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ABSTRACT 

 

This study investigated the impact of credit administration on bank 

performance. The explanatory variables were liquidity ratio, cash 

reserve ratio, loans-to-deposit ratio and bank loans and advances 

regressed on bank profitability as the dependent variable. Through 

the multiple regression models, the four hypotheses were tested 

out of which two stated in null form were rejected while the 

remaining two were accepted. The results showed the major 

findings to include the existence of a significant relationship 

between all the variables taken together and bank profitability. 

Also, a significant relationship exists between cash reserve ratio, 

and loans and advances as explanatory variables and bank 

profitability. On this premise therefore, some of our 

recommendations are that banks should not extend credits 

indiscriminately. Hence, credits must only be given based on good 

credit rating in order to avoid incidence of non-performing loans.  

KEY WORDS: Liquidity management, profitability, cash reserve, loans and 

advances, insolvency, macroeconomic determinants, 

monetary stability.      
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CHAPTER ONE 

 

1.0 INTRODUCTION 

1.1 BACKGROUND TO THE STUDY 

The management of liquidity in the Nigerian economy attracted so 

much attention when the Central Bank of Nigeria around the 

month of April, 2001 caused the Naira to be devalued by 5 per 

cent within two days at the Interbank Foreign Exchange 

Market(Chizea,2001). 

Liquidity management in financial context means the degree of 

convertibility to cash, and company or banks  must at all time 

maintain a reasonable level of cash and near cash asset to enable 

it pay its maturity and unforeseen obligation(Nwezeaku,2006). 

        According to Anyanwu (1993), Liquidity management also 

means the ease with which assets can easily be convertible to cash 

without loss and hence the bank’s ability to pay its depositors on  

demand. It is judged by the ease with which an asset can be 
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exchanged for money. In order wards, Liquidity is the ability to 

convert an asset to cash with minimum delay minimum loss.  

          Liquidity management involves controlling the level of 

money supply in the economy in order to maintain monetary 

stability. A relatively high level of liquidity subsisted in the money 

market, arising mainly from improved statutory allocations to the 

three tier of government, following higher oil revenue, 

monetization of excess crude receipts, population census and pre-

election spending (CBN, 2006).Also, Chizea (2001) said liquidity 

management is the determination of the quantum of liquidity that 

would be consistent with the optimal level of output and prices. It 

seeks to ensure the attainment of short term objective of 

monetary policy, that is, the maintenance of desire of monetary 

aggregate of stock of money supply, interest rate and inflation.   

           Liquidity management is referred as the speed and ease 

with which as asset can be converted to cash without loss of 

value. The more illiquid an asset is the more loss of value when 

converted to cash. Any business in financial distress like banks, 
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normally grind to halt. However, since liquid assets are less profit 

able, there is need to strike a balance as the quantity to hold at 

any given time (Akujuobi, 2006). 

           Thus, liquidity and profitability are two considerations 

governing a bank’s investment and since they conflict, it is not 

easy to reconcile them. If a bank management is interested in 

profit making, this might lead them into investing in assets which 

are highly remunerative but which may not earn be easily 

converted to cash. It may not earn much profit because safe 

investments are not very remunerative. Hence, the secret of sound 

banking lies in the maintenance of adequate reserves while at the 

same time making profit since one of the objectives of the banker 

is to maximize his profit within certain strict limitations 

(Anyanwu,1993; Jhingan,2004) 

            The banks should always contain an adequate level of 

liquid assets. These liquid assets are the most important balance 

sheet items which have the capability to maintain the confidence 

of depositors which the most valuable intangible asset of the 
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deposit banking business (Civelek, 1987 as in Anyanwu, 1993). 

Bank which deliberately or not fail to maintain an adequate level of 

liquid assets in their portfolio, are likely to create a fear or a loss of 

confidence among depositors over the safety of their deposits.  

           According to Bhalla (2005), the ability of banks to meet 

their financial obligations is usually measured by examining their  

balance sheet and relating some or all of its current assets to 

some or all its current liabilities. Moreover, in maintaining liquidity, 

there is no specific level of any balance sheet ratio that indicates 

that the firm is no longer liquid. 

           Soludo (2006), stated in his contribution to Liquidity  

management that at N797.6 billion, the Central Bank of Nigeria 

met the first (PSI) policy support instrument target of a maximum 

of N800 billion for base money in June 2006. However, in August, 

it was N838.2 billion, above the third quarter target of N810.o 

billion. To moderate the growth of liquidity and ensure that 

monetary targets under the PSI were met, several monetary policy 

measures were undertaken. The measures included the 
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introduction of non-discountable Special Nigerian Treasury Bill 

(NTBS), arising from the shortage of intervention instrument, 

gradual increase in interest rates at the open market discount 

window operations to boost public patronage, and allowing deposit 

money banks (DMBS) direct access to the reverse repo transaction 

with the Central bank of Nigeria. 

 Aburime (2008), stated that the recent reforms in Nigeria may not 

help to improve bank profitability and stability. His study sought to 

econometrically identify significant macroeconomic determinants of 

bank profitability. Using a panel data set comprising 1255 

observations of 154 banks over the 1980-2006 period and 

macroeconomic indices over the same period. In the study, the 

regression results reveal that real interest rates, inflation, 

monetary policy and exchange rate regimes are significant 

macroeconomic determinants of bank profitability in Nigeria. 

 Therefore, this research attempt to find out the impact of 

Liquidity management on Nigerian banks Performance.  
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1.2 STATEMENT OF THE PROBLEM 

According to Chizea(2001),liquidity of an economy can be likened 

to the blood  in the vein of an animal. Just as blood sustains the 

life of an animal, liquidity of the financial system sustains the life 

of an economy. Also, Nzotta (2004) said liquidity is needed for 

profitable operations, especially to sustain the confidence of 

depositors. It helps in meeting short run obligations, keep the 

doors of the bank open, and also avoid a run on the bank. He 

opined that no bank can survive on the short run without 

adequate liquidity. 

The maintenance of sufficient liquidity and monetary target to 

permit immediate payments to demand depositors, investment 

risks that are compatible with safety and ready availability of funds 

to carry out day to day banking activities or operations has been 

our paramount interest (Anyanwu, 1993). Theoretical 

determination of liquidity management are the subject of many 

articles over the years (example, Chizea 2001; Aburime 2008; 

Akujuobi, 2006). Aburime (2008) observe that real interest rate, 
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inflation monetary policy and exchange rate regimes are significant 

macroeconomic determinants of bank profitability. Simultaneously 

investigating on liquidity management, Chizea(2001) noted that 

macroeconomic stability has made liquidity management a 

nightmare In this regard one would wish to recall the measures 

included in the reduction in maximum ceiling of credits growth 

allowed banks, the special deposit requirements against 

outstanding external payments arrears to central bank of Nigeria 

by banks, the use of stabilization securities for reducing the excess 

liquidity management .Additional liquidity management on banks 

performance in Nigeria for the period 1985-2004 can add to this 

body of research. 

  However, Nwezeaku (2006) opined that illiquidity is worse than 

insufficient profit from operations, banks need to maintain liquidity 

in order to satisfy the CBN reserve requirement and to spread risk 

across the asset portfolio of the banks. There is, therefore, the 

problem of how the Banks in Nigeria manage their assets so as to 



 8

strike a balance between performances in form of profitability and 

still have safety liquidity confers. 

 
1.3 THE OBJECTIVE OF THE STUDY 

This study generally aims to find out how Liquidity management in 

Nigerian banks affects their profitability. 

           The specific objectives of the study however include:          

(a) To examine the impact of Liquidity ratio on the 

profitability of Nigerian deposit banks. 

(b) To find out how the maintenance of adequate 

cash reserve ratio by Nigerian deposit banks 

affects their profitability. 

(c) To evaluate properly the impact of Loan- deposit 

ratio on the performance of Nigerian deposit 

banks. 

(d) To determine how the loans and advances of the 

Nigerian deposit banks relates to their 

profitability. 
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 1.4      RESEARCH QUESTIONS  

Attempts shall be made to address the following questions in this 

research effort: 

(a) How does liquidity ratio help to maintain the relationship  

           between liquidity and profitability? 

 

(b) What is the effect of cash reserve ratio on commercial banks 

profitability in Nigeria? 

 

(c) To what extent has loan-to-deposit ratio affect banks 

profitability in the Nigerian banking industry? 

 

(d) How does loans and advances help in reconciling the liquidity 

and profitability of banks? 

1.5 RESEARCH HYPOTHESES 

The following hypotheses are therefore formulated for the study: 

 H01 There is no significant relationship between Liquidity  

                 ratio and profitability of deposit banks. 

