EKITI STATE UNIVERSITY
DEPARTMENT OF FINANCE




B 7 WA TRA L e i e e

Nigerian Journal of Banking and Financial [ssues Vol. 8 Nol 1

—

© Department of Finance,
Ekiti State University, Ado-Ekiti, 2019

The Nigerian Journa of Banking and Financial Issues (NJBF]) provides a uni‘que forum for the
articulation and dissemination of applied research by academics and professionals in the field of
Banking and Finance or related disciplines. It is bi-annual journal published by the Department of
Finance, Ekiti State University, Ado-Ekiti, Nigeria.

The Journal contains analysis of banking and financial issues relevant to the Nigeria economic
experience and financial policies. Opinions expressed herein are those of the authors and not
necessarily those of the Department of Finance.

All rights reserved. No part of this publication may be reproduced or transmitted in any form or by
any means, electronic, mechanical, photocopying, recording or otherwise or stores in any retrieval
system of any nature, without the prior written permission of the copyright holder:

Subscription Rate: Nigeria:

Students - N1500.00
Others . - N2000.00
Foreig - ' - Us $ 20

VOL. 8 NO.1 2019

ISSN 1119-8494

Printed in Nigeria by Eksu Printing Press
Ado-Ekiti
Tel: 09077612637 OR 08167935078

ii |l Page



!

Figgentan donirnnl of Pl nniel Firyniirin | (s

FDITORIAL 1BOAKTD

Fditor-dn-Chlef: Preof S Oleryetie

Managing Editor: [, M O, Qe

Advisory Editorial Board
Mol AT, Ojo

rof, Afolabl Popola

Mol, 1P, O, Oladele

Prof, W, I, Lylegbuniwe
Prof, (Mrs,) L., O, Adeqbite
Prof. A, A. Awe

Prof, Famous lzedonmi
Prof, S. 1. Onwualah

Prof, J. . Ezeike

Prof. Wole Adewunmi
Prof. T. I, Akomolede

Editors

Prof, 5. O. Adeusi
Dr. A. O. Adaramola
Dr. L. B. Ajayi

Dr. L. A. Sulaiman
Dr. B. A, Azeez

Dr. P. O, Adeyeye
Dr. 5. O, Akinmulegun
Dr. J. A. Ajayi

Dr. Dapo Fapetu

Dr. J. O. Mokuolu

Dr. Business Managers
Dr. F. T. Kolapo
Dr. 5. 0. Dada

iii I ‘)4\ (1 o

/) %

Vi) §



|

Nigerian Journal of Banking and Financial Issues Vol. 8 Nol 1

—
[

LIST OF CONTRIBUTORS

Risk Management and FINANCING of Cocoa Farming in Ekiti State, Nigeria
1Adaramola A.O. and ?Ariyo C.O.

Impact of Financial leverage on Financial Performance of Banks in Nigeria.
OKE, Michael Ojo! and ADEJAYAN, Adeola Oluwakemi?

Is Size - Performance Relationship Sector Sensitive? Evidence from Real and Monetary

Sector Firms in Nigeria
Adeusi, S. O & Kayode, P. A

The Impact of Downstream Oil Sector Deregulation on the Performance of Nigerian

Economy
1Ajavi, Ibidolapo Ezekiel, 2 Dada, Samuel Obafemi-

Empirical Investigation of Macroeconomic Variables on Manufacturing Growth in Nigeria
Azeez, Bolanle. A. (PhD), Ajayi, Foluso I., Ogunsola, Kayode 1.

Board Composition and Bank Performance: Evidence from Nigerian Banking Sector
AJAYI John Ayodele (PhD)

Financial Deepening and Economic Growth in Nigeria (1986-2017)
Avyodeji, Emmanuel Abiodun, PhD

Informal Sector Tax Evasion and Revenue Generation in Ekiti State, Nigeria
OLAOYE, Clement Olatunji (Ph.D) ALABI, Samuel Adebayo,

Effect of Capital Structure on Financial Performance of Banks in Nigeria
Azeez, B. A. (Ph.D) & Oloyede, J. A (Ph.D)

Effects of Exchange Rate Regulations on Economic Growth of Nigeria
AJAYI Lawrence Boboye

The Role of Bank of Industry on Small Scale Entrepreneurial Development
MOKUOLU, Joseph Oluseye (PhD)

Challenges of Information Communicationtechnology, ICT, in Nigerian Banks
Mustapha Babatunde Ademola Ashogbon & Ishau Adesanya Oseni

1-14

15-20

21-33

34-49

50-59

60-67

68-82

83-93

94-101

102-113

114-121

122-133



Nigerian Journal of Banking and Financial issues Vol. 8 Nol 1

Impact of International Financial Reporting Standard Adoption and Information

Disclosure among selected Deposit Money Banks in Nigeria

*Ademola E. Ayodele, Dorcas Adebola Babatunde (PhD)** and

Olufemi P. Adeyeye™* 134-144

Bank Specific Determinants of Non-performing Loans in Nigerian Commercial Banks
Oni Olusegun 0.}, Ishola Sarah, 0.2, Oluganna E. T.?, Oke, L. A.* 145-163

Effects of Selected Macroeconomic Variables on Commercial Banks Performance in
Nigeria.
Obisesan O. G'. & Ogiamien O. F.? 164-172

Deposit Money Banks and Development of Small and Medium Enterprises (SMES)
Michael Ojo OKE and Oluwabunmi DADA 173-183

Effect of Banking Sector Reforms on Economic Growth in Nigeria
10LOYEDE John Adebayo (Ph.D) 2 DADA Samuel Obafemi. (Ph.D) 184-191



N

king and Finang al lssues Vol 3 Noi 1

;\".h‘\‘f‘.‘,". Journal of Ban
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Abstract

This studv investigated the bank specific determinants of non-performing loans (NPLs) in the Nigerian
commercial banks. The study employed ex-post factor research design and utilized a cross sectional
time series data covering a period of eleven vears (2006 to 2016). The study applied GMM technigue
based on a panel set from fifteen commercial banks in Nigeria. The findings from the whole sample
estimation revealed a significant relationship between NPLs and bank specific factors of NPLs:1, loan
to deposit ratio, banks size ratio, bank performance ratio (ROE), credit growth ratio as well as control
factor of global firlancial crisis in Nigeria. Also, the sub-sampled estimation, showed that the effect of
lag of NPLs, bank performance ratio (ROE), credit growth ratio and control factor of global financial
crisis were significant across the various categories of commercial banks in Nigeria. The study hence.
recommends among others that Central Bank of Nigeria (CBN) should come up with a monitoring
mechanism or framework to guide against the policy of setting unattainable profit targets by
commercial banks and also, that management of commercial banks in Nigeria should lay emphases
on the magnitude of last period NPLs before granting new loans. In conclusion, the study ascertained
ﬂ;a}il the effects of bank specific factors on NPLs varies across different categories of commercial banks
in Nigeria.

