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TO 2024

ABSTRACT

This study investigates the impact of financial constraints on firms’
investment decision-making in Nigeria from 2015 to 2024.
Specifically, it examines the relationship between financial constraints
and investment levels, analyzes the influence of access to external
financing, and assesses the effect of internal cash flow on investment
decisions. Using a quantitative research design with a descriptive and
explanatory approach, the study relies on secondary data sourced
from the Nigerian Stock Exchange (NSE), Central Bank of Nigeria
(CBN), and National Bureau of Statistics (NBS). Descriptive statistics,
correlation, and multiple regression analyses were employed using
SPSS and EViews to ensure robust results. The findings reveal that
firms facing greater financial constraints invest significantly less,
underscoring the hindrance limited finance poses to investment.
Additionally, internal cash flow and external financing both positively
affect investment decisions, with internal funds being more influential.
Furthermore, high interest rates deter investment, while increased
credit availability promotes it, highlighting the crucial role of
macroeconomic conditions. Based on these findings, the study
recommends improved access to finance for firms, particularly SMEs,
through supportive financial policies. Firms are also encouraged to
enhance internal cash flow through efficient financial management.
Finally, the Central Bank of Nigeria is urged to adopt interest rate
policies that promote investment while ensuring macroeconomic
stability. These recommendations aim to strengthen firms' investment
capacities and contribute to Nigeria’s economic development.

Keywords: Financial Constraints, Investment Decisions, Internal
Cash Flow, External Financing and Macroeconomic Conditions
INTRODUCTION

Investment decision-making is a critical aspect of business strategy,
influencing  firms' growth, competitiveness, and long-term
sustainability. Firms allocate financial resources to various investment
opportunities, including capital expenditures, research and
development, and market expansion, to enhance their profitability and
operational efficiency (Myers & Majluf, 2021). The ability of firms to
make optimal investment decisions depends largely on access to
finance, macroeconomic stability, and institutional frameworks that

support capital allocation.

390 | @A Publication of the Department of Economics, ADSU, Mubi. ISSN- Print: 2550- 7869; ISSN-Online: 3043-5323. Journal homepage: https://ajaefm.adsu.edu.ng


mailto:elwanabdul4u@gmail.com
mailto:elwanabdul4u@gmail.com

ADSU International Journal of Applied Economics, Finance & Management Vol. 10, Issue 3, 2025

However, financial constraints pose a significant challenge, restricting firms from pursuing profitable
investment opportunities and affecting their performance. Financial constraints refer to limitations in
accessing external or internal funds required for investment. These constraints arise from high
borrowing costs, stringent lending conditions, and underdeveloped financial markets, which limit firms’
ability to secure financing (Fazzari, Hubbard, & Petersen, 2020). The pecking order theory suggests that
firms prioritize internal financing before seeking external funds due to information asymmetry and the
high costs associated with external borrowing (Myers, 2021). The Nigerian business environment is
characterized by high-interest rates, inflationary pressures, and exchange rate volatility, which further
complicate firms' access to finance (Udoh & Ogbuagu, 2019). The financial sector in Nigeria, despite its
reforms, still faces challenges such as limited credit availability, inadequate financial infrastructure, and
weak regulatory enforcement. Small and Medium Enterprises (SMEs), which contribute significantly to
Nigeria’s GDP and employment, are particularly vulnerable to financial constraints due to their limited

collateral and high-risk perception by financial institutions (Ekanem, 2020).

Government interventions in Nigeria, such as credit policies and financial inclusion programs, play a
crucial role in addressing financial constraints faced by businesses. Institutions like the Bank of Industry
(BOI) and the Central Bank of Nigeria (CBN) have introduced intervention funds to support small and
medium-sized enterprises (SMEs) and large firms (Oluwasegun & Olaniyi, 2021). These initiatives aim
to enhance investment capacity by providing businesses with accessible financing options. However,
despite these efforts, many firms struggle to secure funding due to bureaucratic bottlenecks, stringent
eligibility requirements, and limited awareness of available programs (Okafor, 2022). As a result, the
intended beneficiaries—particularly SMEs—often find it difficult to obtain the financial support

necessary for expansion and innovation.

