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ABSTRACT

This study empirically estimated the relationship between credit risk management and the
performance of DMBs in Nigeria. Twelve (12) quoted deposit money banks were used in this
study. Five variables such as; return on asset, non-performing loan, capital adequacy, leverage
and loan loss provision were used for the estimation. The data used ranges from 2011 to 2020
across 12 deposit money banks in Nigeria. And the number of observation is (12 deposit money
banks times 10 years) 120. This study used the pooled panel regression technique. This implies
that the 120 observations are pooled together before the regression is run, thus neglecting the
time series nature and cross sectional nature of the data. Specifically, the following findings
were made: that non-performing loan has a negative significant impact on the DMBs
performance in Nigeria; that capital adequacy does not have any impact on DMBs performance;
that leverage does not have any impact on the DMBs performance; and that loan loss provision
has a positive significant impact on the DMBs performance of in Nigeria. Following the findings
from this study the following recommendations were made: that DMBs should adequately
engage in the effective management of it loan in order to yield positive return and reduce non-
performing loans; that DMBs should maintain the statutory minimum reserves of capital to avoid
bank runs and the apex regulatory authority should supervise and monitor banks to ensure
compliance; among others.
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CHAPTER ONE

INTRODUCTION

1.1 Background to the Study

The iistabilityiiof iia iicountry's iifinancial iisystem iiis iicritical, iiand iiits iifailure iican iithwart iieconomic iigrowth

iiand iidevelopment. iiDeposit iimoney iibanks iiare iicompared iito iithe iiblood iiarteries iiof iithe iihuman iibody iiin

iideveloping iieconomies, iiparticularly iiin iiNigeria, iibecause iithey iiaccount iifor iimore iithan ii90% iiof iithe

iicountry's iifinancial iiassets ii(Rwayitare, iiShukla ii& iiRuhara, ii2016). iiA iibank iiexists iinot iionly iito iiaccept

iideposits iifrom iisavers, iibut iialso iito iiprovide iicredit iiin iiorder iito iiprofit iifrom iithe iiinterest iicharged iion iisuch

iicredits. iiThis iiintermediation iifunction iiof iibanks iigenerates iia iivariety iiof iirisks iiwith iivarying iimagnitudes

iiand iilevels iiof iiimpact iion iibank iiperformance, iiincluding iicredit iirisk, iiliquidity iirisk, iimarket iirisk, iilegal

iirisk, iiforeign iiexchange iirisk, iisolvency iirisk, iiand iioperational iirisk. iiCredit iirisk iiis iione iiof iithe iimost

iicommon iicauses iiof iibank iifailures, iiand iithe iisuccess iiof iitheir iibusiness iiis iimore iidependent iion iiaccurate

iimeasurement iiand iiefficient iimanagement iiof iicredit iirisk iithan iiany iiother iirisk ii(Kolapo, iiAyeni ii& iiOke,

ii2012; iiAdeusi ii& iiDada, ii2017).

Credit risk other risks mentioned above is the risk that arises from default in payment on loans

granted by banks to its borrowers. To mitigate this risk, measures have to be put in place by

deposit money bank management in order to prevent the risk from occurring.
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Bank iifailures iiin iiNigeria iiand iiother iiemerging iieconomies iihave iibeen iiattributed, iiamong iiother iithings,

iito iiimproper iilending iipractises, iia iilack iiof iiexperience, iiand iiinadequate iiorganisational iiand

iiinformational iisystems iito iiassess iicredit iirisk iiin iia iifalling iieconomy. iiA iihigh iiincidence iiof iinon-

performing iiloans iion iithe iibalance iisheet iireduces iibank iiprofitability, iiaffecting iibank iiperformance

ii(Uwalomwa, iiUwuigbe ii& iiOyewo, ii2015; iiOgbulu ii& iiEze ii2016; iiKolapo, iiAyeni ii& iiOke, ii2012).

iiAccording iito iiBessis ii(2002), iias iicited iiin iiAdeusi iiand iiDada ii(2017), iicredit iirisk iimanagement iiis

iiimportant iito iibank iimanagement iibecause iibanks iiare iirisk iimachines, iitaking iirisks iiand iitransforming

iithem iiinto iibanking iiproducts iiand iiservices. iiRisks iiare iiunpredictability iicaused iiby iichanges iiin iiexpected

iireturns. ii"The iihigher iithe iirisk, iithe iihigher iithe iireturn," iias iithe iiadage iigoes iiin iifinance. iiAs iia iiresult, iirisk

iican iibe iieither iian iiopportunity iior iia iithreat iidepending iion iihow iiwell iiit iiis iimanaged.

Credit iirisk iiis iione iiof iithe iimost iisignificant iirisks iithat iibanks iiface, iias iicredit iiis iione iiof iithe iiprimary

iisources iiof iiincome iifor iideposit iimoney iibanks. iiBanks iinot iionly iisupport iithe iiviability iiand iiprofitability

iiof iitheir iiown iibusinesses iiby iieffectively iimanaging iicredit iirisk iiexposure, iibut iithey iialso iicontribute iito

iisystemic iistability iiand iithe iiefficient iiallocation iiof iicapital iiin iithe iieconomy ii(Nwanna ii& iiOguezue,

ii2017). iiA iismall iinumber iiof iicustomers iidefaulting iicould iiresult iiin iia iilarge iiloss iifor iithe iibank ii(Adeniyi,

iiOpeyemi, iiKayode ii& iiEmeje, ii2021). iiIt iiwas iiidentified iias iia iimajor iisource iiof iirisk iiby iithe iiBasel

iiCommittee iiduring iithe iiearly iistages iiof iithe iiBasel iiAccord. iiAs iia iiresult, iithe iimanagement iiof iicredit iirisk

iihas iian iiimpact iion iibank iiprofitability ii(Li ii& iiZou, ii2014; iiDankwa, ii2019).

The iiCentral iiBank iiof iiNigeria ii(CBN) iisigned iithe iiBasel iiI iiand iiBasel iiaccords iiin ii1987 iiin iiorder iito

iiaddress iicredit iirisk iimanagement iiissues iiin iiNigeria. iiBoth iiagreements iiemphasised iithe iiimportance iiof
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iicapital iiadequacy iiin iireducing iicredit iirisks iiand iimitigating iithe iiimpact iiof iiunexpected iifinancial iilosses

iion iibanks ii(Iwedi ii& iiOnuegbu, ii2014). iiAccording iito iiOsuka iiand iiAmako ii(2015), iinon-performing

iiloans iiin iiNigerian iideposit iimoney iibanks iiwere iicritically iihigh iibetween ii1999 iiand ii2009, iipeaking iiat

ii35% iiin ii2009. iiPoor iicorporate iigovernance iiprocedures, iiinsufficient iicredit iiadministration iisystems,

iiand iia iilack iiof iior iinon-adherence iito iicredit iirisk iimanagement iipractises iiall iicontributed iito iithe iibanks'

iiunusually iihigh iiNPLs. iiHigh iilevels iiof iiNPLs iihave iithe iipotential iito iilimit iideposit iimoney iibanks'

iilending iicapacity iiand, iiin iisome iicases, iiforce iithem iiout iiof iibusiness. iiAccording iito iiIwedi iiand iiOnuegbu

ii(2014), iilow iiquality iiloan iiassets iihave iiimpacted iithe iibanking iisystem iias iia iiresult iiof iithe iicountry's iiweak

iieconomic iiand iifinancial iiconditions iifollowing iithe iiGreat iiFinancial iiRecession iiof ii2008 iiand iithe

iinegative iioil iiprice iishock. iiLow iidebt iirecovery iiprevented iibanks iifrom iiissuing iiadditional iicredit iiinto

iithe iieconomy, iistifling iiproductivity. iiAs iia iiresult, iithe iiAsset iiManagement iiCorporation iiof iiNigeria

ii(AMCON) iiwas iiestablished iiin ii2010 iias iia iimonetary iipolicy iisolution iito iithe iivexing iiproblem iiof iinon-

performing iiloans iiplaguing iideposit iimoney iibanks ii(Taiwo, iiUcheaga, iiAchugamonu, iiAdetiloye,

iiOkoye ii& iiAgwu, ii2017).

Several iistudies iihave iibeen iiconducted iito iidetermine iihow iicredit iirisk iimanagement iiaffects iithe iioverall

iiperformance iiof iideposit iimoney iibanks. iiAlobari, iiNaenwi, iiZukbee, iiand iiGrend ii(2018), iiUwalomwa,

iiUwuigbe, iiand iiOyewo ii(2015), iiand iiAkinselure iiand iiAkinola ii(2019), iifor iiexample, iiinvestigated iithe

iiimpact iiof iicredit iimanagement iion iibank iiperformance iiin iiNigeria. iiThey iiall iiagreed iithat iicredit iirisk

iimanagement iihad iia iipositive iiand iisignificant iiimpact iion iideposit iimoney iibank iiperformance. iiHowever,

iigiven iithe iiimportance iithat iipolicymakers iiand iiindustry iipractitioners iiplace iion iicredit iirisk
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iimanagement iias iia iidistress iiprevention iistrategy, iiit iiis iicritical iito iidetermine iiwhether iithis iioptimism iiis

iitruly iijustified. That’s to say that this study is in a bid to justify the notion of credit risk

management in enhancing deposit money bank performance in Nigeria.

1.2 iiStatement iiof iithe iiResearch iiProblem

Iwedi iiand iiOnuegbu ii(2014) iiobserved iithat, iidespite iithe iiestablishment iiof iirisk iimanagement

iidepartments iiin iiall iideposits iimoney iibanks ii(DMBs), iithe iiproportion iiof iinon-performing iiloans iito iitotal

iiloans iiand iiadvances iiin iithe iibanking iisystem iiwas iiviewed iias iithe iiprimary iicause iiof iithe ii1990s iiand ii2000s

iifinancial iicrisis, iiwhich iiaffected iiboth iideveloping iiand iideveloped iicountries ii(Badar ii& iiJavid, ii2013).

iiTotal iibank iiloans iiin iiNigeria, iifor iiexample, iiincreased iiby ii736.8 iipercent iifrom iiN1.9 iitrillion iiin ii2005 iito

iiN15.9 iitrillion iiin ii2019. iiNonperforming iiloans iiincreased iiby ii99.1 iipercent iifrom iiN368.76 iibillion iiat iithe

iiend iiof iiDecember ii2005 iito iiN3.2 iitrillion iiat iithe iiend iiof iiDecember ii2013, iibut iithe iivalue iiof

iinonperforming iiloans iilater iideclined iito iiN1.1 iitrillion iiby iiDecember ii2019. iiAs iia iiresult, iithe iinon-

performing iiloan iito iitotal iibank iiloan iiratio iiincreased iifrom ii7.92 iipercent iiin ii2006 iito ii14.84 iipercent iiin

ii2017 iibefore iifalling iito ii6.03 iipercent iiin ii2019. ii(Asaolu ii& iiAdibe, ii2020).

Several iistudies iihave iibeen iiconducted iion iithe iirelationship iibetween iicredit iirisk iimanagement iiand

iideposit iimoney iibank iiperformance iiboth iiwithin iiand iioutside iiNigeria ii(Okafor, iiOkafor, ii& iiIsibor, ii2021;

iiSibor, iiOmankhanlen, iiChima, iiKomolafe, ii& iiOkereke, ii2021; iiKargi, ii2011; iiKolapo, iiAyeni, ii& iiOke,

ii2012; iiAbiola ii& iiOlausi, ii2014; iiAduda ii& iiGitonga, ii2012; iiNawaz ii& iiMunir, ii2012; iiOgboi ii& iiUnuafe,

ii2013; iiPoudel, ii2012; iiSingh, ii2013; iiAlshatti, ii2015), iibut iithe iimajority iiof iistudies iihave iifocused iion
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iidescribing iior iiexamining iithe iiimpact iiof iicredit iirisk iimanagement iion iibank iiperformance iiusing iiPAT iior

iiPBT iior iiboth iias iiperformance iimeasuring iivariables iiand iiLoan iiand iiAdvances, iiperforming iiand iinon-

performing iiloans iias iicredit iirisk iimanagement iimeasurement iivariables. iiIn iifact, iithey iiprovided iia iilarge

iiamount iiof iidescriptive iistatistical iidata iiand iiempirical iievidence iifor iitheir iistudies, iibut iiwe iifelt iithat

iiusing iiPBT iior iiPAT iias iia iimeasure iiof iiperformance iiis iiinappropriate iiwhen iicompared iito iiROA iior iiROE.

iiFew iiprevious iistudies iiused iia iiqualitative iiapproach iito iiexamine iithe iirelationship iibetween iicredit iirisk

iiand iibank iiperformance, iiand iiwe iibelieve iithat iisuch iian iiapproach iiis iihighly iisubjective iiin iithe iiface iiof

iiabundant iiquantitative iidata iithat iican iiaccurately iicapture iithe iinexus iibetween iithe iitwo iivariables iiwhile

iialso iidisplaying iiall iinecessary iidynamics iiamong iithe iivariables. iiMore iiimportantly, iiother iistudies iithat

iilooked iiat iithe iirelationship iibetween iicredit iirisk iimanagement iiand iibank iiperformance iiin iiNigeria iiused

iismaller iisamples, iimaking iiit iidifficult iito iigeneralise iitheir iifindings. iiFurthermore, iiall iiexisting iistudies

iiwere iilimited iito iidata iifrom ii2019 iior iiearlier.

This iiwork iiwill iimake iiprogress iiin iithe iifollowing iiareas: iiit iiwill iiuse iireturn iion iiassets ii(ROA) iias iia

iimeasure iiof iiperformance iirather iithan iiprofit iibefore iitaxes ii(PBT), iiand iiit iiwill iiinclude iiloan iiloss

iiprovision, iiwhich iihas iibeen iioverlooked iiby iimost iiprevious iiresearchers iias iia iimeasure iiof iicredit iirisk

iimanagement iito iienrich iithe iicurrent iistudy. iiThis iistudy iialso iibuilds iion iithe iiwork iiof iiSibor iiet iial. ii(2021),

iiwho iiused iithe iiOrdinary iileast iisquares ii(OLS) iimethod iiand iidiscovered iia iipositive iirelationship iibetween

iicapital iiadequacy iiproportion iiand iiReturn iion iiAsset; iiand iiAdeniyi iiet iial. ii(2021), iiwho iiused iipanel

iieconometric iitechniques iito iiestimate iithe iieffect iiof iicredit iirisk iion iibank iiperformance iiand iidiscovered

iithat iia iipercentage iichange iiin iiin iiloan iito iideposit iiratio iireduces iiprofitability iiby ii3% iiwhile iia iipercentage



6

iichange iiin iiNon-Performing iiloan iiincreases iiprofitability iiby ii7%. iiThis iistudy iiexpands iion iitheir

iiprevious iiwork iiby iiincluding iireturn iion iiasset iias iia iifunction iiof iinon-performing iiloans, iicapital

iiadequacy iiratio, iiloans iiand iiadvances, iiloan iiloss iiprovisions, iiand iiloan iito iideposit iiratio.

1.3 iiResearch iiQuestions

The iiquestions iiwhich iithe iistudy iiseeks iito iiprovide iianswers iito iiare iias iifollows:

i. What iiis iithe iiimpact iiof iinon-performing iiloans iion iithe iiperformance iiof iideposit iimoney iibanks

iiin iiNigeria? ii ii

ii. To iiwhat iiextent iidoes iicapital iiadequacy iiratio iiaffect iithe iiperformance iiof iideposit iimoney

iibanks iiin iiNigeria? ii ii

iii. What iiis iithe iieffect iiof iiloans iiand iiadvances iion iithe iiperformance iiof iideposit iimoney iibanks iiin

iiNigeria? ii

iv. What iiis iithe iirelationship iibetween iiloan iiloss iiprovisions iiand iithe iiperformance iiof iideposit

iimoney iibanks iiin iiNigeria?

1.4 iiObjectives iiof iithe iiStudy ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii ii

The iigeneral iiobjective iiof iithis iistudy iiis iito iiestablish iithe iieffect iiof iicredit iirisk iimanagement iion iithe

iiperformance iiof iideposit iimoney iibanks iiin iiNigeria. iiThe iispecific iiobjectives iiof iithe iistudy iiare iito: ii

i. Determine iithe iiimpact iiof iinon-performing iiloans iion iithe iiperformance iiof iideposit iimoney iibanks

iiin iiNigeria. ii ii
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ii. Assess iithe iieffect iiof iicapital iiadequacy iiratio iion iithe iiperformance iiof iideposit iimoney iibanks iiin

iiNigeria. ii ii

iii. Examine iithe iieffect iiof iiloans iiand iiadvances iion iithe iiperformance iiof iideposit iimoney iibanks iiin

iiNigeria. ii

iv. Ascertain iithe iieffect iiof iiloan iiloss iiprovisions iion iithe iiperformance iiof iideposit iimoney iibanks iiin

iiNigeria.

1.5 iiHypotheses iiof iithe iiStudy

To iiproffer iianswers iito iithe iiresearch iiquestions iiand iirealize iithe iiobjectives iiof iithe iistudy, iithe iifollowing

iihypotheses iistated iiin iitheir iinull iiforms iiare iitested iiin iithe iicourse iiof iithe iistudy;

i. Non-performing iiloans iidoes iinot iisignificantly iiimpact iithe iiperformance iiof iideposit iimoney

iibanks iiin iiNigeria. ii ii

ii. Capital iiadequacy iiratio iidoes iinot iihave iisignificant iiimpact iion iithe iiperformance iiof iideposit

iimoney iibanks iiin iiNigeria. ii ii

iii. Loans iiand iiadvances iidoes iinot iisignificantly iiaffect iithe iiperformance iiof iideposit iimoney iibanks

iiin iiNigeria. ii

iv. Loan iiloss iiprovisions iidoes iinot iihave iisignificant iieffect iion iithe iiperformance iiof iideposit iimoney

iibanks iiin iiNigeria.