 

 H02 There is no significant impact of Cash reserve ratio on  
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                  Banks profitability. 

 

 H03   There no significant impact of Loan-to-deposit ratio  

                   on Profitability of deposit banks. 

 

 H04 There is no significant impact of Loans and advances   

                 on profitability of deposit banks. 

1.6         JUSTIFICATION OF THE STUDY 

The findings of this study will be significant in the following ways: 

a. The management staff of the bank would improve on their 

banking practice. An improvement on the banking operation 

would help the customer to have full confidence on banks. 

 

b. A good banking operation encourage customer to deposit or 

invest to the bank which bring more progress and confidence 

to the organization. 

 

c. It would also be of immense benefit to management and 

other people in the banking industries. It would help the 

banker and banking authorities to improve on their services. 
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d. The regular payment such as life assurance premium may be 

also help to improve the banks if the customer authorized 

the bank to pay the specified amount to the person (or 

institution) named until the order is revolved in writing. 

 

e. Liquid asset in deposit bank play a very crucial role because 

banks operate largely with the fund borrowed from 

depositors informs of demand and time deposit.   

 

f. Banks are always expected to allocate their fund in such a 

manner that their portfolio should always contain an 

adequate level of liquid assets. 

 

1.7            LIMITATIONS OF THE STUDY 

In carrying out this study, problems have been encountered; some 

of these problems are the problem of getting secondary data, from 

the local environment, problem of bank giving out their annual 
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reports and some necessary information and also problem of 

inadequate library materials. 

 

Another limitation was the unavailability of central bank of Nigeria 

statistical bulletin for easy reach, which would help the researcher 

to select appropriate variables from the financial statistics for 

accurate work. 

 

The local environment is ill-equipped with text book, journals and 

articles on the related topic or subject of study since there is no 

rich public library and book store that sell useful materials and if at 

all is found available; the cost of purchase is very high. 

 

Also, the limitation of the study if successfully completed would 

highlight the extent at which deposit banks in Nigeria have tried to 

ensure a high level of liquidity management since the introduction 

of consolidation. 
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Finally, the limitation of the study is on liquidity management of 

the research work couple with the stress and limited time would 

served as a limiting factor, also the assumption that executives to 

be interviewed may not be easily assessable and in giving sensitive 

information. 

 

  

 

 

 

1.8                SCOPE OF THE STUDY 

The scope of the study examined the impact of liquidity 

management on the banks in Nigeria which has to do with its 

performance in Nigerian deposit bank. The extent at which banks 

would be able to management its liquid asset, grant risk loans and 

increase its profit without going bankruptcy (insolvency). The 

scope covers the period of 1985-2004.  
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CHAPTER TWO 

2.0 LITERATURE REVIEW 

2.1 LIQUIDITY MANAGEMENT IN NIGERIAN BANKS 

The management of banks liquidity in Nigeria is of paramount 

interest to profitability operation. It connects the distribution of 

funds amongst investment, such as Cash, loans and advances and 

other assets. Essentially, bank liquidity management at all times 

allocates funds available to them in such a way as to ensure high 

liquidity to the assets with maximum profitability. 

 

C.B.N (1998) series contend that liquidity management in Nigeria 

includes the provision of short run reserve needs of the banking 

system for purpose of meeting short term liquidity obligations. 

Before the introduction of open market operation on 30th June 

1993, the C.B.N employed the direct techniques of liquidity 

management which involved the setting of credit ceilings discount 

rates, liquidity and cash ratios. 

 

As a supplement to cash and liquidity ratios, banks also, 

occasionally called for special deposits from the banking system as 

well as issued stabilization securities. Since June 1993, open 

market operations have become the dominant instrument of 
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liquidity management while the use of stabilization securities exists 

only as a fall-back position to augment other instruments as the 

need arises. The use of credit ceiling has been phased out, while 

the application of the discount rate, liquidity and cash ratio is still 

in force as the main adjustment instruments. 

 

The management of liquidity by banks is constrained, by the 

following factors: 

i. Banks are usually highly regulated by the monetary 

authorities. The high level of regulation ensures that bank 

liquidity are managed with the legal and regulatory frame 

work. 

 

ii. The relationship between a bank and his customers imposes 

another constraint. This relationship is basically one of trust 

and accommodator. The customer expects the bank to 

honour all obligations at maturity. 

 

Olutan (2004) examined the components of bank health which 

impact upon them for stability, has discovered that loans and 

advances is views as a major component for banks profitability, 
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since the volume of income made by the bank is in part a function 

of the interest income receivable on credit facilities booked. 

 

However, bank should lend at a level. Such that loan/deposit ratio 

will not jeopardize the liquidity. 

 

2.2 THE IMPORTANCE OF LIQUIDITY MANAGEMENT 

The proportions in which the various forms of assets are kept vary 

from bank to bank, country to country also vary with the state of 

trade. The larger the liquidity of the assets, the more confidence 

will a bank inspire, but the lower will be in project and vice versa. 

 

The whole activity of the banking business rests mainly on the 

confidence of the people in relating to the banks ability to pay 

their money on demand. If such confidence it costs which is 

contagious, there will be ream on the bank. No bank can face a 

run because all the banks assets are not in liquidity form. 

 

The issue of liquidity is very important to banks management.  

Asuzu (1995), Nzotta (2004) gave the importance of liquidity to 

include the following: 
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i. To provide timing difference in its cash flow arising from 

deposits being repayable at shorter notice than its loan. 

 

ii. To provide a margin to meet overall increases in demands 

for advances and/or withdrawals of deposit. 

 

iii. To meet depositors demand for repayment in cash. 

 

iv. To provide for any information of interruption (or any 

interruption) in its expected inward cash flow arising for 

example, however be enable to repay on dictate. 

v. To provide for its own operating on capital expenses. 

 

vi. To provide caution against losses from bad debts. 

 

Thus; liquidity management usually employed to minimize 

revenues while holding risk of insolvency to desired levels. They 

four main liquidity management policies includes  

i. Effective cash mobilization 

ii. Cash flow forecasting 

iii. Identification of needs for productive liquidity  

iv. Productive use of liquid assets. 
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The bank should mobilize cash through accelerating collections 

and to hand disbursement so that minimum cash is available. 

 

The aim time is to reduce funds tied up in the process of receiving 

and collecting cheques and in the routines of transferring bank 

balances to the points where they will become most used. 

Collection can be accelerated by the use of telegraphic transfers; 

and concentration on banking and disbursement can be handling 

by optimal timing of payments. 

 

The banks should also predict its future cash flows, the validity of 

future on marketable securities. 

 

In addition, the bank should also be able to identify contingencies 

such as the possibilities of increases in customer’s withdrawals, 

especially during festivities and the probabilities of their 

occurrence over a period into the future etc. 

 

Furthermore, the bank should analyze the alternative marketable 

securities before investing their money in them. The marketable 

securities can be evaluated based on their marketability, time 

ability and deficit risk with these, formulated and modifies over. 
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Therefore, it is important for a bank to keep a certain proportion 

of its assets liquid but also the see that people’s confidence in its 

soundness is not shaken. 

 

Bankers should take into consideration a certain degree of 

productivity on the part of the depositors. The best way to inspire 

confidence into depositors is to give credits in time of panic. 

 

2.2.1  FUNCTIONS OF LIQUIDITY 

According to Nwankwo (1991), adequate liquidity is a since qua-

non of banking. It becomes a crisis if the bank(s) cannot meet this 

demand and assets, can not be sold quickly at prices that permit 

the bank or banks to meet the commitments. The significant of 

adequate liquidity is in the fact that while an astute banker can live 

for something with an inadequate capital, liquidity is what keeps 

the doors of the bank pen in the short run. Some of the functions 

of liquidity, according to Nwankwo  (1991) include the following: 

 

1. ADEQUATE LIQUIDITY: It enables a bank to meet 

commitments when due and not to undertake new transactions 

when desirable. 
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Also, it enable a bank to meet the three risks that is finding risk, 

the ability to replace outflows of funds either through withdrawals 

of retails deposits or replace non renewal of wholesale funds, and 

the risk of arising from call to honor maturing obligations or from 

request for funds from important customers. 

 

It also helped for commercial prudence and to avoid fire sales of 

assets, which is forced sales at unfavourable market condition and 

at heavy losses. 

 

2. LIQUIDITY: It enables the bank to fund new funds to 

honour the maturing obligation such as a sudden upsurge in 

borrowing under automatic or agreed lined of credit or to be able 

to undertake new leading when desirable. Example is a request 

from a highly valued and placed customer. 