Keywords: Commercial Banks; Bank-Specific Factors; Non-performing loans; GMM

Background of the Study' banks showed varying signs of NPLs (Sanusi,
Banking institution as financial intermediaries 2010). Specifically in 2014, banks that
play a crucial role in propelling economic exceeded the regulatory limit of five (5) per
growth through the mobilization of savings to cent for the ratio of bad loans to total loans
finance productive economic  sectors. rose from three (3) to eight (8) in 2015, with
Basically, the primary function of a bank is three (3) of the banks having above 10 per
mobilizing deposits from surplus to deficit units cent. As a result, five of the fifteen banks
in the form of credit to various sectors such as quoted on the Nigerian Stock Exchange (NSE)
government, industry and agriculture. The posted unfavorable profits (Daily Trust, 2016).
main aim of every business is to generate profit :

and since this is also applicable to the banking It is significant to appreciate the sensations and
sector, the banks give out loans and advances nature of non-performing loans (NPLs) which
with the primary aim of making profits for their has many implications, as studies have shown
stakeholders. However, lending comes the risk that causes of NPLs usually occur as a result of
of default where part or whole of the loan the risky behavior of bank manager (Ahmad
granted is not repaid as at when due. This risk and Bashir, 2013). For instance, when they
is termed as credit risk. embark on cost efficiency measures by
In recent years, the Nigerian banking sector allocating little resources to monitor lending
has witnessed deteriorating trend in the health risk which may lead to bad loans. Also, the
of its loan portfolio. Mostly, one of the causes hazardous activities of banks when they
of bank failure in Nigeria before the mismanage and mismatch assets and liabilities
consolidation exercise of 2005 was non- due to extensive lending based on their access
performing loans (Babalola, 2010). Though, to excess term deposits. Similarly, the moral
some years after the consolidation of the hazard behavior of banks with low capital
banking sector, reports still indicated that some allocating funds to low quality borrowers and
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that of the “too-bigto-fail” banks’ lending
indiscriminately to clients based on their size.
In addition, bank managers promise to their
shareholders on the profitability of their
lending and consequently adopting lenient
credit policy to increase their current earnings
(profi'[).

In consideration of the above stated problems,
the researchers are interested in knowing the
extent to which bank specific factors affect
NPLs in the Nigerian commercial banks as well
as whether these effects are the same across
different categories of commercial banks in
Nigeria. Therefore, the main objective of this
study is to investigate the effect of bank specific
determinants of non-performing loans (NPLs)
in the Nigerian commercial banks. The specific
objectives of the study are to: analyse the effect
of bank-specific financial indicators on NPLs in
the Nigerian deposit money banks; and
examine the effect of bank specific financial
indicators of NPLs across the categorized
deposit money banks in Nigeria. The research
hypotheses were stated as Hoi. non-
performing loans (NPLs) has no significant
relationship with the specified banks specific
determinants while Hoz. bank specific
determinants of non-performing loans (NPLs)
are not significant across the categorized
deposit money banks in Nigeria.

Therefore, this study will provide relevant
information for various regulatory authorities
such as the central bank of Nigeria (CBN) and
Deposit Insurance Corporation (NDIC) in
formulating their financial, economic and
regulatory policies and other ongoing policies
regarding financial institutions. It will also
provide a directive input in developing
regulatory standards regarding the lending
policies of commercial banks in Nigeria. Thus,
it will further provide an avenue for the
management bodies to visualize the bank
specific determinants of NPLs among different
categories of Nigerian deposit money banks.
Finally, for students and researchers, the study
will provide information or literature on the
topic and related banking research for study
and further research.

Literature Review

This section is concemned with the systematic
and explicit collection of documented views,
ideas and empirical evidences of previous
authors on the areas relating to the subject of
this research.
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Non-performing loans

As loans are the largest major source of
income of banks, they are also very risky
because of the high degree of default that may
occur in the process. This is due to the fact that
not all borrowers will repay their loan
obligations as at when due. Some might
arrange to repay at a later date or totally
become bad (Johannes, 2015). The term “bad
loans as described by Basu (1998), can be
used interchangeably with non-performing
loans, impaired loans and credit risk.
According to Berger and De Young, (1997)
non-performing loans commonly occur in a
situation when both principal and interest on
loan are outstanding for a long time contrary
to the terms and conditions contained in the
loan contract agreement. Moreover, the Basel
Committee on Banking Supervision, define
credit risk as the potential that a bank’s
borrower or counterparty may fail to meet its
obligations in accordance with agreed terms

(Basel, 2006).

Theoretical Background

In an attempt to provide sound theoretical
underpinning for the study, some theories
were critically reviewed and adopted. These
are: the moral hazard theory, adverse selection
theory, and financial accelerator theory.

Moral Hazard Theory

According to Keeton and Morris (1987), banks
with relatively low capital usually respond to
moral hazard incentives by increasing the
riskiness of their loan portfolio, which in turm
results in higher non-performing loans on
average in the future. Louzis, Vouldis and
Metaxas (2011) also explained moral hazard
from the perspective of too-big-to-fail banks
represents another channel relating bank-
specific features with non-performing loans.
They explained that large banks may
compromise and increase their leverage
unnecessarily and in tumn offer loans to lower
quality borrowers. The also described the
effects of deposit insurance as an incentive for
banks to intentionally take on additional credit
risk, possibly without limit.

Adverse Selection Theory

The adverse selection theory of credit markets
originated with the paper by Stiglitz and Weiss
(1981) as sighted in Ghosh and Mookherjee,
(1999). The theory rests on two main

<
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The finandal accelerztor framowork was
developed by Bemanke and Gertler (1999,
Kiyotzaid and Moorz (1997) and Bemanks &
al (1999). The theory provides the theorstical
explanation of the role of banks In ampiiying
economic fluctuations. Most theoretical as wel
as empirical studiss suggest that banks tend 0
behave procucdiccly. As such, daring
expansionary periods, the finandal profie of
borrowers improves, asset prices rise and this
euphoric situzfion paves the way for an
increase in the demand for crecit. Thisleacds o
an oversupply of credit, typically accompanied
with relaxed lending standards, thus increasing
credit risk. Once the downfiom begns,
triggered by some exogenous shock
borrowers’ financial position deteriorates and
as so does their debt-servicing capacity.

In view of the above, all the theories will be
adopted for this study as they attempt to
support the various factors responsidle for
non-performing loans in the Nigerian
commercial banks.