1.6 iiSignificance iiof iithe iiStudy

The iistudy iiis iiof iirelevance iiin iithe iifollowing iiways:
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Financial iiInstitutions: iiThe iistudy iiwill iibe iiable iito iiclearly iidepict iithe iibenefits iiderived iiby iievery iibank

iior iifinancial iiinstitution iithat iiemploys iirequired iitechniques iiin iimanaging iicredit iirisk, iias iiwell iias iireveal

iithe iiimportance iiof iicoordinating iiefforts iithat iicontribute iito iithe iioverall iifinancial iiinstitution's iiultimate

iigoal iiof iiminimising iirisk iiand iimaximising iireturn. ii

Financial iiAnalyst iiand iiPlanners: iiIt iiwill iiprovide iifinancial iianalysts iiwith iia iiclear iiunderstanding iiof

iicompany iiand iiconsumer iirisk, iiwhich iiwill iiimprove iitheir iiunderstanding iiof iicredit iidecisions. iiIt iiwill

iialso iiassist iiplanners iiin iideveloping iistrategies, iidesigns, iiand iiplans iithat iiwill iistrategically iiposition

iithem iiin iitoday's iihighly iicompetitive, iidiverse, iiand iicomplex iibusiness iienvironment. ii

Bankers: iiIt iiwill iiprovide iibankers, iistaff, iiand iicredit iianalysts iiwith iithe iiknowledge iithey iineed iito

iiinitiate iiand iimanage iirisk iiassets iiprofitably iiand iiwith iiminimal iilosses iiin iiboth iistructured iiand

iiunstructured iibusinesses iiin iithe iicorporate iiand iimiddle iimarket.

Academia: iiScholars iiwill iicomprehend iithe iiimpact iiof iicredit iirisk iimanagement iion iithe iifinancial

iiperformance iiof iiNigerian iideposit iimoney iibanks. iiThey iiwill iialso iilearn iiabout iithe iitheories iithat iiare

iiguiding iithis iistudy iiand iihow iithey iirelate iito iithe iistudy iivariables. iiThe iistudy's iifindings iicould iibe iiused iias

iia iistarting iipoint iifor iifuture iiresearch.

1.7 iiScope iiof iithe iiStudy

The iistudy iiseeks iito iiexamine iithe iiimpact iiof iicredit iirisk iimanagement iion iithe iiperformance iiof iiNigerian

iideposit iimoney iibanks. iiThe iistudy iifocuses iion iiall iiof iithe iiNigerian iicapital iimarket's iilisted iideposit

iimoney iibanks. iiIt iiis iivalid iifor iififteen ii(15) iiyears ii(2005 iito ii2020). iiThe iitime iihorizon iiis iithought iito iibe
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iilong iienough iito iicapture iithe iilong-run iivariation iiin iithe iiissue iiof iicredit iirisk iimanagement iiand iithe

iifinancial iiperformance iiof iiNigerian iideposit iimoney iibanks. The study scope will be limited to a

stated specific objective, which identified the dependent(deposit money bank performance) and

four independent variables (Non-performing loans, capital adequacy ratio, loan loss

provision,loans and advances) to be investigated. A panel regression model will be used in the

study to examine the effect of credit risk management and the performance of Nigeria deposit

money banks. The accuracy and availability of data dictates the selection of the listed deposit

money banks.

Secondary data for the study will be collected over 15 years.(2005 to 2020). The time frame was

chosen as a result of study’s use of panel data. A longer time frame is preferable. The beginning

year 2005 was chosen because it was the period the recapitalization of banks was initiated. While

the end year is thought to be long enough to capture the long-run variation in the issue of credit

risk management and financial performance of Nigeria deposit money banks.

The total number of banks as at the study is 21 and a sample of 5 largest banks were drawn from

the total population. The banks are: First bank, Access bank, United Bank of Africa, Guaranty

Trust Bank and Zenith bank. These banks were selected based on the fact that they are the top

players of the Nigerian banking industry.

1.8 iiLimitation iiof iithe iiStudy
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The iimain iilimitation iiof iithis iistudy iiis iithe iiissue iiof iidata iireliability. iiBecause iithe iistudy iirelies iiheavily iion

iisecondary iidata, iisuch iiinconsistencies iiin iivariable iivalues iicaused iiby iithe iidata iisources iiused iiposed iia

iisignificant iiconstraint iito iithe iistudy's iifindings. iiNonetheless, iithis iiconstraint iiwill iibe iiminimised iiby

iiattempting iito iistick iias iimuch iias iipossible iito iidata iifrom iithe iiNigeria iistock iiexchange iifact iibook iiand

iiannual iireports iiof iiselected iiNigerian iideposit iimoney iibanks, iias iithese iisources iiare iimore iicredible iiin

iiNigeria iiand iiinternationally.

Also, iithe iipanel iileast iisquare ii(PLS) iieconometric iianalysis iithat iiis iiused iiin iithe iianalysis iiof iidata iiis iinot

iiwithout iiits iiweaknesses. iiHowever, iieffort iiis iimade iito iiminimize iithe iierrors iiand iiweaknesses iiby

iicarrying iiout iisome iipreliminary iitests iisuch iias iiPanel iiunit iiroot iitest, iicorrelation iicoefficient iiand iithe

iidescriptive iistatistics.
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CHAPTER iiTWO

LITERATURE iiREVIEW

2.1 iiIntroduction

This iichapter iipresents iiwhat iiother iischolars iihave iiwritten iiabout iithe iicredit iirisk iimanagement iiand iibank

iiperformance. iiThe iichapter iiis iidivided iiinto iithree iisections; iiconceptual iireview, iitheoretical iireview iiand

iiempirical iireview. iiThe iiconceptual iireview iishall iidiscuss iiconcepts iirelated iito iicredit iirisk iimanagement

iiand iibank iiperformance iiin iiNigeria. iiThe iitheoretical iireview iishall iipresent iitheories iirelated iito iisubject

iimatter. iiThe iiempirical iireview iipresents iiprevious iifindings iion iithe iirelationship iibetween iicredit iirisk

iimanagement iiand iibank iiperformance iiin iiNigeria. iiThe iichapter iicloses iiby iipresenting iia iigap iiin

iiempirical iiliterature. ii

2.2 iiConceptual iiReview

2.2.1 iiConcept iiof iiFinancial iiPerformance

The iiability iiof iia iibank iito iiachieve iilong-term iiprofitability iiis iireferred iito iias iiits iiperformance. iiIn iiorder

iifor iia iibank iito iibe iisuccessful, iimanagers iimust iianalyze iicomplex iitrade-offs iibetween iigrowth, iireturn,

iiand iirisk, iifavoring iithe iiuse iiof iirisk-adjusted iiindicators ii(Bassey, iiTobi, iiBassey ii& iiEkwere, ii2016).

iiBanks iican iiuse iitraditional, iieconomic, iiand iimarket-based iiperformance iimeasurements. iiStern iiand
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iiStewart, iifor iiexample, iideveloped iithe iiEconomic iiValue iiAdded ii(EVA) iimodel, iiwhich iiconsiders iithe

iiopportunity iicost iifor iistockholders iito iihold iiequity iiin iia iibank, iidetermining iiwhether iia iicompany

iigenerates iian iieconomic iirate iiof iireturn iigreater iithan iithe iicost iiof iiinvested iicapital iiin iiorder iito iiincrease

iithe iicompany's iimarket iivalue ii(Raza, iiFarhan ii& iiAkram, ii2011). iiMany iiempirical iistudies iion iibank

iiperformance iihave iibeen iiconducted iiaround iithe iiworld, iinotably iion iicommercial iibanks, iibut iithere iihas

iibeen iicomparatively iilittle iiresearch iion iibank iiperformance iiin iiNigeria.

Based iion iithe iiexisting iiliterature, iiresearchers iiused iia iivariety iiof iisurrogates iias iimetric iiassessments iiof

iibank iifinancial iiperformance. iiSuch iimetrics, iiaccording iito iiBuba ii(2010), iiare iia iicombination iiof

iifinancial iiratio iianalysis, iibenchmarking, iiand iiperformance iimeasurement iiagainst iibudget. iiReturn iion

iiassets ii(ROA), iireturn iion iiequity ii(ROE), iinet iiinterest iimargin, iiand iiother iimetrics iiare iifrequently

iiutilized. iiHowever, iithe iiEuropean iiCentral iiBank ii(ECB, ii2010) iiemphasized iithat iia iirobust iiperformance

iimeasurement iiframework iishould iicontain iimore iiperformance iicharacteristics iithan iijust iiprofitability,

iias iiincorporated iiin iipure iimarket-oriented iimetrics, iiand iishould iibe iiless iisubject iito iimarket iimanipulation.

iiWith iithat iiin iimind, iithe iistudy iiemployed iiReturn iion iiAssets ii(ROA) iias iia iimetric iiof iifinancial

iiperformance.

ROA iiis iian iiimportant iiproxy iiindicator iiof iibank iifinancial iiperformance iithat iiis iioften iiutilized iiin iithe

iiliterature. iiIt iidisplays iimanagement's iiability iiand iiefficiency iiin iigenerating iiprofits iiby iiemploying

iibanks' iifinancial iiand iireal iiinvestment iiresources ii(Hassan ii& iiBashir, ii2003). iiThe iibank's iipolicy

iiactivities, iias iiwell iias iiuncontrollable iieconomic iiand iigovernment iiregulatory iifactors, iidetermine iithe
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iiROA. iiBank iiprofitability, iiaccording iito iiRivard iiand iiThomas ii(1997), iiis iibest iiquantified iiby iiROA

iibecause iihigh iiequity iimultipliers iihave iino iieffect iion iiit. iiGuven iiand iiOnur ii(2009) iiconcurred,

iisuggesting iithat iiresearchers iishould iifocus iion iiand iiuse iiROA iito iianalyze iibank iiprofitability iiin iiorder iito

iiavoid iithe iimajority iiof iithe iirestrictions iiassociated iiwith iiconventional iiaccounting iifinancial

iiperformance iiproxies. iiElsayed ii(2013) iiutilized iiROA iias iia iiproxy iimeasure iiof iibank iifinancial

iiperformance iiin iihis iistudy iiof iithe iiimpact iiof iiconsolidation iion iithe iiprofitability iiof iiQatari iibanks, iias

iiMiko ii(2010) iiused iiin iihis iiinvestigation iiof iithe iiimpact iiof iiconsolidation iion iithe iiprofitability iiof

iiNigerian iibanks. iiROA iiwas iimeasured iiin iiboth iistudies iias iiprofit iibefore iitaxes iidivided iiby iitotal iiassets.

iiProfit iibefore iitax, iiaccording iito iiPandey ii(2009), iiis iithe iiright iimeasure iiof iiprofit iisince iiit iirepresents

iiearnings iithat iiflow iidirectly iifrom iithe iibusiness's iicommercial iioperations iiwithout iithe iieffect iiof

iifinancing. iiGiven iithis iibackdrop, iithis iistudy iidefined iiROA iias iiprofit iibefore iitax iidivided iiby iitotal iiassets,

iifollowing iiin iithe iifootsteps iiof iiElsayed ii(2013) iiand iiMiko ii(2010) iiwho iiused iiROA iias iia iiproxy iimeasure

iiof iibank iiperformance.

2.2.2 iiDeposit iiMoney iiBank iiPerformance iiIndicators

In iithe iibanking iiindustry, iithere iiare iivarious iiindications iiof iiperformance. iiSeveral iiauthors iihave

iiemployed iia iivariety iiof iiclassic iiand iinon-traditional iiindicators, iibut iithe iifollowing iiwill iibe iithe iifocus iiof

iithis iistudy: iiProfitability/Efficiency iiSize; iiPrivate iiSector iiCredit; iiand iiLiquidity

2.2.2.1 iiProfitability ii/ iiEfficiency
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Profitability, iiaccording iito iiRose ii(1999), iirefers iito iia iideposit iimoney iibank's iinet iiincome; iia iicondition iiin

iiwhich iithe iicompany's iiincome iisurpasses iiits iiexpenses. iiIncome iiis iigenerated iiby iideposit iimoney iibank

iiactivities, iibut iiexpenses iiare iithe iicosts iiof iiresources iirequired iito iigenerate iiprofit. iiDeposit iimoney

iibanks' iiprincipal iipurpose iiis iiprofitability. iiDeposit iimoney iiinstitutions iican iionly iithrive iiin iithe iimarket

iiif iithey iiare iilucrative. iiAs iia iiresult, iiit iiis iivital iito iievaluate iiprevious iiand iicurrent iiprofitability, iias iiwell iias

iithe iivariables iiimpacting iiit ii(Bawa, iiAkinniyi ii& iiNjarendy, ii2018). iiAccording iito iiIgben, iiearnings iiper

iishare ii(EPS), iireturn iion iiassets ii(ROA), iireturn iion iiequity ii(ROE), iiand iireturn iion iicapital iiemployed

ii(ROCE) iiare iiall iiproxies iifor iiprofitability ii(2009).

2.2.2.2 iiCredit iito iiPrivate iiSector

Credit iito iithe iiprivate iisector iirefers iito iifinancial iiresources iimade iiavailable iito iithe iiprivate iisector, iisuch

iias iiloans iiand iiadvances, iinon-equity iisecurities iipurchases, iitrade iicredits, iiand iiother iiaccounts

iireceivable, iithat iicreate iia iiclaim iifor iirepayment ii(Olowofeso, iiAdeleke ii& iiUdoji, ii2015).

Private iisector iicredit iidenotes iifinancial iiresources iimade iiavailable iito iithe iiprivate iisector iiby iideposit-

taking iiinstitutions iiother iithan iicentral iibanks. iiCredit iiregulations iigovern iithe iiavailability iiof iifinancial

iiresources iito iithe iiprivate iisector. iiMonetary iiauthorities iiimpose iiquantitative iiceilings iion iithe iioverall

iiand/or iisectoral iidistribution iiof iibanking iisystem iiloans iiand iiadvances iias iipart iiof iicredit iipolicy

ii(Anyanwu, ii1993).

2.2.2.3 iiLiquidity
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Different iipeople iidefine iiliquidity iidifferently iifor iia iivariety iiof iireasons. iiAccording iito iithe iiCBN

iiMonetary iiPolicy iiSeries iiNo. ii4 ii(2011), iiliquidity iiis iia iimacroeconomic iiconcept iithat iirelates iito iioverall

iimonetary iiconditions iiand iiindicates iithe iidegree iiof iimismatch iibetween iidemand iiand iisupply iiof

iimonetary iiresources. iiIt iialso iilooked iiat iiliquidity iiin iifinancial iimarkets, iiwhich iiis iidefined iias iithe iiease

iiwith iiwhich iifinancial iiassets iican iibe iitraded iiat iismall iibid-ask iispreads. iiAllen iiand iiCarletti ii(2013)

iidefined iiliquidity iiin iithe iifinancial iimarket iias iithe iiease iiwith iiwhich iifunds iican iibe iiproduced iiby iiselling

iian iiasset iirather iithan iiborrowing iiagainst iiit. iiLiquidity iiin iicorporate iifinance iiis iidescribed iiby iiOlagunju,

iiAdeyanju, iiand iiOlabode ii(2011) iias iia iicompany's iicapacity iito iimeet iishort-term iiobligations iior iiconvert

iiassets iiinto iicash. iiThus, iian iiasset iiis iiliquid iiif iiit iican iibe iipromptly iiturned iiinto iicash iiwithout iiincurring

iilosses ii(Kohn, ii1994). iiThus, iibank iiliquidity iirefers iito iia iibank's iiability iito iikeep iienough iimoney iion iihand

iito iimeet iifinancial iiobligations iior iipay iifor iimaturing iiobligations iiat iia iireasonable iiprice.

2.2.3 iiFactors iiInfluencing iiDeposit iiMoney iiBank iiPerformance

There iiare iitwo iitypes iiof iibank iiperformance iideterminants: iibank-specific ii(internal) iifactors iiand

iimacroeconomic ii(external) iifactors. iiInternal iivariables iiare iicharacteristics iiof iiindividual iibanks iithat

iiinfluence iithe iibank's iifinancial iiperformance. iiInternal iimanagement iiand iiboard iichoices iihave iithe iimost

iiinfluence iion iithese iiaspects. iiThe iiCAMEL iiframework iiis iiwidely iiused iias iia iistand-in iifor iibank-specific

iivariables. iiThe iiacronyms iifor iiCapital iiAdequacy, iiAsset iiQuality, iiManagement iiEfficiency, iiEarnings

iiAbility, iiand iiLiquidity iiManagement. iiExternal iideterminants iiof iibank iiprofitability iiare iifactors

iibeyond iithe iicontrol iiof iia iibank's iimanagement. iiThey iidepict iievents iithat iiare iibeyond iithe iibank's iicontrol.
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iiManagement, iion iithe iiother iihand, iican iipredict iichanges iiin iithe iiexternal iienvironment iiand iiposition iithe

iiorganization iito iiprofit iion iianticipated iidevelopments ii(Khan ii& iiSattar, ii2014).

2.2.3.1 iiCapital iiAdequacy

The iiamount iiof iiowner iifunds iiavailable iito iisustain iia iibank's iioperations iiand iiprovide iias iia iicushion iiin iithe

iicase iiof iia iicrisis iiis iireferred iito iias iicapital ii(Athanasoglou, iiBrissimis ii& iiDelis, ii2010). iiBecause iideposits

iiare iithe iimost iifragile iiand iivulnerable iito iibank iiruns, iia iibank's iicapital iigenerates iiliquidity iifor iithe

iiinstitution. iiFurthermore, iiincreasing iibank iicapital iilowers iithe iilikelihood iiof iia iibank iifailure. iiThe

iiamount iiof iicapital iinecessary iiby iibanks iito iiresist iirisks iisuch iias iicredit, iimarket, iiand iioperational iirisks iiin

iiorder iito iiabsorb iipotential iilosses iiand iisafeguard iithe iibank's iidebtors iiis iireferred iito iias iicapital iiadequacy.

iiCapital iiadequacy iiis iimeasured iiusing iithe iicapital iiadequacy iiratio ii(CAR). iiThe iicapital iiadequacy iiratio

iishows iia iibank's iiability iito iisustain iilosses iiduring iia iicrisis. iiThe iicapital iiadequacy iiratio iiis iiclosely iitied iito

iia iibank's iiability iito iiwithstand iia iicrisis. iiIt iialso iihas iia iidirect iiimpact iion iibank iiprofitability iibecause iiit

iidetermines iithe iibank's iidevelopment iiinto iihazardous iibut iiprofitable iibusinesses iior iisectors ii(Sangmi ii&

iiNazir, ii2015).

2.2.3.2 iiAsset iiQuality

Asset iiquality iiis iia iicomponent iiof iibank iimanagement iithat iientails iievaluating iibusiness iiassets iiin iiorder

iito iiassist iimeasurement iiof iithe iilevel iiand iiextent iiof iicredit iirisk iiconnected iiwith iithe iifirm's iioperation.

iiAsset iiquality iiis iia iimicroprudential iidriver iiof iideposit iimoney iiinstitutions' iisoundness iiand iiprofitability.

iiIt iiis iirelated iito iithe iileft iiside iiof iia iibank iibalance iisheet iiand iifocuses iion iithe iiloan iiquality iithat iigenerates
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iiearnings iifor iithe iibank ii(Abata, ii2014). iiSeven iiof iitwenty-five iikey iicriteria iiof iiefficient iibanking

iisupervision iiwere iiestablished iiby iithe iiBASEL iiCommittee iion iiBanking iiSupervision iiin ii1997.

iiMaintaining iistrong iiasset iiquality iiinvolves iithe iicareful iiissuance iiof iiloans, iiwhich iimust iibe iimonitored,

iias iiwell iias iicompliance iiwith iibanking iiregulations. iiAs iia iimicrodeterminant iiof iiprofitability, iipoor iiasset

iiquality iihas iian iiinfluence iion iifinancial iiperformance iiand iithe iihealth iiof iithe iibanking iisystem ii(Lucky,

ii2015).