Additionally, Nigeria's underdeveloped capital markets further constrain firms' access to alternative
financing options. The limited depth and liquidity of these markets prevent businesses from leveraging
equity or debt financing, leaving them heavily reliant on commercial bank loans. However, high-interest
rates and collateral requirements imposed by banks make borrowing costly and inaccessible for many
firms. This financial rigidity stifles business growth, reduces investment in productive sectors, and limits
job creation. Addressing these challenges requires policy reforms to streamline access to intervention
funds, strengthen capital markets, and create a more inclusive financial ecosystem that caters to the

diverse needs of businesses in Nigeria (Adetiloye, 2021).

While financial constraints impact all firms, their effects vary across industries and firm sizes. Large

corporations with established financial networks may have better access to external financing, while
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SMEs face more severe funding challenges (Adetiloye, 2021). Understanding the impact of financial
constraints on investment decision-making is crucial for policymakers, financial institutions, and
business owners to design effective interventions that enhance firms’ access to finance and improve their
investment capacity. Therefore, this study aims to examine the extent to which financial constraints

affect firms' investment decision-making in Nigeria.

Several factors contribute to financial constraints among firms in Nigeria. These include high-interest
rates, limited access to capital markets, strict lending conditions by financial institutions, and the
perceived high-risk nature of businesses in the country (Olawale & Garwe, 2020). The banking sector,
which serves as the primary source of external financing, imposes collateral requirements that many
firms, particularly SMEs, find difficult to meet (Chukwuma & Adeola, 2021). Additionally, weak
financial infrastructure and underdeveloped alternative financing mechanisms, such as venture capital
and corporate bonds, further hinder firms’ ability to secure the capital needed for investment (Eze &
Nwankwo, 2019). The financial constraints lead to underinvestment, reduced technological innovation,

and limited job creation, ultimately slowing down economic progress.

While several studies have examined the impact of financial constraints on investment decisions,
research gaps remain. Most existing studies focus on SMEs, with limited analysis of large firms and
multinational corporations operating in Nigeria (Obi & Nduka, 2023). Moreover, while prior research
has explored the relationship between financial constraints and investment, there is little empirical
evidence on how firms adapt to these constraints through financial innovations such as fintech lending,
crowdfunding, and microfinance institutions. This study seeks to address these gaps by providing a
comprehensive analysis of how financial constraints impact firms' investment decisions across different

industries and in Nigeria.

The main objective of this study is to examine the impact of financial constraints on firms investment
decision making in Nigeria (2015 to 2024): While the specific objectives are to:

I. examine the relationship between financial constraints and firms' investment levels in Nigeria.

ii. analyze how access to external financing influences investment decisions of firms in Nigeria.

iii. assess the effect of internal cash flow on firms' ability to make investment decisions in Nigeria.

Based on the objectives and research questions the following hypotheses were formulated
H.:  There is a significant relationship between financial constraints and firms' investment levels in

Nigeria.
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H.:  Access to external financing significantly influences the investment decisions of firms in
Nigeria.

Ha: Internal cash flow has a significant effect on firms' ability to make investment decisions in
Nigeria.

LITERATURE REVIEW

Financial Constraints

Financial constraints refer to limitations on a firm's ability to secure external financing necessary for
funding investment opportunities. Kaplan and Zingales (2019) explain that firms facing such constraints
often encounter difficulties accessing capital markets, which limits their capacity to undertake profitable
projects, particularly when internal resources are insufficient. Beck, et al., (2018) define financial
constraints as obstacles that hinder the proper functioning of financial systems, particularly in providing
adequate credit access to businesses. These constraints are more pronounced among small and medium
enterprises (SMEs), which typically struggle due to a lack of collateral, financial records, or credibility
with lenders.

Firms Investment Decision Making

Firms’ investment decision-making refers to the process through which organizations allocate capital to
long-term assets or projects expected to yield future economic benefits. According to Pandey (2020),
this process involves identifying and evaluating opportunities that are capable of enhancing the firm’s
value over time. Gitman and Zutter (2020) further describe investment decision-making as the
evaluation and selection of capital projects that align with the firm’s strategic objectives and are aimed
at maximizing shareholder wealth. Brealey, Myers, and Allen (2017) emphasize that investment
decisions are guided by systematic analysis of a project's viability, risk, and return potential, often using
financial models and forecasting techniques. Ross, Westerfield, and Jordan (2018) add that investment
decisions are part of capital budgeting—an essential activity where firms assess and select assets that
will boost their long-term value and competitiveness. Fabozzi and Peterson Drake (2019) define the
concept as a structured process involving the analysis of business ventures, return forecasting, and
comparison with the firm’s cost of capital to enable informed decision-making. Van Horne and
Wachowicz (2018) note that such decisions typically require comparing various investment options

based on projected cash flows, associated risks, and their alignment with the firm’s strategic direction.