Empirical Studies

The relationship between bank specific factors
and NPLs has been widely studied in both
developed and developing economies. Berger
and DeYoung (1997) investigated the problem
of NPLs in the United States’ commerdial
banks from 1985 to 1994. They tested four
hypotheses, namely the ‘bad luck’, ‘bad
management’, ‘skimping’ behavior and ‘moral
hazard’ hypotheses. The authors’ findings
supported all the hypatheses except the
‘skimping’ hypothesis through the use of a
Granger Causality model and concluded that
low cost efficiencies and thin capital ratios
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ncushy soo and grester oot mefcenwy
positively impacted NPLs, whereas profiss of
the bank and economic parameters Bes ra
GDP, housing price index and real persoral
iIncome lowerad the bad assets of the baniss
Although, Ghosh cbtzined a significant efact
of bank sz on NPLs, Hywn and Zhang
(2012), reported a confrary view. Simiarke,
Saba ef al (2012) with the title “Determinanss
of Nonperforming loans on US benking
sector” also investigated the bank spedfic and
macroeconomic varizbles of non-performing
loans from 1985 to 2010 periad wsing OLS
regression model. They considered lending
rate, total loans and Real GDP per capial
independent veriables. The findings of
study revealed that real total loan had 2 posisve
significant effect while interest rate and GDP
per capital had a negetive significant
relationship with NPLs.
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In Czech Republic, Podpiera and Weil (2008
extended the work of Berger and De Young
(1997) by applving dvnamic panel estimator
technique via the use of a Generalizad Method
of Moment (GMM) approach. They utiized
data from Czech btanks over the periods of
1994-2005 to sty the walidiy of bad
management and bad huck hypothesis. They
found a strong support for bad management
and partial support for bad huck hypothesis.
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They thereby concluded that banking
supervisory authorities should focus on the
managerial performance and the cost
officiency in other to reduce NPLs and
enhance the financial system and banks
stability.

Adopting and modifying the Berger and
DeYoung (1997) hypotheses, Salas and
Saurina (2002 combined both
macroeconomics and bank specific factor in
the same model to study the determinants of
NPLs. They applied panel data from Spanish
banks (commercial) and savings over the
period of 1985 to 1997. They found
statistically insignificant correlation between
NPLs and lagged efficiency, signifying no
support for the bad management and skimping
hypotheses. They further concluded an
insignificant association. because of the
opposite effect of bad management and
skimping behavior. They also found positive
impact of bad loans to lagged solvency,
confirming the moral hazard hypothesis.
Furthermore, they also studied the impact of
bank size on the NPLs and found that larger
size banks tend to have lower NPLs.

Also, Karim et al. (2010) researched the
determinants of NPLs in Malaysia and
Singapore between 1998 and 2007.
However, different to the methodology of
Berger and DeYoung (1997) which focused on
Granger Causality and by Podiera and Weill
(2008) which estimated a GMM model, Karim
et al. (2010) applied a Tobit regression to
assess the contributing factors to NPL. Also, as
against using cost efficiency indicators like
those used in other models, they derived a cost
efficiency score index through the use of a
stochastic cost frontier function. They found
no major differences in cost efficiency between
Malaysia and Singapore banks and decided
that poor management of the banks added to
the issue of bad loans. Similarly, Reddy (2011)
estimated cost inefficiency using a stochastic
frontier model and then employed the granger
causality framework used by Berger and
DeYoung (1997) hypotheses. Though, the
commercial banks were sub-divided into three
(3) categories, specifically public sector, foreign
and private domestic. The analysis.showed the
prevalence of the ‘moral hazard" hypothesis
and banks with low capitalization had lower
cost efficiency. The results also submitted that

there was no ‘skimping’ present in the
commercial banking system in Indian. This is
similar to the study of Karim et al. (2010).

Considering the effects of global financial crisis
on non-performing loans, Rajha (2017)
researched determinants of non-performing
loans in the Jordanian banking sector through
the period 2007 to 2012. The study used bank
specific and macroeconomic factors to detect
the determinants of NPLs of Jordanian banks
using panel data regression. The results
showed that amongst bank specific factors, the
ratio of loans to total assets and the lagged of
NPLs were the most significant factors that
affected non-performing loans positively. The
inflation  rate, economic growth and
macroeconomic factors were found to have
negative significant effects on non-performing
loans. However, contrary to international
evidence the results showed that large banks
were not necessarily more effective in
screening loan customers when compared to
their smaller counterparts and that global
financial crisis lead to higher non-performing
loans in Jordan.

In Ghana, Awuakwa-mensah and Boakye-
adjei, (2015), studied the impact of non-
performing loans (NPLs) in Ghana’s banking
industry. The study used panel regression
model, and found that both bank-specific
variables (i.e., previous year’s NPL, bank size,
net interest margin (NIM), and current year’s
loan growth) and macroeconomic variables
(i.e., previous year's inflation, real GDP per
capita growth and real effective exchange rate)
significantly affected NPLs in the banking
sector. The study introduced a sub sample to
research the behavior of large banks from the
original sample size. The sub-sample
estimations showed that both bank specific
(i.e., previous year's NPLs and current year's
loan growth) and macroeconomic factors (i.e.,
real effective exchange rate, real GDP per
capita growth, and previous year’s inflation
rate) affected NPLs of large banks. Also, in
Ghana, Garr (2013) applied panel regression
model to examine the risk of credit in Ghana
banking industry and found out that credit risk
is influenced by the management efficiency,
per capita domestic product, government
borrowing and the financial  sector

development.



Nigerian Journal of Banking and Financial Issues

Vol. 8 Nol 1

In Nigeria, El-Maude, Abdul-Rehman and
Ibrahim, (2017) examined the relationship
between bank specific and macroeconomic
determinant  of non-performing loans in
Nigerian deposit money banks over the period
of 5 vears (2010 to 2014). The study on a
cross sectional basis examined 10 of the 15
banks on the Nigerian Stock Exchange (NSE).
Data was generated from the Nigerian Stock
Exchange fact book, Bank of Nigeria (CBN)
and the bank's annual reports and accounts.
The data were analyzed using descriptive
statistics, correlation coefficient and multiple
regressions. The findings revealed a positive
significant  relationship  between  non-
performing loans and Loan to deposit and
Bank size.

Finally, in Nigeria, Bebeji (2013) applied both
historical and descriptive approaches, in his
paper, “consolidation and asset quality of
banks in Nigeria using t-test to test the research
hypotheses based on the secondary data
collected from 10 sampled banks over the
period 2002 through 2008. The study found
that consolidation had positive relationship
with non-performing loans.

Gaps Identified in the Empirical Studies
The study has been researched by many
authors but very scanty in Nigeria and all those
who conducted this research work applied an
aggregated data of banks. This implies that
they conducted the research using a common
coefficient by pooling all the banks together as
one. This study added to the body of
knowledge by looking at the determinants of
non-performing loans in the Nigerian Deposit
Money banks from the micro aspect. Hence,
this study adopted the method used in Ghana
by Awuakwa-mensah and Boakye-adjei,
(2015) to categorize money deposit banks in
Nigeria. That is, categorizing the banks into
Large, Medium and Small Banks based on
their total assets using a panel regression
analysis. Furthermore, unlike previous studies
in Nigeria this study applied the hypotheses
proposed by Berger and DeYoung (1997), to
explain the bank specific determinants of NPLs
within the context of bank financial indicators.