2.2.3.3 iiManagement iiEffectiveness ii

One iiof iithe iimost iiimportant iiinternal iielements iidetermining iibank iiprofitability iiis iimanagement

iiefficiency. iiIt iiis iirepresented iiin iia iinumber iiof iifinancial iiparameters, iiincluding iitotal iiasset iigrowth, iiloan

iigrowth iirate, iiand iiearnings iigrowth iirate. iiDespite iithis, iiit iiis iione iiof iithe iimost iichallenging iithings iito

iicapture iiusing iifinancial iiratios. iiIn iiaddition, iioperational iiefficiency iiin iimanaging iioperating iiexpenses

iiis iia iicomponent iifor iievaluating iimanagement iiexcellence. iiManagement iiperformance iiis iicommonly

iistated iiqualitatively iithrough iisubjective iiassessments iiof iimanagement iisystems, iiorganizational

iidiscipline, iicontrol iisystems, iistaff iiquality, iiand iiother iicharacteristics. iiFinancial iiratios iican iibe iiused iito

iievaluate iimanagement's iicapacity iito iiefficiently iideploy iiresources, iimaximize iiincome, iiand iireduce

iioperating iiexpenses. iiOne iiof iithe iiratios iiused iito iijudge iimanagement iiquality iiis iithe iioperational iiprofit iito

iiincome iiratio ii(Sangmi ii& iiNazir, ii2015). iiThe iihigher iithe iioperating iiprofit-to-total-income ii(revenue)

iiratio, iithe iimore iiefficient iimanagement iiis iiin iiterms iiof iioperational iiefficiency iiand iirevenue iiproduction.

iiAnother iikey iistatistic iifor iiassessing iimanagement iiquality iiis iithe iiexpense-to-asset iiratio. iiProfitability
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iiis iiprojected iito iibe iiinversely iiconnected iito iithe iioperating iiexpense iito iitotal iiasset iiratio. iiIn iithis iiregard,

iithe iilevel iiof iioperating iiexpenses, iiwhich iiaffects iiprofitability, iiis iidetermined iiby iimanagement iiquality

ii(Athanasoglou, iiBrissimis ii& iiDelis, ii2010).

2.2.3.4 iiEarnings iiAbility

A iibank's iiability iito iicreate iiearnings iiin iiorder iito iisustain, iiexpand, iiand iiremain iicompetitive iiis iia iivital

iiaspect iiin iidetermining iiits iilong-term iihealth. iiExaminers iiestablish iithis iiby iiassessing iithe iibank's

iiearnings, iigrowth, iistability, iivaluation iiallowances, iinet iimargins, iinet iiworth iilevel, iiand iithe iiquality iiof

iiits iiexisting iiassets ii(Albertazzi ii&Gamborta, ii2011).

2.2.3.5 iiLiquidity iiControl

Liquidity iiis iianother iifactor iithat iidetermines iibank iiperformance. iiLiquidity iirefers iito iia iibank's iicapacity

iito iisatisfy iiits iicommitments, iimainly iithose iiof iidepositors. iiBank iiprofitability iiis iilinked iito iian iiadequate

iilevel iiof iiliquidity. iiThe iimost iipopular iifinancial iiratios iiused iito iianalyze iia iibank's iiliquidity iicondition iiare

iicustomer iideposit iito iitotal iiasset iiand iitotal iiloan iito iicustomer iideposits. iiOther iifinancial iiratios iican iialso

iibe iiused iito iimeasure iiliquidity ii(Ilhomovich, ii2014).

2.2.3.6 iiMacroeconomic iifactors

Macroeconomic iifactors iican iihave iia iirange iiof iieffects iion iibanking iiperformance. iiTo iibegin iiwith, iiduring

iitimes iiof iieconomic iiboom, iithere iiwill iibe iia iistronger iidemand iifor iibank iiloans iithan iiduring iitimes iiof
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iirecession. iiA iistrong iiaggregate iigrowth iirate iimay iiimprove iithe iidebt iipayment iiability iiof iidomestic

iiborrowers, iihelping iito iilower iicredit iirisk. iiNegative iimacroeconomic iiconditions, iion iithe iiother iihand,

iiwreak iihavoc iion iibanks iiby iiincreasing iithe iinumber iiof iinon-performing iiloans. iiAs iia iiresult, iihigher

iieconomic iigrowth iiis iipredicted iito iiboost iibank iiperformance ii(Demirguc-Kunt ii& iiHuizinga, ii2009).

2.2.4 iiNigerian iiBanking iiOperation iiHistory

The iihistory iiof iibanking iiin iiNigeria iimay iibe iitraced iiback iito ii1892 iiand ii1894, iiwhen iithe iiAfrican iiBanking

iiCorporation iiand iiFirst iiBank iiof iiNigeria ii(which iiwas iiformerly iiknown iias iithe iiBank iiof iiBritish iiWest

iiAfrica ii(BBWA)) iiwere iicreated ii(Onoja, ii1998). iiThere iiwas iino iidoubt iithat iithe iiColonial iiBanks iihad iia

iipresence iiin iiNigeria iithroughout iihistory. iiThey iimanaged iibusiness iiaffairs, iiinfluenced iifinancial

iitransactions, iiand iiinfluenced iitrade iiand iicommercial iitransactions iiacross iiWest iiAfrica, iifrom iiNigeria

iito iiGhana ii(Chibuike, ii1999). iiBarclays iibank iientered iiinto iifinancial iioperation iiin iiNigeria iiaround ii1925,

iithrough iimerger iibetween iithe iiColonial iiBank, iithe iiAnglo-Egyptian iiBank iiand iithe iiNational iiBank iiof

iiSouth iiAfrica iito iicreate iiBarclays iiBank ii(Dominion, iiColonial iiand iiOverseas) ii(ibid). iiThe iiBritish iiand

iiFrench iiBank iifor iiCommerce iiand iiIndustry iiwas iifounded iiin ii1948 ii(later iito iibecome iithe iiUnited iiBank

iifor iiAfrica). iiAs iia iiresult, iithese iibanks iidid iinot iiseek iito iiaddress iithe iirequirements iiof iiAfricans ii(Sklar,

ii2004). iiDr. iiNnamdi iiAzikwe iifounded iithe iiAfrican-owned iibank iiin ii1949 ii(the iiAfrican iiContinental

iiBank). iiBecause iiforeign iibanks iidiscriminated iiagainst iihim iiand iihis iigroup iiof iifirms, iihe iidecided iito

iiform iithe iibank iiin iithe iiname iiof iiPan iiAfricanism. iiIt iiis iitrue iithat iiACB iiwas iinot iithe iifirst iiNigerian iibank iito

iibe iiestablished. iiThe iiIndustrial iiand iiCommercial iiBank iibecame iithe iifirst iiindigenous iibank iito iibe
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iicreated iiin ii1929, iihowever iiit iihad iian iianemic iiexistence iiand iiso iiwent iibankrupt iififteen iimonths iilater,

iinamely iiin ii1930 ii(Charles, ii1966).

Its iidemise iihas iibeen iiblamed iion iimismanagement, iiaccounting iiincompetence, iiand iiembezzlement,

iidespite iithe iifact iithat iieconomic iisuppression iiat iithe iitime iialso iiplayed iia iirole. iiIn ii1931, iiits iiremnants

iiwere iireplaced iiby iiMercantile iiBank, iiwith iithe iimajority iiof iiits iidirectors iialso iiserving iion iithe iiboard iiof

iithe iidefunct iiICB. iiCompany iiestablished iibranches iiin iiLagos iiand iiAba iia iiyear iilater, iibut iiit iilikewise iifell

iiinto iivoluntary iiliquidation iisix iiyears iilater. iiThe iiNigerian iiFarmers iiand iiCommercial iiBank iiwas

iiestablished iiin ii1947. iiConcerned iiabout iithe iirash iiof iiindigenous iibank iiestablishments, iithe iigovernment

iiappointed iiMr. iiG.D. iiPaton, iian iiofficial iiof iithe iiBank iiof iiEngland, iiin ii1948 iito ii'enquire iigenerally iiinto

iithe iibusiness iiof iibanking iiin iiNigeria iiand iimake iirecommendations iito iithe iiGovernment iion iithe iiform iiand

iiextent iiof iicontrol iiwhich iishould iibe iiintroduced.' iiIts iireport iion iithis iiinquiry, iiwhich iiwas iisubmitted iiin

ii1952, iilaid iithe iigroundwork iifor iithe iipassage iiof iithe iifirst iiBanking iiOrdinance iiAct iithat iisame iiyear. iiIt

iiwas iicreated iiprimarily iito iiensure iicommercial iibanking iiorder iiand iito iiprohibit iithe iidevelopment iiof

iiunviable iibanks iiand iiunregulated iibanking iioperations ii(CBN, ii2013). iiLater iiin iiMarch ii1958, iidraft

iilegislation iifor iithe iiestablishment iiof iithe iiCentral iiBank iiof iiNigeria iiwas iipresented iito iithe iiHouse iiof

iiRepresentatives. iiOn iiJuly ii1, ii1959, iiit iiwas iipassed iiand iicompletely iiimplemented, iicreating iithe iifull

iioperation iiof iithe iiCentral iiBank iiof iiNigeria. iiAs iia iiresult, iithe iiperiod iifrom ii1892 iito ii1952 iiis iiknown iias iithe

ii"free iibanking iiera," iibecause iithere iiwas iino iilong-term iibanking iiregulation iiin iiplace, iiand iianybody

iicould iiestablish iia iibank iias iilong iias iiit iiwas iiregistered iiunder iithe iiCompanies' iiOrdinance iiAct ii(Victor ii&
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iiAtsede, ii2003).

Between ii1959 iiand ii1989, iiwhen iithe iifinance iiand iibanking iisectors iiwere iitheoretically iideregulated

iithrough iithe iidevelopment iiof iithe iiStructural iiAdjustment iiProgramme ii(SAP) iiinspired iiby iithe iiBretton

iiWoods iiconference, iithere iiwas iia iisignificant iiexpansion iiin iithe iifounding iiand iioperation iiof iifinancial

iibanks. iiAs iia iiresult iiof iifinancial iisector iireforms, iinew iideposit-taking iifinancial iiinstitutions iihave

iibecome iithe iinorm ii(Nwabugo, ii2013). iiThere iiwere iinumerous iicommunity iibanks, iifinance iiand iishort-

term iicredit iihouses. iiOne iisignificant iibenefit iiof iithis iifinancial iioversight iiwas iithe iiestablishment iiof

iiPeople's iiand iiMortgage iiBanks ii(formally iiknown iias iiPrimary iiMortgage iiInstitutions), iiwhich

iicurrently iiexist iionly iiin iiname iiand iilogo. iiThe iigovernment iiformed iithe iiNigeria iiDeposit iiInsurance

iiCorporation ii(NDIC) iiin ii1988 iiwith iithe iigoal iiof iiimplementing iifinancial iireforms iiand iihelping iithe

iiCentral iiBank iiof iiNigeria iiin iipolicy iiformation. iiIt iiwas iitasked iiwith iimaintaining iisafe iiand iisound

iifinancial iiservices iiand iiprotecting iibank iideposits iithrough iieffective iimonitoring. iiThe iiNDIC iiAct

iiserved iias iithe iifoundation iifor iiits iiauxiliary iisupervisory iiposition iiwith iithe iiCentral iiBank ii(Nwabugo,

ii2013).

2.2.5 iiCredit iiRisk

Credit iirisk iiis iisimply iithe iipossibility iithat iia iibank iiborrower iior iicounterparty iimay iifail iito iimeet iiits

iiobligations iiin iiaccordance iiwith iithe iiterms iiagreed iiupon. iiCredit iirisk iimanagement iiseeks iito iimaximize

iia iibank's iirisk-adjusted iirate iiof iireturn iiby iikeeping iicredit iirisk iiexposure iibelow iipermissible iilimits

ii(Yuqi iiLi, ii2006). iiBanks iimust iimanage iiboth iithe iioverall iicredit iirisk iiof iitheir iiportfolio iiand iithe iirisk



22

iicontained iiin iiindividual iicredits iior iitransactions. iiBanks iishould iialso iievaluate iithe iiinterdependence

iibetween iicredit iirisk iiand iiother iirisks. iiCredit iirisk iimanagement iiis iia iivital iicomponent iiof iia

iicomprehensive iirisk iimanagement iistrategy iiand iiis iicritical iito iithe iilong-term iiperformance iiof iiany

iibanking iifirm ii(Edward, ii2006).

According iito iithe iiBasel iiCommittee iion iiBanking iiSupervision ii(2003), iicredit iirisk iiis iialso iithe

iiprobability iiof iilosing iithe iioutstanding iiloan iiin iipart iior iientirely iiowing iito iicredit iievents ii(default iirisk). iiIt

iican iialso iibe iidescribed iias iithe iipossibility iiof iia iicontractual iiparty iifailing iito iimeet iiits iiduties iiin

iiaccordance iiwith iithe iiagreed-upon iiterms.

Credit iirisk iiis iialso iiknown iias iidefault iirisk, iiperformance iirisk, iior iicounterparty iirisk. iiA iibank iiexists iinot

iimerely iito iiaccept iideposits iibut iialso iito iiextend iicredit, iimaking iiit iiinherently iivulnerable iito iicredit iirisk.

iiCredit iirisk iiis iiby iifar iithe iimost iicritical iirisk iithat iibanks iiconfront, iiand iithe iisuccess iiof iitheir iicompany iiis

iimore iidependent iion iiaccurate iimeasurement iiand iieffective iimanagement iiof iithis iirisk iithan iion iiany iiother

iirisk ii(Cebenoyan, ii2004).

Credit iirisk, iiaccording iito iiDavide iiand iiThangavel ii(2008), iiis iithe iidegree iiof iivalue iiswings iiin iidebt

iiinstruments iiand iiderivatives iicaused iiby iichanges iiin iithe iiunderlying iicredit iiquality iiof iiborrowers iiand

iicounterparties. iiCredit iirisk iiis iidefined iiby iiKoehn iiand iiSantomero ii(2006) iias iilosses iiresulting iifrom

iicredit iicustomers' iireluctance iior iiincapacity iito iipay iiwhat iiis iiowed iiin iifull iiand iion iitime. iiCredit iirisk iiis iithe

iiexposure iithat iibanks iihave iiwhen iia iiborrower ii(client) iifails iito iimeet iifinancial iiobligations iion iitime iior iiat

iimaturity. iiIf iinot iiproperly iihandled, iithis iirisk, iialso iiknown iias ii"counterparty iirisk," iihas iithe iipotential iito
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iiput iithe iibank iiin iijeopardy. iiCredit iirisk iimanagement iimaximizes iia iibank's iirisk-adjusted iirate iiof iireturn

iiby iikeeping iicredit iirisk iiexposure iiwithin iiacceptable iilimits, iiproviding iia iiframework iifor iiassessing iithe

iiinfluence iiof iicredit iirisk iimanagement iion iia iibank's iiprofitability ii(Edwad, ii2006).

2.2.6 iiCredit iiRisk iiManagement ii

According iito iiTseganesh ii(2012), iicredit iirisk iimanagement iiencompasses iiall iimanagement iifunctions

iisuch iias iicredit iirisk iiidentification, iimeasurement, iimonitoring, iiand iicontrol. iiAccording iito iithe iiauthor,

iigood iicredit iirisk iimanagement iipractice iiis iia iicritical iiissue iiin iithe iicurrent iibusiness iiclimate iifor iilong-

term iisuccess iiof iithe iibanking iisector, iiand iiinadequate iicredit iirisk iimanagement iipolicy iiwould iiproduce iia

iisevere iicause iiof iicrisis iiin iithe iibanking iiindustry.

According iito iiAtakelt ii(2015), iicredit iirisk iimanagement iipractice iiis iidefined iias iithe iiprocess iiof

iianalyzing iiand iirenewing iicredit iirisk iimanagement iidocuments iiand iiapplying iithem iicontinuously iiin iithe

iiactual iicredit iigranting iiprocess, iicredit iiadministration iiand iimonitoring iiand iirisk iicontrolling iiprocess

iiwith iiappropriate iiCredit iirisk iienvironment, iiunderstanding iiand iiidentification iiof iirisk iiso iias iito

iiminimize iithe iiunfavorable iieffect iiof iirisk iitaking iiactivities, iiand iithe iieffectiveness iiof iicredit iirisk

iimanagement iiprocess iiis iidependent iion iiThis iimeans iithat iicredit iirisk iimanagement iientails iia iivariety iiof

iiissues, iiincluding iideveloping iiand iiimplementing iian iiappropriate iicredit iirisk iistrategy, iipolicy, iiand

iiprocedure, iiaccurate iirisk iiidentification, iithe iibest iicredit iigranting iiprocess, iicredit iiadministration,

iimonitoring, iiand iireporting, iidetermining iiand iicontrolling iithe iifrequency iiand iimethods iiof iireviewing
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iicredit iipolicy iiand iiprocedure, iiand iiclearly iidefining iiauthority iiand iiresponsibility. iiFurthermore, iihe

iistated iithat iicredit iiperformance iiis iideveloped iiby iideveloping iia iigood iicredit iirisk iienvironment, iian

iiacceptable iiamount iiof iicredit iilimit, iithe iibest iicredit iigranting iiprocess, iiproper iimonitoring iiand

iicontrolling iicredit iirisk, iiand iimaximizing iirisk iireturn iiof iia iibank's iicredit iirisk iimanagement.