Access to External Financing
Access to external financing refers broadly to the ability of businesses, particularly small and medium

enterprises (SMEs), to obtain financial resources from sources outside their internal operations. These
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sources include banks, microfinance institutions, venture capitalists, or government financial programs
(Beck & Demirgug-Kunt, 2019). It plays a vital role in enabling firms to invest, expand, and compete
effectively in the market. From a financial inclusion perspective, access to external financing is
considered a critical factor in assessing how well financial systems serve the business community. The
World Bank (2019) defines it as the extent to which individuals or businesses can utilize financial
services to support growth and resilience. Focusing on SMEs, the Organisation for Economic Co-
operation and Development (OECD, 2019) emphasizes that access to external finance denotes the ease
or difficulty these businesses face in acquiring capital needed for operations or expansion. This
definition underscores the unique financing challenges SMEs often encounter due to their limited credit
history or collateral. Similarly, Banerjee and Duflo (2018) define access to external financing through
the lens of credit constraints, asserting that it represents the degree to which firms can borrow freely for

investment without being hampered by restrictive lending requirements.

Investment Decisions

Investment decisions have been defined in various ways by African scholars, particularly Nigerian
authors, reflecting the strategic importance of such decisions in the financial management of
organizations. According to Okafor (2020), investment decisions represent the managerial process of
allocating limited financial resources to profitable projects to enhance long-term growth and stability.
This perspective underscores the importance of strategic planning in capital allocation. Similarly,
Adeleke, Ogundele, and Oyenuga (2019) define investment decisions as the evaluation and commitment
of resources to capital projects that are expected to yield long-term economic benefits, emphasizing the
role of analysis and planning. Ezejiofor, Olise, and John-Akamelu (2018) view investment decisions as a
critical component of financial strategy, describing them as acts of committing organizational resources
to opportunities that will generate future returns and improve performance. This view ties investment
decisions closely with organizational success. In the same vein, Olowe (2019) asserts that investment
decisions involve choosing the best long-term assets in which a business should invest, aiming to
achieve sustainability and profitability over time. His definition highlights the forward-looking nature of

such decisions.

Internal Cash Flow

Internal cash flow is broadly understood as the cash generated from a company’s operational activities,
which can be used to finance investments without the need for external borrowing. Owolabi and
Makinde (2018) emphasize that internal cash flow is crucial for firms to sustain their investment
activities independently, thereby reducing reliance on external financing sources. This internal liquidity
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is vital for the long-term sustainability and growth of businesses. Ezeani and Osuji (2020) describe
internal cash flow as the liquidity produced through a firm’s normal business operations, which plays a
significant role in capital budgeting and sustainable growth. It represents the firm’s ability to generate
funds internally to support ongoing operations and expansion without additional external funding.
Similarly, Okoro (2019) highlights that internal cash flow comprises net profits adjusted for non-cash
expenses, reflecting a company’s capacity to self-finance its operations and growth initiatives.
According to Adegbite and Ojo (2017), internal cash flow refers to the cash inflows derived from core
business activities, enabling a company to meet its financial obligations and invest in new projects

independently.

Firms' Ability

Firms' ability refers broadly to the capacity of organizations to effectively utilize their resources and
competencies to achieve sustainable competitive advantage within dynamic African markets. Okpara
(2011) emphasizes this ability as the effective use of available resources and competencies to navigate
the unique challenges faced by African businesses. In a similar vein, Nwankwo and Ahiauzu (2013)
describe firms’ ability as the embedded skillset within organizational processes that enables innovation
and adaptation in response to the complex African business environment. Moreover, Adeleke (2015)
highlights firms' ability as the skillful management and utilization of both tangible and intangible assets
to meet customer demands and enhance market positioning in African industrial sectors. Reflecting on
the dynamic nature of African markets, Akinyele (2010) underscores firms’ ability as the capacity to

reconfigure internal processes and resources to navigate uncertainties and competition effectively.