Research Methodology | :
This section presents the crux of the researc
work. It deals with the method through which
data is collected, analyzed and interpreted.
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Research  Design,
Sample Size

This study adopted ex-post factor research
(after the fact) design which implied that the
events observed have taken place already

Hence, the study utilized a cross sectional tirne
series research design method (panel analysis)
through a secondary data that covers the
periods of eleven years (2006 to 2016). This
was obtained from the annual reports and
accounts of the sampled commercial banks in
Nigeria. The population of the study consisted
of all 25 deposit money banks in Nigeria as at
31* Dec, 2016 (NDIC, 2016). However,
because of the need for availability, reliability
and accuracy of data, only commercial banks
quoted on the Nigerian Stocks Exchange as at
31% December, 2016 were considered for the
study. Thus, by strictly adhering to this
criterion a total of (15) banks emerged as the
sample size representing about 60% of the
total population of commercial banks in
Nigeria as at 31* December, 2016. The
qualified banks were thereafter divided into
large, medium and small banks based on their
published assets as at 31% Dec, 2016 (See
appendix 1).

The large banks were the banks with total
assets size ranging between #2.5 trillion and
#6.2 trillion which amounted to 71% of the
total assets of the selected banks. The banks
were: Eco Bank Plc, First Bank Ltd, Zenith
Bank PLc, Access Bank Plc, Guaranty Trust
Bank Plc, and United Bank of Africa Plc, while
medium banks were banks with assets size
ranging between #1.05 trilion and #1.6
trillion which amount to 23% of the total assets
of the selected banks. They were Diamond
Bank Plc, Fidelity Bank Plc, Skye. Bank Plc,
First City Monument Bank Plc, Union Bank
Plc, and Stanbic Ibtc Bank Plc. The remaining
three banks were ranked as small banks with
assets size ranging between #421 Billion and
#830 Billion which amount to 6% of the total
assets of the selected banks namely Sterling
Bank Plc, Unity Bank Plc and Wema Bank Plc
(See appendix 1).

Population and

Empirical Model

To examine the bank specific financial
indicators of non-perforiming loans in Nigerian
Deposit Money Banks, the study also intends
to adopt the model of Berger and DeYoung
(1997) as modified by Ahmad and Bashir
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(2013). This is a panel data analysis which
covers the period between 2006 and 2016 in
Nigeria. The study however modified the
model of Ahmad and Bashir (2013) by
expressing the model in a dynamic form with
the inclusion of lag of NPLs and also
introducing a control variable “global financial
crisis (GFC)". The modification is aimed at
conducting an in-depth and extensive study
based on the gap identified in literature.
Where: NPL= F (NPLt;, CIR, LDR, CAR,
BSR, BPR, CGR, DR, GFQ).............. (3.1)
The Dynamic form of equation (3.1) above is
represented as follows:

NPLM = BO * BINP Li, t1 + BZCIRiﬁBaLDRit +
BsCARy + BsBSRit + BeBPi+ B7CGRyt + BsDRit
+ BoGFCy + Ug
................................................ (3.2
Where:

NPL:: is the non-performing loans of bank “i”
at time “t” (dependent variable)

NPL; t1: is the non-performing loans of bank
“4” at time “t-1” (lag of the dependent variable)
CIRn is the cost inefficiency ratio of bank “i”
at time “t”.

LDRy: is the loan to deposit ratio of bank “i”
at time “t".

CARy: is capital adequacy ratio of bank “i” at
time “t".

BSRq: is the bank size “i” at time “t”.

BPR i is bank performance is proxy with
return on equity of bank “i” at time “t".
CGRy: is credit growth of bank “i” at time “t”.
DRi: is deposit rate of bank “i” at time “t".
GFCy: is the dummy control variable
representing the effects of global financial crisis
on bank “i” at time “t” Which is {0: time period
“t” before and after the crisis and 1: time
period “t” during the crisis from 2007 to
2009}

w: error term controlling for unit-specific
residual in the model

Bo: intercept of the regression line

“i” is the cross section units (selected banks)
“t” is the time period (2006 to 2016)

B (1 to 8) are the coefficients to be estimated
and their a priori expectations are as described
below see table 3.1.

Table 3.1: Bank Specific Factors, Definitions, Supporting Literatures

Previous yr NPL= NPL.;

A-mensah and

Lag of Non-performmg Positive
loans Boakyeadjei, (2015)
Cost Inefficiency Ratio IE; = operating Expenses; Positive Berger and De Young, (1997)
Operating Income; Podpiera (2008); Louzis et al.,
(2010)
Negative ~ Berger and DeYoung, (1997);
Louzis et al., (2010)
Loans to Deposit Ratio LDR; =Total Loany Positve  Fofack, (2005); Ferreira, (2008)
Total Deposits Louzis et al., (2010) and Festie et
al.,, (2011)
Capital Adequacy Ratio ~ CARy =_Shareholder's funds Negative ~ Gunsel N. (2007)
Total Assetsi :
Bank Size Ratio BS, = Lin (Total Asset) Positive  Faical (2014)
BS, = Loan; Negative ~ Festi et al, (2011) Louzis ef al,
Total loans of all banks (2010) Ahmad and Bashir (2013)
Bank Performance Ratio ~ ROE; = NetProfitsy Positive Rajan, (1994); Louzs et al., (2010)
Total Equityi
Credit growth Ratio GG", = loans's loans"s1 Positive  Rajan, (1994); Babihuga (2007);
Loans"— 1 Louzis et al., (2010) and Festie et
al., (2011)
Deposit Rate DR\ =/nterest expensesy Positive Berger et al., (20040; Uhde and
Total depositsy Heimeshoff, (2009); Ahmad and
Bashir (2013)
. Global Financial Crisis Dummy Variable of “0" before Positive Khaled (2017)

»

and after the crisis and “1”
during the crisis.

Source: Authors research work, (2018)
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This study appied Arclano and Bond (1991)
generalized method of momentss (GMM)
estimator that t=kes into account the kegs of
the dependent variable as explanatory varizbie.
In order to ensure robusiness of the resulis of
this study, the iy tesss of the instruments
used in the MM estmeSionwes ammicd o 2
scerario whereby the Insiemenss ae
correlated with the error process makes the
valicity of the Insiruments questionzble). One
of the tess & Arelano and Bond's (1991)
specification test for lack of second-order sl
correlation in the first-Gfference residials. The
secong speciicetion test isthe Sargen's test of
over-identifying reshictions. Arelzno, ad
Bond, (1991) suggess two methods o
estimate System GMM models. These are one-
step and twostep System GMM methods.
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Regression Analysis

This section presents the analyss of the Pand
OneSiep System Generzized Method of
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Nigeria, for all banks, large banks, mediom
banks, and small banks respectively. Lach of
these models includes time durnmies (although
not presented in the body of the work) which
i premised on the assumption that errors are
only correlated within individuals, not across
them. For this reason, it s almost always wise
to include time dummies in order to remave
universal timerelated shocks from the errors
(Roodman, 2009), In each of the madels,
impact of variables such as lag of NPLs, cost
inefficiency ratio, loans to deposit ratio, capital
adequacy  ratio,  bank size ratlo, bank
performance ratio (retumn on equity), credit
growth ratio, and deposit ratio and global
financial crisis  were  examined on  non-
performing loans,

