
	0.0000

	FSZ
	-1.060532
	0.085794
	-12.36131
	0.0000

	LEV
	0.001881
	0.282626
	0.006654
	0.9947

	C
	8.448311
	0.702199
	12.03122
	0.0000

	
	
	
	
	

	
	
	
	
	

	
	Weighted Statistics
	
	

	
	
	
	
	

	
	
	
	
	

	R-squared
	0.911762
	    Mean dependent var
	0.845336

	Adjusted R-squared
	0.907609
	    S.D. dependent var
	3.282478

	S.E. of regression
	1.024185
	    Sum squared resid
	89.16114

	F-statistic
	219.5751
	    Durbin-Watson stat
	2.016746

	Prob(F-statistic)
	0.000000
	
	
	

	
	
	
	
	

	
	
	
	
	


Source: Eviews 10 Output (2026)
The model validity results presented in Table 9 show that the regression model used for this study is statistically sound and appropriate for explaining the effect of cost of capital on shareholder wealth among listed industrial goods firms in Nigeria. The probability of the F-statistic is 0.000000, which is less than 0.05, indicating that the model as a whole is statistically significant. This means that debt capital cost, equity capital cost, firm size, and firm leverage jointly have a significant effect on shareholder wealth. The adjusted R-squared value of 0.907609 shows that about 90.76 percent of the variation in shareholder wealth is explained by the explanatory variables in the model, while only about 9.24 percent is explained by other factors not included in the model. This indicates a very strong explanatory power of the model. The Durbin Watson statistic of 2.016746 suggests that there is no serious autocorrelation problem in the model, meaning the error terms are independently distributed.
The constant term in Table 9 has a coefficient value of 8.448311 with a probability value of 0.0000, which is less than 0.05. This means the constant is statistically significant at 5 percent level. The constant represents the baseline level of shareholder wealth when all explanatory variables are held constant at zero. In practical terms, it suggests that even in the absence of debt capital cost, equity capital cost, firm size, and leverage, industrial goods firms still generate a positive level of shareholder return. This implies that other structural or market factors not captured in the model contribute to shareholder wealth in the sector.
Effect of Equity Capital Cost (ECC) on Shareholder Wealth
The result in Table 9 shows that equity capital cost (ECC) has a coefficient value of -1.559066. This means that a one unit increase in equity capital cost will lead to a 1.559066 unit decrease in shareholder wealth among listed industrial goods firms in Nigeria, assuming other variables remain constant. This negative relationship suggests that higher equity financing costs reduce the returns available to shareholders, possibly due to higher dividend expectations or increased cost of raising equity capital. In other words, as firms become more expensive to finance through equity, shareholder returns tend to decline. The probability value of 0.0000 is less than 0.05, indicating that this negative effect is statistically significant at the 5 percent level. This means equity capital cost has a significant reducing effect on shareholder wealth among listed industrial goods firms in Nigeria. Therefore, the null hypothesis is rejected.
Effect of Debt Capital Cost (DCC) on Shareholder Wealth
The result in Table 9 shows that debt capital cost (DCC) has a coefficient value of -11.41778. This indicates that a one unit increase in debt capital cost will lead to an 11.41778 unit decrease in shareholder wealth among listed industrial goods firms in Nigeria, holding other factors constant. This represents a strong negative marginal effect, suggesting that higher borrowing costs significantly reduce shareholder returns. This may be due to increased interest obligations, reduced profitability, and lower distributable earnings to shareholders. The probability value of 0.0000 is less than 0.05, showing that this negative effect is statistically significant at the 5 percent level. Therefore, debt capital cost has a significant negative effect on shareholder wealth among listed industrial goods firms in Nigeria, leading to rejection of the null hypothesis.
Interpretation of Firm Size (FSZ) Effect
The coefficient of firm size (FSZ) in Table 9 is -1.060532, which means that a one unit increase in firm size leads to a 1.060532 unit decrease in shareholder wealth among listed industrial goods firms in Nigeria, assuming other variables are constant. This suggests that larger firms in the sector tend to experience lower shareholder returns, possibly due to inefficiencies, higher administrative costs, or slower growth in mature firms. The probability value of 0.0000 is less than 0.05, indicating that this negative effect is statistically significant at the 5 percent level. This means firm size has a significant negative effect on shareholder wealth in the study context. Therefore, the null hypothesis is rejected.
Interpretation of Firm Leverage (LEV) Effect