 

3. ADEQUATE NON-VOLITIONAL: OR INVOLUNTARY 

BORROWING FROM CENTRAL BANK: When a severe liquidity 

pressure force a bank to the discount window on a non-volitional 

basis, that bank puts itself literally at the merely of the central 

Bank, effect of this destine to the central bank. 
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2.2.2  SOURCES OF BANK LIQUIDITY 

No particular theory is insisted upon by a bank in the management 

of a bank’s liquidity, but according to Nzotta (2004) two principal 

sources of bank liquid are however distinguishable. They are: 

i. The stored liquidity 

ii. The purchased liquidity 

 

(A) The stored liquidity: These are asset-based liquidity and 

consist of assets in which funds are temporally invested, 

warehoused or stored with assurance that they will either mature 

or be paid when liquidity is needed or will be readily saleable 

without material loss in advance of maturity. 

 

Stored liquidity incorporates elements of the three asset based 

liquidity theories, viz 

i. The liquid assets 

ii. Real bill doctrine 

iii. Shiftability theories of liquidity management. 

The major or types of stored liquidity includes; 

(a) Cash and balances due to other bank  

(b) Cash balance with the central bank of Nigeria (C.B.N) 

balance with other banks at home and abroad 
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(c) Cell money funds 

(d) Short-term government securities, treasury bills. Treasury 

certificates and government bonds of risk not more than 3 

year to maturity 

(e) Commercial pages acceptance, negotiable certificate of 

deposit bank unit fund etc. 

(f) Other marketable securities state and local government 

securities 

 

(B) THE PURCHASED LIQUIDITY: This incorporates and 

takes account of the liability management theory. This theory, 

states that funds are acquired in the market at a price and used 

for profitable operations, especially for lending and other banking 

investment. This approach focuses on the permanent expansion of 

bank assets is                      

based as opposed to the compositional charge in assets or the 

liquidity reserve approach. 

The major or typed of purchased liquidity include: 

(a) Borrowing from the central bank of Nigeria through 

discounts or advance 
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(b) Call money held for other banks certificates of deposits, 

banks unit funds 

(c) Other liabilities include large time deposits of state 

government, local authorities, personal funds and investment 

funds. 

 

2.2.3  MEASUREMENT OF BANK LIQUIDITY 

From the foregoing, it should be obvious that a bank can be 

considered liquid if it stores enough cash and other liquid assets 

together with the ability to raise funds quickly from other sources 

to enable it meet its payment obligation and financial 

commitments in timely manner. 

 

It can be measured either as a stock at a point in time or as a flow 

over time. It should be noted at this point in time that liquidity (in 

terms of finance) refers to the state of owing things of value that 

can easily be changed into cash. 

According to Nwankwo (1991) with banks becoming major 

borrowers on the wholesale money market, their credit worthiness 

have become of fundamental importance of liquidity in spite of the 
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above, the most widely used measures are derived from the stock 

approach. 

One of these are the loan-deposit ratio under this measure, all 

bank loans are lumped together on the basis that they are the 

most liquid of all assets. They are compared with the total bank 

deposits as a proxy to the liabilities that bank should be called 

upon to honour. A rise in the ratio is taken to indicate a less liquid 

position when this happens, banks become less incline to lend and 

to invest. They became more selective and as standards are 

increased and credit is more strictly allocated, intents rates lend to 

rise. 

 

Though the simplest of the liquidity measure the loan deposit ratio 

is probably also the least satisfactory. This implies that loan- 

deposit  ratio does not give an accurate indication of the liquidity 

needs. It also does not give indication of the nature of the loan 

portfolio(Nzotta,2004). 

(a) It measures only assets liquidity and excludes any measures 

of the ability to a bank to raise funds other than through the 

sale of assets. 
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(b) Secondly, a slightly better measure of bank liquidity is the 

loan to liabilities ratio; this has merit in recognizing that 

liabilities other than deposits, can also represent potential 

drain on bank funds. 

 

(c) Thirdly, it measured the liquid assets ratio: this allows assets 

to be selected on the basis of investment. Like the other 

asset based ratio, the liquidity ratio is defective in measuring 

only asset liquidity, ignoring the liquidity available through a 

banks ability to borrow more, it does not take amount of the 

composition problem. 

 

Finally, there is also the cash ratio, this ratio deal with the ratio of 

cash to total deposits or assets. 

 

2.3 THEORIES OF BANK LIQUIDITY 

Many theories have been developed over the years concerning 

bank liquidity. Nzotta (2004), Jhingan (2004) gave Five different 

theories of bank liquidity.   These include:  

 

i. Liquid Asset Theory: this theory says that banks must hold 

large amounts of liquid asset as reserves against possible 
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demands for payment by depositors. The theory emphasize 

the need for holding short-term asset as a prudent caution in 

face of various uncertainties in banking operation and the 

various needs of bank liquidity. 

 

How do you determine the level of liquid asset a bank must hold at 

any point in time? 

 

This is the ethical issue. The level of liquid assets depend on the 

bank’s perceived need for liquidity, the volatility of its deposits, the 

state of the financial market (money market) and the level and 

direction of the monetary policies of the government. 

 

According to Nwankwo (1991) by focusing on the asset side of the 

balance sheet, the theory is grossly deficient in a world of active 

money markets and purchased, finding where the flow of fund can 

shift with considerable speed and banks are hereby dependent on 

the markets. 

 

ii. Commercial Bill Theory: This theory is also known as the 

“Rent Bill Doctrine” It stated that bonds should principally be 

invested in short-term self liquidation loans for working 
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capital purpose usually confined to financing the movement 

of goods though the successive stage of production, cycle 

production, transportation, storage, distribution and 

consumption. This theory has obvious limitation which 

includes the following: 

(a) It excludes long term loans  

(b) It is inconsistent with the demands for economic 

development, especially in developing countries. 

(c) It emphasizes only the maturity of bank asset and not the 

marketability of the assets 

(d) It ignores the fact that the need of trade on measured in 

normal forms that rise in step with prices. 

(e) It fails to reflect the normal stability of feasible to undertake 

long term lending. 

(f) It assumes that repayment from the self liquidity assets 

would be sufficient to provide for liquidity. The ignores the 

fact that seasonal deposits withdrawal and credit request 

could exceed the liquidity position 
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iii. Shiftability Theory: This theory emphasizes the suitability 

transferability or marketability of bank assets as better 

option for investing bank funds. They theory; 

 

(a) Recognizes the long term more permanent type of financing 

by banks. 

(b) Acknowledges the diminished significance of short term self 

liquidating loans 

(c) The growing importance of investment banking is also 

implicitly recognized 

(d) Recognized the marketability of bank asset 

 

iv. Anticipated Income Theory: This theory emphasizes the 

carrying power and credit worthiness of the borrower as the 

ultimate guarantee for ensuring adequate liquidity. Nwankwo 

(1991) observe   that the anticipated income approach point 

to the movement towards self amortizing commitments by 

banks and stressed that systematic repayment schedules on 

many types of loans and serial maturity debts could provide 

an automatic liquidity schedule out the repayment 

capabilities of the borrower. 
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v. Liability Management Theory: This focuses on the ability 

code of the balance sheet for supplemental liquidity. This 

theory argues that since large banks can buy the entire fund 

they need, there is no need to store liquidity on the assets 

side of the balance sheet. The theory; 

(a) Assume that increases in interest rates offered for funds will 

lead to increased supply of fund to the market. 

(b) Assumes stable normal situation 

(c) Assumes unshaken confidence of the condition of the market 

on the credit worthiness, risibility and integrity of the 

borrowing banks. 

 

2.3.1  LIQUID POSITIONS OF SELECTED BANKS 

Banking expects and believes that the ability of banks to meet 

their financial obligations is usually measured by examining their 

balance sheet and relating some or all of its current assets to 

some or all of its current liabilities. 

In the specific case of a commercial bank, the ratio of loans to 

deposits is the most commonly used measure of banks liquidity. A 

firm liquidity rests not so much on its balance sheet as on whether 

or not it is doing well and earning money. 
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Moreover, liquidity is a relative concept because there is no 

specific level of any balance sheet ratio that indicates that a firm is 

no longer liquid. For instance, what is considered as dangerous 

loan to deposit ratio has changed overtime, varies in different and 

ultimately; depends on what bank managers and the monetary 

authorizes think. 