‘The Sargan fest of over identifying restrictions
conducted for the four models shows chi-
squared values of approximately 2,97, 15,68,
18.12 and 4.13, and pvalues of 0,999,
0.547, 0.381, and 0,999 respectively. The
underlying null hypothesis was that over
identifying restrictions were valid, The results
showed that, there was not enough evidence
to reject the null hypothesis in the four models
as cach of the p-values were greater than the
conventional significance levels (i.e. 0.01,

0.05, 0.1). If this was rejected, it implied that
the model was over-identified and it does not
ht Into |h(! ()MM fr.\lnvwmk ﬂ{()(;d"mn,
2009). Not rejecting the null hypothesis in the
four models implied that the set of instruments
used were valid,

The Arellano and Bond test for autocorrelation
was applied to the differenced residuals and
has a null hypothesis of no autocorrelation.
The first and second order test was considered
but only the second other was reported.
Arellano and Bond (1991) contend that
instruments are valid only in the absence of no
second order serfal correlation in the residuals
of AR (2) although negative first-order serial
correlation Is expected in the residuals of AR
(1) by default (Roodman, 2009).The AR (2)
result showed that there was not enough
evidence to reject the null hypothesis of no
second order autocorrelation for the four
models. The goodness of fit of the model was
measured with the Wald Chi-squared and the
result showed that the four models fit the data
well since there was enough evidence to reject
its null hypothesis of joint insignificance of all
independent variables.

Table 4.2: System Generalized Method of Moments Regression Estimates for Bank Specific

~ Determinants of Non-Performing Loans

(1) (2) (3) (4)

VARIABLES Al Sample  p-value Large pvalue Medium  pvalue Small p-value

Banks Banks Banks

NPL(-1) 0.593** 0.000 0.847** 0.000 0.389** 0.000 0.984** 0.000
(0.089) (0.090) (0.085) (0.040)

CIR 0,003 0.876  -0,0006 0.842 0.278 0.294 -0.75** 0.000
(0.022) (0.031) (0.265) (0.209)

1.LDR 0.001** 0,015 0.079* 0,045 -0.005 0.669 -0.483 0.622
(0.001) (0.043) (0.013) (0.980)

CAR 0.005 0.424 -1.454* 0.036 1377 0.659 3.457** 0.000
(0.0006) (0.820) (3.121) (0.569)

BS 0.307 0.070 1.841*  0.040 0.055 0.378 0.355 0.737
0.169) (1.341) (0.063) (1.056)

ROL 0,308 0.000 2908* 0.032 -0.21** 0.005 -0.38"* 0.002
(0.058) (1.353) (0.075) (0.126)

CG 0.013* 0.027 0.079*  0.029 0.006* 0.018 0.562** 0.005
(0.144) (0.4706) (0.151) (0.201)

DR 0.058 0.280 5,10 0.051 0.106 0,119 7.98** 0.010
(0.054) (10.51) (0.068) (4.104)

GIre 0.610*** 0.000 0.722*** 0.001 0577* 0.035 -0.228* 0.022
(0.131) (0.223) (0.273) (0.356)

Constant -198.8" 0,000 18,730 0.890 -188.1* 0.049 195.34** 0.017
(50.84) (135.9) (95.41) (81.85)

Diagnostics
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Wald Chi* 188 05 18 H0***
pyake 00N 0.002
Sargan Test 29604 15670
palue 0.9999 0.5469
AR test (2) Q.8040 0.0281
pralue 04211 09774

Source: Authors Computation, (2018). Aok stancand emors in parentheses whike
means p<0.05

Discussion of Findings

The findings from table 4.2 rewaled that the
effect of last vear non-performing loans (NPLt-
1) has a significant (59.3%) coefficient at 1 per
cent level of significance on the current non-
performing loans of all the commercial banks
when pooled together in Nigeria. This is the
highest bank specific coefficient reported in
this study when all the commercial banks are
pooled together. In fact, the effect is significant
on all the categories of large (84.7%), medium
(38.9%) and small (98.4%) the commercial
banks in Nigeria. This implied that commercial
banks with high NPLs in the previous year
were likely to have high NPLs in the current
year. The implication was that NPLs ratio was
likely to increase when it has increased in the
previous vyear irrespective of the various
categories of commercial banks in Nigeria.
This finding can be linked to moral hazard
theory which emphasized on the inability of
banks to follow strictly their lending policies to
recover bad loans and prevent new once
especially serial loan defaulters that takes loans
from several banks. The finding is in line with
the study of Awuakwa-mensah and Boakye-
adjei, (2015) but contrary to the findings of
Louzis et al., (2012) who reported that lagged
of NPLs have a negative significant effect on
NPLs as a result of bad loans portfolio write-
offs decisions by the management of banks.
Although, the study showed significant effects
of NPLt-1 across all the commercial banks in
Nigeria, however, coefficient of NPLt-1 of
large and small commercial banks revealed
greater effects on the current NPLs compared
to medium commercial banks in Nigeria.

This study also revealed that retum on equity
(ROE) proxy for the performance of the banks
has a significant positive effect (31%)
coefficient at 1 percent level of significance on
non-performing loans of all the commercial
banks when pooled together in Nigeria.
However, considering the various categories of
commercial banks, the study revealed that
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retumn on equity has a positive effect on non-
performing loans of large commercial banks in
Nigeria and this was consistent with the study
of Makri, Tsagames and Bellas (2014). The
positive effect of ROE on non-performing
loans of large commercial banks in Nigeria
implies that, managers of these banks usually
adopt lenient credit policy to increase their
current eamings (profit) so as to convince their
shareholders on the profitability of their
lending. Consequently, they select wrong
clients (adverse selection) due to their inability
to perform the expected delegated monitoring
responsibilities and credit risk management
processes. However, the current good
performance of management can lead to
future growth in NPLs. This is what Berger and
DeYoung (1997); Ahmad and Bashir (2013)
explained as bad management Il hypothesis
which states that bank’s past performance is
expected to have a positive relationship with
NPLs.

On the other hand, the results showed that
medium and small commercial banks reported
a negative relationship between NPLs and
ROE. This is an indication of bank manager's
dedication to conducting proper appraisal on
loan requests which means they are less
constrained to engage in risky activities of
granting risky loans. Hence, they are not under
pressure to satisfy their shareholders in terms
of (ROE) dividend which is a function of the
current year profit. The negative effect of
(ROE) on non-performing loans of medium
and small commercial banks in Nigeria was
consistent with the study of Kasana and
Naveed (2016), Kjoseuski and Petkovski
(2017), Hyun and Zhang (2012) and Louses et
al (2010).