The coefficient of firm leverage (LEV) in Table 9 is 0.001881, indicating that a one unit increase in leverage leads to a 0.001881 unit increase in shareholder wealth among listed industrial goods firms in Nigeria, holding other variables constant. This suggests a very weak positive marginal effect, meaning that higher leverage slightly increases shareholder returns, possibly due to the use of debt financing to support investment and growth. However, the probability value of 0.9947 is greater than 0.05, indicating that this effect is not statistically significant at the 5 percent level. This means firm leverage does not have a significant effect on shareholder wealth in the study. Therefore, the null hypothesis is accepted.
4.3 Discussion of Findings
The finding that equity capital cost has a negative and significant effect on shareholder wealth can be explained by the fact that equity financing represents a relatively expensive source of capital due to higher required returns demanded by shareholders as compensation for risk. When firms experience rising equity capital costs, the expected residual earnings available to ordinary shareholders decline, thereby weakening valuation in the capital market. This aligns with the view that higher cost of equity increases the discount rate applied to future cash flows, ultimately reducing present firm value and shareholder wealth. The result is consistent with empirical evidence such as Igoniderigha (2026), who found a significant relationship between cost of equity and financial performance of Nigerian banks, suggesting that equity financing conditions materially influence value outcomes. Similarly, Okonjo (2025) reported that financing cost variables are closely linked with shareholder wealth indicators, even though the relationship was not always statistically strong in oil and gas firms. Further support is found in Arhinful et al. (2024), who observed that equity-related financing costs influence corporate payout decisions, indirectly affecting shareholder value distribution. In contrast, Iwedi et al. (2023) reported a positive relationship between cost of equity and market value in manufacturing firms, indicating that in some contexts equity costs may signal firm quality rather than value erosion. Nonetheless, findings by Nworie et al. (2023) support the negative channel by showing that high financing costs can weaken profitability outcomes, thereby reducing returns available to shareholders.
The finding that debt capital cost has a negative and significant effect on shareholder wealth reflects the burden of interest obligations associated with borrowing, which reduces net earnings available for equity holders. Higher debt costs increase financial risk and reduce cash flow flexibility, thereby diminishing the firm’s capacity to reinvest and sustain dividend payments. This also increases the discount rate applied to future earnings, leading to lower valuation and reduced shareholder wealth. The result is consistent with Arhinful et al. (2024), who found that cost of debt consistently reduces dividend payouts and coverage ratios, thereby limiting shareholder returns. It also aligns with Igoniderigha (2026), where cost of debt significantly influenced performance outcomes in Nigerian banks, reinforcing the adverse effect of borrowing costs on firm value. Similarly, Okonjo (2025) observed that finance costs, which include debt-related expenses, negatively correlate with shareholder wealth measures in oil and gas firms. Nworie et al. (2023) further support this result by reporting that cost of long-term debt exerts a negative effect on firm performance, highlighting its capacity to weaken profitability. Onkware (2022), however, presents a partial contrast by showing a positive relationship between cost of debt and financial performance in some Kenyan firms, suggesting that debt may enhance discipline or investment efficiency under certain conditions. Despite this divergence, the dominant empirical pattern across studies indicates that high debt servicing costs generally erode firm value and reduce shareholder wealth through constrained earnings and elevated financial risk exposure.
5.0 Conclusion and Recommendation
The relationship between the cost of capital components and shareholder wealth suggests that financing costs play a critical role in value creation within firms. The negative and statistically significant effects of both equity capital cost and debt capital cost on shareholder wealth indicate that increases in financing costs are associated with a reduction in the value accruing to shareholders. This outcome reflects the sensitivity of firm value to the weighted burden of financing decisions, where higher required returns by equity holders and higher interest obligations to debt holders collectively diminish residual earnings available to owners. It further demonstrates that when firms operate in environments characterized by expensive capital, the capacity to generate surplus returns above financing costs becomes constrained, thereby exerting downward pressure on overall market valuation. The magnitude of the coefficients also signals that debt capital cost exerts a stronger adverse influence compared to equity capital cost, highlighting the heavier financial strain associated with debt servicing obligations. This pattern underscores the extent to which leverage-related expenses can erode net distributable profits and weaken investor confidence in future cash flow sustainability. Consequently, the observed relationships reinforce the central role of capital structure costs in shaping firm valuation dynamics, particularly in contexts where financial markets are sensitive to cost variations and risk perceptions. Thus, the evidence aligns with the notion that increasing capital costs, whether equity or debt-based, translate into diminished shareholder wealth through reduced profitability, constrained reinvestment capacity, and lower valuation multiples in the capital market over time in markets.