Table 1 

UNITED BANK FOR AFRICAN PLC LIQUIDITY POSITION 

Year Total deposits 
N 

Total loan and advance 
N 

Ratio Percentage 

1993 5,872844 2534881 0.43 43 
1994 8159296 3329597 041 41 
1995 9694080 3329597 0.34 34 
1996 11694450 4034768 0.36 36 
1997 17356193 5886132 0.34 34 
1998 18637500 8403883 0.45 45 
1999 18353987 4317846 0.24 24 
2000 33161587 6220112 0.19 19 
2001 37019232 8986917 0.24 24 
2002  39520972 10,760815 0.27 27 
2003 42629000 15750000 0.37 37 
2004 151919000 56136000 0.37 37 
2005 205 110,000 67 610,000 0.33 33 
 
Source: UBA ANNUAL REPORTS AND ACCOUNTS 
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= 
Total loans and advance

Total Deposits   

% of the loan to deposit ratio 

 
Total loans and advance

Total Deposits   x  100 

In 1993, the ratio of loans to deposits increased due to inflation 

which means that there is 80% much money in circulation. In 

1994, the ratio dropped from 0.43 to 0.41 due to the withdrawals 

of parastatals and government. There was also the use of 

stabilization securities introduction by the Central Bank of Nigeria 

(CBN) to meet up excess liquidity in circulation in 1995. The ratio 

of loans to deposits remained the same in 1996 due to the use of 

stabilization securities. Also, 1997 stabilization securities was used 

also but due to, it does not have the destabilizing effects, the open 

market operation (OMO) was introduced in 1998, open market 

operation is the basic mechanism for the control of the money 

supply schedule in the country, which is defined as purchases and 

sales of assets by the Central Bank of Nigeria in the open or 

secondary market. 

 

The assets traded are mainly the securities issued by the federal 

government, but it does not have effect on United Bank of Africa 
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that was in circulation during that period as a result of election. 

But it came down in 1999 as a result of interest rate regulation 

(pegged interest rate and selling of 21 percent per annum has 

been fixed for lending). 

 

In 2000 to 2002, the ratios of loans to deposits were as a result of 

participation in the open market operations. Then in 2002, the 

ratio increased a bit as a result of interest rate deregulation. Well, 

as in the year 2003 as a result of radical restructuring which the 

bank had under gone in recent year. 

 

In the year 2004 and 2005 respectively the bank was faced by 

harsh operating environment occasioned by the adverse economic 

climate and the challenges within the industry. The central bank of 

Nigeria policy on MRR and the policy for banks to increase their 

capital base to a minimum of N25 billion throw up far-reaching 

challenges and unchanged opportunities in the banking industry. 

Also, the ongoing reforms in the banking industry also affected the 

bank’s operations, and these had very far-reaching effect on the 

total or entire operations of the bank.   
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Table II 

LIQUIDITY POSITION OF UNION BANK 

Year Total deposits 

N 

Total loan and advance 

N 

Ratio Percentage 

1993 4876 544 2228879 0.46 46 

1994 5782832 2380226 0.41 41 

1995 6396730 2650211 0.41 41 

1996 9739954 1736617 0.18 81 

1997 15712902 3773168 0.24 24 

1998 20115764 4218678 0.21 21 

1999 24914583 7105544 0.28 28 

2000 51607688 11254763 0.22 22 

2001 56914000 16704000 0.30 30 

2002 63654000 23364000 0.36 36 

2003 65125000 26164000 0.40 40 

2004 241585 (NB) 78338 (NB) 0.32 32 

2005 200511 (NB) 78684 (NB) 0.40 40 

 

Source: UNION BANK ANNUAL REPORT AND ACCOUNTS 

 

= 
Total loans and advance

Total Deposits   

 

Its percentage 

 
Total loans and advance

Total Deposits   x  100 
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In 1993, the increase in loans to deposit ratio of Union Bank was 

as a result of inflation. It dropped in 1994 as a result of the 

removal of the public sector account from deposit banks to the 

central bank of Nigeria (CBN) and also the use of stabilization 

securities which is a valuable instrument in the transaction phase 

of the movement to indirect method of scathing up excess liquidity 

in the banking system. 

 

In 1995, the ratio was raised because of the increasing in equity 

holding in industrial enterprises which is a source of fund for the 

bank and also due to excess money in the economy. 

 

The ratio was again reduced in 1996 due to stabilization securities 

by the central bank of Nigeria (CBN) to map up excess money in 

circulation which gives the propensity to save and also the removal 

of credit leveling imposed on individual banks credit growth for 

banks that meet the specified performance criteria’s sit by the 

central bank of Nigeria (CBN) to ensure emergence of a sound 

financial sector. 
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In 1998, it reduced to 0.21 as a result of the bank’s participation in 

the open market operation (OMO) where deposit banks are 

required to buy securities from the central bank of Nigeria. The 

decrease on the ratio continued in 1999, as a result of interest rate 

regulation. 

 

The reduction also continued in the year 2000 and 2001, the ratio 

were 0.22 and 0.30 respectively as a result of continual 

participation in the open market operation as empowered and 

provided for in part v of the central bank of Nigeria. December No 

24 of 1991, section 27 sub-sections 27 (i) (a-g) and sub-section 27 

(3) (a-i). 

 

However, the ratio increased in the year 2002 as a result of 

interest rates deregulations. In the year 2003 as a result of radical 

restricting which the bank has under gone in recent years as well. 

 

In the year 2004 and 2005, the ratios were 0.32 and 0.39 

respectively, the deposits dropped from 241,585 (NB) billon in the 

year 2004 to 200 511 billion in the year 2005 due to the effect of 

the subside caution of their London branch which deposits are now 
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excluded from the bank deposits for the reasons that the erst 

while branch has now formed into a full subsidiary customers 

withdrawals of their deposits to purchase shares in banks offering 

their shares for subscriptions also partly accounted for deposit 

drop. On loans and advances, the bank have been strengthening 

the quality of its risks assets by increasing the provisions for non 

performing account, adopting aggressive loan recovery strategies 

and tightening loan conditions. Also the central bank policy of low 

MRR affected the addition to the central bank of Nigeria New 

Minimum Capital Base for any operating Bank in Nigeria. 

 

HISTORICAL BACKGROUND 

DEPOSIT BANKING DEFINITIONS AND ORIGIN 

The bank and other financial institutions decree 1991 defined a 

deposit bank as any bank whose business include the acceptance 

of deposits withdrawable by cheque. However, these definitions 

appear to be narrow in scope. 

 

Deposit banking was viewed by Agene (1995) as a joint stock 

private or public enterprise licensed to undertake retail financial 

service especially banking services. 
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Principles among those services are the provision of some types of 

account (Deposit, savings and current) and foreign exchange 

service, acting as intermediary between all categories of savers 

(Lenders) and investors (borrowers) of funds. 

 

The commercial banks provide fund for investment from areas 

where there are excess fund to an area where these is need. 

Although most credit offered are short-term credits to their 

customer, because their deposit base consists mainly of demand 

deposits, which are withdrawable by cheque without notice. 

However, the capital base for the commercial bank has been put 

to N25 billion, with full compliance before end of December 2005. 

this resulted in series of mergers, acquisition, re-capitalization for 

all the banks in the system. These led to the policy adjustments 

that constitute the following banking reforms viz. 

(a) Minimum capitalization of N25bn with full compliance before 

end of December 2005. 

 

(b) Phased withdrawal of public sector funds from banks starting 

July 2005 
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(c) Consolidation of banking institutions through merger and 

acquisition. 

 

(d) Adoption of a risk focused and rule based regulatory 

framework 

 

(e) Adoption of zero-tolerance in the regulatory framework 

especially in the areas of information rendition/reporting. 

 

(f) Expedition completion of automatic process for rendition of 

returns by banks and other financial institution through the 

electronic financial analysis and surveillance system (EFASS). 

 

(g) Establishment of a hotline confidential internet address 

(governor @ central bank org.) for all Nigerians wishing to 

share any confidential report with the C.B.N governor. 

 

(h) Strict enforcement of the contingency planning framework 

for systematic banking distress 

 

(i) Work toward the establishment of an asset management of 

distress resolution 
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(j) Promotion of enforcement of dormant laws especially those 

relating to the issuance of dual cheques and the law relating 

to the vicarious liabilities of the board member of case of 

failure of the banks. 

 

(k) Revision and updating of relevant laws and drafting of new 

ones relating to the effective operation of the banking 

system. 

 

(l) Closer collaboration with the economic and financial crimes 

commission (EFCC) in the establishment of the financial 

intelligent unit (FU) and the enforcement of the Anti-money 

laundering and other economic crime measures (M). 