Furthermore, loan to deposit ratio has a
negligible positive significant effect (0.1%)
coefficient at 5% percent level of significance
on non-performing loans of all the commercial
banks when pooled together in Nigeria.
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Similarly, the result revealed a positive
cignificant effect (7.9%) coefficient at 5% level
of significance on the large commercial banks
in Nigeria. This finding is consistent with the
studv of ElFmauda, Abdul-Rehman and Ibrahim
(2017). The ratio is an indication of how large
commercial banks are ready to give out loans
to clients. Thus, it represents their preference
to advance credit to clients. That is why
Olokovo (2011) hypothesized that deposit is
the main determinants of loans in the Nigerian
commercial banks. The positive association of
large commercial banks' loans to deposit ratio
with NPLs is a measure of moral hazard as it
implies the mismatching or mismanagement of
assets and liabilities due to extensive lending by
the large banks when they have excess term
deposits. Hence, Berger and DeYoung (1997);
Fofack, (2005); and Ferreira, (2008)
hypothesized that “high loan to deposit (LTD)
ratio of banks will lead to an increase in
problem loans”. However, the study revealed
that loan to deposit ratio does not have a
significant effect on non-performing loans of
medium and small commercial banks in
Nigeria. This could be due to the minimal level
of deposit they handle compared to the large
commercial banks in Nigeria.

In addition, the result revealed that capital
adequacy ratio has no significant effect on the
entire commercial banks when pooled
together in Nigeria. However, for large and
small commercial banks the result revealed a
significant impact of capital adequacy ratio on
NPLs but with different level of relationships.
The result revealed a negative (145.4%)
coefficient relationship between capital
adequacy ratio of large commercial banks and
non-performing loans while a positive
(345.7%) coefficient relationship was recorded
for small commercial banks in Nigeria. This
implied that large commercial banks were well
capitalized and were able to resist the levels of
credit risk. This also implied that large
commercial banks were less motivated to the
incentive of taking riskier loan activities
perhaps due to CBN regulation on capital
adequacy in Nigeria. In fact, Langrin (2001)
and Molina (2002) argued that higher capital
adequacy ratio indicates that there was
sufficient capital tc absorb unexpected shocks
hence, longer survival time for the bank. The
result of this finding was consistent with the
study of Hyun and Zhang (2012); and Makri et
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al 2014), Boudriga et o 2009), Shireger
(2013), Swamy (2012), Kasana ard Naveed
(2016), and Dsiogap and Ngomsi (2012) who
justified that when a bank is well capitalized it
can easily diversify and be able to withstard
credit risk shock.

On the other hand, it was revealed that capital
adequacy ratio has a positive relationship on
non-performing loans of the small commercial
banks. The implication of this was that small
commercial banks in Nigera having low
capital tends to increase eamings through
increase in loan portfolio riskiness by allocating
funds to low quality borrowers, resulting in the
future growth in NPLs. This practice of banks
comes under moral hazard, because small
banks know that they were thinly capitalized
but still increases the riskiness of loan portfolio.
According to moral hazard hypothesis of
Berger and DeYoung (1997) “low financial
capital leads to the growth in future NPLs".
This finding was consistent with the study of
Salas and Saurina (2002); Makri, Tsagames
and Bellas (2014); Boudriga et al (2009); and
Ghosh (2015). However, the result revealed
no significant relationship between capital
adequacy and NPLs for medium scaled
commercial banks in Nigeria.

The study also revealed that, deposit rate has
no significant effect on the entire commercial
banks when pooled together in Nigeria.
Nevertheless, the result revealed a positive
significant relationship between deposit rate
and non-performing loans on larger and small
commercial banks in Nigeria. Empirical
literature has made it clear that banks usually
embark on rigorous competition to attract
funds from clients by charging competitive
deposit rates. However, when a bank offers
higher deposits rates to have greater share of
deposits they usually end up charging lower
interest rate spreads, while banks charging
lower deposits rates will attract smaller share of
deposits but higher interest rate spread. That
is why Berger etal (2004) and Selma and
Journi, (2013) stated that when banks attract
new customers by offering higher competitive
rate, there is high possibility of loan default
because they end-up charging high interest
rate on loan. Therefore, the increase in deposit
rates which is positively correlated with growth
of NPLs in larger and smaller commercial
banks in Nigeria is supported by the findings of
Erding and Abazi, (2014) and Se'ma and

Journi, (2013). .
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The findings from the large and small
commercial banks in Nigeria is also consistent
with the results obtained by Ahmad and Bashir
(2013) deposit rate hypothesis in which they
concluded that deposit rate is a determinant of
lending rate and growth in deposit rates has
positive impact on the NPLs. Also, the study is
similar to the study of Selma and Jeuimi (2013)
and Louses et al (2010) but contrary to the
studies of Hyun and Zhang (2012) and Saba et
al (2012). However, the result revealed no
significant relationship between deposit rate
and NPLs for medium scaled commercial
banks in Nigeria.

Furthermore, the study revealed that cost
inefficiency ratio has no significant effect on
the entire commercial banks NPLs when
pooled together in Nigeria. However, cost
inefficiency ratio has a significant negative
relationship on non-performing loans for
smaller commercial banks while the report was
not significant for the selected large and
medium commercial banks in Nigeria. The
bank’s cost inefficiency ratio is a measure of
the bank’s overhead (operational expenses) as
a percent of its operating income. The
negative cost inefficiency ratio sign is in line
with the “skimping” hypothesis proposed by
Berger and DeYoung (1997) that suggested a
possible negative relationship between high
cost efficiency and NPLs. In particular, this
suggest that high cost inefficiency may reflect
the deliberate allocation of little resources to
monitor lending risks by the small commercial
banks in Nigeria and therefore may result in
higher NPLs in the future. The negative
relationship between cost efficiency ratio and
non-performing loans for small commercial
banks in Nigeria is consistent with the study of
Kasana and Naveed (2016), Karim et al
(2010), Mashheuranbheda (2015), Gair
(2012) and Asamoah and Adu (2016). This is
however contrary to the “bad luck,” hypothesis
that explained the cost banks incurred to
address the issue of NPL as a result of
unfavorable = macroeconomic  conditions
Williams (2004); Podpiera and Weil (2008);
and Louzis, Vouldis and Metaxas (2011) or
Ghosh (2015) that concluded that poor
management on the part of the banks is
responsible for NPLs.

It was revealed that credit growth ratio has a
significant effect (1.3%) coefficient at 5% level
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of significance on the entire commercial banks’
NPLs when pooled together in Nigeria.
Similarly, credit growth is an important factor
influencing non-performing loans of large,
medium and small commercial banks in
Nigeria. According to Rajan, (1994) banks
usually adopt liberal credit policy during the
time of economic boom and adopt rigid policy
during economic recession. Moreover, the
pro-cyclicality and high economic growth is
usually responsible for the increase in demand
for credit as the balance sheet value of
household and firms increase during the time
making it easy for banks to overvalue them and
lend credit. However, a sudden slowdown or
decline in the economic growth will lead to
growth in NPLs as a result of the borrower's
inability to repay their loans obligations. This
situation can be explained in Nigeria with the
high lending of all the commercial banks to the
oil sector before the crash in intemational oil
price in 2015 which led to huge NPLs in many
commercial banks in Nigeria. Also, before the
global financial crisis of 2007 to 2009 the level
of credit growth of commercial banks in
Nigeria was reportedly high as there were no
perceived risks in the economy.