Interest Rates and Credit Availability

Interest rates refer to the cost that borrowers pay for the use of funds, usually expressed as a percentage
of the principal amount over a specified period. Adebayo (2017) defines interest rate as the price
charged for borrowing money, reflecting both the time value of money and the risk associated with
lending. Nwankwo (2015) further emphasizes that interest rates are influenced by market conditions and
monetary policy decisions, acting as a critical tool for regulating economic activities. Similarly,
Okechukwu (2020) describe interest rates as the return on capital lent and a key factor affecting
investment decisions, as higher rates can discourage borrowing and slow economic growth, while lower
rates can stimulate borrowing and investment. Credit availability, on the other hand, concerns the ease
and extent to which individuals and businesses can access loans or other forms of financing from
financial institutions. Akinwale (2018) explains credit availability as the degree to which financial

institutions provide credit facilities, which is often shaped by the prevailing economic environment and
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institutional frameworks. Anazodo (2016) highlight that access to credit depends on factors such as
collateral requirements, interest rates, and banking policies, which can either facilitate or restrict

borrowing.

Financial Constraints on Firms Investment Decision Making in Nigeria

Investment decisions are critical for firms as they directly influence growth, profitability, and long-term
sustainability. In Nigeria, financial constraints significantly hinder firms’ ability to make optimal
investment decisions, especially in the context of limited access to capital. According to Okpara (2020),
many Nigerian firms face challenges in securing adequate financing due to underdeveloped financial
markets and stringent lending conditions imposed by financial institutions. These constraints limit firms’
capacity to invest in productive assets, technology upgrades, and expansion projects, ultimately affecting
their competitive position both locally and globally. One major source of financial constraints is the high
cost of borrowing in Nigeria. Interest rates in the Nigerian banking sector are notably high compared to
international standards, making external financing expensive and unattractive for many firms (Ezeoha &
Cattaneo, 2012). This discourages firms, particularly small and medium enterprises (SMEs), from
seeking bank loans to finance capital investments. Additionally, collateral requirements set by banks
often exclude firms with limited tangible assets from obtaining credit, further exacerbating investment

financing challenges (Adeniran & Yusuf, 2015).

Relationship between Financial Constraints and Firms' Investment Levels in Nigeria

Financial constraints play a critical role in determining the investment behavior of firms, particularly in
developing countries like Nigeria. Investment decisions are significantly influenced by the availability
of internal and external finance. In Nigeria, firms often face substantial financial constraints due to
underdeveloped financial markets, high-interest rates, and limited access to credit facilities. These
challenges hinder firms' ability to expand their operations, innovate, and compete both locally and
globally (lyoha & Oriakhi, 2020). As a result, firms with limited internal resources tend to underinvest,
which negatively affects their growth prospects. In Nigeria, this theory holds strong relevance because
the capital market is relatively shallow, and bank financing is often inaccessible or comes with
prohibitive costs. Consequently, firms that cannot generate sufficient internal funds are often forced to
delay or abandon profitable investment projects (Abiola & Oyewole, 2019). Empirical studies in Nigeria
have shown a strong negative correlation between financial constraints and investment levels. For
instance, Adegbite and Machethe (2021) found that micro, small, and medium enterprises (MSMES) in
Nigeria significantly reduce investment spending when faced with financing difficulties. Moreover,

access to formal credit is limited, particularly for small firms that lack adequate collateral or a strong
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credit history. This situation exacerbates the problem of underinvestment and contributes to low

productivity and job creation in the private sector.

Access to external financing influences investment decisions of firms in Nigeria

Access to external financing plays a critical role in shaping the investment decisions of firms in Nigeria.
In a developing economy like Nigeria, firms often face limitations in generating sufficient internal funds
to meet their investment needs. As a result, they rely heavily on external financing sources such as bank
loans, equity markets, and foreign direct investment. According to Akinlo and Asaolu (2020), the ability
of firms to secure adequate financing determines their capacity to invest in infrastructure, expand
operations, and adopt new technologies. Without access to these financial resources, firms may forgo
profitable investment opportunities, thereby hampering their growth potential. The main constraints
Nigerian firms face in accessing external financing is the underdeveloped nature of the financial system.
The banking sector, which serves as the primary source of credit, is often reluctant to lend to businesses,
especially small and medium enterprises (SMESs), due to perceived high risks and inadequate collateral.
Olowe, Moradeyo, and Babalola (2021) highlight that the high interest rates and stringent lending
conditions in Nigeria discourage firms from seeking bank loans, thereby negatively affecting their
investment decisions. This limited access to credit means that many firms are unable to finance long-

term investments that are crucial for growth and competitiveness.