Rehabilitation and effective management of Mint to meet the 

security printing needs of Nigeria including the banking 

system which constitute over 90% of the Mint business, at 

the end of the deadline 25 banks emerged, 13 others which 

could not merge or recapitalize were declared distressed. 

 

2.3.3  EVOLUATION OF DEPOSIT BANKING 

The beginning of modern deposit banking is usually traced to 1587 

AD, when the Bancot Rialto was established in Venice, Italy prior 
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to this time, early Italians carried out the business of banking at 

benches in the street. It is note worthy that the word “Banking” 

comes from the Italian word Banco meaning Bench. 

 

Commercial banking later spread to Europe and became more 

organized through the activities of Goldsmith in Britain. The bank 

note developed from the practice of depositing gold for safe 

keeping in the goldsmiths strong room – a practice which was 

common in the days available for the withdrawals of gold from the 

goldsmith and transfer of this gold to the creditor who would now 

double proceed to return it to the goldsmith’s vault. These 

Goldsmith issued transferable receipts on the securities of gold 

deposited with them and hence paved the way for the 

development of current account, bills discounting and loan 

facilities. 

 

After the world war, most nations abandon the gold standard and 

nowadays paper money is not convertible into gold. Paper money 

is valuable today simple because it is generally acceptance as a 

medium of exchange. Our paper money is fiat or taken money. 

The note issue is entirely fiduciary and our coins no longer contain 
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a commodity value of precious metal equal to their monetary 

value. 

 

2.3.4  ORIGIN OF BANKING IN NIGERIA 

The history of banking in Nigeria started with the establishment of 

the first deposit bank- the African Banking Corporation- in Lagos, 

in 1892 (Adekanye 1984). Between 1892 and 1947, a total of ten 

(10) banks were established in Nigeria, including three (3) 

successful indigenous banks, National Bank of Nigerian (1933), 

Agbonmagbe Bank (Now Wema Bank 1945), and African 

continental Bank (1997), of these ten banks four failed completely, 

while one sold out to another. 

 

The period 1947 to 1952 in Nigeria was usually referred to as free 

banking era as a total of twenty-two (22) banks were registered in 

the country within that period, according to a study conducted by 

the central bank of Nigeria (CBN) as reported by Adekanye (1984). 

However, Nwankwo (1991) contends that a figure as high as one 

hundred and eight five (185) was quoted from government 

records and was confirmed by the financial secondary as the 

number actually registered as banking companies between 1947 



 43 

and 1952, of which a hundred and forty five (145) were registered 

in 1947 and forty (40) in 1952. Most of these banks merely 

registered without actually commencing operations. 

 

With the enormous increase in the number of banks and the rate 

of their failure, there arose the need for legislation on banking 

operations in Nigeria to protect the interest of the depositors. On 

the recommendation of the patron commission, the first banking 

legislation in Nigeria, the banking ordinance of 1952 which pegged 

the minimum capital requirement for the establishment of a bank 

at two Hundred Thousand (200,000.00) was enacted.  

 

Simply because it is generally acceptance as a medium of 

exchange. Our paper money is fiat or token money. The note issue 

is entirely fiduciary and our coins no longer contain a commodity 

value of precious metal equal to their monetary value. 

 

2.3.5  CAUSES AND FAILURES OF BANKS IN NIGERIA 

In recent times, the general notice causes and failures of banks in 

Nigeria have been attributed to the following. 
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The political interference in the management of banks either by 

the state and or the federal government has been attributed to be 

failure of the bank in Nigeria in recent time. This resulted to jobs 

for the boys which is a part the political interference where people 

who are not properly grumbled and experienced in banking, were 

engaged in banking activities where loans are given freely without 

adequate collateral securities. 

 

As a result, professionals and job placements were not made to 

bring about professionalism in the system. One then notices that 

the banks were taking politics instead of banking. Policy 

frameworks for banks were not then not adequate which enables 

the banks to fraud. People who are named stakeholders prepare 

factitious document like cash flow and balance sheet to enable 

them obtain loans which are never recovered. Computations, 

fraud, and mismanagement of customer’s deposits are now the 

order of the day in our local banks and one easily notices that at 

present in the banks that every transaction is on paper and not the 

actual on the grounds and on assets, balance sheets are prepared 

on theoretical grounds and not on the actual positions as it may be 

and as it were. 
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Furthermore, most of the banks mentioned in Nigeria are 

organized on the line of imperialism they do not contribute cash, 

assets, capital etc. In fact they came up here empty handed to 

float the banks and these contribution and funds through which 

these banks are floated, are contributed by our suffering people ie 

their customers whom are later made away with and with and the 

result is the collapse of such banks. We then discover that they 

operators do not loose anything, because the big flower or 

(powers to be) of these bank lords. 

 

It is on record that most of our modern banks are banns and 

Syrian connection because they own most of the companies’ 

construction firm, supermarkets, money lending etc, operating in 

the country. They do not pay taxes or any sort of levies. 

 

They keep on looting the economy through capital flight. All the 

regulating measures are defective in the sense that they penetrate 

into the various arms of government to carry out their nefarious 

activities. 
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The banks are established on the pattern of the tortoise market 

which is presently called 419 system of business clearly where 

people arrange to organize a trade, collect and gather people and 

depositors money and fund and later do away with such fund for 

their private motives. The resultant effect is that such banks so 

established will have to be liquidated and closed. The 

conservational partly went for a long time with many Nigeria 

becoming victims of failed bankers or distressed banks which could 

no longer discharge their objectives to their customers. 

 

In fact, between 1990 and 1998, before the present administration 

came into power no fewer than 10% such banks and other 

financial house has renumbered with depositors fund trapped. 

Even the banks that were functioning were simple round tripping 

with foreign exchange apart from some other insider abuses for 

which many of them were sanctioned by the monetary and 

financial authorities in the country. Other causes for back failures 

include the problem of inefficiency in the banks favoritism long 

delay in cashing cheques and making withdrawals unfriendly, and 

suspicious attitude of most bank workers and their officials and the 
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transparent falsehood in most bank advertising in addition to all 

types of frauds and forgery. 

 

2.4 CONTRIBUTION BY OTHER AUTHORITIES 

This paper sheds light on the Impact of liquidity management by 

some authorities: Nzotta (2004) stated that liquidity management 

is the ability to store enough liquid assets and cash together with 

the ability to raise funds quickly from other sources, to meet its 

payment obligations and financial commitment in a timely manner. 

 

According to Sanusi (1999), liquidity management strategy was 

directed at maintaining an optimum level of liquidity consistent 

with the achievement of non-inflationary growth. 

 

According to Soludo (2004), liquidity management consistent with 

its monetary targeting frame work, the C.B.N focused on liquidity 

management to achieve the objective of maintaining price and 

macroeconomic stability. The primary instrument for it was the 

open market operation which was conducted daily using short 

term government securities of varying tenors. 
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Also, Soludo  (2006), stated that liquidity arise mainly from the 

improved  statutory allocation to the three tiers of government, 

following higher oil revenue, monetization of excess crude 

receipts, population census and pre-election spending. At N797.6 

billion the bank met the first PSI target of a maximum of N800 

billion for base money in June 2006. However, in August it was 

N838.2 billion, above the third quarter target of 810.0 billion. To 

moderate the growth of liquidity and ensure that the monetary 

targets under the PSI were met several monetary policy measures 

were undertaken. The measures included the introduction of non-

rediscountable special Nigerian Treasury Bills (NTBs) arising from 

the shortage of intervention instruments gradual increase in 

interest rate at the open market and discount window operations 

to boost public patronage and allowing deposit money bank 

(DMBS) direct access to the reverse repo transaction with the 

C.B.N. Anyanwu (1993) explained liquidity management as the 

ability to convert and asset to cash with minimum delay and 

minimum loss, hence the banks ability to pay its depositors on 

demand. 
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2.4.1 THE CENTRAL BANK OF NIGERIA AND LIQUIDITY 

MANAGEMENT OF DEPOSIT BANK IN NIGERIA 

The need for legislation for the control of banking in Nigeria 

become very apparent in view of the unusually high bank mortality 

rate during the collapsed of banks under the weight of 

mismanagement. Also free-for all nature of early banking activity 

in Nigeria led to innumerable bank failure and losses to depositors. 