However, during the crisis most banks cut
down their lending activities as they focused
more on loan recovery strategies. This crisis
among other issues led to the establishment of
Asset Management Corporation of Nigeria
(AMCON) in 2011 to buy toxic credit assets
from banks. Thus, credit growth in boom tends
to results in growth of NPLs in depression.
This is supported by the pro-cyclical credit
policy hypothesis of Ahmad and Bashir,
(2013) that stated a positive relationship
between credit growth and problem loans
which implies that credit growth will results in
the growth of future NPLs. This study also
revealed that the effect of credit growth on
NPLs is high on small commercial bank (56%)
compared to large (7.9%) and medium (0.6%)
scale commercial banks and this might be
further attributed to the liberal credit policy of
small banks to attract and retain old and new
customers that might prefer to deal with the
big and medium scale commercial banks in
Nigeria. Generally credit growth effect on
NPLs on all the commercial banks in Nigeria
was however, not consistent with the study of
Boudriga et al, (2009).
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fhint s Lanbe shze ncreases there 1s the high
feeniedenicy fon barge bnnbs Ao ez thelr credit
b el nbaght expeose them to credif sk,
This preeitive velationship between bank sl
andd WL b bt Wbl and Bashir (2017)
rederred o ns oo bigAodal” hypothests, This
o sholar to the findings of Ghosh (2016) and
Vorsona ond Haveed (2010), “The result 1s
hermever, not supported by the studies of Salas
andd Saurlan, (2007); Ebimauda, Abdul-rehiman
and 1brahim (2017); and Thi Minth Hue (2015)
who veported s negative relationship between
bk shze ond NPLs which implied that the siz
oA Larger Lanks §s an advantage 1o have better
aoress Ao additional financing, dealing vith
leguidity problems and diversification activities,
The result however, vevealed no - significant
relationship between bank size and NPLs for
rnedivm and small swaled commercial banks In
Higeria,

§ urthermare, the study also revealed that the
corfrol variable “global financlal crists” was
satisfically sianificant with maximum (61%)
coefficient at £ per cent level of significance In
influencing non-perfonming loans when all the
commercial banks are pooled together, It was
further revealed that global financlal crisis has
a peitive effect on non-perdorming loans of all
categyories of commercial banks, This means
that the effects of global financlal crisls of
2007 1o 2009 lead 1o major economic
demdesm in Nigeria and it affected the
commercial banks borrowers' ability 1o fulfill
thedr loan obligations and thus lead fo higher
VL4 across the banks, The effect of global
financial on all the commerclal banks was
cr/pected  due to the contagion  macro-
coomomic nature of the crists on Nigerfan

2 & 1
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iy, T effect of gl financial crisls
e VL& of Vs in Miagerin s conslstent wath
the findings of Bhiled, (2017), NHonetheless,
the comlficlent of barge Yanks (72.2°7), mediom
bitibs (1717) andd simall (22.57) shzed Vianks
resprectively explained the magnitude of the
crishs on banks NPLs, Henee, the effect was
prarminent on large ard mediom commercial
banks than the siall commerclal banks which
conld be due 1o thelr shze,

From the above analysis  the  first  null
hypathests which stated that “there Is no
significant - functional  relationship  between
Nemeperforming  loans (NPLs) and  banks
spechic determinants; ona year lag of NPL
(NFLyg), loan 1o deposit  ratio, bank
performance rafio (ROL), credit growth ratio
and global financial crists in the Nigerian
commerclal banks” should be rejected while
the null hypotheses no significant functional
relationship between non-performing loans
(NPLs) and banks specific determinants; of cost
inefficiency ratio, bank deposit rate, bank size
and capital adequacy ratio should be accepted,
‘This therefore, Implied that banks specific
determinants of one year lag of NPL (NPLy,),
loan to deposit ratio, bank performance ratio
(ROE), credit growth ratio and global financial
crisls are the causes of NPLs in the Nigerian
commercial banks when the banks are pooled
fogether,

Table 4.3 provided a snap shot summary of
the GMM dynamic regression model results for
the first hypotheses that stated no significant
relationships  between the bank specific
financfal indicators and NPLs in the Nigerian
commercial banks, The findings showed that
the Null hypotheses Hoyuty were all rejected
and thelr alternative hypotheses were accepted
while the Null hypotheses of Hojwe, were
accepted and their altemative hypotheses
rejected,
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Table 4.3: Findings on Hypotheses Hogto Hoy,

Hypotheses

Hoa
Honw
Hoie
Ho1a
Hoie
Hou
HOIn
Ho1n

Hou

Varlables

There fs no significant relationship between None
performing loans (NPLs) and last year NPLs in the
Nigertan banking industry

There Is no significant relationship between Non-
performing loans (NPLs) and cost inefficiency ratio in
the Nigeran banking industry.,

There s no significant relationship between Non-

performing loans (NPLs) and loan to deposit ratio in the

Nigeran banking industry.

There is no significant relationship between Non-
performing loans (NPLs) and capital adequacy ratio in
the Nigerian banking industry.

There is no significant relationship between Non-
performing loans (NPLs) and banks size ratio, in the
Nigerian banking industry.

There is no significant relationship between Non-
performing loans (NPLs) and bank performance ratio
(ROE) in the Nigerian banking industry.

There is no significant relationship between Non-
performing loans (NPLs) and credit growth ratio in the
Nigerian banking industry.

There is no significant relationship between Non-
performing loans (NPLs) and bank deposit rate in the
Nigerian banking industry.

There is no significant relationship between Non-
performing loans (NPLs) and global financial crisis in
the Nigerian banking industry.

et 8 Noll

Findings
Significant

Not
Significant

Significant

Not
Significant

Not
Significant

Significant
Significant
Not

Significant

Significant

Decision
Heject

Accept

Reject

Accept

Accept

Reject

Reject

Accept

Reject

Source: Researchers Design, (2018). Note: Significance level is at 19 and 5%

Table 4.4 also provided a snap shot summary
of the GMM dynamic regression model results
for the second hypotheses which stated that
the bank specific determinants of NPLs were

not significant across the categories of banks
in Nigeria. The findings showed that the Null
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hypotheses Hoziy were rejected and their
alternative hypotheses accepted while the Null
hypotheses of Hozwden, were accepted and the
alternative hypothesis rejected.