Impact of internal cash flow on firms’ ability to make Investment Decisions in Nigeria

Internal cash flow is a significant determinant of investment decisions, particularly in developing
economies like Nigeria, where access to external finance is often limited. Nigerian firms frequently face
constraints in capital markets due to underdeveloped financial infrastructure, high interest rates, and
risk-averse lending policies. As a result, many firms rely heavily on internally generated funds to
finance new investments and expansion projects. The availability of internal cash flow can influence the
timing, scale, and nature of investment decisions, serving as both a liquidity buffer and a source of
strategic autonomy (Ogunmuyiwa & Ekone, 2020). The importance of internal cash flow becomes more
pronounced during periods of economic uncertainty or financial market volatility. Nigerian firms often
encounter challenges in securing loans due to poor credit ratings or the absence of collateral, making
internal cash reserves a more reliable alternative. In this context, firms with stronger internal cash flows
are better positioned to undertake long-term capital investments without being overly reliant on debt or

equity markets. According to Ocheni and Gemade (2021), firms with stable internal cash flows tend to
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have greater flexibility in their investment decisions, enabling them to respond quickly to emerging
market opportunities.

Empirical Review

Moneme et al. (2024) conducted a study titled "Cash Flow and Capital Investment: Empirical Evidence
of Firms in Services and Consumer Goods Sector.” The research adopted a quantitative design using
panel data analysis to investigate the effect of internal cash flows on investment decisions of quoted
firms in Nigeria’s services and consumer goods sectors. The population comprised publicly listed firms
in the Nigerian Stock Exchange, though the exact sample size was not specified. Firms were selected
based on sector classification. Secondary data were extracted from annual financial statements, and the
analysis was conducted using panel regression. The findings revealed that cash flow had an insignificant
relationship with capital investment, especially in younger firms, suggesting difficulties in securing
external funding when internal cash flows are low. The study concluded that younger firms face more
pronounced financial constraints, which limit their investment capacity. It recommended that financial
institutions and policymakers develop mechanisms to improve access to external finance for young
enterprises. Future research was encouraged to investigate the role of financial experience and networks

in alleviating such constraints.

Akinleye and Olanipekun (2024) examined the "Financial Leverage and Performance of Manufacturing
Firms in Nigeria." This longitudinal, quantitative study was carried out across 200 manufacturing firms,
from which 50 were selected using stratified random sampling. Data were sourced from firm financial
reports, the Central Bank of Nigeria, and the Nigerian Stock Exchange. The researchers used regression
analysis to determine the relationship between leverage and firm performance. Results showed that the
Debt Servicing Ratio (DSR) had a significant negative effect on Return on Assets (ROA), while the
Interest Coverage Ratio (ICR) was insignificant. This indicates that high debt obligations hinder firm
performance, thereby constraining investment decisions. The study concluded that excessive financial
leverage may lead to performance decline due to high debt servicing burdens. The authors recommended
maintaining an optimal capital structure to reduce financial strain. They also suggested future studies

could explore the moderating role of macroeconomic shocks on leverage-performance dynamics.

Yisau, Oke, and Odukoya (2024) investigated the "Determinants of Capital Structure in Nigeria’s
Quoted Consumer Goods Firms." The study used a panel data design and focused on 15 listed consumer
goods firms selected via purposive sampling. Financial data from 2011 to 2020 were extracted from
annual reports, and regression analysis was used for data interpretation. The findings indicated that
internal factors—such as profitability, firm size, and asset tangibility—significantly influenced capital

398 | @A Publication of the Department of Economics, ADSU, Mubi. ISSN- Print: 2550- 7869; ISSN-Online: 3043-5323. Journal homepage: https://ajaefm.adsu.edu.ng



ADSU International Journal of Applied Economics, Finance & Management Vol. 10, Issue 3, 2025

structure decisions, which in turn impacted investment behaviors. The study concluded that firms'
internal attributes were critical to their ability to attract or utilize capital for investment purposes. The
authors recommended that firms adopt strategic internal management practices to strengthen their
financial positions. Future studies were advised to consider macroeconomic variables such as inflation

and exchange rate fluctuations in the analysis of capital structure and investment decisions.

Zakariyah and Isiaka (2024) carried out a study titled "The Impact of Financial Performance on Capital
Structure Decisions of Selected Consumer Goods Companies Listed on the Nigerian Stock Exchange
(2001-2019)." Employing a longitudinal quantitative design, the study drew from financial statements
of listed firms over an 18-year period. While the exact sample size was not provided, companies were
chosen based on their listing status. Using regression analysis, the researchers found that firms with
stronger financial performance—measured through profitability metrics—tended to use less debt,
thereby mitigating financial constraints and enabling more flexible investment decisions. The conclusion
emphasized the importance of internal financial health in guiding capital structure strategies. The
authors recommended enhanced financial planning and internal control mechanisms. Future research
could explore the impact of investor sentiment and credit market development on capital structure

choices.