As a result of all these and more many banking ordinances were 

enacted in Nigeria and many amendments to them were also 

made during the period. These banking ordinances and their 

amendment which saved as principal banking laws and regulations 

in Nigeria were aimed at strengthening existing banks. In order to 

avoid further bank failure and also to stop the proliferation of 

banks when the central bank of Nigeria was established in 1958 it 

was charged with the functions of specifying the minimum liquidity 

ratio for commercial banks and the ratio of deposits and cell 

money held for other banks to be retained in liquid assets by 

merchant banks to among other functions. It was also given 

proverbs such as supervision of banks and regulation of banking 

operation in Nigeria since then, the central bank of Nigeria has 

introduced many regulatory and monetary policies to control the 
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activities of banks, maintain sound banking system in Nigeria and 

ensure proper liquidity management in deposit. Banks and other 

banks in Nigeria such regulations and monetary policies include 

maintenance of Adequate Equity Capital, Reserve Requirements 

requiring banks to maintain two major reserve ratios: a cash ratio 

and liquid assets ratio otherwise known as liquidity ratio. Others 

are special deposit which the C.B.N uses to call on the bank to 

make special deposits which have the effect of reducing their 

liquidity such deposits are usually proven and do not form part of 

their eligible liquid assets stabilization securities which the CBN 

issues to banks to map up excess liquidity. 

 

The category of monetary control instrument has been formed by 

expert to quite effective in a developing economy such as Nigeria. 

Also, the CBN has full control over the deposit banks and other 

banks operating in Nigeria over maintenance of reserve funds, 

investment, legal lending limits; restriction on bank lending, 

aggregate credit loan, growth, as well as sectorial distribution of 

loan and advances and prescription of liquid minimum. 

 

The CBN has also during the years used active instrument to 

regulate the activities of the deposit banks such as the interest 
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rates and moral suasion. The rediscount rates and treasuring bills 

rates coupled with moral suasion were aimed at encouraging the 

deposit banks to repatriate short-term funds from abroad and hold 

them in Nigeria in order to Nigerians credit base. Also, monitoring 

Erse policy, moderate monetary restraint and used by the CBN as 

part of their regulatory and monetary policies on deposit banks to 

ensure sound and effective and efficient banking system in Nigeria 

and ensure sound and proper liquidity management on deposit 

banks. Between the year 2001 and 2005 elastic measures and 

policies were embarked upon by the monetary authorities through 

the central bank of Nigeria, to decisional map up the excess 

liquidity, with attendant adverse effects on the banks prominent 

among which was constrained growth of risk assets. 

Also, the bold shop of deregulating and deepening the inter bank 

foreign exchange market with a view to establishing the naira 

exchange rate was introduced by the central bank. 

 

The CBN’s policy of law MRR was also introduced during these 

periods which touched on banks profit margins because their profit 

margins come under greater pressure as lending rates fell. Most 

recently, the CBN introduced the banking consolidation and 
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recapitalization exercise urging banks to built up their capital 

based to N25 billion on or before December 31st 2005. This saw 

the emergency of 25 merger banks surviving in Nigeria out of 89 

that existed in Nigeria between the year 2000 and 2005. 

 

From the foregoing, one can conclude that the central bank of 

Nigeria plays important notes towards liquidity management of 

deposit bank in Nigeria knowing as the father of all banks in 

Nigeria and saving as the Apex Bank that liquidity management is 

a tool for improving efficiency in deposit banking in Nigeria and 

therefore has great impact on deposit banks performance. 

 

2.4.2  THE IMPACT OF LIQUIDITY MANAGEMENT ON 

DEPOSIT BANKS PERFORMANCE IN NIGERIA 

These causes, failures and problems have greatly affected the 

ability of deposit bank to meet their financial obligation and these 

have great impact on liquidity management on deposit banks 

performance in Nigeria. It is the responsibility of the bank to 

management, to ensure maximum liquidity at all times. Since 

liquidity management aims at scoring optimum investment in 

securities, optimum interest income, determining the total amount 
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of cash and marketable securities that banks would hold at any 

point in time. Any deviation from these responsibilities has greatly 

impact on the liquidity management performance of such banks. 

 

For example, cherished ideas of good banking which meant 

accountability, transparency, professionalism and sound economic 

policy pursuit and growth were thrown overboard by young in 

experienced and high minded staff of most of our deposit banks 

who also lived as eastern emperors, unmindful of any repercussion 

to the economy in which they operation in and out sectors of the 

economy, offering month-watering and difficult to sustain 

compensation package with unimaginable perquisites of office in 

addition to being uncompetitive and above all tainted by 

corruption and mismanagement, these and more have great 

impact in the liquidity management of the deposit banks 

performance in Nigeria. 

 

The secret of sound banking consist of the maintenance of 

adequate reserves through prudent management while at the 

same time make profit. Since banks deal with other people’s 

money and deposit inform of demand and time deposits, they 
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should always allocate their funds in such a way that their 

portfolios should always contain an adequate level liquid assets. 

 

Failure make the system to have low depositor confidence hence 

making it difficult for most depositors to embrace the saving 

culture which is necessary to sustain a cashless economy being 

championed in the country. 

 

Liquidity management is a tool for improving efficiency in deposit 

banks or any other banking activity any where in the world. 

Therefore, it has an impact on deposit banks performance in 

Nigeria.     

 

2.5 EVALUATION OF THE IMPACT OF LIQUIDITY 

MANAGEMENT ON DEPOSITS BANKS PERFORMANCE 

IN NIGERIA 

It is a known fact that most of the failed and distressed banks was 

as a result of lack of liquidity management ie mismanagement of 

funds, in their banks could not support the economy especially as 

the country’s bank credit, as a percentage of the Gross Domestic 

Product (GDP) was only 24% in the year 2003 as against 100% in 
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South Africa in the same year and 57% as African Average deposit 

out acclaimed. 

 

Grant of Africa status, Banks, no Nigerian banks ranked among the 

top 2000 banks in the world as at June 2004, even though four 

Nigerian banks used to be among top 500 bank stated by 

professor Charles Soludo, the Governor Central Bank of Nigeria 

during the consolidation of Banks and recapitalization of Banks 

exercise in Nigeria on 31st December 2005, but in the year 2006, 

saw the Nigeria banking sector recording a landmark achievement 

for the second time running with the current listing of nine 

Nigerian banks among the country of World’s best 1000 bank in 

report published by the financial times of London. 

 

Nigerian’s current rating by the tier 1 capital survey by the 

Swaziland based bank for international settlement (BIS) is 

however, a great improvement on the previous years in which only 

four Nigeria Banks made the list. This great achievement was as a 

result of sound and proper liquidity management. One of the 

Nigeria Banks that made the top list in 2006 till date include union 

bank in Nigeria Plc. This was rated No 797 as Nigerian’s No 2 best 
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bank. Others are First Bank of Nigeria Plc, which led at No 784, as 

Nigeria’s No 1 best among the World best, Zenith Bank which took 

the third slot as 857, Charted Bank as the fourth at 863, 

Intercontinental Bank as fifty at 877, spring Bank which clinched 

the sixty position at 888, Guaranty Trust Bank came seventh at 

818, First Inland Bank came last at 995 in the list. 

 

The Bank and others included in the list recorded and maintained 

soundness in relation to the based requirement of a minimum tier 

1. capital on risks weighted assets of 4% and a minimum ratio of 

capital to risk – weighted assets of 8%. One therefore can 

conclude that the increase in Nigerian’s rating represents a positive 

outlook for the Nations Banking sector with large banks providing 

better plat form for economic development due to proper and 

sound liquidity management. 

 

As a result of proper and sound liquidity management, Union 

Bank’s profit in the year 2005 increases by 17.07%, from N10.21 

billion in 2004 to 1.953 billion in 2005. The bank also recorded 

significant development despite the new regime of the CBN’s 

policy of low MRR even as cost continued their silky and 
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empowered bias and business prospect in the country continued to 

face difficult challenges. 

 

All these were as a result of proper and sound liquidity 

management on the part of Union Bank Plc. Therefore liquidity 

management has great impact on deposit banks performance in 

Nigeria. Not with standing, the harsh operating environment 

accessional by the adverse economic climate and the challenges 

within the banking industry, United Bank for Africa Plc (UBA) 

achieved significant improvements between the year 2004 and the 

2005 as a result of prudent and sound liquidity management for 

example, it was able to convert to its full advantage the 

opportunities, presented by the on going reforms in the banking 

industry by the merger of the old UBA and standard trust Bank Plc 

(STB) in which UBA was adopted as the name of the consolidated 

entity with the objective  to create the target and the undisputed 

leading financial services group has strengthened their dominance 

of the retail banking franchise, increased the number of their 

outlets as well embarked on the transformation of the existing 

outlets  and enhanced services delivery and take their services 

closer to their customer UBA through sound, efficient, effective 
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and proper liquidity management has dominated the West African 

financial services landscape by the creation of New Mass-Market 

financial products while consolidating their role as a leading 

supplier of financial services to select wholesale market like oil and 

Gross, Telecommunication and the public sector as well as greater 

efficiencies in credit review and monitoring leading to significant 

improvements in risk with the provisions of the Central Bank of 

Nigeria Circular BSD.I. 2004 dated February 18, 2004 on His 

closure of insider related credit in financial statements. Their non- 

performing insider related credits as defined by the CBN circular 

for the year 2005 amounted to N411.41 million. The profit in the 

year 2005 amounted to N6,239 million as against N5, 606 million 

in the year 2004 during which it declared a divided of 60 kobo per 

share to all shareholders. 