2.2.6.1 iiCredit iiRisk iiManagement iiInstruments

Covenants, iicollateral, iicredit iirationing, iiloan iisecuritization, iiand iiloan iisyndication iiare iisome iiof iithe

iitools iiemployed iiby iibanks iiaround iithe iiworld iito iicontrol iicredit iilosses ii(Hugh, ii2001). iiAccording iito

iiMarphatia iiand iiTiwari ii(2004), iirisk iimanagement iiis iiessentially iiabout iipeople ii- iihow iithey iithink iiand

iiinteract iiwith iione iianother. iiTechnology iiis iibut iia iitool; iiin iithe iiwrong iihands, iiit iiis iirendered iiineffective.

iiThis iiemphasizes iithe iivital iineed iiof iiqualified iipersonnel iiin iiCR iimanagement. iiFigure ii2.1 iidepicts iia

iisynopsis iiof iithe iiCRM iisystem iias iidescribed iiin iithe iiliterature. iiAccording iito iithe iifinancial iieconomics

iiliterature, iia iibank's iiCRM iisystem iiconsists iiof iicredit iipolicy iiand iistrategies iithat iigive iigeneral iiand

iidetailed iioperating iidirections. iiIt iialso iiincludes iifacilitating iivariables iisuch iias iiemployee iiquality iiand

iitechnology. iiCredit iirisk iimanagement iiis iicarried iiout iiusing iithe iifollowing iitools, iiaccording iito iiDavide

iiand iiThangavel ii(2008): ii

a) Exposure iiCeilings: iiPrudential iiLimit iiis iiproportional iito iiCapital iiFunds ii- iifor iiexample, ii15% iifor

iian iiindividual iiborrower iientity, ii40% iifor iia iigroup, iiwith iian iiadditional ii10% iifor iiinfrastructure

iiprojects iiundertaken iiby iithe iigroup; iiThreshold iiLimit iiis iiset iilower iithan iiPrudential iiLimit;
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iiSubstantial iiExposure, iiwhich iiis iithe iisum iiof iiexposures iiabove iithe iithreshold iilimit, iishould iinot

iiexceed ii600% iito ii800% iiof iithe iibank's iiCapital iiFunds ii(i.e. iisix iito iieight iitimes).

b) Review/Renewal: iiA iimulti-tiered iiCredit iiApproval iiAuthority, iiconstitution-specific iidelegation

iiof iiauthority, iiincreased iidelegated iiauthority iifor iibetter-rated iicustomers; iia iidiscriminatory iitime

iischedule iifor iireview/renewal, iihurdle iirates iiand iibenchmarks iifor iinew iiexposures, iiand iiperiodicity

iiof iirenewal iibased iion iirisk iirating, iiamong iiother iithings, iiare iiestablished.

c) Risk iiRating iiModel: iiEstablish iia iithorough iirisk iirating iisystem iiranging iifrom iisix iito iinine iipoints.

iiClearly iispecify iirating iithresholds iiand iiconduct iiperiodic iireviews iiof iithe iiratings, iipreferably iion iia

iihalf-yearly iibasis. iiThe iirating iimigration iiprocess iimust iibe iimapped iiin iiorder iito iidetermine iithe

iiprojected iiloss.

d) Scientific iirisk-based iipricing: iiAlign iiloan iipricing iiwith iipredicted iiloss. iiBorrowers iiin iithe iihigh-

risk iigroup iiare iito iibe iicharged iia iipremium. iiCreate iia iidatabase iiof iidefault iilosses iiin iithe iipast. iiCapital

iishould iibe iiallocated iito iiabsorb iithe iiunexpected iiloss.

e) Credit iiPortfolio iiManagement: iiThe iirequirement iifor iicredit iiportfolio iimanagement iistems iifrom

iithe iineed iito iimaximize iithe iibenefits iiof iidiversification iiwhile iiminimizing iithe iipossible iinegative

iiimpact iiof iiexposures iito iia iisingle iiborrower, iisector, iior iiindustry. iiQuantitatively iilimit iiaggregate

iiexposure iito iicertain iirating iicategories, iiborrower iidispersion iiacross iiindustries iiand iibusiness

iigroups, iiand iiundertake iirapid iiportfolio iievaluations.
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f) Loan iiReview iiMechanism: iiThis iishould iibe iiconducted iiin iia iimanner iithat iiis iidistinct iifrom iicredit

iioperations. iiIt iiis iisometimes iireferred iito iias iia iiCredit iiAudit iisince iiit iiinvolves iithe iiexamination iiof

iithe iisanctioning iiprocess, iicompliance iistatus, iirisk iirating, iidetection iiof iiwarning iisignals, iiand

iirecommendation iiof iicorrective iiaction iiwith iithe iigoal iiof iienhancing iicredit iiquality. iiIt iishould iitarget

iiall iiloans iiover iia iipredetermined iicutoff iipoint, iiguaranteeing iithat iiat iileast ii30% iito ii40% iiof iithe

iiportfolio iiis iisubjected iito iiLRM iieach iiyear, iiensuring iithat iiany iisignificant iicredit iirisks iiembedded iiin

iithe iibalance iisheet iiare iitracked. ii

ii
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Figure ii2.1: iiResearch iimodel iifor iithe iiCRM iiSystem iiof iia iibank ii(Berger ii& iiUdell, ii2002) ii

2.2.6.2 iiBank iiLending's iiInternal iiPerformance iiMeasures

A. iiBasel iiII iiRequirements

Banks iiare iiacquiring iithe iiskills iinecessary iito iianalyze iitheir iirisk iiportfolios iiin iiaccordance iiwith iiBasel

iiII's iistandards. iiAccording iito iiGreenspan, iiBasel's iiobjective iiis iito iiincentivize iibanks iito iienhance iitheir

iirisk iimanagement iicapabilities, iiincluding iihow iithey iiprice iigoods, iireserve iifor iiloss, iiand iicontrol iitheir

iioperations ii(Rehm, ii2002). iiThis iiresearch iiis iiconsistent iiwith iiBasel iiII's iiobjective iiof iireducing iia iibank's

iioperational iirisk iiduring iithe iilending iiprocess iithrough iienhanced iisupervision iiof iilending iidepartment

iistaff. iiBasel iiCommittee iion iiBanking iiSupervision ii(2006) iistates iithat iithe iiBasel iiII iiguidelines iidefine

iicapital iiadequacy iiand iisupervisory iinorms iifor iibanks iithat iimust iibe iiimplemented iiby ii2007. iiBasel iiII's

iiprimary iiobjective iiis iito iidevelop iia iiframework iithat iiwill iifurther iistrengthen iithe iiinternational iibanking

iisystem's iisoundness iiand iistability, iiwhile iimaintaining iisufficient iiconsistency iito iiensure iithat iicapital

iiadequacy iiregulation iidoes iinot iicreate iisignificant iicompetitive iiinequality iiamong iiinternationally

iiactive iibanks. iiThe iiCommittee iibelieves iithat iithe iiupdated iiframework iiwill iiencourage iithe iibanking
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iiindustry iito iiadopt iiimproved iirisk iimanagement iimethods, iiand iiregards iithis iias iione iiof iiits iiprimary

iibenefits ii(Basel iiCommittee iion iiBanking iiSupervision, ii2006).

Ferguson ii(2003) iinoted iithat iithe iiBasel iiII iiAccord iiestablishes iia iiframework iifor iistrengthening iiglobal

iibanking iiregulation iiand iioversight. iiBasel iiII iiwill iioffer iibanks iiwith iisignificant iiincentives iito iicontinue

iienhancing iitheir iiinternal iirisk iimanagement iicapabilities, iias iiwell iias iithe iiinstruments iinecessary iifor

iisupervisors iito iifocus iion iideveloping iiproblems iiand iidifficulties iimore iiquickly iithan iiever iibefore. iiBasel

iiII iiis iimeant iito iimore iiclosely iimatch iicapital iiadequacy iiassessment iiwith iithe iicritical iiparts iiof iibanking

iirisks iiand iito iiincentivize iibanks iito iiimprove iitheir iirisk iimeasurement ii(Basel iiCommittee iion iiBanking

iiSupervision, ii2006). iiThe iirisk-adjusted iiunderpinning iiof iicredit iiexposures iiby iirecourse iiequity

ii(regulatory iicapital) iiis iione iiof iithe iiNew iiBasel iiCapital iiAccord's iicore iichallenges. iiBasel iiII iiwill iihave iian

iiequal iiimpact iion iibanks iiand iicustomers. iiSignificant iichanges iiinclude iithe iiadoption iiof iiratings iias iia

iibasis iifor iirisk iiassessment iiand iiregulatory iicapital iicalculation; iiand ii(ii) iia iirisk-based iiassessment iiof

iicredit iicosts. iiAmong iiother iithings, iithe iiBasel iiII iiAccord iiprovides iimore iispecific iicriteria iifor iicredit iirisk

iitreatment iiand, iifor iithe iifirst iitime, iiguidelines iifor iithe iiregulatory iihandling iiof iioperational iirisk. iiBeyond

iicalculating iicapital iineeds iifor iirisk iicategories, iiit iiplaces iia iipremium iion iisupervisory iiassessment

iicriteria iiand iiimproved iipublic iidisclosure ii(Rowe, iiJovic ii& iiReeves, ii2004).

The iiFirst iiPillar ii– iiCapital iiRequirements iiMinimum

The iiBasel iiII iiAccord's iifull iiversion iiimproves iirisk iisensitivity iiin iithe iiway iicapital iirequirements iiare

iicomputed iifor iithree iiprimary iirisk iicomponents iithat iibanks iiface: iicredit iirisk, iioperational iirisk, iiand
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iimarket iirisk. iiCapital iiratios iiare iidetermined iiusing iithe iiregulatory iicapital iiand iirisk-weighted iiassets

ii(RWA) iidefinitions ii(Basel iiCommittee iion iiBanking iiSupervision, ii2006). iiThe iientire iicapital iiratio

iimust iinot iibe iiless iithan ii8%. iiTier ii2 iicapital iimust iinot iiexceed ii100% iiof iitier ii1 iicapital. iiWhile iimarket iirisk

iiassessment iiremained iisame ii– iia iistandardized iiapproach iior iivalue iiat iirisk ii(VaR) iiwas iipreserved ii– iicredit

iirisk iiassessment iiwas iialtered, iiand iioperational iirisk iiwas iiincorporated iifor iithe iifirst iitime. iiBasel iiII

iiestablishes iithree iimethods iifor iicalculating iicredit iirisk-based iicapital ii(Leippold iiand iiVanini, ii2003).

iiThe iifirst iiis iia iistandardized iistrategy iithat iiis iibased iion iiexternal iiratings. iiCorporate iifinance, iitrading iiand

iisales, iiretail iibanking, iideposit iimoney iibanking, iipayment iiand iisettlement, iiagency iiservices, iiasset

iimanagement, iiand iiretail iibrokerage iiare iiall iiclassified iias iibusiness iilines iiunder iithis iimethodology. iiEach

iiof iithese iilines iirepresents iia iipercentage iiof iithe iibank's iigross iiincome iifrom iithat iiline iiof iibusiness iifor iithe

iipurpose iiof iicomputing iicapital iifor iioperational iirisk.

The iisecond iioption iiis iithe iifoundation iiinternal iiratings-based ii(IRB) iiapproach, iiwhich iienables iibanks iito

iicalculate iicredit iirisk-based iicapital iibased iion iitheir iiinternal iievaluation iiof iithe iicounterparty's

iilikelihood iiof iidefaulting ii(Basel iiCommittee iion iiBanking iiSupervision, ii2006). iiThe iithird iiand iimost

iisophisticated iiapproach iiis iithe iiadvanced iiIRB iiapproach, iiwhich iienables iibanks iito iiutilize iitheir iiown

iiinternal iiassessment iiof iinot iionly iithe iiprobability iiof iidefault ii(PD), iibut iialso iithe iipercentage iiloss

iiincurred iiif iithe iicounterparty iidefaults, iias iiwell iias iithe iiquantification iiof iithe iicounterparty iiexposure.

iiThere iiare iifour iiparameters iito iiconsider iiwhen iiestablishing iithe iiIRB: iiVaR; iiI iiloss iifunction, iiPD iiof iia

iiborrower; ii(ii) iiloss iigiven iidefault ii(LGD), iian iiassessment iiof iithe iiseverity iiof iia iiloss; ii(ii) iiexposure iiat
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iidefault, iithe iiamount iiat iirisk iiin iithe iievent iiof iia iidefault, iiand iithe iifacility's iiremaining iimaturity ii(M)

ii(Kealhofer, ii2003). iiCalculating iithese iicomponents iinecessitates iicomplex iidata iicollecting iiand iirisk

iimanagement iistrategies ii(Allen, ii2004).

The iiSecond iiPillar ii- iiThe iiProcess iiof iiSupervisory iiReview

Basel iiII iiemphasizes iifinancial iiinstitutions' iiself-responsibility iifor iiadequately iianalyzing iiand

iimanaging iithe iinumerous iirisks iithey iiface, iias iiwell iias iikeeping iiadequate iicapital iito iicover iithose iirisks

iinot iicovered iiby iithe iifirst iipillar ii(minimum iicapital iirequirements). iiAdditionally, iiit iistates iithat

iisupervisors iishould iimonitor iiand iievaluate iirisk iimanagement iipractices iideveloped iion iitheir iiown

iiinitiative iiby iiindividual iifinancial iiinstitutions iiand iitake iiappropriate iisupervisory iiaction iias iiwarranted.

iiThe iiBasel iiII iiAccord iiestablishes iifour iiessential iielements iiof iisupervisory iievaluation iito iiaccomplish

iithis iigoal ii(Basel iiCommittee iion iiBanking iiSupervision, ii2006): iiI iiBanks iishould iihave iia iiprocess iifor

iiassessing iitheir iioverall iicapital iiadequacy iiin iirelation iito iitheir iirisk iiprofile, iias iiwell iias iia iistrategy iifor

iimaintaining iitheir iicapital iilevels; iiand ii(ii) iiSupervisors iishould iireview iiand iievaluate iibanks' iiinternal

iicapital iiadequacy iiassessments iiand iistrategies, iias iiwell iias iitheir iiability iito iimonitor iiand iiensure

iicompliance iiwith iiregulatory iicapital iiratios. iiSupervisors iishould iitake iiappropriate iisupervisory iiaction

iiif iithey iiare iidissatisfied iiwith iithe iioutcome iiof iithis iiprocess; ii(iii) iiSupervisors iishould iianticipate iibanks

iioperating iiabove iithe iiminimum iiregulatory iicapital iiratios iiand iishould iihave iithe iiauthority iito iirequire

iibanks iito iimaintain iicapital iiin iiexcess iiof iithe iiminimum; ii(iv) iiSupervisors iishould iiseek iito iiintervene
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iiearly iito iiprevent iicapital iifalling iibelow iithe iiminimum iilevels iirequired iito iisupport iithe iirisk

iicharacteristics iiof iia iiparticular iibank ii(Dutta iiand iiPerry, ii2006).

Market iiDiscipline ii– iiThe iiThird iiPillar

This iipillar's iiobjective iiis iito iibolster iimarket iidiscipline iithrough iienhanced iidisclosure. iiMarket

iidiscipline iicreates iistrong iiincentives iion iibanks iito iiconduct iibusiness iiin iia iisafe, iisound, iiand iiefficient

iimanner, iiincluding iian iiincentive iito iimaintain iia iihealthy iicapital iibase iito iiprotect iiagainst iifuture iilosses

iiresulting iifrom iirisk iiexposures ii(Fatemi ii& iiGlaum, ii2000).

The iiplanned iimarket iidiscipline iisignificantly iiincreases iithe iiamount iiof iiinformation iithat iithe iibank

iimust iiprovide. iiThis iiis iiintended iito iiprovide iithe iimarket iiwith iia iimore iicomplete iipicture iiof iithe iibank's

iitotal iirisk iiposition iiand iito iienable iithe iibank's iicounterparties iito iiprice iiand iitrade iimore iiproperly ii(Allen,

ii2004). iiAccording iito iithe iiBasel iiII iiAccord, iisupervisors iihave iia iivariety iiof iitools iiat iitheir iidisposal iito

iicompel iibanks iito iimake iisuch iidisclosures. iiSeveral iiof iithese iidisclosures iiwill iiserve iias iiqualification

iicriteria iifor iithe iiapplication iiof iispecific iitechniques iior iithe iirecognition iiof iispecific iiinstruments iiand

iitransactions ii(Basel iiCommittee iion iiBanking iiSupervision, ii2006). ii

2.2.7 iiNon-Performing iiLoans ii(NPLs) iiand iiBank iiPerformance

Non-performing iiloans iiare iiloans iithat iihave iinot iigenerated iiincome iifor iia iirelatively iilong iiperiod iiof iitime;

iithat iiis, iithe iiprincipal iiand/or iiinterest iion iithese iiloans iihave iibeen iiunpaid iifor iiat iileast ii90 iidays ii(Fofac,

ii2009). iiAccording iito iithe iiInternational iiMonetary iiFund ii(IMF), iia iinonperforming iiloan iiis iiany iiloan iiin
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iiwhich iiinterest iiand iiprincipal iipayments iiare iimore iithan ii90 iidays iipast iidue iior iimore iithan ii90 iidays' iiworth

iiof iiinterest iihas iibeen iirefinanced.