Sule (2024), in her study titled "How Do Segment Disclosure and Cost of Capital Impact the Investment
Efficiency of Listed Firms in Nigeria?", adopted a longitudinal research design focused on 85 listed
firms on the Nigerian Exchange Group between 2015 and 2022. Using purposive sampling and
secondary data from annual reports, the study employed inferential statistical methods to analyze the
relationship between transparency, financing costs, and investment efficiency. The findings revealed that
lower cost of capital enhanced investment efficiency, while improved segment disclosure further
supported more informed and efficient investment decisions. Sule concluded that both financial
transparency and affordable financing are critical in reducing investment constraints. She recommended
the adoption of detailed segment reporting and improved regulatory frameworks to lower capital costs.
Future studies were encouraged to consider how corporate governance mechanisms interact with
segment disclosure to influence firm-level investment decisions.

Theoretical Framework

Pecking Order Theory

The Pecking Order Theory, as introduced by Myers and Majluf (1984), provides a framework for
understanding how firms prioritize their financing choices based on minimizing costs and efforts.

According to this theory, firms prefer to use internal funds first such as retained earnings because they
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avoid the costs and risks associated with external financing. If internal funds are insufficient, firms then
turn to debt, which is generally less costly than issuing new equity. Equity financing is considered the
last option due to the higher costs and potential dilution of ownership it entails. This hierarchy is
primarily driven by the issue of asymmetric information, where managers possess more information
about the firm’s value and prospects than outside investors, leading to adverse selection and higher costs

of external finance.

The Pecking Order Theory takes on particular relevance due to the pronounced informational
asymmetries and underdeveloped financial markets. As noted by Adegbite and Ayadi (2012), Nigerian
firms often face significant challenges in accessing external finance because lenders and investors
demand higher risk premiums to compensate for uncertainties and lack of transparency. This
environment makes external debt and equity financing more expensive and less attractive, pushing firms
to rely heavily on internal funds. However, given the limited internal resources of many Nigerian firms,
especially small and medium enterprises, this reliance can create financial constraints that limit their

ability to invest and grow.

For this study, the Pecking Order Theory by Myers and Majluf (1984) is adopted as the guiding
theoretical framework. This theory is particularly relevant because it explains how firms prioritize their
sources of financing based on minimizing costs and mitigating the risks associated with asymmetric
information. Given the financial environment in Nigeria, where informational asymmetries are
pronounced and external financing tends to be costly and difficult to obtain, the Pecking Order Theory
helps to shed light on the financing behaviors and constraints faced by Nigerian firms. It provides a
useful lens to understand why firms may prefer internal funds over external debt or equity, and how
these preferences influence their investment decisions and growth potential within the Nigerian

economic context.

METHODOLOGY

The study employs a quantitative research design with a descriptive and explanatory approach. The
population of this study comprises all registered firms in Nigeria across various sectors whose financial
and investment data are available through recognized databases such as the Nigerian Stock Exchange
(NSE), Central Bank of Nigeria (CBN), and the National Bureau of Statistics (NBS). Due to the use of
secondary data, the sample consists of firms for which reliable and complete data on investment levels,
financing sources, internal cash flow, interest rates, and credit availability are available. The sample size
was determined by data availability over a specific period, for example, firms listed on the NSE between
2015 and 2024.
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This research exclusively uses secondary data sourced from reliable and authoritative institutions. Key
sources include annual financial reports of Nigerian firms listed on the NSE, statistical bulletins and
publications from the Central Bank of Nigeria, credit and lending data from financial regulatory
authorities, and macroeconomic indicators from the National Bureau of Statistics. Furthermore, the
study employed quantitative analytical methods to process and interpret the secondary data. Descriptive
statistics will first summarize the basic features of the data, providing insights into mean investment
levels, financing patterns, and other variables. Correlation analysis was conducted to examine the
relationships between financial constraints and investment levels. Finally, multiple regression analysis
was applied to estimate the impact of various financial constraints including access to external finance,
internal cash flow, interest rates, and credit availability on firms’ investment decisions. Statistical
software packages such as SPSS, Stata, or EViews was used to perform these analyses, ensuring

accuracy and robustness in the results.