The study recommended that:
1. The board of directors and corporate financial managers should focus on strengthening firm-level fundamentals that influence investors’ required returns, in order to moderate the cost of equity financing. This can be achieved through enhanced corporate governance practices, improved transparency in financial reporting, and the adoption of consistent dividend policies that signal stability and reduce perceived investment risk. By improving investor confidence and reducing uncertainty surrounding future earnings, firms can lower the return expectations of equity holders, thereby easing the pressure of equity financing on shareholder wealth and supporting stronger valuation outcomes.
2. Chief financial officers and treasury management teams should adopt more disciplined debt management strategies aimed at reducing the burden of borrowing costs on firm value. This involves actively negotiating more favourable interest terms with lenders, refinancing existing high-cost obligations with lower-cost alternatives, and maintaining an optimal debt structure that avoids excessive reliance on expensive short-term borrowing. Additionally, aligning debt maturity profiles with cash flow generation capacity can help reduce default risk perceptions and associated risk premiums. Such measures would contribute to lowering overall debt servicing costs and strengthening the firm’s ability to preserve and enhance shareholder wealth.
5.1 Contribution to Knowledge
This study contributes to the existing body of knowledge by addressing several limitations identified in previous research on cost of capital and firm performance. While earlier studies such as Igoniderigha et al. (2026), Okonjo (2025), Arhinful et al. (2024), Iwedi et al. (2023), Nworie et al. (2023), Ochoki et al. (2023), Onakeke (2022), Onkware et al. (2022), Ibrahim and Badara (2020), Umobong and Agburuga (2019), Lucky and Akani (2018), and Ibrahim and Ibrahim (2015) have examined related issues, most of their findings are mixed and concentrated on profitability, dividend policy, market value, and general financial performance rather than shareholder wealth measured through shareholder return. In addition, many of these studies focused on different sectors such as banking, oil and gas, mining, and general manufacturing, leaving the industrial goods sector in Nigeria underexplored in terms of cost of capital and shareholder wealth relationships. This study responds to that gap by focusing specifically on listed industrial goods firms in Nigeria and by using shareholder return as a direct measure of shareholder wealth, rather than relying on indirect proxies such as return on assets or earnings per share. It also improves on previous work by incorporating firm size and firm leverage alongside debt capital cost and equity capital cost in a single model, allowing for a more comprehensive analysis of firm-specific and financing factors. Furthermore, by using more recent data covering 2015 to 2024, the study provides updated evidence that reflects current economic realities in Nigeria. In all, the study extends existing literature by offering sector specific evidence on how cost of capital influences shareholder wealth, while also providing a clearer understanding of the combined role of financing costs, firm size, and leverage in shaping shareholder outcomes in listed industrial goods firms in Nigeria.
5.2 Limitations of the Study and Suggestion for Further Studies
The study has some limitations that should be considered when interpreting the results. It focused only on listed industrial goods firms in Nigeria, so the findings may not apply to firms in other sectors such as banking, oil and gas, or services. The research also relied on secondary data from financial statements, which may contain reporting errors or differences in accounting practices among firms. Another limitation is that only nine firms were used as the sample, which reduces the size of the data set. In addition, the study covered the period 2015 to 2024, so results may not reflect earlier or future periods.
Future studies can expand this research in several ways. Researchers can include other sectors of the Nigerian economy such as banking, oil and gas, and telecommunications to compare results across industries. A larger sample size can also be used to improve the strength of findings. Future work may include other factors such as inflation rate, interest rate, or exchange rate to see how they affect shareholder wealth alongside cost of capital. Studies can also use different measures of shareholder wealth such as dividend yield or market value. Extending the time period beyond 2024 may also provide more updated and reliable results.
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