Felix iiand iiClaudine ii(2008) iiinvestigated iithe iirelationship iibetween iibank iiperformance iiand iicredit iirisk

iimanagement. iiIt iicould iibe iiinferred iifrom iitheir iifindings iithat iireturn iion iiequity ii(ROE) iiand iireturn iion

iiassets ii(ROA) iiboth iimeasuring iiprofitability iiwere iiinversely iirelated iito iithe iiratio iiof iinonperforming

iiloan iito iitotal iiloan iiof iifinancial iiinstitutions iithereby iileading iito iia iidecline iiin iiprofitability. iiKithinji

ii(2010) iiassessed iithe iieffect iiof iicredit iirisk iimanagement iion iithe iiprofitability iiof iiDeposit iiMoney iiBanks

iiin iiKenya. iiData iion iithe iiamount iiof iicredit, iilevel iiof iinon-performing iiloans iiand iiprofits iiwere iicollected

iifor iithe iiperiod ii2004 iito ii2008. iiThe iifindings iirevealed iithat iithe iibulk iiof iithe iiprofits iiof iiDeposit iiMoney

iiBanks iiare iinot iiinfluenced iiby iithe iiamount iiof iicredit iiand iinon-performing iiloans, iitherefore iisuggesting

iithat iiother iivariables iiother iithan iicredit iiand iinon-performing iiloans iiimpact iion iiprofits. iiKargi ii(2011)

iievaluated iithe iiimpact iiof iicredit iirisk iion iithe iiprofitability iiof iiNigerian iibanks. iiFinancial iiratios iias

iimeasures iiof iibank iiperformance iiand iicredit iirisk iiwere iicollected iifrom iithe iiannual iireports iiand iiaccounts

iiof iisampled iibanks iifrom ii2004-2008 iiand iianalyzed iiusing iidescriptive, iicorrelation iiand iiregression

iitechniques. iiThe iifindings iirevealed iithat iicredit iirisk iimanagement iihas iia iisignificant iiimpact iion iithe

iiprofitability iiof iiNigerian iibanks. iiIt iiconcluded iithat iibanks’ iiprofitability iiis iiinversely iiinfluenced iiby iithe

iilevels iiof iiloans iiand iiadvances, iinon ii-performing iiloans iiand iideposits iithereby iiexposing iithem iito iigreat

iirisk iiof iiilliquidity iiand iidistress. ii
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Epure iiand iiLafuente ii(2012) iiexamined iibank iiperformance iiin iithe iipresence iiof iirisk iifor iiCosta-Rican

iibanking iiindustry iiduring ii1998-2007. iiThe iiresults iishowed iithat iiperformance iiimprovements iifollow

iiregulatory iichanges iiand iithat iirisk iiexplains iidifferences iiin iibanks iiand iinon-performing iiloans

iinegatively iiaffect iiefficiency iiand iireturn iion iiassets iiwhile iithe iicapital iiadequacy iiratio iihas iia iipositive

iiimpact iion iithe iinet iiinterest iimargin. iiAhmad iiand iiAriff ii(2013) iiexamined iithe iikey iideterminants iiof

iicredit iirisk iiof iiDeposit iiMoney iiBanks iion iiemerging iieconomy iibanking iisystems iicompared iiwith iithe

iideveloped iieconomies. iiThe iistudy iifound iithat iiregulation iiis iiimportant iifor iibanking iisystems iithat iioffer

iimulti-products iiand iiservices; iimanagement iiquality iiis iicritical iiin iithe iicases iiof iiloan-dominant iibanks iiin

iiemerging iieconomies. iiAn iiincrease iiin iiloan iiloss iiprovision iiis iialso iiconsidered iito iibe iia iisignificant

iideterminant iiof iipotential iicredit iirisk. iiThe iistudy iifurther iihighlighted iithat iicredit iirisk iiin iiemerging

iieconomy iibanks iiis iihigher iithan iithat iiin iideveloped iieconomies. iiAhmed, iiTakeda iiand iiShawn ii(2013) iiin

iitheir iistudy iifound iithat iiloan iiloss iiprovision iihas iia iisignificant iipositive iiinfluence iion iinon-performing

iiloans. iiTherefore, iian iiincrease iiin iiloan iiloss iiprovision iiindicates iian iiincrease iiin iicredit iirisk iiand

iideterioration iiin iithe iiquality iiof iiloans iiconsequently iiaffecting iibank iiperformance iiadversely.

2.2.8 iiCapital iiAdequacy iiand iiBank iiPerformance

Capital iiadequacy iiis iiviewed iias iia iitool iifor iilimiting iiexcessive iirisk-taking iiby iibank iiowners iiwith

iilimited iiliability iiand, iias iia iiresult, iipromoting iioptimal iirisk-sharing iibetween iibank iiowners iiand

iidepositors ii(Agoraki, iiDelis iiand iiPasiouras, ii2011). iiBanks iiwith iihigher iicapital iiand iiliquidity iibuffers

iiare iibetter iiable iito iisupport iibusinesses iiand iihouseholds iiduring iia iidownturn iibecause iibuffers ii20
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iiincrease iia iibank's iiability iito iiabsorb iilosses iiand iimaintain iilending iiduring iia iidownturn. iiStringent iicapital

iirequirements iicome iiat iia iicost iibecause iiby iiimposing iihigh iicapital iirequirements, iibanks iiwill iibe

iiconstrained iito iisome iiextent iiby iicompetitive iipressures iithat iiwould iiarise iias iia iiresult iiof iiloan

iicompetition ii(Barth, iiCaprio ii& iiLevine, ii2013). iiBanks iiare iilikely iito iilend iiless, iicharge iimore iifor iiloans,

iiand iipay iiless iion iideposits iiin iiorder iito iirestore iian iiacceptable iireturn iion iitheir iilarger iicapital iibase; iias

iibanks iihave iibecome iimore iiconstrained, iitheir iiability iito iiexpand iicredit iihas iibeen iilimited ii(Farhan,

iiSattar, iiChaudhry ii& iiKhalil, ii2012). ii

According iito iiAgoraki, iiDelis, iiand iiPasiouras ii(2011), iibanks iiwith iiless iimarket iipower iitake iion iiless

iicredit iirisk iiand iihave iia iilower iiprobability iiof iidefault. iiThe iifindings iialso iirevealed iithat iicapital

iirequirements iireduce iicredit iirisk, iibut iithis iieffect iidiminishes iifor iibanks iiwith iisufficient iimarket iipower;

iiNPLs iiare iiprimarily iiinfluenced iiby iibank-specific iifactors iisuch iias iicapital iiadequacy. iiAccording iito

iiSalas iiand iiSaurina ii(2002), iirapid iicredit iiexpansion, iibank iisize, iicapital iiratio, iiand iimarket iipower iiall

iiexplain iivariation iiin iiNPLs. iiAccording iito iiHaneef iiand iiKarim ii(2012), iithe iicost iiof iifinancial

iiintermediation iihas iiincreased iias iia iiresult iiof iihigher iicapital iicosts iiand iiloan iilosses. iiHou ii(2012), iion iithe

iiother iihand, iiviews iiloan iiloss iiprovision iicosts iias iiendogenous iisunk iicosts iithat iican iiescalate iiover iitime,

iicausing iithe iibanking iisector iito iibecome iimore iiconcentrated iiwith iimore iistringent iiregulation iion iiloan

iiloss iiprovisions iiand iicapital iiadequacy; iibanks iiare iimore iilikely iito iiprofit-maximize ii(charge iihigher

iiinterest iirates) iiin iiorder iito iimeet iithe iicapital iiadequacy iiratio iiguideline.

2.2.9 iiLoan iiLoss iiProvision ii(LLP) iiand iiBank iiPerformance
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Loan iiloss iiprovisions ii(LLPs) iiare iia iirelatively iilarge iiaccrual iifor iicommercial iibanks, iiand iias iisuch iihave

iia iisignificant iiimpact iion iibank iiearnings iiand iiregulatory iicapital. iiThese iiprovisions iiare iiintended iito

iiadjust iibanks' iiloan iiloss iireserves iito iireflect iiexpected iifuture iilosses iion iitheir iiloan iiportfolios

ii(Oosterbosch, ii2012). iiThis iiprovision iiis iiused iito iicover iia iivariety iiof iifactors iirelated iito iipotential iiloan

iilosses, iisuch iias iibad iiloans, iicustomer iidefaults, iiand iirenegotiated iiloan iiterms iithat iiresult iiin iilower-than-

previously iiestimated iipayments.

One iiof iithe iimost iiserious iiissues iithat iibanks iiface iiis iithe iirisk iithat iiloans iiwill iinot iibe iirepaid. iiWhen iibanks

iiexpect iicapital iilosses iito iirise, iithey iimay iimake iiprovisions iito iireduce iiearnings iifluctuations, iithereby

iistrengthening iitheir iimedium-term iisolvency ii(Pesola, ii2007). iiAccording iito iiAnandrajan, iiHasan, iiand

iiMcCarthy ii(2007), iibanks iiin iiAustralia iiuse iiloan iiloss iiprovisions iito iimanage iiearnings. iiTheir iifindings

iisuggest iithat iicommercial iibanks iiengage iiin iimore iiaggressive iiearnings iimanagement iithan iiunlisted

iicommercial iibanks. iiArellano ii(1988) iiinvestigates iiwhether iiloan iiloss iiprovisions iiwere iiused iiin iibanks

iias iia iitool iifor iiincome iismoothing. iiHe iiconcludes iithat, iiin iiaddition iito iiloan iicharge-offs, iibanks iiused

iiLLPs iito iireduce iithe iivolatility iiof iiearnings.

2.2.10 iiLoans iiand iiAdvances iiand iiBank iiPerformance

A iibanking iicompany's iimain iibusiness iiis iito iiaccept iideposits iiand iilend iimoney. iiReceiving iia iideposit iiis

iirisk-free iibecause iithe iibanker iiis iiobligated iito iirepay iithe iideposit iiwhenever iiit iiis iidemanded. iiLending,

iion iithe iiother iihand, iiis iialways iifraught iiwith iirisk iibecause iithere iiis iino iiguarantee iiof iirepayment. iiA

iibanker, iion iithe iiother iihand, iiearns iithe iimajority iiof iihis iiincome iisolely iithrough iilending. iiBecause iihe iiis
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iinot iilending iihis iiown iimoney, iia iibanker iishould iibe iiextremely iicautious iiwhen iilending. iiA iilarge iiportion

iiof iithe iimoney iilent iiis iiderived iifrom iipublic iideposits. iiThe iimajority iiof iithese iideposits iiare iirepayable iion

iidemand ii(Mithani iiet iial, ii2008).

The iicore iiactivities iiof iibanks iiare iito iimobilize iideposits iiand iithen iilend iito iiborrowers, iiwhich iicreates

iiinterest iiincome. iiThis iisource iiof iiincome iialways iiaccounts iifor iia iilarge iiproportion iiof iithe iitotal iibank

iirevenue. iiAccelerating iilending iiactivities iicould iihelp iibanks iiexpand iimarket iishares, iiincrease iiprofits

iiand iithus iiimprove iibusiness iiperformance iias iia iiwhole. iiHowever, iihigh iiloan iigrowth iitends iito

iiaccompany iipoor iilending iidecisions iiand iithereby iinegatively iiinfluences iibank iiprofitability. iiAlso iiin

iitheir iistudy, iiFoos iiet iial. ii(2010) iifind iithat iiloan iigrowth iihas iia iinegative iiimpact iion iiboth iiinterest iiincome

iiand iirisk-adjusted iiinterest iiincome, iiimplying iithat iiloan iigrowth iiis iian iiimportant iidriver iiof iibank

iiperformance. iiPaul iiet iial. ii(2016) iistudy iia iisample iiof iiboth iiprimary iiand iisecondary iidata iiof ii31 iiKenyan

iicommercial iibanks iibetween ii2011 iiand ii2015. iiThrough iirelatively iilimited iidataset, iithey iialso iipoint iiout

iithat iithe iiexpansion iiof iithe iibanks’ iiloan iiportfolio iihad iian iiinsignificantly iipositive iiimpact iion iithe iicurrent

iifinancial iiperformance iiof iibanks, iibut iihad iia iisignificantly iinegative iiimpact iion iisubsequent iiyears.

iiAnother iistudy iiis iithat iiof iiFahlenbrach iiet iial. ii(2016) iiwho iianalyse iithe iiUS iibanking iisystem iifrom ii1973

iito ii2014. iiThey iifind iithat iiduring iithis iiperiod, iibanks iihave iihigh iiloan iigrowth iiin iia iicertain iiyear iiwill iibe

iiineffective iiin iithe iithird iiyear iiafterwards, iiobserved iithrough iia iidecline iiin iiROA. iiThe iiauthors iialso

iiconclude iithat iibanks iihaving iislowly iilending iiexpansion iitend iito iihave iibetter iioutcome iithan iimassively

iigrowing iibanks. iiMore iigenerally, iia iigreat iideal iiof iiliterature iifocusing iion iithe iiimpact iiof iirapid iigrowth
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iion iiprofits iishows iithat iimore iigrowing iicompanies iihave iilower iiprofits iiin iithe iifuture. iiThe iistudy iiby iiHou

iiet iial. ii(2014) iishows iithat iicompanies iigrowing iimore iihave iilower iiprofits iithan iithose iigrow iiless.

iiPreviously, iiCooper iiet iial. ii(2008) iiconclude iithat iiasset iigrowth iiis iithe iipredictor iiof iifuture iiextraordinary

iiprofits.

2.3 iiTheoretical iiReview

This iisection iiwill iidiscuss iicredit iirisk iimanagement iiand iibank iiperformance iitheories.

2.3.1 iiCommercial iiLoans iiTheory

The iicommercial iiloan iitheory, iioften iiknown iias iithe iireal iibills iidoctrine, iiis iithe iiearliest iibanking iitheory.

iiAccording iito iithe iicommercial iiloan iitheory, iibanks iishould iionly iilend iion iishort-term, iiself-liquidating

iicommercial iipaper. iiAccording iito iiHosna iiand iiManzura ii(2009), iicommercial iiloan iitheory iiis iidesigned

iito iiexert iia iipersuasive iiinfluence iion iiboth iibank iilending iiand iigeneral iieconomic iiactivity. iiAdherence iito

iithis iitheory iistrictly iidemonstrates iithat iiit iiis iiexpected iito iibehave iias iia iimonetary iisupply iiin iiresponse iito

iichanges iiin iiaggregate iieconomic iiactivity. iiThis iiideology iiis iiquite iiprevalent iiamong iiNigerian iiDeposit-

Money iiBanks ii(DMBs). iiNigerian iibankers iifeel iithat iibecause iitheir iidepositors' iifunds iiare iirepayable iion

iishort iinotice, iithey iishould iibe iiused iito iifund iishort-term iiloans. iiKargi ii(2011) iiargued iithat iithe iistrong iities

iito iithis iinotion iiare iiquite iiconventional iiwhen iione iiconsiders iithat iiduring iithe iitheory's iidominance, iithere

iiwere iilittle iior iino iisecondary iireserve iiassets iithat iimay iihave iifunctioned iias iia iiliquidity iibuffer iifor iithe

iibank. iiAdditionally, iithis iitheory iiignores iithe iicredit iirequirements iiof iiNigeria's iiexpanding iieconomy. iiIt

iihas iinot iiprompted iibanks iito iilend iimoney iifor iithe iiacquisition iiof iiplants, iiequipment, iiland, iior iihome
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iiownership. iiTo iimaintain iithat iiall iiloans iishould iibe iiliquidated iiduring iiregular iibusiness iioperations

iidemonstrates iia iitheory's iifailure iito iiacknowledge iithe iirelative iistability iiof iibank iideposits. iiWhile

iidemand iideposits iiare iisubject iito iidemand, iinot iiall iidepositors iiare iilikely iito iidemand iipayment

iisimultaneously. iiThus, iideposit iistability iienables iia iibank iito iiextend iifunds iifor iian iiextended iilength iiof

iitime iiwithout iifear iiof iiilliquidity. iiThough iinot iiwithout iiproblems, iithe iicommercial iiloan iihypothesis, iior

iireal iibills iiconcept, iihas iiremained iia iipervasive iibanking iitheory. iiThe iistructure iiof iibank iiregulatory

iiagencies, iibank iiinspection iimethods, iiand iithe iimentality iiof iimany iibankers iiall iibear iiwitness iito iiit. iiOne

iicannot iicomprehend iicontemporary iibanking iiwithout iifirst iigrasping iithe iihistory iiof iibanking, iiand iione

iicannot iigrasp iibanking iihistory iiwithout iifirst iigrasping iithe iicommercial iiloan iitheory.

2.3.2 iiShiftability iiTheory

This iiapproach iipresupposes iithat iiassets iineed iinot iibe iirestricted iito iiself-liquidating iibills iibut iimay iialso

iibe iiheld iiin iiother iishiftable iiopen-market iiassets, iisuch iias iigovernment iisecurities ii(Moti, iiMasinde, ii&

iiMugenda, ii2004). iiIt iishould iibe iinoted iithat iithe iishiftability iiargument iidid iinot iisupplant iior iiinvalidate iithe

iicommercial iiloan iiidea. iiRather iithan iithat, iithe iishiftability iitheory iiadopted iia iibroader iiperspective iiof iithe

iibanking iisector iiby iiexpanding iithe iilist iiof iieligible iiassets iifor iibank iiownership. iiWhile iithe iishiftability

iitheory iidoes iinot iiassert iithat iicommercial iiloans iiare iiunsuitable iibank iiassets, iiit iidoes iiassert iithat iithey iiare

iinot iithe iionly iiappropriate iiasset. iiThe iishiftability iitheory iiasserts iithat iia iibank's iiliquidity iiis iicontingent

iiupon iiits iiability iito iisell iiits iiassets iiat iia iipredictable iiprice. iiThus, iiit iiis iiperfectly iiappropriate iifor iia iibank iito

iimaintain iishort-term iiopen iimarket iiinvestments iiin iiits iiasset iiportfolio. iiIt iiis iidifficult iito iideny iithat iithe
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iishiftability iitheory iihad iia iisubstantial iieffect iion iibanking iiprocedures, iias iiHosna iiand iiManzura ii(2009)

iiassert. iiWhat iiit iiaccomplished iiwas iito iishift iithe iifocus iiof iibankers iiand iibanking iiauthorities iiaway iifrom

iiloans iiand iitoward iiinvestments iias iia iisource iiof iibank iiliquidity. iiIndeed, iiproponents iiof iithe iithesis

iicontended iithat iishort-term iicommercial iiloan iiliquidity iiwas iimostly iifictitious iiin iiany iievent. iiAccording

iito iiKargi ii(2011), iithe iishiftability iitheory, iilike iithe iicommercial iiloan iitheory, iihas iia iifundamental

iiweakness. ii(In iifact, iithe iiproblem iiwas iinot iiso iimuch iiin iithe iitheory iiitself—it iiwas iiwell iirecognized iiby

iithe iisubject's iimany iiwriters—as iiit iiwas iiin iithe iibank iimanagement iipractices iito iiwhich iithe iitheory iiled.)

iiThe iitheory's iiflaw iiwas iiessentially iithis: iiwhile iia iisingle iibank iimight iiget iineeded iiliquidity iiby

iirepurchasing iiassets, iithis iiwas iinot iitrue iiof iiall iibanks iicombined.

2.3.3 iiAnticipated iiIncome iiTheory

In ii1949, iiProchnow iideveloped iia iinew iilending iitheory iidubbed ii"the iiAnticipated iiIncome iiTheory" iias iia

iiresult iiof iia iidetailed iiinvestigation. iiAccording iito iiAfriyie iiand iiAkotey ii(2011), iitheir iianalysis

iidiscovered iithat: iiIn iievery iicase, iiregardless iiof iithe iiform iiand iicharacter iiof iithe iiborrower's iibusiness, iithe

iibank iiplanned iito iiliquidate iiterm iiloans iiusing iithe iiborrower's iianticipated iiearnings. iiLiquidation iioccurs

iinot iithrough iithe iisale iiof iithe iiborrower's iiassets iias iiin iithe iicommercial iior iiconventional iitheories iiof

iiliquidity, iinor iiby iithe iitransfer iiof iithe iiterm iiloan iito iianother iilender iias iiin iithe iishiftability iitheory iiof

iiliquidity, iibut iithrough iianticipating iithe iiborrower's iiincome. iiIn iifact, iithis iiidea iipresupposes iithat iibanks

iishould iioffer iiloans iibased iion iithe iiborrower's iifuture iiincome, iirather iithan iion iihis iicurrent iivalue. iiOne

iinoteworthy iifeature iiof iithis iitheory, iias iiKolapo, iiAyeni, iiand iiOke ii(2012) iiput iiit, iiis iiits ii"future-oriented
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iiapproach" iito iibank iiloans iiand iiadvances. iiAdditionally, iiit iiis iireferred iito iias iithe ii"cash iiflow iistrategy" iito

iifinancing. iiWhen iiproperly iiunderstood, iithis iiidea iistood iiin iiopposition iito iisolely iithe iicommercial iiloan

iitheory, iinot iithe iishift iiability iitheory. iiIt iimakes iino iichallenge iito iithe iishiftability iiposition iithat iia iibank's

iiprimary iisource iiof iiliquidity iiis iiits iisecondary iireserves. iiRather iithan iithat, iiit iirefocused iiattention iion iithe

iitypes iiof iiloans iithat iia iibank iishould iimake iibut iireached iia iiresult iisignificantly iidifferent iifrom iithat

iireached iiby iiproponents iiof iithe iicommercial iiloan iitheory ii(Moti, iiMasinde, ii& iiMugenda ii(2012).