of Banking and i'inancial lseues

/Niq@'ﬂ.loumal ——— e Dt e
/ - —— e e et s et st
Table 4.3: Findings on Hypotheses Hoy, to Hoy NS
g Variables Findings
Hypotheses Large Medium  Small  Decision
Banks Banks Banks
Hoza The effect of lag of NPLs is not  Sig Sig Sig  Reject
significant across the categories of
banks in Nigeria
Hozb The effect of cost inefficiency ratio is  Not Not Sig  Accept
not significant across the categories of ~ Sig Sig
banks in Nigeria
Hozc The effect of loan to deposit ratiois ot~ Sig Not Not  Accept
significant across the categories of Sig Sig
banks in Nigeria z
Hozd The effect of capital adequacy ratio is ~ Sig Not Sig  Accept
not significant across the categories of Sig
banks in Nigeria
Hoz. The effect of banks size ratio is not  Sig Not Not  Accept
significant across the categories of Sig Sig
banks in Nigeria . A
Hozs The effect of bank performance ratio  Sig Sig Sig  Reject
(ROE) is not significant across the
categories of banks in Nigeria A
Hogz, The effect of credit growth ratio is not ~ Sig Sig Sig Reject
significant across the categories of
banks in Nigeria
Hozn The effect of bank deposit ratio is not ~ Sig Not Sig  Accept
significant across the categories of Sig
banks in Nigeria
Hoaz;i The effects global financial crisis is not ~ Sig Sig Sig  Reject

significant across the categories of

banks in Nigeria

Source: Researchers Design, (2018). Note: Sig = Significance level is at 1% and 5%

Conclusion

Based on the findings of this study, it was
concluded that bank specific determinants of
one year lag of NPL (NPL¢.1), loan to deposit
ratio, bank performance ratio (ROE), credit
growth ratio and the control dummy variable
of global financial crisis are the causes of NPLs
in the Nigerian commercial banks when pooled
together. In addition, the study examined the
effects of the variables across the banks and
observed that bank specific determinants of
one vyear lag of NPL (NPL.j), bank
performance ratio (ROE), credit growth ratio
and global financial crisis are significant across
the various categories of commercial banks in
Nigeria. However, variables such as capital
adequacy ratio and bank deposit ratio were
significant on large and small commercial
banks in Nigeria. Also, loan to deposit ratio
and bank size ratio were only significant on
large commercial banks while cost inefficiency
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ratio only affected small commercial banks
based on the categorizations.

In conclusion, this study established that bank
specific factors, which are associated with the
activities of bank managers are responsivle for
non-performing loans in the Nigerian
commercial banks. Moreover, the effect of
these factors varies across different categories
of commercial banks in Nigeria.

Recommendations

Based on the conclusion above, the study

recommends the following:
i) The study discovered that high loan to
deposit ratio often leads to an increase in
non-performing loans among large banks.
Therefore, management of large banks in
Nigeria should always ensure that the ratio
between total loans and total deposits of their
banks are kept at minimum through effective
assets and liability management and proper
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appraisal of loan applications. Also, CBN
should employ special directives aimed at
controlling indiscriminate granting of loans
by the large banks in Nigeria.

i) Also that large banks should not rely on
their size as a basis for granting large volume
of loan requests which is associated with the
assumption or syndrome of too big to fail.
Therefore, regular investigation on credit
policy compliance and adequate measures to
monitor loans should be put in place by the
banks' management. These actions will
ultimately reduce the wvolume of non-
performing loans of large commercial banks
in Nigeria.

ii) The regulatory authority (CBN) should
come up with a monitoring mechanism or
framework for all categories of banks to
check and guide against the policy of
unattainable profit targets of commercial
banks in Nigeria. Similarly, management of
commercial banks in Nigeria should put in
place a structure that can generate accurate
information relating to riskiness level of their
loan portfolio and future performance of the
economy before lending to high risky
projects and businesses.

iv) The study revealed that deposit rate of
large and small commercial banks in Nigeria
are associated with growth in NPLs. This
suggested that NPLs of large and small
commercial banks in Nigeria can be
controlled if the management of these banks
could adopt new marketing strategies to
attract deposits from bank customer rather
than the promise of high deposit rate which
can influence high interest rate been paid on
loans and consequently growth in NPLs. In
the interim, management of these banks can
reduce the level of NPLs caused by high
interest rate by adopting credit policy which
will only lend to potential borrowers who
have good credit history to pay high interest
rate.

v) This study also shown that non-
performing loans of all commercial banks in
Nigeria was highly dependent on its
immediate past history. Therefore, CBN and
management of all commercial banks in
Nigeria should put into consideration the
causes of last period NPLs before granting
new loans by putting in plate modalities to
checkmate any form of contagion effects of
NPLs from the last period.
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vi) There is an evidence from the study that
small commercial banks cost inefficiency in
Nigeria may serve as leading indicator for
future problem loans which implies that CBN
should focus on small banks' cost reduction
and management strategies especially in the
management and monitoring of loans in
other to detect banks with potential problem
loans.

vii) CBN should lay emphasis on the capital
adequacy ratio of commercial banks in
Nigeria especially large and small commercial
banks having severe credit risk exposures in
order to prevent possible bank crisis and
financial instability.

vii) The study showed a positive significant
relationship between credit growth ratio and
NPLs of all categories of commercial banks
in Nigeria. Hence, CBN should continually
monitor the credit growth ratio of all
commercial banks especially during the time
of economic boom. This will enable the
regulatory authority to regularly advise banks
to be cautious in their lending processes and
to follow appropriate bank lending policy.

ix) Finally, management of all categories of
banks in Nigeria should remain observant
and come up with various mitigating
strategies to manage any form of contagion
risk that might arise from future global
financial crisis.

Future Research

For further studies, the effects of bank specific
variables on NPLs can be considered based on
individual bank and also on banks' loan
portfolios in Nigeria. This is expected to
provide an in-depth knowledge on the causes
of NPLs with specific focus on loan type and
individual bank in Nigeria. Also, further
investigations are needed to provide better
understand on the relationships between NPLs

"and the different types of borrowers;

individuals, small and medium enterprises,
corporate and public sector entities. In
addition, further study could also compare the
effects of bank specific determinants of NPLs
before and after consolidation of commercial
banks in Nigeria as well as consider the bank
specific operational variables based on the
perception of the bankers. Finally, a cross
country analysis on the effects of NPLs in
Africa can be performed since such studies are
very rare and scanty in literature.
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APPENDIX 1

TOTAL ASSETS OF THE SELECTED COMMERCIAL BANKS IN NIGERIA, AS AT

313 DEC,, 2016

SN BANKS Total Asset 9% of Total Asset % of Total
o MR N 00 Asset By Rank
1 :\ o Bank Ple 6,255,847,070 19.8 1
2 Zenith Bank Ple 4,283,736,000 13.5 2
> P Bankld 3,567,782.000 11.2 3
K| Access Bank Ple 3,094,960,515 9.79 4
A Guaranty Trust Bank Ple 2,613,340,074 8.27 5
o United Bank of Africa Ple 2,539,585,000 8.04 6
7 Diamond Bank Ple 1,662,508,825 5.26. 7
< Fidelity Bank Ple 1,298,141,000 4.11 8
Q Skwe Bank Ple 1,181,504,000 3.74 9
10 Bist Citv Monument Bank Ple  1,172,778,078 3.71 10
11 UnionBank Ple 1,123,483,000 3.55 11
12  Stanbic Iote Bank Ple 1,053,523,000 3.33 12
13 Sterling Bank Ple 830,802,224 2.63 13
14  Unitv Bank Plc 492 681,647 1.56 14
15 Wema Bank Ple 421,221,036 1.33 15

Authors’ Computation, (2018)
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