 

All there achievements and significant improvements of these bank 

in addition to the feat adhered by the Nine Nigeria banks in the 

world best banks rating are as a result of sound and 

proper/prudent liquidity management in these banks and one 

therefore can conclude that liquidity management has great 

impact on the deposit banks performance in Nigeria. 
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CHAPTER THREE 

RESEARCH METHODOLOGY 

3.1 INTRODUCTION 

This Chapter discussed the methodology, procedure of data 

collection, sampling design and how the data selected would be 

analyzed to achieve our objective functions by using the 

appropriate models. 

 

3.2 RESEARCH DESIGN 

This research would have been best conducted in all the existing 

banks in Nigeria and for all years in pursuit of excellence liquidity 

management in Banks. As a result of finance and other 

constraints, the research work was narrowed to four variable 

predictors of liquidity management, covering the period of 1985 to 

2004 of the financial statistics from the CBN statistical bulletin. 

 

It was carried out through secondary source. The data was 

gathered through the CBN statistical bulletin, where this data was 

not satisfactory, the researcher would initiate questionnaires, 

personal interviews with the respondents for better understanding 

and clarification. 
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3.3 METHOD OF DATA COLLECTION 

As previously mentioned, the data was collected through 

secondary source. The secondary data utilized for this research 

include CBN Bulletin, selected Deposit Bank’s annual reports and 

financial statements which gives us the profit after tax of these 

banks from 1985 to 2004. 

 

Asika (2000) emphasized that no one type of design ever gives 

secondary data but that secondary data emanates from processing 

of data from primary sources that is the processing of primary 

data. 

 

3.4 METHOD OF DATA ANALYSIS 

Data generated from the CBN bulletin and selected banks annual 

reports were analyzed using both descriptive and inferential 

statistics. The descriptive method involves the use of frequency 

tables, percentages and charts.  This method have been used 

extensively by a number of researchers such as Paul (1986), long 

(1963) and Paulson (1984) in their studies. Inferential statistics 

approach on the other hand, primarily involves the statement and 
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testing of scientific hypothesis through the use of probability as 

detailed in the work of Gujarati (1985) and Koutsoyiannies (1986). 

 

Consequently, we are using multiple regression analysis. 

Regression analysis is a statistical tool which helps to predict one 

variable from the other variable(s) on the basis of assumed nature 

of the relationship between the variables. The variable being 

predicted is referred to as the unknown or depend variable and in 

our study the dependent variable was profitability because its 

values are dependent on the values of other variable, which are 

liquidity ratio, cash reserves, loan to deposits and loan and 

advances, as independent variable of liquidity (Nworuh, 2001). 

 

In multiple regression, model describing the relationship between 

the dependent variable y and a set of k independent variables x1 x2 

- - - -  xk can be expressed as  

 Y= b0 + b1 x1,  bxx2 + buxk + ei   

Where  

 Y =  dependent variable 

 b0 =  autonomous 

 X =  independent 

 ei =  Error term 
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3.4.1  TEST FOR SIGNIFICANCE  

In multiple regressions, significance test is conducted using 

(ANOVA) analysis of variance table, which is based on partitioning 

the variation into two components  

F-TEST OR ANALYSIS OF VARIANCE TABLE 

Source 

variance 

Sum of 

square 

Degrees of  

freedom 

Mean 

square 

Variance 

ratio 

Regression SSR = 

 Y2 R2 

K MSR = 

SSR
K   

F-RATIO = 

MSR
MSE  

ERROR SSE = SST 

– SSR 

n – k - 1 
MSE = 

SSE
n   

 

TOTAL SST = EY2 n – 1   

 

1. Sources, Nworuh 2001 applied quantitative 

Where SSR = Sum of square of regression 

SSE = sum of square of error 

SST = sum of square of total 

n = number of observation 

K = number of independent variable (x1x2) 
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3.4.2  F - RATIOS 

F – Ratio is a distribution ratio of mean square regression and 

mean of errors and it is stated 

 F – Ratio = MSR/MSE  

 

3.4.3     CO-EFFICIENT OF MULTIPLE REGRESSION R2 

This measures the proportion of the total variation in the 

dependent variable y that is attributable to the dependencies of y 

on all the independent variable x1, x2 - -  - xk included in the 

regression. 

Co-efficient determinant R2 

R2 = 
SSR
SST  = b1 

 

 

3.5 DECISION RULE 

As to ascertain a proper result in F-test statistics, the researcher 

should reject null hypothesis (H0) if the F- distribution is less than 

the statistics test, at a level of significance and degree of freedom. 
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3.5.1  NORMAL CURVE FOR DECISION RULE 

This curve is used as probability model which indicated 

measurement and data from many field of study 

 

 

 

 

 

 

 

 

3.6 COMPUTATION OF FIGURES 

In order to appreciate the impact more the figure extracted from 

the statistical Bulletin and annual report of the selected banks for 

their profitability which was aggregate from the year 1985-2004. 

The statistical evaluations were carried out using computer 

software package SPSS OR EXCEL. 

 

 

 

 

Critical 
region 

Acceptance 
region 

Critical 
region 
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CHAPTER FOUR 

DATA PRESENTATION AND ANALYSIS 

4.1 INTRODUCTION 

This chapter focuses on the presentation, analysis and 

interpretation of the data collected through the central bank of 

Nigeria (CBN) publications. Hence, only secondary data are applied 

in the analysis, covering the period, 1985-2004. 

 

Perhaps, we need to add that two statistical approaches are 

adopted – descriptive and inferential statistics. While the 

descriptive statistical method involves the use of percentages, 

charts and graphs etc where applicable. Under the inferential 

statistics the four hypotheses formulated under the section 1.5 of 

our report. 

 

4.2 DATA PRESENTATION 

This section presents for analysis the data set for testing the 

respective hypotheses I through 4. Table 4.1 contains the 

secondary data for commercial bank’s profit after tax, liquidity 

ratio, cash reserve ratio, loans-to-deposit ratio and loans and 

advances for the period under review. 
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Table 4.1 Data set on Bank profit after tax loans and 

advances, and monetary policy instruments 1985-2004 

YEAR PATt(#)million LRt% CRRt% LODt% LADt[#]million 

1985 228 65 1.8 66.9 18125.2 

1986 323 36.4 1.7 83.2 21659.6 

1987 296 46.5 1.4 72.9 23492.9 

1988 320 45 2.1 66.9 25525.2 

1989 412 40.3 2.9 80.4 27975 

1990 38 44.3 2.9 66.5 31279.1 

1991 0 38.6 2.9 59.8 37279.2 

1992 491 29.1 4.4 55.2 48712.8 

1993 1897 42.2 6 42.9 74644.2 

1994 1693 48.5 5.7 60.9 66127.6 

1995 2333 33.1 5.8 73.9 120868.9 

1996 3835 43.1 7.5 72.9 175425.1 

1997 4020 40.2 7.8 76.6 391541.5 

1998 5515 46.8 8.3 74.4 278889.5 

1999 10263 61 11.7 54.6 1265984.4 

2000 9773 64.8 9.8 51 1795768.3 

2001 9027 52.9 10.8 65.6 2796112.2 

2002 16165 52.5 10.6 62.8 3586229.1 

2003 29702 203.6 39 247.4 4339443.0 

2004 27573 201.9 34.3 274.5 5686669.3 

  

Source: CBN Annual Report and UBA FBN and UBN Financial 

Summary on profitability. 



 67 

4.3 HYPOTHESES TESTING 

The four hypotheses to be tested are stated as follows: 

 H01 Liquidity ratio has no significant effect on maintaining       

                 the relationship between liquidity and profitability. 

 

 H02 Cash reserve ratio has no significant impact to solve    

                 the conflict between liquidity and profitability. 