2.3.4 iiCredit iiRisk iiTheory

Anderson iiand iiSalas, ii& iiSaurina, ii(2002) iidefine iicredit iirisk iias iithe iipossibility iithat iia iiborrower iiwould

iidefault iion iiany iisort iiof iiloan iiby iifailing iito iimake iidue iipayments. iiThe iilender iibears iithe iimajority iiof iithe

iirisk, iiwhich iiincludes iilost iiprinciple iiand iiinterest. iiDisruption iiloss iican iibe iientire iior iipartial, iiand iican

iioccur iiin iia iivariety iiof iiconditions, iisuch iias iian iiinsolvent iibank iithat iiis iiunable iito iirestore iifunds iito iia

iidepositor. iiTo iimitigate iithe iilender's iirisk, iithe iilender iimay iiconduct iia iicredit iicheck iion iithe iipotential

iiborrower, iicompel iithe iiborrower iito iipurchase iisuitable iiinsurance, iisuch iias iimortgage iiinsurance, iior iiget

iithird-party iisecurity iior iiguarantees. iiIn iigeneral, iithe iigreater iithe iirisk, iithe iihigher iithe iiinterest iirate

iicharged iito iidebtors ii(Owojori, iiAkintoye, ii& iiAdidu ii(2011).

2.5 iiEmpirical iiReview

Kargi ii(2011) iiexamined iithe iieffect iiof iicredit iirisk iimanagement iion iiNigerian iibanks' iiprofitability.

iiFinancial iiratios iiwere iiextracted iifrom iithe iiannual iireports iiand iiaccounts iiof iisampled iibanks iibetween

ii2004 iiand ii2008 iiand iiexamined iiusing iidescriptive, iicorrelation, iiand iiregression iitechniques. iiCredit iirisk
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iimanagement iihas iia iimajor iiimpact iion iithe iiprofitability iiof iiNigerian iibanks, iiaccording iito iithe iiresearch.

iiIt iiconcluded iithat iibanks' iiprofitability iiis iinegatively iirelated iito iitheir iiloan iiand iiadvance, iinon-

performing iiloan, iiand iideposit iilevels, iiputting iithem iiat iisevere iidanger iiof iiilliquidity iiand iidistress.

iiAdditionally, iiDietrich, iiHess, iiand iiWanzenried ii(2014) iifind iia iinegative iiassociation iibetween iicredit

iirisk iimanagement iiand iibank iiprofitability iiin iitheir iistudy iiestimating iicredit iirisk iiusing iithe iiloan iiloss

iiprovisions iiover iitotal iiloans iiratio.

Moti, iiMasinde, iiand iiMugenda ii(2012) iiexamined iithe iieffect iiof iia iibank's iispecific iirisk iicharacteristics

iiand iithe iibroader iibanking iienvironment iion iithe iiperformance iiof ii43 iideposit iimoney iibanks iioperating iiin

iisix iiGulf iiCooperation iiCouncil ii(GCC) iimember iinations iifrom ii1998 iito ii2008. iiUsing iiregression

iianalysis, iithey iidetermined iithat iibad iidebts iior iicredit iirisks, iiliquidity iirisk, iiand iicapital iirisk iiare iithe iimajor

iifactors iiaffecting iibank iiperformance iiwhen iiprofitability iiis iimeasured iiin iiterms iiof iireturn iion iiassets,

iiwhile iiliquidity iirisk iiis iithe iionly iirisk iiaffecting iiprofitability iiwhen iiprofitability iiis iimeasured iiin iiterms

iiof iireturn iion iiequity.

Kolapo, iiAyeni, iiand iiOke ii(2012) iiconducted iian iiempirical iistudy iiof iithe iiquantitative iiinfluence iiof

iicredit iirisk iimanagement iion iithe iiperformance iiof iiNigerian iideposit iimoney iibanks iibetween ii2000 iiand

ii2010. iiProfitability iiis iiquantified iiusing iireturn iion iiassets, iiwhile iicredit iirisk iiis iiquantified iiusing iithe

iiratio iiof iinon-performing iiloans iito iitotal iiloans iiand iiadvances, iitotal iiloans iiand iiadvances iito iitotal iideposit,

iiand iiloan iiloss iiprovision iito iicategorized iiloans. iiTheir iifindings iiindicate iithat iicredit iirisk iimanagement

iihas iia iicomparable iieffect iiacross iibanks iiin iiNigeria iiand iithat iiincreased iinon-performing iiloans iiand



42

iiprovision iifor iiloan iilosses iilower iiprofitability. iiAdditionally, iithe iistatistics iiindicate iithat iiincreasing

iioverall iiloans iiand iiadvances iiincreases iiprofitability.

Ndifon iiand iiUbana ii(2014) iiexamined iithe iiinfluence iiof iicapital iisufficiency iion iithe iiprofitability iiof

iiNigerian iideposit iimoney iibanks iiusing iia iicase iistudy iiof iifive iiselected iibanks. iiThe iiempirical iistudy

iispanned iithe iiyears ii1981 iito ii2011. iiThe iistudy iigathered iidata iifrom iisecondary iisources, iiincluding

iiannual iireports iiand iifinancial iistatements iiof iiselected iibanks, iias iiwell iias iithe iiCentral iiBank iiof iiNigeria's

ii(CBN) iistatistical iibulletin. iiThe iistudy iiused iithe iiEngle iiand iiGranger iitwo-step iicointegration iiapproach.

iiCapital iiadequacy iiwas iifound iito iibe iia iikey iifactor iiin iiexplaining iibanks' iiReturns iion iiAssets ii(ROA),

iiwhich iiis iia iimeasure iiof iia iibank's iiprofitability. iiThe iipositive iiand iistrong iiassociation iibetween iicapital

iiadequacy iiand iibank iiprofitability iiindicates iithat iibanks iiwith iimore iiequity iicapital iiare iiregarded iito iibe

iimore iisecure, iiwhich iican iitranslate iiinto iiincreased iiprofitability. iiA iibank's iiprofitability iiis iidirectly

iiproportional iito iiits iicapital iiratio.

Idowu iiand iiAwoyemi ii(2014) iiconducted iiresearch iion iithe iieffect iiof iicredit iirisk iimanagement iion iithe

iiperformance iiof iiNigeria's iideposit iimoney iibanks. iiSeven iideposit iimoney iibanking iiorganizations'

iifinancial iireports iiwere iianalyzed iiover iia iiseven-year iiperiod ii(2005–2011). iiThe iimodel iiwas iiestimated

iiusing iia iipanel iiregression iiapproach. iiReturn iion iiEquity ii(ROE) iiand iiReturn iion iiAssets ii(ROA) iiwere

iiutilized iias iiperformance iiindicators iiin iithe iimodel, iiwhereas iiNon-Performing iiLoans ii(NPL) iiand

iiCapital iiAdequacy iiRatio ii(CAR) iiwere iiemployed iias iicredit iirisk iimanagement iiindicators. iiCredit iirisk
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iimanagement iihas iia iimajor iiimpact iion iithe iiprofitability iiof iideposit iimoney iiinstitutions iiin iiNigeria,

iiaccording iito iithe iidata.

Adeusi, iiAkeke, iiObawale, iiand iiOladunjoye ii(2014) iiexamined iithe iirelationship iibetween iicredit iirisk

iimanagement iitechniques iiand iifinancial iiperformance iiof iibanks iiin iiNigeria. iiSecondary iidata iiwere

iigathered iifrom iifour iiyears iiof iiprogressive iiannual iireports iiand iifinancial iistatements iiof iiten iibanks, iiand

iian iiestimating iitechnique iibased iion iipanel iidata iiwas iiused. iiThe iiconclusion iiimplies iian iiinverse iilink

iibetween iibank iifinancial iiperformance iiand iidubious iiloans, iiwith iia iipositive iiand iisignificant iicapital

iiasset iiratio. iiSimilarly, iiit iiimplies iithat iithe iigreater iithe iiamount iiof iimoney iimanaged iiby iibanks, iithe iibetter

iithe iiperformance. iiThe iistudy iiestablishes iia iisignificant iiconnection iibetween iibank iiperformance iiand

iicredit iirisk iimanagement. iiAs iia iiresult, iibanks iimust iiexercise iicautious iicredit iirisk iimanagement iiin iiorder

iito iisafeguard iiinvestors' iiinterests.

Kayode, iiObamuyi, iiOwoputi, iiand iiAdeyefa ii(2015) iiexamine iithe iieffect iiof iicredit iirisk iion iithe

iiperformance iiof iiNigerian iibanks. iiThe iirandom iieffect iimodel iiframework iiwas iiused iito iiestimate iia iipanel

iiof iisix iibanks iifrom ii2000 iito ii2013. iiCredit iirisk iiis iifound iito iibe iinegatively iiand iisignificantly iicorrelated

iiwith iibank iiperformance iias iiassessed iiby iireturn iion iiassets ii(ROA). iiThis iiimplies iithat iihigher iicredit iirisk

iiexposure iiaffects iibank iiprofitability. iiAdditionally, iithey iidiscovered iithat iitotal iiloan iihad iia iifavorable

iiand iistatistically iisignificant iieffect iion iibank iiperformance.

Uwuigbe, iiUwuigbe, iiand iiBabajide ii(2015) iiexamined iithe iiimpact iiof iicredit iimanagement iion iithe

iiperformance iiof iiNigerian iibanks. iiTo iiaccomplish iithe iistudy's iiaims, iithe iiaudited iiannual iifinancial
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iistatements iiof iipublicly iitraded iibanks iifrom ii2007 iito ii2011 iiwere iistudied. iiThe iistudy iiemployed iiboth

iidescriptive iistatistics iiand iieconometric iianalysis iito iiestimate iithe iiregression iiequation, iiutilizing iithe

iipanel iilinear iiregression iimethodology iiwith iiperiodic iiand iicross iisectional iidata. iiWhile iithe iiratio iiof iinon-

performing iiloans iiand iibad iidebt iihas iia iiconsiderable iinegative iiinfluence iion iibank iiperformance iiin

iiNigeria, iithe iiassociation iibetween iisecured iiand iiunsecured iiloan iiratios iiand iibank iiperformance iiis iinot

iisignificant.

Ali ii(2015) iievaluated iithe iieffect iiof iicredit iirisk iimanagement iion iithe iifinancial iiperformance iiof

iiJordanian iideposit iimoney iibanks iifrom ii2005 iito ii2013. iiThirteen iideposit iimoney iibanks iiwere iichosen iito

iirepresent iithe iioverall iiperformance iiof iiJordanian iideposit iimoney iibanks. iiTwo iimathematical iimodels

iiwere iideveloped iito iiquantify iithis iirelationship. iiThe iiresearch iidiscovered iithat iicredit iirisk iimanagement

iihad iia iipositive iieffect iion iithe iifinancial iiperformance iiof iiJordanian iideposit iimoney iiinstitutions iias

iiassessed iiby iiROA iiand iiROE. iiAdditionally, iithe iiresearch iisuggests iithat iithe iicredit iirisk iimanagement

iiindicators iiexamined iiin iithis iistudy iihave iia iiconsiderable iiimpact iion iithe iifinancial iiperformance iiof

iiJordan's iideposit iimoney iiinstitutions.

The iiinfluence iiof iicredit iirisk iimanagement iion iibank iiperformance iiin iiNigeria iiwas iiexplored iiby iiOlawale,

iiTomola, iiJames, iiand iiFelix ii(2015). iiThey iianalyzed iidata iifrom iisix iiDeposit iiMoney iiBanks iifrom ii2000

iito ii2013 iiusing iia iidynamic iipanel iimodel. iiThe iifindings iiindicate iithat iiprofit iipersistence iiis iilow iiin

iiNigerian iibanks. iiIt iirevealed iia iistatistically iisignificant iinegative iicorrelation iibetween iicredit iirisk iiand

iibank iiprofitability. iiThis iimeans iithat iia iibank's iigreater iiexposure iito iicredit iirisk iimanagement iihas iia
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iidetrimental iieffect iion iiearnings. iiAdditionally, iithey iidiscovered iia iipositive iiand iisubstantial

iirelationship iibetween iitotal iiloan iiand iibank iiprofitability.

Sujeewa ii(2015) iiexamined iithe iieffect iiof iicredit iirisk iimanagement iion iithe iiperformance iiof iiSri iiLankan

iideposit iimoney iiinstitutions. iiThe iirelationship iibetween iicredit iirisk iimanagement iiand iiperformance

iiwas iiexamined iiusing iipanel iidata iifrom iiselected iibanks iiduring iia iifive-year iiperiod iifrom ii2009 iito ii2013.

iiThe iiReturn iion iiAssets ii(ROA) iiwas iiused iias iia iiperformance iiindicator, iiwhile iithe iiLoan iiProvision iito

iiTotal iiLoans ii(LP/TL), iithe iiLoan iiProvision iito iiNon-Performing iiLoans ii(LP/NPL), iithe iiLoan iiProvision

iito iiTotal iiAssets ii(LP/TA), iiand iithe iiNon-Performing iiLoans/Total iiLoans ii(NPL/TL) iiratios iiwere iiused

iias iicredit iirisk iiindicators. iiAdditionally, iiusing iiE-views iisoftware, iia iiregression iimodel iiwas iiutilized iito

iidetermine iithe iilink iibetween iiloan iiamounts, iinon-performing iiloans, iiand iiprofitability iiover iithe iistudy

iiperiod. iiAs iia iiresult, iinon-performing iiloans iiand iiprovisions iihave iia iidetrimental iieffect iion iiprofitability.

Peter iiLydnon iiand iiEbitare ii(2016) iiinvestigated iithe iieffect iiof iinon-performing iiloans iion iibank

iiperformance iiin iiNigeria iifrom ii1994 iito ii2014. iiSecondary iidata iiwas iigathered iifrom iireputable iisources

iisuch iias iithe iiCBN, iithe iiNDIC, iiand iithe iiannual iireports iiof iiNigeria's iipublicly iitraded iibanks. iiTo iicapture

iithe iilink iibetween iithe iivariables iiidentified, iia iimultiple iiregression iimodel iiwas iideveloped. iiThe iistudy

iianalyzed iidata iiusing iiaugmented iiDickey iiFuller ii(ADF) iiunit iiroot iitests, iidescriptive iistatistics, iiand

iimultiple iiregression. iiThe iiUnit iiRoot iitest iidemonstrates iithat iiall iirelevant iivariables iiwere iiintegrated iito

iiorder ii1(1) iiand iiwere iistationary iiat iifirst iidifferencing. iiThe iifindings iiof iithe iimultiple iiregression

iianalysis iiindicate iithat iiDOL iiand iiBAL iihad iia iistatistically iisignificant iinegative iieffect iion iiROCE,
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iiwhereas iiSUL iihad iia iistatistically iinegligible iinegative iieffect iion iiROCE. iiIt iihas iibeen iidemonstrated

iiempirically iithat iinon-performing iiloans iihave iia iidetrimental iieffect iion iibank iiperformance iiin iiNigeria.

iiThe iiaggregate iiimplication iiof iithese iifindings iiis iithat iiany iiincrease iiin iithe iivolume iiof iinon-performing

iiloans iiwill iieventually iilower iibank iiprofitability iiin iiNigeria.

Saeed iiand iiZahid ii(2016) iiexamined iithe iieffect iiof iicredit iirisk iimanagement iion iithe iiprofitability iiof iifive

iiof iithe iilargest iideposit iimoney iibanks iiin iithe iiUnited iiKingdom. iiTwo iidependent iivariables iiwere iiused iito

iidetermine iiprofitability: iiROA iiand iiROE, iiwhereas iitwo iivariables iiwere iiused iito iidetermine iicredit iirisk

iimanagement: iinet iicharge iioff ii(or iiimpairments) iiand iinonperforming iiloans. iiMultiple iistatistical

iievaluations iiof iibank iidata iifrom ii2007 iito ii2015 iiwere iidone iito iispan iithe iifinancial iicrisis iiperiod. iiCredit

iirisk iiindicators iiwere iifound iito iihave iia iipositive iicorrelation iiwith iibank iiprofitability.

Egide iiand iiPaul ii(2017) iiinvestigated iithe iiinfluence iiof iicredit iirisk iimanagement iion iithe iiperformance iiof

iiRwandan iideposit iimoney iiinstitutions. iiAccording iito iithe iifindings iiof iithe iistudy, iicredit iirisk

iimanagement iimonitoring iimay iibe iiused iito iiensure iithat iicredit iirisk iimanagement iipractices iiare iiin iiline,

iiand iiadequate iirisk iimonitoring iialso iiassists iibank iimanagement iiin iidetecting iierrors iiat iian iiearly iistage.

iiAs iia iiresult, iithe iistudy iiindicated iithat iicredit iirisk iimanagement iihad iia iifavorable iiimpact iion iithe iifinancial

iiperformance iiof iiRwandan iideposit iimoney iiinstitutions. iiThis iisuggests iithat iilow iiasset iiquality iior iia iihigh

iiratio iiof iinon-performing iiloans iito iitotal iiassets iiis iiassociated iiwith iibad iibank iiperformance.