The empirical model for the study is specified as follows to test the impact of financial constraints on
firms' investment decisions:

INV: = Bo+ 51 FCy + B EXTFIN; + BaCFy + By INT, + 3:CRDy + G SIZE; + Br AGE, + €

Where:
« TNV = Investment level of firm { at time £ (e.g., capital expenditure as a proportion of total assets)

«  F( = Financial constraints indicator for firm i at time  (e.g., KZ Index, 5A Index, or a dummy variable

for constrained wvs. unconstrained firms)

o FEXTIIN, = Access to external financing for firm i at time # (e.g., amount of bank loans or equity

raised)
+ ('F; = Internal cash flow of firm i at time ¢ (e.g., cash flow from ocperations)
= INT, = Interest rate at time t (e.g., prime lending rate or monetary policy rate)
« (R = Credit availability to firm [ at time t (e.g., credit lines or credit growth rate)
« SIZE;, = Fimm size (e.g, natural log of total assets or sales)
«  AGE, = Age of the firm (in years)

s &y = Error term capturing uncbserved factors

Table 1: Descriptive Statistics of Key Variables

Variable Mean Standard Deviation Minimum Maximum
Investment Level 150.25 45.80 70.00 250.00
Financial Constraints Index 0.45 0.12 0.20 0.70
External Financing (¥ Million) 75.30 20.50 30.00 120.00
Internal Cash Flow (¥ Million) 40.75 15.30 10.00 70.00
Interest Rate (%) 125 23 8.0 18.0
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Variable Mean Standard Deviation Minimum Maximum
Credit Availability Index 0.60 0.18 0.25 0.90

The descriptive statistics provide a clear overview of the financial environment within which Nigerian
firms operate. On average, firms invest about ¥150.25 million, though there is considerable variation in
investment levels, indicating diverse capacities and opportunities across the sector. The financial
constraints index, averaging 0.45, suggests that many firms face moderate restrictions in accessing the
funds they need. Similarly, firms’ access to external financing and internal cash flow show significant
variability, reflecting differences in firm size, creditworthiness, and operational performance. The
average interest rate of 12.5% is relatively high, which could raise the cost of borrowing, while credit
availability shows moderate levels, implying that many firms may still face challenges in obtaining

sufficient credit to finance investment projects.

Table 2: Correlation Matrix among Variables

Financial External Internal Interest Credit

Variable Investment Constraints Financing Cash Flow Rate Availability

Investment 1.00

Level

Financial N AE %

Constraints 0.65 1.00

External 0.58%*  -0.45%* 1.00

Financing

'Fr;ge\;/”a' Cash  70%«  _0.40* 0.50%* 1.00

Interest Rate  -0.40* 0.30* -0.25* -0.35* 1.00
Credit 0.55%*  -0.35* 0.60** 0.45** 20.50**  1.00
Availability

Notes:

e p<0.01() significant at 1% level

e p<0.05 () significant at 5% level
The correlation analysis further reveals important relationships between investment and financial
factors. The strong negative correlation between financial constraints and investment (—0.65) indicates
that firms facing greater financial hurdles tend to invest less. This is consistent with the understanding
that limited access to funds restricts firms’ capacity to undertake new investments. On the other hand,
positive correlations between investment and both external financing (0.58) and internal cash flow
(0.70) emphasize the vital role of available funds whether sourced externally or generated internally in
enabling firms to expand or maintain their investment levels. Additionally, the negative correlation

between investment and interest rates (—0.40) highlights the dampening effect that higher borrowing
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costs have on firms’ willingness or ability to invest. Credit availability also shows a positive relationship

with investment, reinforcing the importance of a healthy credit market in supporting firm growth.

Table 3: Multiple Regression Results for Investment Decisions

. . Coefficient  Standard t- p- .
Predictor Variable ®) Error Statistic Value Interpretation
Constant 20.5 8.3 2.47 0.015* Baseline investment level
Financial Constraints -0.48 0.11 -4.23 0.000** !\legatlve effect on
investment
External Financing 0.37 0.11 3.45 0.002** Eosmve influence on
investment
Internal Cash Flow 0.52 0.10 5.10 0.000** Strong positive effect
Interest Rate 0.25 0.12 215 0035+ Negative impacton
investment decisions
Credit Availability 0.30 0.11 278 0.007** "ositive effect on

investment

Notes:

e p<0.01 () significant at 1% level

e p<0.05()significant at 5% level
The regression results provide a more nuanced and controlled understanding of how these variables
affect investment decisions. The negative coefficient for financial constraints (—0.48) confirms that these
constraints significantly reduce investment levels. This underscores the importance of addressing
financial barriers that firms face, which may include limited access to credit, high collateral
requirements, or other lending frictions. External financing positively influences investment, with a
coefficient of 0.37, indicating that when firms can obtain external funds, they are able to increase their
investment spending. Even more influential is internal cash flow, with a coefficient of 0.52, suggesting
firms rely heavily on internally generated funds to finance investment, possibly to avoid costly external
borrowing or because external sources are insufficient. Interest rates have a statistically significant
negative impact on investment, meaning higher borrowing costs discourage firms from investing. Lastly,
credit availability positively affects investment decisions, showing that improvements in the credit

environment can facilitate greater capital expenditures by firms.

Findings

I. The finding revealed that firms facing greater financial constraints invest significantly less,
highlighting that limited access to finance hinders investment activities in Nigeria.

i. Furthermore, the finding revealed that both internal cash flow and external financing positively

influence firms' investment decisions, with internal funds being the most impactful source.
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iii. Lastly, the study shows that high interest rates discourage investment, while increased credit
availability encourages it, showing that macroeconomic conditions strongly affect firms’

investment behavior.

Discussion of Findings

The findings of this study reveal that financial constraints have a significant negative effect on the
investment decisions of firms in Nigeria. This is in line with the work of Adebayo and Adeola (2020),
who observed that limited access to finance remains a critical barrier to investment among Nigerian
firms, especially small and medium-sized enterprises (SMEs). Financial institutions in Nigeria often
impose strict lending conditions and collateral requirements that discourage or exclude many firms from
obtaining the necessary capital for investment. Consequently, financially constrained firms reduce or
delay investment in productive assets, thereby impeding their growth and competitiveness.

Additionally, the study demonstrates that internal cash flow and access to external financing positively
influence investment decisions. Firms with higher internal cash flow were found to invest more,
confirming the importance of internal financing as a key driver of investment. This supports the findings
of Nwankwo and Osho (2018), who reported that internally generated revenue remains a major source of
investment capital for Nigerian firms due to the high cost and limited availability of external finance.
External financing was also found to be positively related to investment, indicating that when firms have
access to bank credit or external capital markets, their investment capacity improves. As noted by Yusuf
and Okafor (2021), improving access to external finance is essential for enhancing firm productivity and

expanding investment portfolios, particularly in the manufacturing and industrial sectors.

Furthermore, the results show that macroeconomic conditions, particularly interest rates and credit
availability, significantly affect investment decisions. The negative effect of high interest rates on
investment suggests that increased borrowing costs discourage firms from seeking credit to finance
capital projects. This aligns with the findings of Ibrahim and Audu (2019), who argued that Nigeria’s
high lending rates are detrimental to private sector investment, especially among firms with limited
financial buffers. On the other hand, increased credit availability was found to encourage investment,
emphasizing the importance of accessible and affordable credit facilities. According to Eze and Okoye
(2020), when financial institutions extend credit more freely, especially to viable but financially

constrained firms, investment activity rises, boosting economic performance.
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Conclusion

The study highlights the critical role of financial accessibility in shaping firms’ investment behavior in
Nigeria. Firms experiencing higher financial constraints are significantly less likely to invest, indicating
that limited access to funding remains a major barrier to business expansion and economic growth. The
analysis also reveals that both internal cash flow and external financing positively influence investment
decisions, with internal funds having a more pronounced impact. Moreover, macroeconomic factors
such as interest rates and credit availability play a substantial role; high interest rates deter investment,
while increased credit accessibility stimulates it. These findings highlight the importance of improving
financial infrastructure and macroeconomic stability to support firm-level investment and broader

economic development.

Recommendations

The following recommendations were derived from the above data analysis and conclusion:

i. Government and financial institutions should implement policies aimed at improving access to
finance for firms, particularly small and medium-sized enterprises (SMES).

ii. Firms should prioritize strategies that enhance their internal cash flow, such as cost reduction,
revenue diversification, and efficient financial management. Simultaneously, policymakers and
regulators should foster a supportive financial ecosystem that facilitates external financing
options like equity financing, venture capital, and long-term debt instruments.

ii. The Central Bank of Nigeria (CBN) should adopt interest rate policies that balance inflation
control with the need to stimulate investment. To encourage credit flow to the productive sectors,
monetary authorities should work towards maintaining a stable macroeconomic environment,
managing inflation, and promoting policies that reduce lending rates.
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