 

 H03 Loan-to-deposit ratio has no significant effect to  

                 Reconcile the conflict associated with liquidity and    

                 Profitability. 

 

 H04 Loan and advance have no significant impact in  

                reconciling the liquidity and profitability of bank. 

 

In testing these four hypotheses, are employed the multiple linear 

regression model and the results are presented in table 4.2 

 

Table 4.2: Regression results/output for hypotheses 1-4 

0.993  = R 

0.985  = R2 

0.981  = Adjusted R2 
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1218.529 = Std. Error of the estimate 

 4 = predict for variable 

 Y = Dependent variable 

 20 = No of observation 

Variables Coefficients  Std. 

Error 

E (df = 

15) 

Significance 

Intercepts B0                = 112.491 589.536 1.887 0.079 

X1  = LRt B1                 = -9.205 27.011 -0.341 0.738 

X2 = CRRE B2                 = 577.249 106.820 5.404 0.000 

X3 = LODt B3          = -29.316 15.558 -1.884 0.079 

X3 = LADt B4          = 0.003 0.000 6.750 0.000 

 

ANOVA TABLE 

Source SS DF MS F = 

247.518 

0.000 

Regression 1E+009 4 367518772.09   

Residual 22272208 15 1484813.880   

Total 1E+009 19    

 

Xxx = Significant at 1%; xx = significant at 5%; F- ratio 



 69 

  Tabulated (df = 4,15); 1% = 4.89; 5% = 3.06, 

  Tabulated t ratio (df = 15) 1% = 2.624; 5% = 1.7530 

 

4.3.1     TEST OF MODEL SIGNIFICANCE 

In order to carry out this test, we employ the f – ratio as a test 

statistic, as derived from the ANOVA results. 

 

DECISION RULE 

Since the F-ratio calculated (247.518) > F-ratio tabulated 

(4.89,3.06) ii 1% and 5% respectively we reject H0 and accept H1 

to conclude that the model is significant. Hence, there is a 

significant relationship existing between the independent variables 

taken together and the profit after tax of the banks as the 

dependent variable 

 

 

 

 

 

 

 

Critical 
region 

Acceptance 
region 

0 4.89 
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4.3.2    TEST OF MODEL SIGNIFICANCE 

The coefficient of multiple determination approach. The model 

significance can as well as confirmed through the coefficient of 

multiple determination or R2 approach for short. Here, the F-ratio 

is calculated thus;  

F-ratio = 
(R2)/(K-1)

(1-R2)/(N-K)      

Degree of freedom; Upper = (K-1); (5-1 = 4) 

       Lower = (N-K); (20-5 = 5) 

Where; R2 = 0.985 

   K = 5 

R2  = N 
(0.985)/(5-1)

(1-0.985)/(20-5)  

 = 247. 518 

 

Also, since F- calculated (247.518) > f-tabulated or theoretical f-

ratio, we reject H0-and accept Ha to conclude that the models 

variables belong significantly. Therefore, there is a significant 

relationship between the explanatory variables and bank 

profitability. The resulting model is presented thus: 

PATt = 1112.491 – 9.205LRE + 577.249CRRt – 22.316LODt 

0.003LADt. 



 71 

 

4.3.3 TEST OF EFFECTS OF INDEPENDENT VARIABLES ON 

PROFITABILITY OF BANKS  

The earlier tests were conducted to establish the significance of 

the model as a whole. Having proved the significance of the model 

as a whole, we go a step further to determine the contributions of 

the respective explanatory variables to bank profitability. Stated 

differently, the student t-test is conducted to prove whether the 

individual explanatory variables make significant contributions to 

the level of bank profitability within the period. 

 

The alpha levels here are equally 1% and 5% respectively, with 

the degree of freedom given as N-K or 20-5 =  15. from the 

theoretical t-ratio table, we have, 

  1% = 2.624 

  5% = 1.7530 

Comparing these theoretical values with the t-ratio calculated 

derived from the formula’  

T-ratio 
bK

Se(Bk)
   = K = 1 - - - - 4 

Where; 
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Bk      = estimate of the population parameters for the 

regressors and 

Se(Bk) =    Standard error of the estimate  

 

Decision Rule 

If the absolute value or 
BK

Se(Bk)
  > t n-k, 

We reject H0 and accept Ha to conclude that the independent 

variable makes a significant contribution to bank profitability. 

 

The results of the regression analysis displayed on table 4.2 show 

that both loans and advances, and cash reserve ratio make 

significant contributions to bank profitability,  conversely, liquidity 

ratio and loans-to-deposit ratio are non-significant contributions to 

bank profitability. 

 

 

 

 

 

 

0 
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4.4 DISCUSSION OF RESULTS 

The results of the four tested hypotheses have been quite 

revealing. All the four hypotheses were tested jointly using a 

multiple regression model. The estimated model is; PATt = 

1112.49-9.21LRt + 577.25CRRt – 22.32LODt 0.003LADt - - - 4.1 

 

This model 4.1 above shows that when all other variables are held 

constant, a unit increase in liquidity ratio, will result in 9.21 units 

increase in the level of profitability of banks, while when cash 

reserve ratio is increase by one unit, it will lead to about 577.25 

units of increase in bank profit. By the same token, a unit increase 

in loan-to-deposit ratio will result in 22.32 units decrease in bank 

profitability and finally, one unit increase in loans and advances 

brings about 0.003 unit increase in the level of bank profitability. 

 

From these results above, and considering the signs of the 

individual coefficients, one could safely conclude that while the 

liquidity ratio and loans and advances seem to meet the opinion 

expectation, with the cash reserve ratio and the loans-to-deposit 

ratio do not meet the a prior expectation. For instance, in the case 

of the former  two, higher liquidity ratios should exert negative 
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effects on banks profitability just as they constraint the ability of 

bank to have more investable  funds (loans and otherwise) 

conversely, higher loans and advances, being the stock-in-trade of 

banks should contribute positively to bank profitability. 

 

However, the positive coefficient of cash reserve ratio and the 

negative coefficient of loans-to-deposit ratio leave much to be 

desired. Expectedly, high cash reserve ratios with their depleting 

effects on investable funds for banks should bear a negative 

coefficient just as higher loans-to-deposit ratio of banks should 

exert similar effects on bank profitability as loans and advances. 

This result could be interpreted to mean that bank loans are not 

effectively managed by the banks. The result of loans and 

advances seems to corroborate this time of reasoning given its 

marginal albeit positive contribution to profitability of banks. 

 

In general however, there is a higher relationship (99%) between 

all the explanatory variables taken together and profitability banks. 

In the same vein, the independent variables have been able to 

explain at least 98% of the total variables in bank profitability. 
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CHAPTER FIVE 

SUMMARY, CONCLUSION AND RECOMMENDATION 

5.1 SUMMARY OF FINDINGS 

The study evaluated the effect of liquidity management on bank 

performance, testing the following hypotheses: 

1. Cash reserve ratio has no significant effect on bank 

profitability 

2. Liquidity ratio does not significantly impact on bank 

profitability  

3. Loans-to-deposit ratio does not exert any significant effect 

on bank profitability 

4. There is no significant relationship between bank loans and 

advances and the profitability of the banks 

 

The results of the above-stated hypotheses yielded the following 

major findings. 

1. There is a significant positive relationship between cash 

reserve ratio and bank profitability. 

2. There is an insignificant and negative relationship between 

liquidity ratio and bank profitability 
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3. The relationship between loans-to-deposit ratio is both 

insignificant and negative 

4. Bank loans and advances exert an insignificant but positive 

effect on profitability of banks 

 

5.2     CONCLUSION 

On the basis of the foregoing, we reach the conclusion as follows: 

1. Liquidity ratio and bank loans and advances, going by the 

signs of their coefficient appear to meet conforming to our a 

prior expectations. 

2. Cash reserve ratio and loans-to-deposit ratio do not meet the 

a prior expectation for the period under study 

3. There is high level of relationship between all the 

explanatory variables taken together and the level of bank 

profitability 

4. The explanatory variables have been able to explain at least 

98% of  the total variation in the level of bank profitability. 

 

5.3 RECOMMENDATION 

This study on the basis of the above conclusions and findings will 

offer the following recommendations 
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1. Banks should always endeavour to administer their credit 

effectively by adhering strictly to the rules on granting of 

credit. 

2. Similarly, credits must only be extended to customers on the 

basis of good credit rating. Through this, the incidence of 

non-performing loans will be ameliorated and price boosts 

the profit level. 

3. The Negative relationship between loan-to-deposit ratios also 

presupposes the fact that banks need to overhaul the credit 

evaluation methods.  
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