Over iia ii5-year iiperiod, iiEL-Maude, iiAbdul-Rahman, iiand iiIbrahim ii(2017) iiinvestigated iithe

iirelationship iibetween iibank iispecific iiand iimacroeconomic iideterminants iiof iinon-performing iiloans iiin
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iiNigerian iideposit iimoney iiinstitutions ii(2010 iito ii2014). iiOn iia iicross-sectional iibasis, iia iisample iiof ii10

iibanks iiamong iithe ii15 iilisted iion iithe iiNigerian iiStock iiExchange ii(NSE) iiwas iistudied. iiThe iistudy

iiemployed iia iinon-survey iiresearch iidesign iiusing iisecondary iidata iiderived iifrom iithe iibank's iiannual

iireports iiand iiaccounts, iithe iiCentral iiBank iiof iiNigeria ii(CBN), iiand iithe iiNigerian iiStock iiExchange iifact

iibook. iiDescriptive iistatistics, iicorrelation iicoefficients, iiand iimultiple iiregressions iiwere iiused iito

iiexamine iithe iidata. iiStata ii(version ii12) iiwas iiutilized iias iia iistatistical iitool iifor iidata iianalysis iias iia iiresult.

iiThe iifindings iishow iia iipositive iisignificant iirelationship iibetween iinon-performing iiloans, iiloan iito

iideposit, iiand iibank iisize; iia iipositive iiinsignificant iirelationship iibetween iicapital iiadequacy iiratio iiand

iiinflation; iiand iia iinegative iiinsignificant iirelationship iibetween iireturn iion iiasset iiand iithe iirate iiof iinon-

performing iiloans.

Daniel ii(2017) iiused iia iiMultiple iiLinear iiRegression iiModel iito iianalyze iithe iiassociation iibetween

iiliquidity iimanagement iiand iithe iiperformance iiof iiNigerian iideposit iimoney iibanks iifrom ii1986 iito ii2011.

iiAccording iito iithe iifindings iiof iithe iianalysis, iithere iiis iia iiconsiderable iirelationship iibetween iiliquidity

iimanagement iiand iithe iiperformance iiof iiNigerian iideposit iimoney iiinstitutions. iiAccording iito iithe iistudy,

iiprofitability iiin iiterms iiof iireturn iion iiequity iiis iimaximized iiat iithe iioptimal iiliquidity iilevel iiwhen iicosts iiare

iiefficient. iiBank iiprofit iimaximization, iion iithe iiother iihand, iiis iidependent iion iithe iibusiness iimodel iiused

iiby iieach iibank, iias iiwell iias iiits iicash iiinflow iiand iieconomic iistate. iiBased iion iithe iifindings iiof iithis iistudy, iiwe

iican iiconclude iithat iiilliquidity iiand iiexcess iiliquidity iirepresent ii"financial iidifficulties" iithat iican iiquickly

iiwear iidown iithe iibank's iireturn iibase, iias iiboth iihave iian iiimpact iion iibank iiperformance.
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Njoku, iiEzeudu, iiand iiIfeanyichukwu ii(2017) iiinvestigated iithe iiimpact iiof iicredit iirisk iimanagement iion

iithe iiperformance iiof iiNigerian iideposit iimoney iiinstitutions. iiFor iiseven iiyears ii(2005 ii– ii2011), iifinancial

iirecords iifrom iiseven iideposit iimoney iibanking iiorganizations iiwere iianalyzed. iiFor iimodel iiestimation,

iithe iipanel iiregression iimodel iiwas iiused. iiReturn iion iiEquity ii(ROE) iiand iiReturn iion iiAsset ii(ROA) iiwere

iiutilized iias iiperformance iiindicators iiin iithe iimodel, iiwhile iiNon-Performing iiLoans ii(NPL) iiand iiCapital

iiAdequacy iiRatio ii(CAR) iiwere iiemployed iias iicredit iirisk iimanagement iiindicators. iiThe iifindings

iirevealed iithat iicredit iirisk iimanagement iihas iia iimajor iiimpact iion iithe iiprofitability iiof iiNigerian iideposit

iimoney iiinstitutions.

Amahalu, iiObi, iiChidoziem, iiand iiAbiahu ii(2017) iiexplored iithe iirelationship iibetween iiloan

iimanagement iiand iifinancial iiperformance iiwith iia iifocus iion iideposit iimoney iibanks iireviewed iion iithe

iifloor iiof iithe iiNigerian iistock iiexchange iifrom ii2010 iito ii2015. iiThe iistudy iirelied iion iisecondary iidata

iigathered iifrom iifact iibooks, iiannual iireports, iiand iiaccounts iiof iiNigeria's iilisted iideposit iimoney

iiinstitutions. iiThe iirelevant iidata iiobtained iiwere iistatistically iianalyzed iiusing iiSTATA ii13, iiPearson

iicoefficient iiof iicorrelation, iiand iimultiple iiregression iianalysis, iiwhich iirevealed iithat iithere iiis iia iipositive

iiand iistatistically iisignificant iirelationship iibetween iiloan iimanagement ii(Proxied iiby iiNon-Performing

iiLoan ii& iiDeposit) iiand iifinancial iiperformance ii(ROA, iiEarnings iiPer iiShare ii(EPS), iiDividend iiPer iiShare

ii(DPS) iiof iiquoted iideposit iimoney iibanks iiin iiNigeria.

Taiwo, iiAchugamonu, iiAdetiloye, iiOkoye, iiand iiAgwu ii(2017) iiinvestigated iithe iiinfluence iiof iicredit iirisk

iimanagement iion iithe iiperformance iiof iiNigeria's iiDeposit iiMoney iiBanks ii(DMBs) iiand iibank iiloan
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iigrowth iiduring iia ii17-year iiperiod ii(1998- ii2014). iiSecondary iidata iifor iiempirical iianalysis iiwas iigathered

iifrom iithe iiCBN iiStatistical iiBulletin ii2014 iiand iithe iiWorld iiBank ii(WDI) ii2015. iiThe iitime iiseries iidata iiwas

iianalyzed iiusing iia iimultiple iilinear iiregression iimodel iiin iithis iistudy. iiThe iiresults iidemonstrated iithat iisolid

iicredit iimanagement iipractices iican iiraise iiinvestor iiand iisaver iiconfidence iiin iibanks, iiresulting iiin iia iirise iiin

iifunds iifor iiloans iiand iiadvances, iiwhich iileads iito iihigher iibank iiprofitability.

Adegbie iiand iiDada ii(2018) iiexamined iithe iiimpact iiof iirisk iiasset iiand iiliquidity iimanagement iion iithe

iilong-term iiperformance iiof iiNigerian iideposit iimoney iibanks. iiThe iistudy iiincluded iiboth iiex-post iifactor

iiand iisurvey iiresearch iiapproaches. iiThe iiStatistical iiPackage iifor iiSocial iiSciences iiwas iiutilized iifor iithe

iistudies, iiwhich iiincluded iiboth iidescriptive iistatistics iiand iiregression iianalysis. iiThe iifindings iirevealed

iithat iithere iiare iistrong iicorrelations iibetween iirisk iiasset iimanagement, iiliquidity iimanagement, iiand iilong-

term iisuccess iiin iiNigerian iideposit iimoney iibanks. iiThe iisurvey iistated iithat iiexcellent iirisk iiasset

iimanagement iiand iiliquidity iimanagement iicontinue iito iibe iithe iinuclear iiof iithe iibanking iiindustry iiin iiorder

iito iiensure iilong-term iiperformance. iiThe iireport iiadvised iithat iithe iiregulatory iiauthority iienforce

iimonetary iipolicy iicompliance; iiand iithat iibanks iiimplement iieffective iiand iiquality iirisk iiasset iiand

iiliquidity iimanagement iiin iiorder iito iiensure iifinancial iistability iiand iisustainability.

Okere, iiIsiaka, iiand iiOgunlowore ii(2018) iiinvestigated iithe iirelationship iibetween iirisk iimanagement iiand

iithe iifinancial iiperformance iiof iiNigerian iideposit iimoney iiinstitutions. iiThe iicomputed iicoefficients iiof

iithe iivariables iinon-performing iiloans, iicapital iiadequacy iiratio, iiand iileverage iiratio iireveal iia iisignificant

iiassociation iiwith iideposit iimoney iibank iiperformance, iiwhile iiloan iideposit iiratio iihas iino iisignificant
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iieffect iion iifirm's iifinancial iiperformance iiin iiNigeria. iiThe iistudy's iifindings iirevealed iia iisignificant iidirect

iiassociation iibetween iicredit iirisk iimanagement iiand iithe iifinancial iiperformance iiof iiNigeria's iideposit

iimoney iiinstitutions. iiWith iithe iiexception iiof iileverage ii(LEV), iiall iiother iivariables iiindicate iia iipositive

iilink iiwith iibank iiperformance.

Adegbie iiand iiAdebanjo ii(2020) iiexamined iithe iieffect iiof iicredit iirisk iimanagement iion iifinancial iistability

iiof iideposit iimoney iibanks iiin iiNigeria; iispecifically iiassessing iithe iirelationship iibetween iicredit iirisk

iimanagement iiand iifinancial iistability iiand iiestablishing iithe iilevel iiof iicredit iirisk iimeasures iito iibe iiput iiin

iiplace iito iiensure iifinancial iistability iiof iideposit iimoney iibanks iiin iiNigeria. iiThe iistudy iiadopted iiex-post

iifacto iiresearch iidesign. iiDescriptive iiand iiinferential iistatistics ii(multiple iiregression) iiwere iiused iito

iianalyze iithe iiresult. iiThe iifindings iirevealed iithat iiasset iiquality iirepresented iiby iinon-performing iiloan iito

iigross iiloan iiratio ii(NLPR), iiTotal iirisk iiAsset iito iitotal iiasset iiratio ii(TRAR), iiLoan iiLoss iiProvision iito iitotal

iiloan iiratio ii(LLPR) iiand iiTotal iiLoan iito iitotal iideposit iiratio ii(TLDR), iiall iihad iia iisignificant iieffect iion iithe

iivariables iiof iiFinancial iiStability iiwhich iiare; iiDebt-to-Shareholders iiFund iiF ii(99)=11.17, iiAdj. iiR2=

ii0.2419, iip ii< ii0.10, iiCapital iiAdequacy iiRatio iiF(99) ii= ii20.77, iiAdj. iiR2= ii0.0490, iip ii< ii0.10, iiFixed iiDeposit

iiCover iiF(99) ii= ii8.95, iiAdj. iiR2= ii0.165, iip ii< ii0.10 iiand iihad iijoint iiinsignificant iieffect iion iiLiquidity iiRatio

iiF(99)=1.31, iiAdj. iiR2= ii0.486, iip> ii0.10 iiof iideposit iimoney iibanks iiin iiNigeria.

Adeniyi, iiOpeyemi, iiKamar, iiand iiEmeje ii(2021) iiexamined iithe iiinfluence iiof iicredit iirisk iimanagement

iion iideposit iimoney iiinstitutions' iiperformance iiin iiNigeria. iiThe iiinfluence iiof iicredit iirisk iion iibank

iiperformance iiin iiNigeria iiwas iiestimated iiusing iipanel iieconometric iiapproaches. iiAccording iito iithe



51

iistudy, iia iipercentage iichange iiin iiequity iior iishareholder iifunds iiincreases iiprofitability ii(ROA) iiby iiaround

ii19 iipercent. iiAdditionally, iiit iiwas iidiscovered iithat iia iichange iiin iithe iiloan-to-deposit iiratio iireduces

iiprofitability iiby ii3%, iiwhereas iia iichange iiin iithe iinon-performing iiloan iiratio iiboosts iiprofitability iiby ii7%.

Ndubuisi ii(2021) iistudied iithe iiinfluence iiof iicredit iirisk iimanagement iimethods iion iithe iiprofitability iiof

iiselected iideposit iimoney iibanks iiin iiNigeria iifrom ii2010 iito ii2019. iiThe iiresults iiof iithe iitransformed

iirandom iieffects-generalized iileast iisquares iiregression iiindicated iithat iiincreasing iiloan iiloss iiprovisions

iihad iia iidetrimental iiinfluence iion iithe iiprofitability iiof iithe iiselected iiDomestic iiSystemically iiImportant

iiBanks iiin iiNigeria, iias iidemonstrated iiby iiits iisignificance iiat ii5%. iiHowever, iithe iiratio iiof iinon-performing

iiloans iito iitotal iiloans iiand iiadvances iiwas iijudged iiinconsequential iiat ii1% iiand ii5%, iiimplying iithat iinon-

performing iiloans iierode iithe iiprofitability iiof iiNigeria's iiDomestic iiSystemically iiImportant iiBanks,

iireiterating iithe iiview iiestablished iiby iiprior iicountry-based iiresearch. iiCapital iiAdequacy iiRatios iiof ii1%

iiand ii5% iiwere iidetermined iito iibe iisignificant, iiimplying iithat iiadequate iibank iicapital iiboosts iithe

iiprofitability iiof iiselected iiD-SIBs iiin iiNigeria.
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CHAPTER iiTHREE

METHODOLOGY

3.1 iiIntroduction ii

This iichapter iipresents iithe iimethodology iiwhich iiwill iibe iiused iiin iithe iistudy. iiMethodology iiof iithe iistudy

iiis iiall iiabout iithe iiprocedures iiemployed iito iicarry iiout iia iiresearch iiwork. iiIt iispells iiout iithe iinature iiof iithe

iiresearch iidesign, iipopulation iiof iithe iistudy, iisampling iitechniques, iimethods iiof iidata iicollection iiand

iitools iifor iidata iianalysis iiamong iiothers.

3.2 iiResearch iiDesign ii

The iiex-post iifacto iiresearch iidesign iiwill iibe iiused iiin iithis iistudy. iiEx-post iifactor, iiaccording iito

iiAkuezuilo ii(2002), iiseeks iito iidiscover iithe iifactors iiassociated iiwith iispecific iioccurrences, iioutcomes,
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iiconditions, iior iitypes iiof iibehavior iiby iianalyzing iipast iievents iior iialready iiexisting iiconditions iiin iiorder iito

iipredict iifuture iioutcomes. iiThe iiadvantages iiand iidependability iiof iithe iiresults iiassociated iiwith iithis

iiresearch iiapproach iiled iito iiits iiselection. iiKerlinger ii(1986) iiargues iithat iian iiexpost iifacto iidesign iiis

iiempirical iiin iinature iidue iito iithe iinature iiof iithe iidata iicollected. iiAn iiempirical iiresearch iimethod iibridges

iithe iitheoretical iifoundations iiof iimodels iiwith iitheir iipractical iiapplication.

3.3 iiPopulation iiof iithe iiStudy ii

The iipopulation iifor iithe iipurpose iiof iithis iistudy iiis iithe iitotal iinumber iiof ii24 iideposit iimoney iibanks ii(Jaiz

iiBank iiinclusive) iilicensed iiby iithe iiCentral iiBank iiof iiNigeria iito iicarry iiout iibanking iioperations. ii

3.4 iiSample iiSize iiand iiSampling iiTechnique

The iisample iiof iithis iistudy iiis iirestricted iito iifive(5) ideposit iimoney iibanks iilisted iion iithe iifloor iiof iithe

iiNigerian iiExchange iiLimited. iiThe iichoice iiof iithis iisample iisize ii(listed iibanks) iiis iito iiensure iiuniformity

iiof iidata iias iilisted iifirms iiare iicompelled iito iipublish iitheir iistatements iiwithin iicertain iiduration, iiand iifailure

iito iido iiso iiattracts iipenalties. iiTherefore, iithis iistudy iiadopts iithe iicensus iisampling iitechnique iiby iitaking

iithe iitotal iisum ii(5) iiof iilisted iideposit iimoney iibanks iias iiits iisample iisize.

3.5 iiSources ii

For iithe iipurpose iiof iithis iistudy, iionly iisecondary iisource iiof iidata iicollection iiwill iibe iiutilized. iiAll iithe

iicredit iirisk iimanagement iivariables iiand iibank iiperformance iiindicator ii(ROA) iiwill iibe iiobtained iifrom
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iiannual iifinancial iireports iiof iideposit iimoney iibanks iiand iiNigerian iiExchange iiLimited iifact-book iifor iithe

iiperiod ii2005 iito ii2020. ii ii

3.6 iiTheoretical iiFramework iiand iiModel iiSpecification ii

This iiresearch iiwill iibe iibased iion iicommercial iiloan iitheory. iiThe iicommercial iiloan iitheory, iioften iiknown

iias iithe iireal iibills iidoctrine, iiis iithe iiearliest iibanking iitheory. iiAccording iito iithe iicommercial iiloan iitheory,

iibanks iishould iionly iilend iion iishort-term, iiself-liquidating iicommercial iipaper. iiAccording iito iiHosna,

iiManzura iiand iiJuanjuan ii(2009), iicommercial iiloan iitheory iiis iidesigned iito iiexert iia iipersuasive iiinfluence

iion iiboth iibank iilending iiand iitheir iiperformance. iiAdherence iito iithis iitheory iistrictly iidemonstrates iithat iiit

iiis iiexpected iito iibehave iias iia iimonetary iisupply iiin iiresponse iito iichanges iiin iiaggregate iieconomic iiactivity. ii

In iithis iistudy, iiregression iianalysis iiwill iibe iiused iito iiexamine iithe iirelationship iibetween iicredit iirisk

iimanagement iiand iibank iiperformance iiin iiNigeria. iiThe iimultiple iilinear iiregression iianalysis iimodel

iiwhich iiwould iibe iiused iiis iigiven iias iifollows; ii

ROAit= ii(NPLit, iiCARit, iiLAit, iiLLPit) ii………………………………………..………….. ii(1) ii

This iimodel iiwas iifurther iitransformed iiinto iian iieconometric iimodel iiwith iithe iiintroduction iiof iiinterest

iirate iias iia iicontrol iivariablein iiequation ii(2) iibelow:

ROAit=�+ iiβ1NPLit+ iiβ2CARit+ iiβ3LAit+ iiβ4LLPit ii+ iiεit ii…….…….........…….……………(2) ii

Where: ii
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�= iiconstant iirepresent iivalue iiof iiROA iiwhen iiall iiothers iiexplanatory iivariables iiare iiheld iiconstant ii

β1- iiβ4=Coefficient iiof iithe iiexplanatory iivariables iiεit= iierror iiterm iiof iibank iii iiat iitime iit ii

ROAit= iiReturn iion iiasset iiof iibank iii iiat iitime iit ii ii

NPLit= iiNon iiperforming iiloans iiof iibank iii iiat iitime iit, iias iiour iiindependent iivariable ii1

CARit= iiCapital iiAdequacy iiRatio iiof iibank iii iiat iitime iit, iias iiour iiindependent iivariable ii2 ii

LAASit ii= iiLoans iiand iiAdvances iiof iibank iii iiat iitime iit, iias iiour iiindependent iivariable ii3 ii

LLPit= iiLoan iiLoss iiProvision iiof iibank iii iiat iitime iit, iias iiour iiindependent iivariable ii4

Apriori iiExpectation ii= iiβ1<0; iiβ2-4>0

3.7 iiMeasurement iiof iithe iiVariables ii ii ii ii ii ii

Variables Variable
Type

Measurement Source

Return iion iiAsset Dependent Calculated iiby iidividing iia iifirm's iinet
iiincome iiby iithe iiaverage iiof iiits iitotal
iiassets

Elsayed ii(2013)

Nonperforming
iiLoans iiRatio ii

Independent Non-performing iiloans iidivided iiby
iigross iiloans ii

iiUgoani ii(2015)

Capital iiAdequacy
iiRatio ii

Independent Bank iiTier-1 iicapital iiDivided iiTotal
iiRisk iiWeighted iiAsset. ii

Tabari, iiAhmadi iiand
iiEmami ii(2013)

Loans iiand
iiAdvances ii

Independent Gross ii Loans ii Divided ii by ii

Total iiAsset ii
Musyoki iiand
iiKadubo ii(2012)

Loans iiLoss
iiProvision ii

Independent Loans iiLoss iiProvision iidivided iiby iigross
iiLoans ii

Tabari, iiAhmadi iiand
iiEmami ii(2013) ii

Source: iiResearcher iiCompilation iifrom iithe iiLiterature ii(2020). ii
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3.8 iiMethod iiof iiData iiAnalysis ii

In iianalyzing iithe iirelationship iibetween iicredit iirisk iimanagement iiand iibank iiperformance iiin iiNigeria,

iithe yyiicross iisectional iidata. iiHowever, iithe iiHausmann iitest iiwill iibe iiconducted iito iiascertain iiwhich iipanel

iiregression ii(fixed iieffect iipanel iiregression iior iirandom iieffect iipanel iiregression) iiis iiappropriate iifor

iianalysis. iiWhile, iithe iiPearson iicorrelation iiwill iialso iibe iiused iito iimeasures iithe iidegree iiof iiassociation

iibetween iivariables iiunder iiconsideration. iiPreliminary iitest iisuch iias iidescriptive iistatistics iiand iiunit iiroot

iitest iiwill iibe iiconducted iito iiascertain iithe iinormality iiand iistationarity iiof iithe iidata iifor iithe iistudy.

CHAPTER FOUR

DATA PRESENTATION AND ANALYSIS

4.1 Introduction

In this chapter, we focused on the carrying out the empirical analysis of the study. This involves

the presentation and analysis of the data used for the empirical evaluation of this study. The aim

of this analysis is to verify the working hypothesis of the study with reference to the impact of

credit risk on banks’ performance in Nigeria. The analysis involves the use of econometric

methods in order to provide a rich background for the investigation.

In order to provide a robust analysis, the summary statistics for the data used are reported as

background to the empirical analysis. The descriptive statistics provide the initial characteristics
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of the data. As explained in the previous chapter, the Panel Data Analysis method is employed in

the econometric analysis.

4.2. Descriptive Statistics

The descriptive statistics for the annualized data series are presented in Table 4.1. It shows that

average values as well as first and second moments of the data distribution. The mean value of

the DMB performance for the period of the study is 0.02851. This shows that the average

performance for the period is positive and very low.

The standard deviation value of 0.0543 indicates that the risk level in the banking sector is

generally higher than the expected returns. This is corroborated by the maximum and minimum

values which are generally close to the average and show little variations of time. This implies

that the banking sector performance has remained fairly static irrespective of the era since 2011.

The data distribution is however negatively skewed and indicates that the value for most of the

years were actually more than the reported mean value. The J-B value of 2029.732 is highly

significant and indicates that the series are normally distributed over the period.

Table 4.1: Descriptive Statistics

ROA NPLR CADR LEVERAGE LLPR
Mean 0.028510 0.098298 21.02347 3.354642 0.048133
Median 0.017203 0.077300 20.20000 1.940000 0.032367
Maximum 0.355354 0.542000 47.00000 15.47000 0.173800
Minimum -0.092741 -0.032205 3.720000 -0.606667 -0.021389
Std. Dev. 0.054330 0.090022 6.941833 3.226557 0.044451
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Skewness 3.828804 1.625292 1.337840 1.136498 1.086825
Kurtosis 21.63619 7.135910 5.930050 3.931493 3.349436

Jarque-Bera 2029.732 138.3602 78.72229 30.17095 24.23430
Probability 0.000000 0.000000 0.000000 0.000000 0.000005

Sum 3.421185 11.79572 2522.817 402.5570 5.776001
Sum Sq. Dev. 0.351256 0.964378 5734.497 1238.870 0.235128

Observations 120 120 120 120 120
Author computation

The independent variables which comprises of non-performing loan ratio (NPLR), capital

adequacy ratio (CADR), Leverage and loss loan provision rate (LLPR) have an average of

0.0983, 21.0234, 3.3546 and 0.0481 respectively. These indicate that the average values are

positive and very low except for CADR which was fairly high. The standard deviation of 0.0900,

6.9418, 3.2266 and 0.0445 for NPLR, LEVERAGE and LLPR respectively indicate that there

are low variations from the mean except for CADR. All the independent variables are normally

distributed since their J.B values were significant. The implication of this is that there is

heterogeneity among the firms in terms of bank performance. The implication of this is that there

is heterogeneity among the sampled deposit money banks in terms of bank performance and the

relevant credit risk variables. Endogeneity problem is therefore expected in the models if the

OLS technique is employed. This is the empirical justification for the adoption of the panel data

analysis technique for the estimation of the relationships

4.2 Empirical Tests and Results Based on Panel Data Analysis
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In this section, the results of the panel data estimates of the models specified in the previous

chapter are reported and analysed. The focus of the analysis is actually on the goodness of fit

statistics as well as the coefficients’ results which will help provide the basis for the tests of

hypotheses in the study. The series estimates the relationship between credit risk management

and banks’ performance in Nigeria.

The panel data estimation strategy adopted in this section presupposes that the biases in the

pooled data could either come from cross-sectional heterogeneity or time series (periodic)

variations. Hence, the Hausman test of heterogeneity is initially conducted to determine the best

effects model (random or fixed) to be adopted in the analysis. The result of the Hausman test is

reported in Table 4.2 below. The Chi-square statistic value for the equations is not significant.

From these results, if the p-value is significant the fixed effect model should be used but if the p-

value is not significant the random effect model is employed. Hence, in this study the best

method to apply is the random-effect model since the p-value is not significant at the 5% level.

Table 4.2: Hausman Test for Effects

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

Cross-section random 2.1291 4 0.7120
Variable Fixed Random Var(Diff.) Prob.
NPLR -0.2587 -0.2875 0.0033 0.6174
CADR 0.0004 0.0004 0.0000 0.9288
LEVERAGE -0.0016 -0.0014 0.0000 0.8385
LLPR 0.5231 0.6784 0.0149 0.2038



60

4.2.1 Credit Risk Management and Banks’ Performance

The result of the impact of credit risk management and DMB performance variables such as

return on asset, non-performing loan ratio, capital adequacy ratio, leverage and Loan loss

provision ratio is reported in table 4.3 below.

The diagnostic statistics for the model are moderate and very impressive. The adjusted R squared

value of 0.09 indicates that over 9 percent of the systematic variations in performance of DMB in

Nigeria are explained by the explanatory variables. The F value of 3.99 easily passes the

significance test at the 1 percent level. This shows the hypothesis of a significant relationship

between performance of DMBs and all the independent variables combined is significant.

The particular impact of each of the explanatory variables on performance is determined by

considering the individual coefficients of the explanatory variables in terms of signs and

significance. In the results reported, the coefficients of CADR and LLPR have positive sign,

while the coefficient of NPLR and LEVERAGE are negative.

The relationship between NPLR and performance is negative and significant at the 1 percent

level. This implies that a 1 percent increase in NPLR, the ROA is predicted to decrease by 0.29%

holding other variables constant. In other words, the coefficient of NPLR which is 0.29 is the
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elasticity of bank performance with respect to NPLR. This indicates that the financial

performance of DMBs tend to increase as the NPLR decreases.

The coefficient of LLPR is positively significant at the 1 percent level. This shows that a 1

percent increase in LLPR leads to an increase in ROA by 67% holding other independent

variables constant. The coefficient of LLPR is 067 is the elasticity of DMB performance with

respect to LLPR. This also shows that performances of DMBs tend to increase as the LLPR

increases.

The coefficient of CADR and Leverage is not significant at the 5% level. This indicate that both

variables do not have any impact on banks’ performance.

Table 4.3: Impact of Credit Risk on DMBs’ Performance

Variable Coefficient t-Statistic Prob.

C 0.0201 1.1085 0.2700

NPLR -0.2875 -2.8941 0.0046

CADR 0.0004 0.5757 0.5660
LEVERAGE

LLPR

-0.0014

0.6784

-0.8227

3.3828

0.4124

0.0010

R-squared 0.1217 F-statistic 3.9853
(0.0045)

Adjusted R-squared 0.0912 Durbin-Watson stat 1.5329

Source: Eview 9 output January, 2023
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4.3. Test of Hypotheses

The results obtained from the previous section are useful for conducting statistical testing of the

hypotheses of the study. They also generate strong issues for discussion. In testing the

hypotheses, focus is on the statistical significance of the relevant variables examined in the

empirical analysis.

Hypothesis One

Non-Performing loan has no significant impact on the DMB performance in Nigeria. The result

obtained from the estimate showed that non-performing loan is negative and significant. Based

on the t-test of significance for the variable, the t-value is significant at the 1 percent level. Thus,

we reject the null hypothesis.

Hypothesis Two

Capital adequacy has no significant impact on the DMBs performance in Nigeria. The results

obtained from the estimates showed that capital adequacy is positive and not significant. Based

on the t-test of significance for the variable, the t-value is not significant at the 5 percent level.

Thus, we fail to reject the null hypothesis.

Hypothesis Three

Leverage has no significant impact on the DMBs performance in Nigeria.
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The result obtained from the estimate showed that the leverage is negative and not significant.

Based on the t-test of significance for the variable, the t-value was not significant at the 5 percent

level. Thus, we fail to reject the null hypothesis.

Hypothesis Four

Loan loss provision has no significant impact on the DMBs performance in Nigeria.

The result obtained from the estimate showed that the loan loss provision is positively significant.

Based on the t-test of significance for the variable, the t-value was significant at the 1 percent

level. Thus, we reject the null hypothesis.

4.4. Discussion of Findings

Based on the result above, two of the credit risks variables (NPLR and LLPR) influences bank

performance while the CADR and LEVERAGE have no impact on the performance of banks in

Nigeria. Based on economic theory non-performing loan dilute the performance of the firm. This

shows that the result obtained is in line with economic theories.
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CHAPTER FIVE

SUMMARY OF FINDINGS, RECOMMENDATIONS AND CONCLUSION

5.1 Summary of Findings

This study focuses on empirically estimating the relationship between credit risk management

and the performance of DMBs in Nigeria. Twelve (12) quoted deposit money banks were used in

this study.

Five variables such as; return on asset, non-performing loan, capital adequacy, leverage and loan

loss provision were used for the estimation. The data used ranges from 2011 to 2020 across 12

deposit money banks in Nigeria. And the number of observation is (12 deposit money banks

times 10 years) 120. This study used the panel regression technique. This implies that the 120
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observations are pooled together before the regression is run, thus neglecting the time series

nature and cross sectional nature of the data.

The Ordinary Least squares estimations were employed in the estimation of the models. Results

from the empirical analysis showed that there is significant relationship between credit risk

variables (non-performing loan and loan loss provision) and performance of DMBs in Nigeria.

Specifically, the following findings were made:

 That non-performing loan has a negative significant impact on the DMBs performance in

Nigeria. This indicates that when loans are recovered or adequately managed it tend to

increase the performance of the deposit money banks, since loan is their main source of

income.

 That capital adequacy does not have any impact on DMBs performance.

 That leverage does not have any impact on the DMBs performance.

 That loan loss provision has a positive significant impact on the DMBs performance of in

Nigeria.

5.2 Recommendations

Following the findings from this study the following recommendations are made:

i. That DMBs should adequately engage in the effective management of it loan in order

to yield positive return and reduce non-performing loans.
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ii. That DMBs should maintain the statutory minimum reserves of capital to avoid bank

runs and the apex regulatory authority should supervise and monitor banks to ensure

compliance.

iii. That DMBs should maintain adequate balance of debt to equity to curb dilution of

owners’ fund.

iv. That DMBs should maintain adequate balance of loan loss provision to avoid bank

run as well as holding down fund that could be put to a better use.

5.3 Conclusion

This study shows the impact of credit risk on the DMBs performance in Nigeria. The empirical

result showed that non-performing loan and loan loss provision are significantly related to DMBs

performance in Nigeria. The study therefore suggests the CBN should increase it surveillance

over the DMBs to ensure full compliance with it monetary policies. And that individual banks

should provide loans it trusted customer with adequate collaterals.
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APPENDIX

Regression Result

Dependent Variable: ROA
Method: Panel Least Squares
Date: 01/28/23 Time: 07:07
Sample: 2011 2020
Periods included: 10
Cross-sections included: 12
Total panel (balanced) observations: 120

Variable Coefficient Std. Error t-Statistic Prob.

C 0.014605 0.016528 0.883697 0.3787
NPLR -0.320850 0.090153 -3.558959 0.0005

http://www.newtimes.co.rw/section/article/2015-05-05/188470/
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CADR 0.000444 0.000679 0.653924 0.5145
LEVERAGE -0.000997 0.001513 -0.659047 0.5112

LLPR 0.819767 0.175851 4.661708 0.0000

R-squared 0.211698 Mean dependent var 0.028510
Adjusted R-squared 0.184279 S.D. dependent var 0.054330
S.E. of regression 0.049069 Akaike info criterion -3.150395
Sum squared resid 0.276896 Schwarz criterion -3.034250
Log likelihood 194.0237 Hannan-Quinn criter. -3.103228
F-statistic 7.720789 Durbin-Watson stat 1.393277
Prob(F-statistic) 0.000015

Dependent Variable: ROA
Method: Panel Least Squares
Date: 01/28/23 Time: 07:08
Sample: 2011 2020
Periods included: 10
Cross-sections included: 12
Total panel (balanced) observations: 120

Variable Coefficient Std. Error t-Statistic Prob.

C 0.024798 0.018249 1.358846 0.1771
NPLR -0.258667 0.114893 -2.251369 0.0265
CADR 0.000437 0.000775 0.563459 0.5743

LEVERAGE -0.001557 0.001895 -0.822091 0.4129
LLPR 0.523144 0.234801 2.228033 0.0280

Effects Specification
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Cross-section fixed (dummy variables)

R-squared 0.365723 Mean dependent var 0.028510
Adjusted R-squared 0.274241 S.D. dependent var 0.054330
S.E. of regression 0.046284 Akaike info criterion -3.184457
Sum squared resid 0.222794 Schwarz criterion -2.812792
Log likelihood 207.0674 Hannan-Quinn criter. -3.033522
F-statistic 3.997746 Durbin-Watson stat 1.606306
Prob(F-statistic) 0.000011

Dependent Variable: ROA
Method: Panel EGLS (Cross-section random effects)
Date: 01/28/23 Time: 07:09
Sample: 2011 2020
Periods included: 10
Cross-sections included: 12
Total panel (balanced) observations: 120
Swamy and Arora estimator of component variances

Variable Coefficient Std. Error t-Statistic Prob.

C 0.020135 0.018164 1.108519 0.2700
NPLR -0.287499 0.099340 -2.894095 0.0046
CADR 0.000409 0.000711 0.575662 0.5660

LEVERAGE -0.001376 0.001673 -0.822716 0.4124
LLPR 0.678367 0.200537 3.382754 0.0010

Effects Specification
S.D. Rho

Cross-section random 0.020771 0.1676
Idiosyncratic random 0.046284 0.8324

Weighted Statistics

R-squared 0.121742 Mean dependent var 0.016422
Adjusted R-squared 0.091194 S.D. dependent var 0.048155
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S.E. of regression 0.045906 Sum squared resid 0.242351
F-statistic 3.985255 Durbin-Watson stat 1.532898
Prob(F-statistic) 0.004585

Unweighted Statistics

R-squared 0.205257 Mean dependent var 0.028510
Sum squared resid 0.279158 Durbin-Watson stat 1.330781

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 2.129127 4 0.7120

Cross-section random effects test comparisons:

Variable Fixed Random Var(Diff.) Prob.

NPLR -0.258667 -0.287499 0.003332 0.6174
CADR 0.000437 0.000409 0.000000 0.9288

LEVERAGE -0.001557 -0.001376 0.000001 0.8385
LLPR 0.523144 0.678367 0.014916 0.2038

Cross-section random effects test equation:
Dependent Variable: ROA
Method: Panel Least Squares
Date: 01/28/23 Time: 07:10
Sample: 2011 2020
Periods included: 10
Cross-sections included: 12
Total panel (balanced) observations: 120
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Variable Coefficient Std. Error t-Statistic Prob.

C 0.024798 0.018249 1.358846 0.1771
NPLR -0.258667 0.114893 -2.251369 0.0265
CADR 0.000437 0.000775 0.563459 0.5743

LEVERAGE -0.001557 0.001895 -0.822091 0.4129
LLPR 0.523144 0.234801 2.228033 0.0280

Effects Specification

Cross-section fixed (dummy variables)

R-squared 0.365723 Mean dependent var 0.028510
Adjusted R-squared 0.274241 S.D. dependent var 0.054330
S.E. of regression 0.046284 Akaike info criterion -3.184457
Sum squared resid 0.222794 Schwarz criterion -2.812792
Log likelihood 207.0674 Hannan-Quinn criter. -3.033522
F-statistic 3.997746 Durbin-Watson stat 1.606306

Prob(F-statistic) 0.000011
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ROA NPLR CADR LEVERAGE LLPR
Mean 0.028510 0.098298 21.02347 3.354642 0.048133
Median 0.017203 0.077300 20.20000 1.940000 0.032367
Maximum 0.355354 0.542000 47.00000 15.47000 0.173800
Minimum -0.092741 -0.032205 3.720000 -0.606667 -0.021389
Std. Dev. 0.054330 0.090022 6.941833 3.226557 0.044451
Skewness 3.828804 1.625292 1.337840 1.136498 1.086825
Kurtosis 21.63619 7.135910 5.930050 3.931493 3.349436

Jarque-Bera 2029.732 138.3602 78.72229 30.17095 24.23430
Probability 0.000000 0.000000 0.000000 0.000000 0.000005
Sum 3.421185 11.79572 2522.817 402.5570 5.776001
Sum Sq. Dev. 0.351256 0.964378 5734.497 1238.870 0.235128

Observations 120 120 120 120 120
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